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Preface 

The end of the Cold War has focused increasing attention on varia
tion among capitalist systems. Now that the stmggle between communism 
and capitalism has given way to continual shifts in in tra-capitalist rivalry 
and cooperation, the diversity among "free-market" economies has be
come more apparent than at any time in the last half century. Nowhere can 
one find greater variation than in the so-called developing world or Third 
World ( both terms, in their own way, of distinctly Cold War vintage); the 
astounding growth of newly industrialized countries in East it is often 
obselVed, offers an especially dramatic con trast with the stagnation of 
much of sub-Saharan Africa. 

Unfortunately, modern political economy often provides little guidance 
in analyzing this variation .  Amid today's widespread praise for the "m agic 
of the marketplace, "  i t  is not always clear why the tricks of capitalist sorcery 
vary so enormously from one political setting to another: some states are 
clearly obstacles to sustained development, while others very successfully 
guide their economies through the most challenging of externally im
posed obstacles. Careful examination of the Philippine political economy, 
this book demonstrates, offers valuable insights into the relationship be
tween political and economic developmen t in the Third World as a whole. 
Most of all, analysis of the Philippine experience highlights the centrality 
of sound political foundations to successful economic development. 

My interest in the Philippines significantly predates any particular con
cern with intra-capitalist variation, governmen t-business relations, or the 
politics of banking. This work emerges out of a long journey, tracing its 
origins to my first an-ivaI in the Philippines over fifteen years ago. As part of 
a church-based program concerned with h uman rights and development 
issues, I traveled throughout the archipelago and learned firsthand of the 
political commitments of a broad range of Filipino society. My ties to the 
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country were further nurtured in other capacities: as a U.S.-based human 
rights advocate, freelance journalist, intern for an American foundation in 
Manila, language student, visiting researcher, and scholar of politics. This 
longstanding association with the Philippines-a combination of ex
tended stays and impatient absences since October 1980-has coincided 
with the deep crises and popular resistance during the twilight of the 
Mar('os regime, the democratic exuberance of the early Aquino years, the 
political disenchantment and economic doldrums of the late Ig80s and 

199os, and the new optimism that accompanied the economic up
turn under the Ramos administration in the mid-I 99os. 

Through these years, I have developed an enduring attachment to the 
archipelago and its people. Although I am an outsider, long association 
with those seeking change has promoted keen interest in the (:apacity of 
the Philippine political system to deliver freedom and prosperity to Fil
ipinos of all social strata. My initial rnotivation for this study, as discussed 
below, was to seek an explanation for the country's longstanding difficulties 
in converting its enormous developmental assets into sustained develop
mental progress. Analysis of the particular variety of capitalism fonnd in the 
postwar Philippines-booty capitalism-not only yields valuable lessons for 
students of comparative political economy and political development but 
will hopefully also he useful to those seeking to promote political and 
economic transformation in the present-day context. To the extent that my 
analysis may at times focus excessively on structural obstacles to change, 1 
would like nothing more than to be proved wrong by the many agents of 
sweeping reform whose work I so deeply admire. I hope, as well, that 
insights from this book-based on developments up to late 1996-will 
prove valuable in analyzing the new challenges confronting the Philippines 
and its neighbors since economic crisis began to rock Asia in mid- 1 99i. 

I am grateful to the hundreds of persons who have given generously of 
their time in assisting the completion of this work, beginning with those 
who agreed to often-lengthy interviews as well as those who assisted in 
locating or providing materials essential to my research. It is not possible 
to list all those who have offered erlcountgement, support, or helpful ideas 
since this work was first cOlH:eived in 1 9/)9, hut I must highlight the con
tributions of Patricio Abinales,Jose Almonte, the late Chester Bahst, Coeli 
Barry, Cynthia and Germelino Bautista, Emil Bolongaita, Robin Broad, 
Gerald Burns, Alexander Calata, Sheila Coronel, Nick Cullather, Em
manuel Esguerra, Armand Fabella, Raul Fabella, Jaime Faustino, Antonio 
Gatmaitan (an especially insightful and encouraging early informant), 
Terence George, James Goodno, Gary Hawes, Eva-Lotta Hedman, 
Carolina Hernandez, John Humphreys, Erik Jensen, Joseph Lim, Victor 
Limlingan, the late Charles Lindsey, Lawrence MacDonald, Alex Magno, 
Lorna Makil, Roberto Millena, Matt Miller, Kay Mohlman, Resil Mojares, 
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Fr. Theodore Murnane, Yoshiko Nagano, Vitaliano Naiiagas, Lin Neu
mann, Romulo Neri, Ramon Orosa, Esther Pacheco, Emerito Ramos, Noet 
Ravalo, Cooper Resabal, Temario Rivera, Six to K Roxas,James Rush and 
Asuncion Benitez-Rush, Sheila Samonte, Steven Solnick, Filomeno Sta. 
Ana, Edita Tan, Rigoberto Tiglao, David Timbemlan, Ramon Tiaoqui. 
Carlota Valenzuela,Jeflrey Winters, David Wurfel, and Josef Yap. Particular 
thanks to Antonio Abaci, Emmanuel de Dios, Donald Emmerson, Barbara 
Goldoftas, Amado Mendoza, Joel Rocamora, Mark Thompson, and the 
anonymous readers of Cornell University Press and Ateneo de Manila 
University Press for providing comments on some or all portions of earlier 
drafts of the manuscript, as well as to Roger Haydon of Cornell University 
Press for valuable guidance throughout the process of revision. Any elTors, 
of course, are mine alone. 

Additional thanks to Philippine institutions that have, at various points, 
offered refuge and assistance: both the Third World Studies Center and 
the School of Economics at the LJ niversity of the Philippines-Diliman, the 
Philippine-American Educational Foundation, the Philippine Social Sci
ence Council, the Philippine Center for Policy Studies, and the University 
of San Carlos in Cebu City. Also much appreciated is the assistance pro
vided by the staffs of the libraries of the Ateneo de Manila University; 
Business World; the Central Bank of the Philippines; lbon Databank; the 
Lopez Museum; Sycip, Gorres & Velayo; and the University of the Philip
pines (particularly at the School of Economics). Valuable research as
sistance has been provided by Illany persons, most notably Gina Bene
merito, Ben Endriga, and EdgarJovero. lHamming saimnal sa inyong lahat! 

In the United States, heartfelt debts of gratitude extend back to prcficld
work graduate studen t days ill New Haven, ,vhere Kay '\1anstield of the Yale 
Council on Southeast Asia provided "matron-client" nurture to us all, 
Edita Baradi kindly polished our Tagalog, and Charles Bryant guided us 
through Stirling LibrAry's fine Southeast Asian collection. After returning 
from field research, T benefited enormously from the collegial and sup
portive environment of the Harvard Academv f()r International and Area 
Studies. Most recently, a host of colleagues at the Department of Political 
Science and the Center I()r Southeast Asian Studies of the Universitv of 
Wisconsin-Madison-in particular Donald Emmerson, Edward Fried
man, Herbert Kritzer, T..J. Pempel, Virginia Sapiro, Michael Schatzberg, 
Bernard Yack, Crawford Young, Michael Cullinane, Daniel Doeppers, and 
Alfred McCoy-have offered hearty encouragement and much useful ad
vice toward the completion of this work. C<)nnel Capati and Gwendolyn 
Bevis provided excellent research assistance in the final stages of this work. 

I gratefully acknowledge the generous financial support I have received 
at various stages, most of all from the U.S. Department of Education 
Fulbright-Hays Doctoral Dissertation Research Abroad Program, the So-



xii Preface 

cial Science Research Council and the American Council of Learned So
cieties (vvith funds provided by the William and Flora Hewlett Founda
tion ) ,  the Harvard Academy, and the University of Wisconsin-Madison 
Graduate School Research Commit tee. A collaborative research project of 
the East-West Center provided an opportunity to gain valuable insights on 
the politics of finance from Stephan Haggard, Manuel Montes, Andrew 
MacIntyre, Richard Doner, and others; panel presentations at various COIl
ferences, moreover, have elicited further useful ideas from a range of 
scholars. 

Readers seeking greater detail on various aspects of this work
including bank ownership, selective eredit allocation, total year-end assets, 
and protracted legal battles-are refelTed to my Yale Ph.D.  thesis, "Preda
tory Oligarchy, Patrimonial State: The Politics of Private Domestic Banking 
in the Philippines," available from UMI dissertation services. All those who 
provided extensive comments and encouragement on that work have as
sisted in providing a stronger foundation for this book, including my 
professors, Margaret Keck and Srlvia Maxfield, and my ever-insightful kum
padre John Sidel. Benedict Anderson has encouraged and assisted me in 
countless ways, from the time we overlapped in Quezon City in 1 989 and 
1 990 to the present. My greatest intellectual debts are to James Scott, a 
mentor who has the rare ability to simultaneously provide his students with 
the encouragement to go on and the challenge to do better. His straight
forward, demystifying, and humanistic approach to scholarship is a goal 
toward which I will continuously aim. 

Throughout this project I have depended heavily on the support of 
family. Trinidad and Zosimo l.abra in  Cebu City always provided welcome 
respite for Maniia-weaIY souls, and the clan compound was the best possi
ble venue for experiencing the extraordinarily uplifting spirit of Philip
pine holiday celebrations (where else but the Philippines can one see a 
statue of the Risen Lord regaled with John Philip Sousa marches at 1 :30 
a.m. Easter morn? ) .  Mr parents, Charles and E tha Hut,heron, enthusiasti
cally supported my entire s(�journ into the Philippines. It is to my mother 
and in  memory of my father that I dedicate this work; together, they taught 
me the best of what I know. 

Most of all, heartfelt thanks to Edna Labra H utchcroft, my loving com
panion, whose keen insights helped shape this book in countless ways. Her 
quiet confidence and quick wit  sustained me-and endured amid all the 
sakripi)}o ngtJamilyu this work brought forth . I am forever grateful to her, to 
Anna, and to Ian for sharing all the joys of life together. Blest be the ties 
that bind. 

PAUL D .  HUTCIICROFT 
Madison, YVisconsin 
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Introduction 

When this book first began to take shape in 1989 and 1990, my 
primary goal was to explain the Philippines' longstanding "developmental 
bog."l In contrast to its booming neighbors, the country was plagued by 
very low-and occasionally even negative-rates of economic growth. The 
1980$ provided an especially glaring contrast: whereas the so-called Asian 
tigers and tiger cubs grew on average by 6.9 percent per year, the Philip
pines lagged far behind with average annual growth rates of only 0·9 
percent. Real per capita income declined by 7.2 percent from 1980 to 
1992.2 By almost any measure of economic growth, the counuy was in a 
quagmire; despite tremendous human and natural resources, the Philip
pine political economy displayed a particularly strong resistance to funda
mental change. 

From a historical perspective, it is curions that such a question would 
even be posed. In the early postwar years, the Philippines had distinct 
advantages over many of its neighbors (for example, large quantities of 
U.S. aid and a population with high educational levels and a remarkable 
facility for English) ;  within the region, only Japan exceeded its standard of 
living. Thirty and forty years ago, a scholar in my position would probably 
have asked an entirely different question: \\-'hat is it about the Philippines 
that makes it work so well? Unlike many of its neighbors, the counuy not 
only had very impressive rates of manufacturing growth, but was also 
achieving political stability (with regular elections and a relatively un
politicized military). Did something go wrong, or were there funda-

1 This tenIl is borrowed from Ruth McVev, "The Materialization of the Southeast Asian 
Entrepreneur:' in Southmst Asian Capitalists, �d. McVey (Ithaca, N.¥.: Cornell SoutheasT. Asia 
Prognun, 1992), 22. 

� World Bank, Tlip [,hili/'I,inrl: An Opminfi for Sustained Growth, Report No. IlOol-PH 
(Washington, D.C.: World Bank, H)9:l). i, I. 



2 Booty Capitalism 

mental-and partially submerged-problem s  present even in the heyday 
of Philippine industrialization in the 1950s? 

Not surprisingly, answers to this question have varied across time. I n  
I �)7o, a s  hoth democratic institutions and economic growth were wearing 

thi n ,  many perceived a trade-off between the two that needed to be re
solved in favor of economic growth. The economy may be faltering, many 
would have argued, but its problems could easily be resolved by a dose of 
authoritarianism. \Vithout an obstructionist Congress, techn ocrats could 
take charge of economic policy and hring on long-delayed and sorely 
needed reform. Indeed, when President Ferdinand E. Marcos declared 
martial law in 1972, he promised that his authoritarian regime would 
defeat the "old oligarchy" and bring new economic opportunity to the 
people. 

By 1980, however, few could continue to place hope in authoritarian
ism, Marcos-style. Cronyism ran rampant, a new oligarchy had e merged, 
and the primary engine ofenmomic growth was f()reign debt. As the initial 
economic successes of the martial law years lost steam, a sdlOlar would 
probably begin to note basic struetunll problems in the Philippine political 
economy, but might expect them to be resolved-if only the dictatorship 
could be deposed and the influence of its foreign backers curbed. Given 
the enormous reliance of the Marcos regime on external support, one 
might at that time have adopted the "dependency" framewol'k, and 
blamed the country's problems primarily on the self-serving meddling of 
outside forces: the former colonial power and curren t  military superpower, 
the United States, and multilateral institutions such as the V\'orld Bank and 
the International MonetalY Fund (IMF). 

From the vantage point of the late 19805, as similarly dependent coun
tries managed to carve out stronger roles fiJI' themselves, it became neces
salY to explore whether the Philippines might face much more fundamen
tal obstacles to sustained development. Many basic pattern s  of domestic 
politics endured even after the dramatic restoration of democracy in 1986, 
and sporadic initiatives for economic reform under President Corazon 
Aquino were generally overwhelmed by the opposition of those who had 
long enriched themselves through special privileges, protectionism, and 
restrictions on competition. A� a refonn-minded secretary of finance 
readily acknowledged, "the base for crony capitalism" survived the down
fal l  of Marcos.:\ 

The experiences of the mid-l 990S have lifted expectations once again. 
Upon taking office in 1992, President Fidel V. Ramos expressed a clear 
sense of the countIJ!'s weakness in competing effectively in the interna
tional economy, and undertook an ambitious reform program to "bring 
down the old economic order." The political dominance of "oligarchic 

" lHanila Chronide, June:.!, 1990. 
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groups" able to "bend the State to do their will," he explained, "has 

distorted our economy and rendered govern ment ineffectual. This is the 

reason why the Philippines has lagged so far behind the East Asian Tigers." 

I n  the new development strategy, declared Ramos, "\Ve shall insist that our 

business and political elites commit themselves unequivocally to the com

mon good."cj Thanks in large part to the reform program, the country's 

annual growth rates climbed to 5 percent to 7 percent by m id-decade

still modest and short-lived in comparison to many Southeast Asian neigh

bors, but a tremendous i mprovement over the rock-bottom growth of 

earlier years. 
Despite the dear achievements of a reform program committed to liber

alization, privatization, and the dismantling of "cartels and monopolies," 

one ofi ts premier architects acknowledged in 1�J96 that accomplishments 

to date represent the "easy" reforms. As "hard " rei()lTIlS requiri ng greater 

administrative capacity were being attempted, explained Presidential Se

curiry Adviser .lose Almonte, "the weaknesses of the Philippine State are 

starting to show. " The government has yet to "free itself from the influence 

of [the] oligarchy," he explained, and there is  no assurance that it can 

succeed in doing so. "Unless the Philippine State becomes stronger and 

more efficient," he concluded, "it will not be able to deal with our long

standing problems." Indeed, the Ramos administration has been far more 

successful in removing the state from obstmctive roles than in building up 

its capacity to achieve constructive tasks. It is far easier, for example, to 

liberalize imports than to promote high value-added exports; less trouble

some to dismantle a system of preferential fiscal incentives than to create a 

revenue system able to sustain the long-term infrastnlCtural needs of 

development; and (as analyzed in Chapter Nine) much simpler to give out 

new bank licenses than to assure the "prudential regulation" of the finan

cial system . For all that has been done in the realm of economic reform, a 

concerted program of political and inst.itutional ref()rm will be required if 

the Philippine state is to contribute effectively to developmental goals. Not 

surprisingly, many question the political sustainability of economic re

fonus into fut ure years. 

Political Obstacles, Perennial Aspirations 

This book asserts that a major source of obstacles to sustained develop
ment in the Philippines lies in the political sphere, and that these obstacles 

, Fidel V. Ramos, "Philippines "000: Our Development Stratq,ry." a speech to the First 

Multisectond FOnllTI on Science and Technology. Metro Manila, January 21, 1 D9'\: Stale of 
the Nation Address,.Iuly 26, 1993, quoted in Joel Rocamora, Brmking Through (Metro Manila: 
Anvil Publishers, 1 994), 174-

, Jose T. Almonte, "Building State Capacity for Ref'Jm1," a speech to the Philippine 
Economic Society, Metro Manila, Febmary 9, 1996. 
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are '-evealed through careful examination of relations between the state 
and dominant economic interests. In other words, successful economic 
development has been constra ined to a large extent by weaknesses of 
political development. Th is is a simple conclusion, but one that is all too 
often forgotten in an era in which markets are widely praised and govern
ments routinely reviled. Classical institutional perspectives provide many 
insights into the importance of understanding the political foundations of 
capitalist development, and highlight the bureaucratic foundations of ad
vanced capitalism. 'While the end of the Cold \Var has clearly exposed the 
enormous variation that exists among capitalist systems, modern political 
economy provides few guideposts for anal}7ing such variation within the 
Third World. Careful examination of the Philippine polity and economy 
not only demonstrates how different types of states help to nurture 
diflerent types of capitalism, but also how deficiencies in the political 
sphere can obstmct capitalist development. While clearer understanding 
of the country's lackluster developmental experience served as the initial 
major goal of this work, a second question h as emerged in the course of 
comparative reflection: what does this experience teach us about the nec
essary political foundations of advanced forms of capitalism in the modern 
Third World? 

By most counts, the P hilippines should have all the ingredients neces
sary for developmental success: tremendous entrepreneurial talents, an 
enormously talented and well-educated workforce (readily conversant in 
the dominant language of international business) , a rich endowment of 
natural resources, and a vibrant community of economists and develop
ment specialists. A 1 99 3  World Bank study on the economic success of 
most of the country's capi talist neighbors ( South Korea, Taiwan, Hong 
Kong, Singapore, Malaysia, Thailand, and Indonesia) dismisses the Philip
pines as a "perennial aspirant" to the ranks of the newly industrializing 
economies, "not able to combine enough positive factors from among 
macroeconomic stabili ty, strong technocratic bureaucracy, export com
petitiveness, poli tical stability, and policy consistency." Similarly, one vet
eran journalist lamented in 1 99 1  that "the Philippines adds lip to less than 
the sum of i ts parts. "h A central explanation for the faulty arithmetic, I 
argue, can be traced to longstandir\15 deficiencies in the Philippine politi
cal sphere. The Philippines may seem to have everything going for it, but 
for most of the postwar period the country has been unable to go very far 
very fast. As such, it  can be treated as a limiting case, one that greatly 
illuminates larger issues of the relationship between political and eco
nomic development in the modern Third World. 

" Danny M, Leipziger and Vinod Thomas, [,essol?s 0/ Fast Asia: An OUf'l'uif"W of Cuuntry 
Experience (Washington. D.C.: The World Bank. 1993), ,), 10; Interview, A. Lin Neumann, 
former president of the Foreign Correspondents Association of the Philippines, january '10. 
'991. 
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The third major question that motivates this work also emerged from 
comparative analysis, as I reflected on the process by which the Philippines 
could eventually begin to convert its considerable developmental assets 
into sustained developmental success. How might this process of change 
compare with other experiences of political and economic transforma
tion? By the mid- 1 990s, these questions have become increasingly rele
vant, The 1 992 withdrawal of C .S. bases has greatly altered the country's 
external environment, promoted new perceptions of the Philippines' 
place in the world, and encouraged the important measures of economic 
refoml pursued under Ramos's leadership. The question of whether the 
reforms wiII succeed in initiating a fundamental transfonnation of the 
political economy is anal}7ed further ill the concluding chapter; the ulti
mate outcome promises to be of broad comparative interest to those con
cerned with issues of political and economic change in less-developed 
nations. 

Analyzing Booty Capitalism 

In addressing the three m�ior questions of this study, I draw upon the 

historically based analyses of Max \Veber and others, who demonstrate that 

"bringing political arbitrariness to heel" is a critical ( bu t  often overlooked)  

prerequisite for the development of  advanced fonns of  capitalist accumu

lation. \V11ere patrimonial features are strong, 'Weber argues, "modem 

rational capitalism" will not prosper; conversely, "capitalism in its modern 

stages of development depends upon the bureaucracy."7 The first two 

chapters develop this theoretical framework, and provide a broad overview 

of the h istorical development and present-day nature of relations between 

state and oligarchy in the Philippines. To place Philippine polity, society, 

and economy in comparative perspective, I develop a broad cross-national 

typology of variations in Third World capitalist systems-and variations in 

the political systems that undergird them. The Ph ilippines provides a 
clear-cut example of what kinds of obstacles to capitalist development can 
resul t  when the power of an oligarchic private sector is never tamed, and 
there is no concerted effort to promote the development of the public 
sector. Chapter Three compares polities that exhibit strong patrimonial 
features, and argues that the Philippines' patrimonial oligarchic state (as 
compared to a Thai-or Indonesian-style patrimonial administrative state, 
where a bureaucratic elite traditionally predominates) presents particu-

7 E. L Jones, Tllf Hum/Jean lHimdf': 1�'m)1ronmPnts, Econornip.I, and Gro/lOblirs in thf TIistory of 
Europe and Asia (Cambridge: Cambridge University Press, 19R I), 2�6; Max Weber. 
and Society (Berkeley: Ulliversity of Califomia Press, 197R), I: 224, 'The patrimonial olIice. 
writes Weber, "lacks ahove all the bureaucratic separation of the 'private' and the 'oOicial' 

sphere" (II: 1028), 
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larly obstinate stmctural barriers to the demise of patrimonial features and 
the creation of a more rational-legal state. 

The theoretical and comparative assertions of this work are based on a 
detailed analysis of relations between state and oligarchy in the private 
domestic commercial banking sector. Chapter Four provides historical 
background on the development of the overall banking system, and Chap-
ters Five through Nine concentrate attention on the relationship between 
the Central Bank and the commercial banks (particularly the private 
domestic banks) between the years 1 960 and 1 995. The concluding chap-
ter summarizes both the overall argument and the lessons derived from 
the banking sector, and examines possibilities for transformation of the 
system of booty capitalism into a political economic order more responsive \ 
to the developmental needs of the nation as a whole. 

The Pol it ics of Banking 

VV11y banking? First, within the banking arena, one finds the most impor
tant of the state economic policymaking agencies and many of the most 
powerful of the oligarchic extended families (those that have diversified 
into commercial banking) . As we shall see,  the Central Bank has been 
unable to defend itself from the legal attacks of bankers, unable to enforce 
regulations that will prevent oligarchs from looting the loan portfolios of 
their banks, and unwilling to challenge the cartel practices within the 
industry. Just as important, however. when the Central Bank does flex i ts 
muscle, one is more likely to find decisions made on the basis of person
alistic criteria than on the basis of clear institutional interests. 

Second, because banking is an arena where one might expect to find 
relatively more modern and institutionalized patterns of interaction, it is 
of particular significance to be able to demonstrate the persistence of 
patrimonial features. The Central Bank-and its successor institution, the 
Bangko Sentral-have often enjoyed high ratings fi'om the business sector 
for generally keeping inflation at low levels and defending the value of the 
peso; since the 1 950s, in fact, these goal

'
s have been broadly shared by both 

monetary authorities and the diversified family conglomerates that domi
nate the economy. Because the central monetalY authority is consistently 
the most highly regarded of the economic policymaking agencies, It IS 
especially revealing to demonstrate a high degree of arbitrariness and 
weakness in its I-elations with the banking sector." 

K A I!JK�I SlIlyev found that hankers were "quite happy" with the Centrdl Bank's role- ill 
fiscal and monetary policy, hut thought that Central Bank examiners l acked the "sophistica
tion" and training to monitor bank risk and detect insider abuse. Sycip, GOlTes, Vel ayo & Co. 
and Bankers Association of the Philippines, Banking in the Philippine.1; 11 �'isi{)r/ fir the 199u.\ 
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Third, even adyocates of a minimalist state generally acknowledge the 

need for firm and consistent "pmdential regulation" of the financial sec

tor. As a critic of impmdent liberalization once noted, banks are not 

butcher shops. Deterioration of tmst in a bank, unlike tmst in a butcher 

shop, can have major consequences for the larger economy; moreover, the 

banker's dealings with customers are far more complex than those of 

a butcher. While the butcher engages in spot transactions ( meat for 

money) , the banker borrows funds and lends them out to persons whose 

creditworthiness must be verifiedY To the extent that the Philippine state 

is unable to provide quality regulation of its banks, I will suggest, it shows 

itself to be incapable of providing a firm political foundation for "laissez

faire " capitalism-not to mention, of course, those forms of developmen

tal capitalism requiring a far more competent state apparatus. 

The major focus of this work is two arenas that offer particular insights 

into the nature of relations between state and oligarchy in the banking 

system: bank supervision and selective credit allocation. "Banking," ob

serves one former bank president, " is a prism through which to understand 

power politics in the Philippines . " l o A study of the banking system high

lights larger patterns at work within the political economy: how a preda

tory oligarchy extracts privilege from a patrimonial state, and h ow develop

mental policy objectives are continually choked out by a clamor of 

particularistic demands made by those who currently enjoy proximity to 

the political machinery. Likewise, the retarded development and poor 

performance of the banking sector can be treated as a microcosm of larger 
problems in the economy as a whole. 

There are two overarching characteristics of the Philippine banking 
system, both of which have endured despite regime change, repeated 
attempts at reform, and circumstances that one might initially expect to 
have been conducive to building more effective mechanisms of state reg
ulation . First is rampant favoritism, reflecting the patrimonial character of 

(Manila: SGV. H)Htj), 1 7- 1 8. In a 199') Slllvey of businesspersons, the Bangko Selltnll re
ceived the highest performance [,Hin g  of all g<l\'ernment agencies. Philippine Daily lnquirn; 
September I ;{, 1 99'). V\'ebcr, ill Etc t, anticipates that the realms of credit and banking wi l l  
have a more "mtional" character; see "Author', Introrluction," in 'fli p  Pro/f,l/aut 1':111/( and l/tf 
Spirit oJCapilali.un (�ew York: Charles Scribner's SOilS, 1 95R), 20. 

" World Balik, "hrhJ f)171,,/opmenl RejJOII T'J91 (New York: Oxhmillniversitv Press , H)911. 
Carlos Diaz-Alejandro, "Good-Bye Financial Repressioll, Hello Financial Crash,"./oIlI1W/ 

Un')PIOVrnml Eronomirs 19 (19H:;): 1-24, at 2. He hlrthcr notes that "the credibility of a 
governme nt commitment to a tnlly l aissez-htirc domestic financial system is verv low . . . 
, [Plllblic opinion,' • and their aunts, simply does not believe tha

'
t the state 

would (or could) a llow most to be wiped out by the failure of banks and financial 
intemtediaries." Moreover, t1nancial agents will not accept a separm;on of private 
and public debts when a nisis (PP.17 -ttl) . 

10 Interview, Antonio P. Gatmaitan, [onner pncsidellt of Commercial Bank of Mani!", 
September 18, 1 9H9. 
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the state . The favor or disfavor of those oligarchs currently holding state 
office is a major determinant of the relative success or failure of particular 
banks. The Central Bank's allocation of valuable privileges-whether they 
be bank licenses, government deposits, emergency bailouts, or loans-are 
rarely made on the basis of dear-cut, objective rules that apply to all 
players. Although the type of favors extracted from the state may have 
changed through the years, one can note par,tllels between how sugar 
interests raided the newly formed Philippine National Bank after World 
War I ,  how exchange controls were obtained in the 1 950s, how banks 
bribed officials for government deposits in the 1 960s, how the Marcos 
regime r,tided state financial institutions for "behest loans" during the 
martial law years, and how the large banks have harvested windfall p�ofits 
by investing government deposits in government securities in the late 
1 980s. Favored treatment, it should be noted, is not imperative to the 
success of a commercial bank; certain institutions, by adopting a conserva
tive lending policy and striving for steady growth, seem to do reasonably 
well without any obvious special treatment by the Central Bank or the 
Palace. But in instances where banks have enjoyed meteoric growth, one is 
nearly sure to find special favors, granted through special relations with 
prominent officials. 

The second over,trching characteristic is  the largely ineffectual state 
regulation of the banking sector, reflecting both the patrimonial character 
of the state and the weakness of the state apparatus in relation to the 
powerful social forces that are concentrated in the banking sector. Despite 
three m�ior financial reform efforts, two of which specifically targeted 
problems of bank supervision, the Central Bank remains largely ineffectual 
in systematically disciplining banks that violate Central Bank regulations
even those regulations related to abuse of loan portfolios, violations of 
which have contributed to four major episodes of bank instability in a 
twenty-five-year period. This weakness becomes especially apparent in ex
amining legal actions lodged against Central Bank personnel ; in the Phil
ippines, bank supervisors are more l ikely to be intimidated than to intimi
date. A 1988 World Bank report recommends that "in the future the CBP 
(Central Bank of the Philippines] should consider adopting a finner ap
proach in dealing with banks which violate its mles and regulations." At 
the same lime, they acknowledge that because of the many suits filed 
against Centr,tl Bank personnel in the wake of recent bank failures, the 
"CBP staff . . .  feel personally vulnerable to suits brought against them for 
their official acts, and this is now aIrecting their performance."11 

Even when the Central Bank has acted against those who milked their 

I I  World Bank, 
World Bank. 1988), 

Financial Sectur Study, Report No. 7 1 7 7·H (Washington, D.C.: 

\ 
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banks, former bank owners have been known to use personal connections, 
even up to the Supreme Court, to confound Central Bank discipline. 
Former GovernorJaime Laya noted that even martial law "didn't seem to 
stop the lawsuits against Central Bank personnel." He actually laughed as 
he told me how the Central Bank legal office has "never won a case."  But 
the former head ofthe bank supelvision sector, who has herself been sued, 
doesn't  find it  a laughing matter: "Vvl1y only in  this country," she ex
claimed, "do the regulators go to jail, and the bankers go scot-free?"12 

If the system genuinely worked for the greater good, perhaps rampant 
favoritism and weak state regulation could be overlooked. But there are 
five major areas in which the Philippine financial system has historically 
perfonned poorly, all of which have hampered larger developmental ob
jectives. First, the banking system has a pitiful record of mobilizing savings, 
a key element in almost any successful progr,tIIl of economic developmen t. 
In part because real savings deposit rates have generally been negative over 
the past two decades, the Philippines has by far the worst record of pro
moting fInancial intermediation in all of ASEAt'J. Rates of financial inter
mediation (the ratio of the sum of demand, savings, and time deposits to 
gross national product) have been very weak across time, hovering in the 
range of 20 percent to 30 percent since 1 970 while Malaysia and Thailand 
have climbed from roughly 25 percent to 80 percent in the same period. 1 � 
The failure to mobilize more funds domestically has contributed to the 
country's considerable reliance on foreign savings. 

Second, a review of the postwar commercial banking system (which 
dominates the financial system as a whole) 1 4 shows that political factors 
greatly hinder the efficient allocation of credit. There have been three 
major types of commercial banks: patronage-infested government banks 
(most important, the Philippine National Bank ,  but fomlerly two smaller 
banks as well) ; a large number of private banks, most of which are family-

12 Interviews, Jaime C. Laya, former governor of the Central Bank (1981-1984), May 21, 
1990, and Carlota P. Valenzuela, former deputy governor. Supelvision and Examination 
Sector, Central Bank, March 22, J(J�)O. 

13 Indonesia, meanwhile, jumped from roughly 10 percent to 50 percent rates of financial 
i�ltemlediation between the early 1980s and early 1990s. See Edita A. Tan, "Bank Concentra· 
non and the Structure of Interest," Discussion Paper No. l"l915, University of the Philippines 
School of Economics (Quezon City, 1989), :j; and Carlos C. Bautista, Roy C. Ybailez, and 
Gerardo Agulto ]r., "A Study on the Philippine Financial System: FoclIs on the Commercial 
Banking Industry," (Que70n City: unpublished ms>, 1995), 6, 3.'\-35. 

14 The commercial banks have held a majority of the system's total assets (exduding 
Central Bank assets) throughout the postwar era, and if one adds their resources to those of 
(I) speciali;,ed government banks, the Development Bank of the Philippines (DBP) and the 
Land Bank of the Philippines (1.8P). and (2) government insurance companies, the Social 
Security System (SSS) and GovernnlE"nt Service Insurance System (GSIS)' one can account 
for over till>ee-quarters of all financial assets. Even when th� investment houses (merchant 
banks) were at the height of their strength, in the mid-1970s, the combined assets of com
mercial banks were eleven times those of investment houses. 
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dominated; and four highly profitable branches of foreign banks, all of 
which have been in operation since at least the late 1 94os. 1 5 First priority 
in loan allocation by government banks generally goes to those with great
est proximity to the political machinery. Within private domestic banks, 
the historical pattern is for related en terprises of the extended family (or 
families) owning the bank to enjoy first priority on loans. The basic build
ing blocks of the Philippine business community are extended family 
conglomerates, and among the surest means for such groups to secure 
credit is through ownership (or partial ownership) of a commercial bank. 

These loan abuses, in which families milk their banks to support related 
enterprises, are compounded by other types of distortion in credit alloca
tion .  Bankers often use their powers of loan allocation to bolster their \ 
patronage networks and to strengthen ties with political allies who could 
reciprocate in some way at a later time. A banker "dispenses largesse and 
favors,"  explains one former bank president. 'To be given a loan [ is] to be 
given a great favor," and builds on the "reciprocity [ that] is a part of the 
fabric of Philippine life . "  1 () Because bank ownership also advances familial 
interests by yielding a wealth of useful information about political and 
economic developments, it is commonly referred to as "the next best thing 
to tapping into a confessional booth. "  

Third, the banking system has created a high degree o f  financial in
stability, the root cause of which is regulators' inability to curb the milking 
of loan portfolios by bank owners, directors, and officers for related family 
enterprises. As early as 1 970, one economist noted that the Philippines 
"has probably had more financial scandals or financial institutions in 
distress than any other Southeast Asian country. " 1 7 Problems later inten
sified, with major episodes of bank failure in the mid- 1 970s, the early 
1 980s, and the mid- 1 980s. Banking reforms have been largely unsuccess
ful either in curbing these loan abuses or in altering the ownership pat
terns that encourage them. 

Fourth, the banking system provides enormous profits to those banks 
that are primarily in the business of banking for the sake of banking profits 
(and not for the sake of financing related family enterprises) . According 
to the World Bank, pretax profit margins in the Philippines in the late 
1 980s were roughly 300 percent higher than the average of such margins 
in eight other countriesY' Bankers enjoy oligopolistic power that is un
challenged by the Central Bank, and prices for important banking services 

I ' By year-end 1995, as discussed in Chapter Nine, PNB was more than 50 percent pri
vati/ed and ten new foreign banks were allowed to open branches in the country. 

1 6 Interview, Ramon S. Orosa, former president of Philippine Commercial and Industrial 
Bank and f()rmer chainnan of International Corporate Bank, April 30, 1990. 

1 7 Robert F. Emery, Thr Finan cial Institutions of Southm;t Asia: A Country-by-Country Study 
(New York: Praeger, 197°), 482. 

IH World Bank, Philippine Financial Serior ( 1 98 8 ) ,  iii, 73.  
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seem to be set by the actions of  a cartel. Large spreads between interest 

rates for loans and deposits (initially enforced by regulation, but more 

recently maintained, it seems, through collusive actions) guardntee high 

levels of profitability for those banks whose loan portfolios are less fla

grdntly milked by their directors, officers, and stockholders. As a result, the 

four foreign banks have found profits from their Philippine brdnches to be 

among the highest in their entire international branch network. 1 <) 
Finally, continual raids of oligarchs and cronies on the resources of the 

state seriously depleted the national treasury and killed the Central Bank. 

Throughout the postwar era-but particularly in the years when interna

tional credit was easiest to obtain-the Central Bank handed out extraor

dinarily generous gifts to public and private financial institutions, includ

ing the allocation of large quantities of foreign loans, the assumption of 

foreign exchange risk on certain types of financial operations, and the 

disbursement of a wide array of other instnul1ents of selective credit.2o 

While one might initially expect that the distribution of such largesse 

would strengthen the hand of the Central Bank in bank supervision and 

reform implementation, the benefits of such patronage accnled far more 

to Palace and Central Bank favorites than to the Central Bank as an institu

tion. The legacy of the Central Bank's exceeding generosity was its un

timely death , in 1 993,  at the age of forty-four. In summary, the banking 

system produces enormous particularistic advantage amid rampant waste 

of domestic savings and squandering of foreign resources. 
Because of the patently unimpressive performance of the postwar Phil

ippine banking sector, one can easily make the argument that the deficien
cies of this sector hinder developmental progress. This is entirely tme, and 
not an unimportant assertion. In this book, however, I make an even more 
fundamental argument: the deficiencies of the political sphere are central 
to explaining the country's longstanding "developmental bog."  The bank
ing sector provides a prism through which to understand better the nature 
of relations between the state and dominant economic interests, and the 
inadequate development of the political sphere. No doubt other case 
studies would yield similar understandings, but the most comprehensive 
analysis of all can be achieved by examining the banking sector. 

In short, this book asserts, the Philippines' developmental quagmire can 
be traced in large degree to the endurance of a predatory oligarchy and a 
patrimonial state. Together, the distinctive features of state-oligarchy rela
tions in the Philippines make up the system of booty capitalism. Through
out modern Philippine history, one finds far more oligarchy building than 

1 9 Anonyrnous interview, international econornist, �lay 1990. 
20 The vast bulk of selective credit allocation (rediscounting, fiJreign loan allocations by 

the Central Bank, f()J'eign exchange swaps, speciali/ed credit programs. placements of gov
ernment deposits, and so on) has been channeled through the commercial banks. 
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state building: the oligarchic families have had ample opportunities, his
torically, to consolidate their power with the support of external forces, 
while the state has remained woefully underdeveloped. As a result, the 
state apparatus continues to be easy prey to a powerful oligarchic class that 
enjoys an independent economic base outside the state, yet depends upon 
particularistic access to the political machinery as the major aven ue to 
private accumulation. Until there is greater development of the state appa
ratus, I argue, the Philippines will be unable to achieve sustained eco
nomIC success. 

C H A P T E R  O N E  

The Political Foundations of 

Booty Capital ism in the Phi l ippines 

States are not standardized commodities. They come in a wide array of sizes, shapes, and 
styles. That incumbents sometimes use the state apparatus to extract and distribute 
u nproductive rents is u ndeniable. That al l  states perform certain functions indispensable to 
economic transformation is equally so. That both characteristics are randomly d istributed 
across states is very un likely, yet we have only a hazy sense of the range of variation ,  to 
say noth ing of its causes. 

-Peter Evans, "Predatory, Developmental. and Other Apparatuses: A Com
parative Political Economy Perspective on the Third World State , "  1 989 

I n  the reality of political systems, patrimon ial and legal e lements are mixed , though al l  
societies have patrimonial traces whi le some have only a few legal ones. 

-Daniel S. Lev, "Judicial Authority and the 
Struggle for an  Indonesian Rechtsstaat, "  1 978 

A scholar of the Philippines once noted that "business is born ,  and 
flourishes or fails, not so much in the market place as in the halls of the 
legislature or in the administrative offices of the government."l Although 
this observation was made in 1 959, it could have been repeated with equal 
validity in subsequent decades. Whether in the pre-martial law years 
( 1 946- 1 9 7 2 ) ,  martial law years ( 1 97 2- 1 986) , or post-Marcos years (after 
1 986 ) ,  one finds remarkable continuity in basic patterns of interaction 
between the Philippine state and dominant economic interests. Even as it 
is often incapable of meeting even the most basic infrastructural needs of 
the economy, the Philippine state is nonetheless central to any compre
hensive analysis of the country's political economy. A(�cess to the state 
appard.tus has been the major avenue to private accumulation, as the quest 
for "rent-seeking" opportunities brings a stampede of favored elites and 
would-be favored elites to the gates of MaJacai'i.ang Palace. The state appa
r,nus has repeatedly been choked by an anarchy of particularistic demands 
from, and particularistic actions on behalf of, those oligarchs and cronies 

. 1 Thomas R. McHale, "An Econecological Approach to Economic Development" (Ph.D. 
dIssertation, Harvard University. 1 959) , 2 1 7. 
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who are currently most favored by its top officials: one will obtain a highly 
coveted loan or import license, another will enjoy a stake in a cartelized 
industry protected by highly discretionary state regulations.� 

Because of the weak institutionalization of the state, the personal favor 
and disfavor of those currently in power is a critical determinant of busi
ness success and failure. Political administration in the Philippines is often 
treated as a personal affair, and one can find many parallels between the 
modern Philippine polity and Weber's description of patrimonial states: 
"In general, the notion of an objectively defined official duty is unknown to 
the office that is based purely upon personal relations of subordina
tion . . . .  Instead of bureaucratic impartiality and of the ideal-based on 
the abstract validity of one objective law for all-of administrating without 
respect of persons, the opposite principle prevails. Practically everything 
depends explicitly upon the personal considerations: upon the attitude 
toward the concrete applicant and his concrete request and upon purely 
personal connections, favors, promises, and privileges. "'l I t  is not enough 
to say that the state lacks significant autonomy and capacity; in fact, to 
paraphrase Weher, the conceptual separation of the state from all personal 
authority of individuals is often remote from Philippine "stmctures of 
authority. "4 

While all states possess patrimonial features to some degree, it is clear 
that there is a particularly large gap between the Philippine state and the 
archetypal bureaucratic state ." The patrimonial framework helps us to 

� I?Pnts are created when the state restricts the operations of the market. The processes of 
rationing foreign exchange, curbing free trade, and licensing some aspect of economic 
activity-to give just a ft'w t'xamples-selve to create "rent havens" that can be captured by 
some combination of well-placed businesspersons and bureaucrats. See Peter Evans, Emhpd
dpd A ulo//oIllY: Slalrs and Induslrial Tmnlforll!a/io// ( Princeton: Princeton Lniversity Press, 
1 9�F) ) ,  2 :\-2+ 

" Max Wt'bn, Fronoll1Y and Socipl\', ( Berkeley: U niversity of California Press, 1 9H I ) , II :  1 04 1 .  
For a related discussion of the applicability of the patrimonial h�unework to the Philippine 
case, see Paul D.  Hutchcroft, "Oligarchs and Cronies i n  the Phi lippine State: The Politics of 
Patrimonial Plunder," Hurld Politics 4:\, no. :\ ( 1 l)9 1 ) :  .1 1 -1 -.t:jo. 

I V.'eber, Fumomy and Socirty, I I :  l)l)H. Skocpol defines state autonomy as situations in which 
"states conceivcd as organizations clairning control over territories and people Illay fornlltlatc 
and pursue goals that are not simply rel1ectivc of the demands or interests of social groups, 
classes. or society." Theda Skocpol, "Bringing the State Back In: Strategies of Analysis i n  
Current Research , "  i n  Bringing Ihr Statp Barh In, erl. Peter B .  Evans ct al. (Cambridge: Cam
bridge Universitv Press, 1 9H'i ) '  l). In politics with strong patrimonial featmt's, there is  bv 
definition a weak scpaI<ltion between the private and the o/licial sphere, and therefine :, 
particularlv weak degree of autonomy. See V.'eher, l';("()lIolI!\' and Soriti)" II: 1 o2H.  

"State capacity," explains Sikkink," involves the administ
'
rative and �'oercive abilities of the 

statc apparatus to implement official goals ."  Kathryn Sikkink, Ideas ([nd Instillltions: Dr-otloj)
menl({lism in Brazil ({lid A�e;rntin{[ ( I thaca, N.V.: Cornell LTniversity Prcss, 1 l)l) ' ) ,  I , .  In politics 
with strong patrimonial [eatures, allegiance to oflicial goals is commonly swamped by alle
g-iancc to personal goals. 

" V.'t'ber develops pure categories, and then permits hybrid characterizations of his h istor
ical cases. vVhen he ('(nnpares variolls historical cxarnplcs of bureaucr.acies, he creates a 
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understand two important elements o f  government-business relations i n  
the Philippines that are not necessarily inherent i n  a state that displays a 
weak degree of autonomy: ( I )  the high degree of favoritism, as when 
oligarchs and cronies plunder the state apparatus for particularistic 
advantage-a feature some have characterized as "rent-seeking gone 
wild"; and ( 2 )  the capacity of those oligarchs currently holding official 
position to infl ict  punishment on their enemies. Because personal consid
erations are the primary basis for extracting favors from the state, or for 
meting out punishment on one's enemies, it is important to devote signifi
cant attention to the patrimonial features that persist within the postwar 
Philippine state. 

Faced with the myriad particularistic demands of powerful elite inter
ests, the Philippine state has rarely displayed the capacity to fonnulate or 
implement a coherent policy of economic development. Indeed, the Phil
ippines presents a stark example of a state that has failed to effect the kind 
of economic change found among the East Asian newly industrializing 
countries (NICs) . The statist model, successful though it has been in East 
Asian settings, is not a viable option for a state with such a highly frdctured 
and ineffective bureaucrdcy. Unlike the Korean and Taiwanese states, 
which at certain cmcial historical junctures enjoyed considerable auton
omy from dominant economic interests, the Philippine state is so lacking 
in autonomy from dominant economic interests that even the most basic 
regulation of capital is continuously frustrated. Peter Evans notes that the 
bureaucratic capacity of the "developmentalist states" of East Asia can only 
be understood as part of a long historical experience; similarly, Haggard 
and Cheng note that "development models are not simple packages of 
policies; they are configurations of political, institutional ,  and historical 
events . "  In the Philippines, this long historical project has yet to produce 
anything resembling a developmentalist state. Gershenkron may be cor
rect that successful strategies of late industrialization require far more 
than laissez-faire policies, hut the Philippines lacks the state apparatus to 
effect such a far-reaching process of economic transformation.{j 

continuum that contains those with "strong patrimonial elements" at one end, those with 
"patrimonial admixtures" somewhere in  the middle, and the purest examples of l<ltional 
bureaucracy at the opposite end. (Ewnomy and Socipt,., II: 964-) I t  is in this spirit that I usc the 
term "patrimonial features." 

fi Evans describes Korea and Taiwan as "cleveiopmcntalist states" enjoying "embedded 
autonomy,"  and explains that "the combination of historicallv accuJllulated bureaucratic 
capacity and conjuncturally genel<lted state autonomy put the;e state appal"tust'S in a veI)' 
exceptional position."  Peter B. Evans, "Predatory, Developmental, and Other AppaI<ltllses: A 
Comparative Political Economy Perspective on the Third World State," Sorioiogiml Fun1Jn 4, 
no. 4 ( l gHl)) : 5 6 1 -587, at 575;  Stephan Haggard and Tunjen Cheng, "State and Capital i n  
t h e  East Asian NICs," i n  Thr Politiml Eror/Omy of thp Npw As;an Industrialism, e d .  Frederic C. 
Deyo ( Ithaca, N.V.: Cornell University Press, 1 987) , 1 2H; and Alexander Gershenkron, Eco
nomic Backwardnpss i n  Historical Prrspec/ive (Cambridge: HalYard l:niversity Press, 1 96� ) .  
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Enforcing laissez-Faire 

The limitations of the Philippine state apparatus, however, go far 
deeper. Not only is i t  i ncapable of replicating the kind of interventionist 
capacity of its East Asian neigbbors, i t  is also incapable of providing the 
even more basic legal and administrative underpinnings necessary for 
"free-market" capitalism. I t  is commonly presumed that laissez-faire is truly 
laissez-faire; that without state involvement in the economy, the "magic 
of the marketplace" will naturally take hold. If only the public sector can be 
shnmk to a minimum, some radical free-marketeers proclaim,  capitalism 
will flourish. On the contrary, the Philippines presents an insightful case 
study of precisely what kinds of economic prohlems can result from the \ 
insufficient development of the state apparatus. 

Even advocates of a relatively minimalist role for the state, such as the 
World Bank, emphasize that "governments need to do more in those areas 
where markets alone cannot he relied upon. Above all, this means invest
ing in education ,  health, nutrition, family planning, and poverty allevia
tion; building social, physical, administrative, regulatory, and legal in
frastructure of hetter quality; mobilizing resources to finance public 
expenditures; and providing a stable macroeconomic foundation,  without 
which little can be achieved."7 In the Philippines, the major issue is not the 
virtues or demerits of capable state interventions in the economy. 'Vith few 
exceptions, often considered developmentally effective else
where ( such as "picking winners" in industry through selective credit al
location and a strategic reliance on state-owned enterprises) have been 
developmental disasters in the Philippines. Rather, the m<�jor issue is the 
capacity of the state to cany out even the most minimally defined func
tions. The Philippine state has displayed strdined capacity, to say the least, 
in i ts ability to provide adequate electricity and other infrastructure and to 
provide the basic regulation and administrative services that even neo
classical analysts consider essential to the proper workings of a capitalist 
economy. In the following pages, there will be a detailed examination of 
the inability of the Philippine state to provide effective political founda
tions for an arena universally viewed as centrdl to the success of any mod-
ern economy: the banking industry. 

' 

Examination of the political foundations of development in the Philip
pines reveals enormous contrasts with those found in the newlv indus
trializing countries of East Asia and Latin i\merica. Haggard notes

/
that the 

four large countries covered in his study (South Korea, Taiwan, :\iexico, 
and Brazil ) have all experienced significant levels of state building, and 
possess relatively cohesive, centrdlized, capable, and autonomous states. In 
Mexico, for example, " institutional change ( beginning in the wake of the 

7 World Bank, World Development Repmt 1 99 I (Oxf()rd: Oxf()rd University Press, 1 99 1 ) ,  9. 
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Revolution) was a crucial prerequisite t()r policy change, indeed, for any 
'Policy ' at all." Patrimonial states, including Zaire and Haiti, "have proved 
incapable of pursuing any coherent policy at all . "  Robert Wade portrays 
Taiwan as an " extreme example" of economic corporatism, with a "hard 
state" able "not only to resist private demands but actively to shape econ
omy and society," He provides a lengthy list of prescriptions for the rest of 
the Third World, but explicitly confines his treatment to countries with 
"benign political leaders, whose concerns go beyond using state power to 
support the aflluence of a small group. "t< 

These analysts of the most successful examples of Third World capital
ism are t1ms suggesting that the of such places as Taiwan and 
South Korea probably have limited relevance to countries that remain far 
from achieving their degree of political and institutional development. 
Indeed, many sc holars have noted that notions of policy and policymaking 
common to relatively more advanced countries require major modifica
tion when applied to states with strong patrimonial features. "The essential 
business of a state Minister" in India, writes Robert \Vade, "is not to make 
policy. It is to modify the application of rules and regulations on a particu
laristic basis, in return for money and! or loyalty. " Within most Black Mri
can states, observes Goran Hyden, "individuals and organizations do not 
engage in politics to . . .  influence a government's policies within an over
all and legitimate ti-amework of agreed-upon mles ."9 Similarly, Lucian Pye 
observed in 1 9f}o that "the transitional societies of Southeast Asia have not 
fully incorporated the "iew common to rational-legal systems of authority 
that the appropriate goal of politics is the production of public policy in 
the form of laws"; rather, "power and prestige" are often treated as "values 
to be fully enjoyed for their own sake and not rationalized into mere means 
to achieve policy goals . "  This is echoed both in Harold Crouch ' s  analysis of 
the early years of Indonesia's New Order, where "political compdtition 
among the elite did not involve policy, but power and the distribution of 
spoils," and in David Wurfel 's 1 967 analysis of Philippine policymaking, 
which begins with a necessalY distinction between government actions 
with generalized impact and those with more particularized application. !O 

, 
" Stephan I l aggard, Path ways from till' Pnipil(,I)': The Polilin o/ Crowl}, in thf Newl, Induslrializ

mg COll)l.lril'S ( I thaca, KY: Cornell University
'
Press, H)Do ) '  l (lH. �i),\ (empl{asis addt'd) ;  

Rohert \\'ade, Gm".ming IiiI' ;\1mkfl: /:'wn{)1IIi( Tlitor) and Ihl' Role oj Gm'l'l1I l11ml i n  /:'11\1 , t,ian 
Induslnaliwlio1l (Prillcdon: Princeton lTl1iv(:'[sitv Press. I q')o ) .  2')4-() ' ,  9 '1 - ,  " " 0: set' also 
l OS. 

' " . , .  ,1 .'" I , > , )  
!) Robert Wade. 'The 1Vlarket h,r Puhlic Ollie<': Why the I n dian State Is Not Better at 

Development."  �VmM J)m"iotnoml t :\ ( ] ()H:,, ) : 4!i7-4()7. :u 4''10: Coran Hyden, No Shl))trul, 10 
Dl'7.iPlnplllPUI Alanagr'l)l(')!1 ill P" t:ljJPfliw (Berkelev: lTniv'el'sitv of California Pre", 

See also James C. Scot t .  Comjiamli1lP Poiiriml Co':m/Jtio)/ (Englewood Clifts, NJ: 
rp'HH-� l .. hl 1 9 7 2 ) .  

• 10 Lucian v". Pye, Politics of Southeast Asia," in Thr Politi", o{thr /)f711'lojJiltg AIMS. ('(\. 
(,abnel A. Almond and Jameq S. Coleman (Princeton: Princeton University Press, 1 9()o ) ,  
1 42-4:,; Harold Cnmch. "Paty'imonialism and Military Rule i ll hldonesia." World Po/ith" :{ I 
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v\11ile such ohseIyations seem ohvious to those familiar with power and 
politics in many Third World settings, it is in bct strikingly commOIl for 
maIlY analysts (both economists and political scientists) to treat promul
gated policy as the key variable, and largely ignore the enormous variation 
that exists in the institutions responsihle for implementing and enforcing 
the policies. In the words of Joel Migdal, social scientisL<; become "preoc
cupied with details of recipes [and neglect] to taste the finished dishes. " 1 1 

In historical perspective, it should come as no surprise that many of the 
world's states find it difllcult to carry out even the most fundamental tasks. 
Karl Polanyi reminds us that in the �levelopment of capitalism in England. 
there "was nothing natural ahout laissez-filirl'; free markets could never 
have come into heing merely by allowing things to take their course."  
Rather, "laissl'zJaire itself was enforced by the state," and its historical 
development required "an enormous increase in the administrative func
tions of the state. " Weber explains that "capitalism in its modern stages of 
development requires the bureaucracy"; above all, advanced fonns of 
capitalism require an administrative and legal stmcture able to promote 
"political and procedural predictability . . .  , [M] odern rational capitalism 
has need, not onlv of the technical mcans of production, but of a calcula
ble legal system a;ld of administration in terms of formal mles. W ithout it 
adventurous and speculativc trading capitalism and all sorts of politically 
determined capitalisms are possible, but no rational enterprise under indi
vidual initiative, with fixed capital and certainty of calculations . " I �  

Categorizing Capita l ist Systems 

"\There bureaucratic actions are often highly arbitrary, Weber argues, 
only certain types of "politically detenuined capitalisms" are able to thrive. 
Such forms of capitalism "often reach a very high level of development," 

: David Wurfel. "Individuals and ( ;roups in the Phil ippine Policy 
Process," in  and Ihnllmit.l of Filipino (;ovn1l lnml am/ Polilirs, ed.Jose Vdoso Ahut'\'a 
and Raul !'. Dc Guzman (lvtlllila: Bookmark, 1 9( )7) ,  209. See also I .aothamatas's description 
of businesspersolls' "partirularistic " impact on polic\'making ill Thailand's fonner bu
reaucratic polity, where "the e/fcct was kit in the implemcll1ation stag'" rather than in the 
tormulatioIl stage of policy." Allt'k Lanthamatas, Bwi'WI.I Ass()ciatimll {[nd the lVrw Poliliral 
Ftol1omv 0/ Thailand: Fmlll Burl'flllrmlir Polit. to l.ibl'rai COIj)()mlism (Boulder: ·Westview Press, 
1 9CJ 2 ) ,  1 4�)-;i()· . . .  1 1 Joel Migdal, Sirong Soridir.1 (Jnd H�flk Stali'l ( Princeton: Pnnceton Umverslty Press, 
1 91-\1-\ ) ,  I L Wl,ile Migdal was ref<:Tring to the formalistic-legalistic approaches of early post
war political seienc",. h is characterization unfortunately retains much truth today. 

1 2 Karl Polanvi, Tlte Grral TrmnjonfialilJlI: Tilt' Politiml alld Frollomir Origins oj Our Time 
( Boston: Bean)J� 1'1''''55, H)4.j ) ,  1 3<): Weher, 1'·tfllIom)· awl Soriel) .. I: II: 1 0<)5; Weber, 
"Author's Introduction," in The Protestant 1�lhir: alld Ihl' SI>"7t of Capitalism York: Charles 
Scribner's Sons, 1 95Hl .  25 ,  
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according to Weber, but the absence of calculability in the political sphere 
ultimately inhibits the development of more advanced forms of capitalist 
accumulation. Because all capitalism is in some sense "politically deter
mined, " I prefer to use rl'nt rapitalism as the overarching term to describe 
systems in which "money is invested in arrangements for appropriating 
wealth which has already been produced rather than in [arrangements for 
actually] producing it. " 1 :\ Rent capitalism can be distinguished from 
production-orientNi wpitalism according to the relative dominance of rent
seeking and production-oriented behavior. It is important to note , how
ever, that no real capitalist system belongs purely in one category or the 
other, and that the lines between the two categories are often blurred: a 
system of rent capitalism Illay register significant levels of production, and 
a system of production-oriented capitalism may display a fair degree of 
rent-seeking. 

More broadly, it is necessary to rethink the standard categorization of 
capitalist systems in developing countries. Economies are commonly ex
pected to fall somewhere along a continuum between laissez-faire and 
statist models. The Philippines highlights the basic inadequacy of this 
popular typology, precisely because its economy does not exhibit key 
characteristics of ritlwr laissez-f�lire or statist capitalism. Although the sys
tem is primarily driven by private sector initiative, one finds little evidence 
of the dominance of market forces. And while access to the state machin
ery is the major avenue to capitalist accumulation, the Philippine state has 
been so swamped by the particularistic demands of powerful oligarchic 
forces that it has rarely been able to play a coherent role in guiding 
economic development. Because the Philippines does not properly fit 
anywhere along the standard continuum, it suggests the need for 
pologies that can begin to encompass the enormous variation that exists in 
modern capitalist systerns. 

The laissez-faire versus statist continuum generally highlights only one 
vital dimension of intra-capitalist variation: the relative strengths of st;;!te 
apparatuses and business interests. A second dimension, however, is just as 
vital: variation among state apparatuses, mallY of which exhibit strong 
patrimonial features. For heuristic purposes, these avo elements of capital
ist variation can be displayed on a simple matrix: 

lel Stanishw Andreski, ceL, ,\lax lI"litr Oil Crtjlilol!.II/I, HllrNllicrrnr (I//(/ /{/</igio/l ( Boston: �eorge AlIcn and Unwin, I ()H:l ) ,  q: Weber. I: �4()' I I : < I OH I , quote at �.l(). l\!y clt'liuilioll of 
rent capitalism" is taken from Anc1r""ki 's defini tioll of "political capitalism."  This defini t ion 

has dear parallels with thost:' that define re111 seeking as "directly l lnprodllct iw' profit-seeking 
(DU!') ani"i!v." David C. Colander, ed . ,  X,'od(f\\imi Polilirrt/ hOl/olfl)': Ti'l' A lili/Isis or Rl'Ilt, 
Sepki;lg and {)l7' A.ctitliti," (Cambridge, \olass,: Ballinger Publ ishing ( :ol;,pan), 1 \)H� l ,  G. I !  also 
Corrf'sponds broadl\' with the popular term (TIIII)' mjlila/i.llI/, lls",d to dc,cribc a Sl stCl l l  i l l  
which Marcos favorit",s were accorded specia l treatmclH withoUl heing requircd to  make 
productive contributions to the national econolllY, 
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Relatively more 
"rational-legal" state 

Re latively more 
patrimonial state 

State apparatus relatively stronger 
vis-a-vis business interests 

Statist Capitalism 
(developmental state) 

"Bureaucratic" Capitalism 
(patrimonial administrative state) 

State apparatus relatively weaker 
vis-a-vis business interests 

Laissez-faire 
Capitalism 

(regu latory state) 

Booty Capitalism 
(patrimonial oligarchic state) 

Combining these two dimensions enables us to go beyond simple gen
eralizations about government-business relations, and more fully ex
plore the political foundations of contrasting forms of capitalism
including those of many developing countries. The two familiar forms of 
production-oriented capitalism-differentiated according to the relative 
strengths of state apparatuses and business interests-are located on 
the upper portion of the matrix. On the lower portion,  it is useful to 
distinguish between two major subtypes of rent capitalism ( that is, sys
tems in which rent-seeking behavior predominates) , both of which have 
their foundations in a relatively patrimonial state. They can be differen
tiated along a continuum that reflects the relative strength of state ap
paratuses and business interests and the predominant direction of rent 
extraction: in bureaucratic cajJitalism, a bureaucratic elite extracts privilege 
from a weak business class, while in booty caiJitalism a powerful business class 
extracts privilege from a largely incoherent bureaucracy. As will be ex
plained in Chapter Three , bureaucratic capitalism is built on the foun
dations of the patrimonial administrative state, while booty capitalism 
arises out of the political foundations of the patrimonial oligarchic state. 
While this analysis does not presume to capture all variations of capitalism 
within these two dimensions, it does aim to achieve a more accurate 
characterization of Philippine capitalism and to highlight the need to 
think more critically about the great variation that exists across capitalist 
systems. 1 4  

Montes is entirely correct to characterize the Philippine economy as 
a rent-seeking economy, and to contrast its operations with '' 'profit
seeking,' or productivity-improving economic activities . . . .  In a 'profit
seeking' economic stnlCture, assets and income are won and lost on the 
basis of the ability of the business owner to develop the property . . . .  

I I  'Nithin the matrix, i t  illust be emphasized, both axes represent con tinua along which 
capitalist systems can be placed. Despite the presence of l ines separating the differcnt types 
of polities and capitalist systems, there is in reality no clear demarcation among categories. 
The horiLontal axis, Illoreover, is  not a lneasurc of state aut01)Olny. Bf"causc patriJIlOnial 
statcs by defi nition lack a clear separation between the private and the official spheres, thev 
cannot be considered autOll0lnous. Matrix is reprinted, with pennissiol1, from Paul D.  
I Iutchcroft, "Booty Capitalism: An Analysis of Business-C;overnment Relations in  the Philip
pines," in  Businf'ss and Gmwmmf'nt in Industrializing Fast and Southfflst Asia, ed. Andrew Mac
Intyre (Sydney: Allen & Unwin, and I thaca, N.V: Cornell U niversity Press, 1 994) , p. 22 I .  
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[O] perations must be organized to produce a surplus and surpluses 
earned in the operation must be correctly reinvested. In a ' rent-seeking' 
society, ownership of property alone guarantees the access to wealth. 
[and] the operations of the state determine the assignment of and the 
continued enjoyment of economic advantages ." 1 5  

But i t  is important to go one step further, and focus cleady o n  who has 
the greatest "enjoyment of economic advantages" within capitalist systems 
dominated by rent-seeking behavior. In other words, it is important to 
specifY the primary direction of extraction in rent  capitalism. Within booty 
capitalism, a group with an economic base outside the state is plundering 
the state for particularistic resources. I t>  

The logic o f  Booty Capital ism 

For reasons that we shall explore later, oligarchic collectors of booty in 
the Philippines are well organized at the level of the family conglomerate, 
but very poody organized at any broader level of aggregation. There is 
little separation between the enterprise and the household, and it is often 
difficult to discern larger segments of capital divided along coherent sec
toral lines. In creating and responding to opportunities for enrichment 
provided by favorable access to the state machinery, the m�or families 
have created highly diversified conglomerates, and few have any strong 
loyalty to specific sectors of the economy. Because particularistic access to 
the state apparatus plays such a central role in the creation of wealth, the 
most enduring division among capital is that of the "ins" versus the "outs . "  

For those families who find themselves on the right side of this ever
shifting line,  the spoils are legion . As one former presidential adviser 
explains, "every administration in this country has spawned its own mil-

15 In the P h ilippines this "property" can include "protection ii'om competition through 
quotas, tariffs, and measured capacities, subsidized credit, access to f()reign reparations, 
loans, and grants." Those who gain such property need not develop it; rather, "they only need 
to maintain their influence over people in  tl1<' government machinery to maintain and 
expand their ownership of economic advantages." The "internal efficiencies and i nvest
ments" of their firms become a secondary concern. Manuel F. Montes, 'The Business Sector 
and Development Policy," in National D;'lf'lojJmrnt Poliries and the Business Sntor in the Philip
jJines (Tokyo: Institute of Developing Economies, 1 9i1il) , 64-66; and "Financing Develop
ment: The ' Democratic' vcrsus the 'Corporatist' Approach in the Phi lippines, " in The Political 
Economy of Fiscal Policy, eel. Miguel Urrutia, Shinichi lchimura, and Setsuko Yukawa (Tokvo: 
The U n i ted Nations Universitv, I l)il<) , 1 :1:; .  

1 6 My use of the tenn booty caj)itrzlism to  describe a subtype of rent  capitalism is not  u n like 
Weber's use of the teml to describe a subtype of "politically determined" capitalism. ""'hile he 
seemingly used "booty capitalism " to describe the gains of war, however, I am using the tenn 
to describe the plunder of state resources by social forces with a timl economic base outside 
the state. Although my use of the tel111 booty probably involves a more systematic source of 
gain than ""'eber had in  mind, it is certain Iv not inconsistent with the Random HOllse 
dictionary's definition: " I .  loot or plunder sei;ed i n  war or by robbery. 2. any prize or gai n . "  
The tem1 is made even more appropriate b y  t h e  fact that competition for booty sometimes 
mvolves the use of violence. 



22 Booty Capitalism 

lionaires." There is, in fact, a certain social mobility at the helm of Philip
pine society, as new families appear out of nowhere and some of the old 
families fall by the wayside. This steady creation of nouveaux riches makes 
it impossible to reduce the Philippine oligarchy to a certain number of old 
families. As new faces gain favorable access to the state appardtus, they too 
can achieve big-time success in Philippine business. This social mobility 
highlights the appropriateness of the term oligarchy for analysis of the 
Philippine political economy. We find in the Philippines not a flxed aris
tocracy, but rather a social group that is based on wealth and that changes 
over time. As Aristotle wrote, "where men rule because of the possession of 
wealth, whether their number be large or small, that is oligarchy. " Unlike 
an aristocracy, an oligarchy has little stability in its composition; there is a 
constant stream of new entrants as new wealth is created. As a system of 
government, oligarchy is rule "for the benefit of the men of means" not 
ntle for the "common goOd. " 1 7  

I t i s  indeed paradoxical that a state so thoroughly overnm by the partiCll
laristic demands of the oligarchy should nonetheless remain a centrdl 
subject of analysis. The state 's important role seems to derive primarily 
from responsibilities it has necessarily assumed in handling the country's 
external economic relations: it disburses aid and loans received from 
abroad and it sets policies on foreign exchange, trade, and investment. 
Not coincidentally, the state agency generally most influential in economic 
policymaking, the Central Bank, is also the agency with the greatest re
sponsibil ity in external economic relations. Throughout the postwar era, 
the country's geopolitical importance has brought in huge quantities of 
external resources, which have been funneled through the central govern
ment in Manila and become ripe pickings for private interests. 

External forces play a key role in maintaining both the physical and 
economic viability of the state, despite the constant diversion of incoming 
resources to interests other than those of the state. Indeed, as will be 
discussed further in the next chapter, one cannot understand either the 
formation or the endurance of the Philippine state without considering 
the critical role of external forces. Most important, the country's role as 
host of the U.S.  military bases has helped ensure repeated rescue from the 

1 7  I nten icIV, Adrian Cristobal. /(mnt"r special assistant I(ll" special studies (to President 
Marcos) , .Jun!" I '), I ')K'): Aristotle, Tlit' Polilil.l, trans. T. A. Sinclair, ed. Trevor .J. Saunders 
( I larmondsworth :  Penguin Booh, 1 �}il:» ) ,  1 9� ,  I \}O. Sec also �;i� -()o. Thanks to Jim Nolt f()r 
introducing me to basic elements oL\ristotelian thought. Moreover, the f1uid composition of 
the UpPl'l' reaches of Philippine society displays how "patrimonial" is far more appropriate 
t han "klldal" in describing important characteristics of the Philippine political economy. As 
\\'eber explains: "Patriarchal patrimonialism is much more tolerant than feudalism toward 
social mobil i ty aneI the acquisition of wealth. The patrimonial ruler does not like indepen
dent economic and social powers . . . .  bUI h e  also does not support status barriers. " V\'eber, 
lo'collomy and Svril'll', I I :  I I O� .  
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balance-of�payments crises that have plagued the postwar economy. Be
cause of the country's geopolitical importance, these bailouts have com
monly proceeded even when "conditionalities" attached by foreign aid 
missions and multilateral agencies failed to be met. 

This combination of a poorly developed state apparatus, a powerful 
oligarchy, and ready support from an external military power has left the 
Philippines with a booty capitalism that endures to the present day. As 
President Fidel Ramos noted in his 1 992 inaugural address, the Philippine 
economic system "rewards people who do not produce at the expense of 
those who do . . .  [and] enables persons with political influence to extract 
wealth without effort from the economy. " Within this system, a kind of 
"private sector initiative" overwhelms an externally stocked but nonethe
less weak state in the quest for particularistic resources. This type of 
capitalism, however, is not self�sustaining; ultimately, it depends on the 
international dole, As discussed further below, the withdrawal of U.S. mili
tary bases has brought increasing pressure to begin to orient the system 
toward more internationally competitive modes of operation. 

In summary, the case of the Philippines highlights important political 
underpinnings to the development of more advanced forms of capitalism. 
Not only is the Philippine state incapable of guiding the process of late, 
late industrialization via the statist model; it is, even more fundamentally, 
incapable of providing the administrative and legal apparatus necessary 
for the development of free-market capitalism. The economy does not 
properly belong on the standard laissez-faire versus statist continuum, and 
can only be properly characterized through careful examination of both 
the relative strengths of the state apparatus and business interests and the 
nature of the state. Without greater development of the state apparatus, 
this book asserts, oligarchic-dominated booty capitalism will continue to 
stunt the development of the Philippine economy. 

State and Ol igarchy in  Historical Perspective 

A major puzzle in understanding the Philippine political economy is why 
the power of the oligarchy so clearly ovelwhelms the power of the state. 
Even the most cursory comparative view of Third World political econo
mies reveals, quite clearly, enormous variation among states and great 
diversity in the character of government-business relations. Comparative 
historical analysis is the logical starting point f()r better understanding 
these critical cross-national differences. I H 

IH As Evans suggests, to explain critical differences among statc apparatuses it is n ecessary 
to understand the "historical traditions [and] specific class configurations out of which they 
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Looking across the scope of modern Philippine history, one finds a 
striking absence of any sustained effort at state building. In their initial 
colonization in the sixteenth and seventeenth centuries, the Spanish en
countered very localized political units. Except in the Muslim areas of the 
south ( regions that were never effectively subjugated by the central gov
ernment in Manila until the early twentieth century) , there existed no 
political units that could even begin to compare with the large precolonial 
kingdoms found elsewhere in the region. The central state that the Span
ish created was so woefully understaffed that the civil authorities had to 
rely heavily upon ecclesiastical personnel to extend their reach through
out the archipelago. 1 9  Even when Spaniards could be attracted to the 
colony, their attention was focused on the galleon trade with Mexico, 
which ran from 1 565 to 1 8 1 5 ; few developed strong ties to agricultural or 
other ventures based in the local economy. Unlike much of Latin America, 
where a much stronger and deeper Spanish presence left behind a clear 
organic-statist tradition, the legacy of Spanish secular authority in the 
Philippines was neither particularly organic nor statist.�o 

With the process of agricultural commercialization that swept the world 
in the nineteenth century, the Spanish colonial administration in Manila 
was largely upstaged by other forces that were able to respond more effec
tively to new opportunities: British and American trading houses, Chinese 
traders, and an increasingly powerful landed elite, dominated by Chinese 
mestizos. "From the commercial point of view," one observer noted in 
1 879, "the Philippines is an Anglo-Chinese colony flying the Spanish flag ."  
Manila was no longer the single entrepot it had been during the years of 
the galleon trade; rather, regional economies each had their own separate 
ties with the world market. This, writes Alfred McCoy, encouraged "strong 
centrifugal forces that weakened the emerging nation . "  Only in a few areas 
(most notably the tobacco monopoly) "did the colonial government . . .  
control the new commercial agriculture. "  Unlike Thailand and Indonesia, 
explains Harold Crouch, where "bureaucratic-aristocratic "  elites (des
cended from precolonial kingdoms) were strengthened by the nine-

arise." Evans, 'Third \\'orld State," ,)ti2 ,  ,)S:l. Many scholars, of course, are currently 
demonstratinf!; certain advantap;es to examininf!; the micro/(Hlndations of politics, and in the 
process are employinp; the analytical equivalent of a telescopic lens. If the objective is  to 
understand broad macro-level variation, however, it is necessary to use the wide-anf!;lc lens 
in trinsic to a comparative h istorical approach. 

I ' )  Phelan explains that "the conquest was faci l i tated by the /i"af!;mentation of Phil ippine 
society," and "the occupation of the Philippines was essentiallv a missionan' enterprise , "  In 
bet, "the vast majority of Filipinos in the provinces seldom saw any Spaniard except the local 
priest . "  See John Leddy Phelan, Tiu' Hisj)({nizaliol/ oj litl' PhilijJjJil/l's: SjJanish Aims and Filipino 
RFSPOIISl',\, 1 5 6 5 -1 700 (Madison: The l! nivcrsity of Wisconsin Press, 1 9(j, ) ,  1 3 . 1 5 , 1 :1 1 .  

"0 See William Lvtle Schurz, Titl' Man ila Gal/eon (New York: E.P. Dutton & Co., Inc. ,  1 9",')) ,  
O n  the "orp;anic-st�tist" tradition i n  Latin America, see Alfi"ed Stepan, The Siale and Swidy: 
Pnu in ComjHlmtillP PrrsjJectivl' ( Princeton: Princeton C n iversity Press, 1 975) ,  26-45.  
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teenth-century commercialization of agriculture, the Philippines found 
that the same process "gave rise to a new class of . . .  landowners who were 
quite separate from the bureaucracy. "� 1 Their economic base was firmly 
outside the central state. 

This group of relatively autonomous landowners formed the primary 
social base for the first Republic of the Philippines, established in 1 899. As 
Benedict Anderson explains, however, the Republic was fragile, "with 
more than a few similarities to Bolivar's abortive Gran Colombia. "  Large 
chunks of territory were outside its control, and many of its generals "be
gan to follow the pattern of their American forebears, by setting them
selves up as independent caudillos. Had it not been for William McKinley, 
one might almost say, the Philippines in the early twentieth century could 
have fractured into three weak caudillo-ridden states with the internal 
politics of nineteenth-century Venezuela or Ecuador."�� 

The "benevolent assimilation" of these very powerful local forces be
came an important element of American efforts to win the war that its 
bloody conquest had provoked. But while the Americans successfully 
coopted local caciques into newly formed political institutions, they never 
effectively undercut their base of power at the local level. In effect, Ameri
can colonialism aborted what might have been a more "natural, "  Latin
American-style caudillo route to state formation, and superimposed a weak 
central state over a polity of quite autonomous local centers of power. 

American colonial mle, in fact, actually reinforced the decentralized 
nature of the Philippines by concentrating far less on the creation of a 
central bureaucracy than on the introduction of representative institu
tions. Anderson explains that "unlike all the other modern colonial re
gimes in twentieth century Southeast Asia, which operated through huge, 
autocratic, white-mn bureaucracies, the American authorities in Manila, 
once assured of the mestizos' self-interested loyalty to the motherland, 
created only a minimal civil service, and quickly turned over most of its 
component positions to the natives. "  The representative institutions 
enabled local caciques to consolidate their hold on the national state, 
and fostered the creation of "a solid, visible 'national oligarchy. ' " The 
oligarchy took advantage of its own base of power and came to exercise 

2 1  Carlos Recur, quoted in Benito Fernandez Lep;arda, "Foreign Trade, Economic Chanp;e. 
and Entrepreneurship in the Nineteenth Centun' Phi lippines" (Ph.D. dissertation, Halvard 
University, 1 955) . 1 7  I ;  Altred \\'. McCoy, "Introduction: The Social H istOlV of an Archi
pelap;o," in PhilipjJinr Sorial Hislo,,': Clobal Tmd!' ([lid {,oral 7/"amjimllatirms, cd. Alfred W. McCoy 
and Ed. C. De Jesus (Que/on City: Ateneo de Manila University Press, 1 9S 2 ) ,  S; and Harold 
Crouch, Fwnomir Change, Social Stl11ctllrr raul the Political Sl'strm in Southmst Asia: Philippine 
DroelojJrnrnt ComjJared wilh Ihl' Other ASf-"A.S Cou nl17es (Sinp;apore: Institute of Soutlwast Asian 
Studies, 1 985) , t o- I S, quote at 1 0. See also Vicente B.  ValdepeiiasJr., and Ce [rJ melino M. 
Bautista, Thr Eml'1Krrlcr oj thr PhilijJf)i,,!' Fmrwrny, (Manila: Papyms Press, 1 '1,7 ) ,  S(i- I 09. 

22 Sec Benedict Anderson, "Cacique Dernocr"cy and the Philippines: Orif!;ins and 
Dreams," Nrw Vji Rrview no. 1 69 (May/June 1 988) , 3-33, at 9- 1 0. 
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powerful-yet particularistic-control over elements of the state appa
ratus through a spoil s  system that had become well entrenched at the 
national level early in the century. "Civil servants frequently owed their 
employment to legislator patrons, and up to the end of the American 
period the civilian machinery of state remained weak and divided. "  This 
control of the bureaucracy, it must be emphasized, was exercised from a 
strong societal base: while the oligarchy dominated the legislature, it 
showed little interest in directly assuming bureaucratic posts. Despite 
growth in the bureaucracy, a bureaucratic elite never emerged.23 

Indeed, the contrast between the historical development of the Philip
pine bureaucracy and that of the Thai bureaucratic elite is instmctive. 
Doeppers explains that widespread Filipinization of the bureaucracy, in 
only the second decade of American mle, created opportunities for social 
mobility that resulted in "the formation of an indigenous bureaucratic 
middle class . "  But access to public education and the examination system 
"ensured that the civil service did not swiftly become a self-perpetuating 
class, "  as it had in Thailand-where entrance to government posts was 
greatly restricted by the bureaucratic elite that consolidated i ts hold over 
the state machinery in the wake of the 1 93 2  revolution. Moreover, because 
there were many more opportunities outsirlf' the bureaucracy in Manila 
than in Bangkok, there were certain periods in the prewar era in which 
many middle-class Filipinos actually left the bureaucracy for jobs in busi
ness. Most significantly, the old oligarchy showed little interest in moving 
into bureaucratic ventures: a mere handful of the highest ranking bu
reaucrats in 1 93 1 ,  writes Doeppers, were drawn from the landowning 
class.24 There was little need: the oligarchy already had a firm economic 
base outside the bureaucracy, absolute control of representative institu
tions, and-through the latter-thorough penetration of the administra
tive departments of government. If in Thailand we find an elite tradi
tionally based in the bureaucracy, in the Philippines we find a bureaucracy 
long subordinated to particularistic elite interests. 

In short, the legacy of U.S.  colonialism was considerable oligarchy build
ing, but very l ittle in the way of state building. Under the American regime, 
the oligarchy consolidated itself into a national force, took control of the 
central government in Manila, and responded to countless new oppor-

�" As Ander"lIl explains, their "economic base lav in hacienda agriculture, not in the 
capital city." Anderson,  I 1 - 1 2 ; Onoti'e D. Corpuz. Thl' Bllrl'(llUTfU} ill Ihp PhilijJpinps ( Manila: 
lTniversity of the Philippines Institute of Public Administration, 1 9:;7) ,  2.19· 

�I Daniel F. Doeppers, ,)Janila, I <)()()- I <)4 J :  Social Challgl' ill a J.all' Colollial :vlflroj)olil , Yale 
llniversity Southeast Asia Studies Monograph Series 1\'0. 27 (New Hayen, H)H4 ) '  2 , 62 ,  1 39-
40, 7 2  (quotes from 2 , ( 2 ) ;  Hans-Dieter Evers, "The Fonnation of a Social Class StruCure: 
l'rbanization, Bureaucratization and Social Mobility in Thailand," Arnn7ran Soriologiral R(�JifW 
:\ 1 ( l g66) :  4Ho-HH. 
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tunities for enrichment. One source of largesse came in the form of prefer
ential access for Philippine agricultural products in American markets. In 
the quarter century after the passage of the Payne-Aldrich tariff act of 
1 909, establishing free trade between the United States and the Philip
pines, sugar exports increased almost sevenfold. Sugar planters, enjoying 

the protection of U.S. tariff laws, had little need to bring production costs 

down to internationally competitive levels. Similarly, explains Gary Hawes, 
"U.S. tariff and commercial policy was the most important factor in stimu

lating the expansion of the Philippine cocon ut industry, " which enjoyed a 
"tremendous advantage" over other producers.25 

A second source of largesse came from effective manipulation of 
the growing colonial state apparatus. Under the administration of the 
Democratic governor-general, Francis Burton HalTison ( 1 9 1 3- 1 92 1 ) ,  Fil
ipino elites began to control both houses of Congress, and enjoy consider
able influence within the executive branch through a Council of State 
comprising the governor-general, the speaker of the House, the presiden t 
of the Senate, and members of the Cabinet. Moreover, it was during this 
period that the bureaucracy was substantially Filipinized, and a wide range 
of state enterprises were created. Simultaneous to the expansion in the 
role of the state in the economy, then, was an expansion in the oligarchy's 
control over the state. A� discussed in Chapter Four, by far the richest new 
source of booty for the emerging "national oligarchy" was the Philippine 
National Bank. Within five years, the newly empowered landed oli
garchs-particularly those from the sugar bloc-had plundered its coffers 
so thoroughly that not only the bank but also the public treasury and the 
cUlTency system nearly collapsed. 

On the eve of the Pacific War, Philippine oligarchs so enjoyed the ar
rangements provided by the American colonial regime that they were 
loath to make the transition to independence. 'Though the caciques 
could not decently say so in public ,"  explains Anderson, "independence 
was the last thing they desired, precisely because it threatened the source 
of their huge wealth: access to the American market. " When indepen
dence did come, in 1 946, it was accompanied by provisions that were 
clearly advantageous to the landed oligarchy that controlled the state. 
First, a bilateral free trade agreement ensured continuing dependence on 
the American market. Second, a new source of riches came in the form of 
$620 million in U.S. rehabilitation assistance for war damages which 

L ' 

. 25 Valdepeiias and Bautista, I 1 4- 1 ,, ;  Alti'ed W. McCoy, " ' In Extreme llnction ' :  The Phi l
Ippine Sugar Industry," in Polilimi Emllorny of Philippi II I' Comllloliilil'.1 (Quezon City: Third 
World Studies Center, L' niversity of the Philippines, I !)H,, )  I :\:;-79; and Cary Hawes, Thl' 
PhilipjJine Slate and the Alarros Rpgillll': Thl' Polilir.1 oj lo'xjJort ( I thaca, N.V.: Cornell lJniversity 
Press, I gH7) , 60-6 1 ,  fl6-H!) (quotes from (i I ,  (in) . 
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helped finance "conspicuous consumption of luxuries and non-essentials 
by the high-income groups. "�6 

While the consolidation of the national oligarchy occurred under Amer
ican colonial sponsorship, even in the postcolonial era the oligarchs have 
remained highly dependent upon U.S. aid, investment, and counterin
surgency support. Only three years after independence, the Philippine 
state nearly collapsed. Rehabilitation assistance was plundered by the 
oligarchs to pay for duty-free imports of consumer durables, and the gov
ernment lacked the means to stem the hemorrhage of foreign exchange. 
The military and economic rescue operation was coordinated by Wash
ington. As Frank Golay explains, "By the end of 1 949 the government 
seemed willing to let the military go unpaid and the educational system 
wither for want of funds, and even to succumb to the Huk rebellion, rather 
than face up to minimum responsibility for governmental functions . . . .  
[There was] mounting evidence that the body politic was incapable of 
action in the interests of all Filipinos. It is a depressing commentary that 
the reforms, when they did come, were to a considerable extent installed 
from the outside as a resul t  of [a U.S.  mission that] . . . .  made far-reaching 
recommendations in the areas of fiscal policy, agricultural development, 
and social and administrative reforn1. "�7 

In part because the grantor of independence was a rising superpower
not a declining European power, as elsewhere in Southeast Asia-it was 
especially difficult for the Philippines to emerge as a tmly sovereign na
tion. Throughout the postwar years, oligarchs have needed external sup
port to sustain an unjust, inefficient, and graft-ridden political and eco
nomic stmcture; Washington, in turn, received unrestricted access to two 
of its most important overseas military installations. 

Mter independence, there was seemingly a strengthening of patri
monial features, or a blurring of the distinction between "official" and 
"private spheres. " First, within the central bureaucracy, personal contacts 
became even more important for entrance to the bureaucracy, and the 
role of competitive examination became relatively marginal. Wurfel re-

26 Anderson, 1 2 ; Joint Phil ippine-American Finance Commission, "Report and Recom
mendations of the Joint Philippine-American Finance Commission" (Washington, D.C. :  (�ov
ernment Printing Office, 1 94 7 ) ,  3 .  The report noted that despite "heavy physical 
devastation" and "the low output of several basic industries," a high level of C .S. government 
spending and assistance enabled the country to enjoy "abundant dollar resources, a stable 
cU!Teney, and a flow of imports which is unrestricted and in greater volume than ever before 
in its historv. " 

27 Frank 
"
H .  ( ;olay, The Philippines: Publir Poliry and National Emnomir Devplo/nnrnt ( I thaca, 

N.V.:  Cornell U niversity Press, I g6 1 ) ,  7 1 - 7 2 ,  80. The near-collapse of the state came not only 
from its inability to extract reven ue from the oligarchy, but also from its lack of tariff allwn· 
omy vis-it-vis the former colonial power. To acquire postwar rehabilitation assistance and 
safeguard their access to the protected American market, the oligarchs bargained away 
hmdamental chunks of the country's economic sovereignty. See Hawes, 2 8-30, 89-90. 
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ports that congressmen actually felt they were spending "most of their time 

. . .  mnning an employment agency. " The bureaucracy expanded rapidly, 
especially at election time.�H One episode is illustrative of the degree to 
which the loyalties of individual bureaucrats were tied to extrabureaucratic 
forces. In 1 959, the Palace and Congress worked out the so-called 50-50 
agreement, in which responsibility for filling new bureaucratic posts would 
be divided equally between the president and the House of Representa
tives. While bureau directors complained about the requirement that they 
bring unqualified personnel into their units, they lacked the power to 
stand up to external pressures.�9 

Second, in the countryside, patron-client relations were undergoing 
significant changes. Patrons, historically reliant on their own local re
sources, found expanded opportunities in obtaining external and office
based resources. This did not diminish the power of local oligarchs vis-a-vis 
the central state, but merely increased the role of state resources within 
longstanding patron-client relationships.:�o In the context of a national 
electoral system, these local oligarchs retained enonnous power to milk 
the central state's "particularistic distributive capacity. n,) !  Third, the broad-

2" David Wurfe!, !'ili/lino Politin: Devrlopment and Decay ( I thaca, N.Y.: Cornell University 
Press, I g88) , 80-85. 

29 As one bureau director remarked, "r have no real control over a man who owes his 
loyalty to a congressman . . .  discipline breaks down now. The man who gets h is tlrst job 
through a congressman will also tly to get a promotion the same way. Most of those we have to 
accommodate aren't even eligible . "  Another bureau director explained that the budget of 
his agency "cannot exist if we don ' t  coopente with congressmen. If you tell them 'NO' 
outright, bv golly, thev will tear you to shreds in the next budget bearing." See Gregorio A. 
Francisco Jr. and Raul P. Dc Guzman, "The ' 50-50 Agreement,' '' i n  Patterns in Decision· 
Making: Case Studies in Philippinr: Public Admini.ltmtion, cd. Raul P. De Guzman ( M anila: 
Graduate School of Public Administration, 1 963) , 9 1 - 1  2() (quotes at 1 09, 1 1 2 ,  1 1 6 ) ;  Dante 
Simbulan, "A Study of the Socio-Economic El i te i n  Phil ippine Politics and Government" 
(Ph.D. dissertation, Australian National University, Research School of Social Science, I g(5) , 
267. 10 Nowak and Snyder explain that the "growing penetration of national bureaucratic 
institutions i n to local areas heightens the dependence of the local elite upon olIice-based 
resources." Sec Thomas C. I\:owak and Kay A. Snyder, "Clientelist Politics in the Phil ippines: 
Integration or Instabil i tv," A merimn Political Science Review (i8 ( 1 974) , 1 1 47- 1 1 70, at 1 1 'j 1 .  
See also Fegan's discussion of how the closing of the land frontier made civil service positions 
a more important element of patron-client largesse in the postwar years-and led to a 
process of "bureaucntic involution" on the national lcvel ( Brian Fegan, "The Social H istory 
?f a Central Luzon Ban'io," in Philippine Social History, ed. ,\1ceoy and De Jesus, 1 1 9-24) ' An 
mtluen tial early work on patron-client relations in the Philippines is Carl H . Landt', Lmrirrs, 
Factions, and Partips: The Struril1re of Philippine Po/it in, Yale Universitv Southeast Asia Studi"s 
Monograph Series 1\:0. 6 (I\:ew Haven, 1 l)66 ) .  

31  James C .  Scott, "Patron-Client Politics and Political Change in Southeast Asia," i n  
Friends, Folio7llrrs anriFactiollS, cd. Steffen W .  Schmidt et a l .  ( Bcrkel�v: l 'n iversity o f  California 
Press, I g7 7 ) ,  1 23 - 46, at 1 3 7  and 1 43 (quote from 1 4'1 ) .  Side! rejeclS the patron-e1i"nt 
framework ( in  large part due to its inadequate attention to violence) ,  and describes how 
legislators and local officials lIsed the state apparatus and coercion to wield power at the local 
level throughout the postwar era. His alternative framework, bossism, analyzes how "para
statal rn{�fias, small-town lnayors, congressrnen, and provincial governors . . .  have emerged, 
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ened responsibilities of the postcolonial state created new economic op
portunities for those with fasorable political connections. Oligarchs both 
responded to and created new sources of booty that could be tapped 
through access to the state machinery. and their economic interests be
came much mo[e diversified (beyond agriculture. to include commerce, 
manufacturing, and finance) .  VVnen, for example, import and exchange 
controls we[e imposed in response to the 1 949 balance-of-payments crisis, 
rent-seeking entrepreneurs flooded the halls of the Central Bank in search 
of the dollar allocations that would enable them to reap windfall profits in 
producing for a protected domestic market. 

These developments-in the central bureaucracy and local patron
client relations, as well as in the expansion of governmental economic 
responsibilities-highlight the seeming strengthening of patrimonial fea
tures within the postcolonial Philippine state. Because these patterns be
came more pronounced in recent times, as access to the state began to be 
more important for securing patronage and " ents, the term neojJalrimollial 
helps to capture the historical sequence. These postwar developments 
occurred in the midst of important continuity in  the relative strengths of 
state and oligarchy: whether colonial or postcolonial, the civilian state 
apparatus remained '\veak and divided" in the face of powerful oligarchic 
interests. Moreover, even as raids on state resources increased in impor
tance, the oligarchy retained its firm economic base outside the state. 

In summary, the combination of historical factors bequeathed to the 
postcolonial Philippines provided fertile ground for booty capitalism. The 
state apparatus remained woefully underdeveloped, easy prey for a power
ful oligarchic class that had been able to consolidate its power under 
American colonial rule. Even as it was plundered by these oligarchs, how
ever, the perpetuation of the state was ultimately assured by ready support 
from the former colonial power. Despite changes in regime, basic patterns 
persisted throughout the first forty-five years of the postwar era: while the 
state was plundered internally, i t  was repeatedly rescued externally. A.s 
shall be analyzed further in Chapter Ten ,  the withdrawal of U.S. military 
bases in 1 992 seems to have provided an important stimulus for initiating 
a program imended to transform many basic aspects of the operation of 
the Philippine political economy. While the process can be expected to be 
long and arduous, one element of a hopcfhl scenario is that new percep
tions of the country's position in the world encourage increasing attention 
to the need for fundamental reform. 

entrenched them'ieives. and retained monopolistic control over COf"rcive and ecollomic 
resources wit h i n  their respective bailiwicks . .. ./ohn Thayer Sidel, " Coercion, Capital, and the 
Post,Colonial State: Bossism ill the Postwar Phi l ippit",," (Ph.D. dissertation. Cornell l' niwr
sity, 1 995) , 49· 

C H A P T E R  T W O  

The Foundations of  Modern, 

Rational Capital ism:  " Bringing 

Political Arbitrariness to Hee l "  

The notion of an u ndfrdeveloped state apparatus is, to be SlIre, anti
thetical to the ideological bias that has often dominated political discourse 
in recent years, both in the 1 9808 ( the decade of Reagan and Thatcher) 
and the 1 9908 (as deep suspicions of the efficacy of government action 
endure in often more intense form) . States are commonly seen as inher
ently obstructive to the process of economic growth; at best, they are 
entities whose role must be confined to the rnost hasic of tasks: protection 
of property rights, external defense, infrastllJCtural development, and so 
on. Manv theorists of our age, Peter Evans points out, begin with the 
attitude that "The only good bureaucracy is a dead bureaucracy." Most 
advocates of 

. 
theories, observes Margaret Levi , "are obsessed 

with demonstrating the negative impact of government on the economy. 
They view competitive markets as the most socially efficient means to 
produce goods and services . . .  [and ] do not treat the effects of govern
ment intervention as variable, sometimes reducing and sometimes stimu
lating social waste."l  

Blinded by the excesses of many modem states, perhaps, antistatist 
theorists seem to have forgotten-or taken for granted-the necessary 
role that. bureaucracy has played in the historical development of capital
ism. Long before there was " a  reasonable fear that bureaucracies might 
become Parkinsonian,"  writes E. L. Jones, state action was able "to extend 
the market farther and faster than its evident attractions could do un
aided . . . .  The attainment of minimum stability conditions for economic 
growth lies so far back in the history of the developed world that we all now 

I Peter B.  [Yans, ·'Predatory. Developmental ,  and Other App:u�ltllses: A Comparative 
POlitical Ecollomv Per;;penive 011 t h e  Third World Sta t e , "  S()(i% gi({1/ Fonnn ,I, no. ·1 ( 1 989) :  
56 1 -,)87,  at 5{)(j; Margaret Ll'vi, OrR"l!' arid FI,"'I?ll l11' ( Berkelev: tT II iversitv o f  (:alif()nl ia Press. 
1 988 ) .  2+ 
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take it  for granted. " The development of the market economy, he argues 
further, depended critically upon "progress in bringing political arbitrari
ness to heel ."� 

Because of the careful historical grounding of his work, Weber provides 
a necessary corrective to those who forget the central role of the state in 
the creation of laissez-faire political economy, and place excessive faith in 
the "magic of the marketplace . "  Radical free-marketeers often make the 
facile argument that the best thing for capitalism is for the state to "get off 
the backs of the private sector. " The Philippines, on the contrary, presen ts 
a living example of what kinds of obstacles to capitalist development can 
result when the power of an oligarchic private sector is never tamed, and 
there is no concerted effort to promote the development of the public 
sector. By highlighting the political foundations of capitalist development, 
a Weberian analysis helps us to understand cases such as the Philippines 
that lack fundamental political prerequisites to the development of mod
ern capitalist economies. 

This chapter begins by examining Weber's theory of capitalist develop
ment. The second section discusses how the weak degree of calculability in 
the political sphere hinders the development of more advanced forms of 
capitalism in the Philippines. The third section provides necessary caveats 
to applying the patrimonial framework to the modern Philippine political 
economy, and puts particular emphasis on the contrast between the exter
nal factors that shape the Philippine polity and the external elwironment 
in which Weber's patrimonial polities existed. 

Weber's Theory of Capital ist Development 

Weber's analysis has particular relevance for students of Third World 
political economy, since it is primarily a theory of capitalist development 
rather than a theory of the workings of mature capitalism. Because ad
vanced capitalism is sti l l  in formation in many parts of the Third World, a 
theory of the nSf oj' mjJitalisrn is of particular \'aille in explaining current 
realities. Collins points Ollt, with some exaggeration, that "Marx and most 
of his followers have devoted their attention to showing the dynamics of 
capitalism, not to the preconditions for its emergence. ""'eber 's  concerns 

� Sec E. L. Jolles, The FllroP('([1/ .Himdf': /,'YIl 'irol/ lI/f'II tl ,  /"(()/lOlIlil'.l , (11111 (;('()jiolitin in the History 
olf"'llrojJl' (I lid A.sia « :ambridge: Cambridge l :n iversity Press, I ')il I ) , ')'1-9:-" 2 '1()- '17 ( 'luotcs 
£i'om �n, 231;) . "Arbitral'\' behavior includes ilTegular levies, confiscatiolls, forced loans, debt 
repudiatioll, debasemellts, expulsions, and judicial murder, all of th('m productivc of uncer
tainty, to say the least. . . .  ''\<'e now takc r security f(,r persons and property 1 so much fin' 
granted that we seldom trace out how it was first satisfied" (p .  'n) .  

The Foundations of Modern, Rational Capital ism 33 

were almost entirely the reverse, Hence, it is possible that the two analyses 
could be complementary, Marx's taking up where Weber's leaves o ff, ":-l 

While there is no clear demarcation, of course, as to where one leaves off 
and the other takes up, it is clear that each framework brings enormous 
insight to the analysis of capitalism. One of Weber's primary achievements 
was to focus attention on the political preconditions of capitalist develop
ment; a major lesson in Marx, on the other hand, is the need to highlight 
the role of class in the political conf1icts of capitalist societies.4 

Weber's "mature theory of the development of capitalism" was basically 
an institutional theory of capitalist development that went beyond his ear
lier, more idealist, conceptions of the origins of capitalism.s Within this 
often-complex theory, "The key term is calculability; it occurs over and over 
again in those pages. What is distinctive about modern, large-scale, ' ra
tional' capitalism-in contrast to earlier, partial forms-is that i t  is me
thodical and predictable, reducing all areas of production and distribu
tion as much as possible to routine. This is also Weber 's  criterion for 
calling bureaucracy the most ' rational' form of organization . "fi 

The conditions that facilitate this calculability are found both at the 
level of "the production process itself" and at the level of "the legal and 
administrative environment,"7 but Weber generally seems to treat calcula-

OJ Randall Collins, "Weber's Last Theory of Capitalism: A Systematization, "  A merimn So
ciologiml Rl"oieW 4f) ( 1 9ilo) : 92 .�-42 , at 937-"il . 

4 Collins further explains that "the main Wcberian criticism o[ the Marxian tradition, even 
in its present form, is that it does not yet recognize the set of institutional f('ffilS, especially as 
grounded in the legal system, upon which capitalism has rested" (p .  940 ) .  Weber highlights 
how variations in state structure can be explained by both economic and noneconomic 
factors, and how these varying state structures, in turn, shape different types of capitalist 
systems. In other words, V\'eber shows us that l in('s of causation run in two directions: not only 
from the economic sphere to the political sphere, but also from the political sphere to th� 
economic sphere. 

5 As Collins explains, "Weber's last word on the subject of capitalism" is found in the 
General Economir History. There, the idealist f(lCUS of earlier work (particularly evident in  Thp 
Protestant Ethic and the SjJirit 01 Capitali,m) occupies "a relatively small place in his overall 
scheme." V\'hile "[t lhe state is the factor most often overlooked in V\'eber's theory of capital
ism . . . .  it is the factor to which he gave the most attention."  In addition to CpnPral Eronolllic 
History, Collins also draws on "the building blocks presented in E(()nomy {[uri Sorifly. " Sec 
Collins, 925-27,  9'\ I -3 2 .  

6 Max Weber, G!'I1l'1fll f;rorwlf/ir Hiltory (New Brunswick, KJ.:  TraIlSaction Books, I gil I ) ;  
Collins, 927.  In his analysis, Weber distinguishes between two types of rationality: "fonnal 
rationality refers primarily to mlm la/Jilih' 0/ me{[1/1 and proredure.l, substantive rationality pri
marily to the value ( from some explicitlv defined standpoint) 01 ends or reslllts. " The first is "a 
matter of bct," while the latter is "a matter of valuC'." For example, while 'Vcbcr considered 
modern capitalism formally rational, he was nonetheless "sympathetic to socialist criticism of 
the substantive inationality of capitalism." See Brubaker, j -f), 10, ;1f)-43 (quotes at 36, " il ) ;  
M ax  Weber, /�ron01I1)' and S(lriP/y (Berkeley: l 'n iversity o f  Calif(Jrllia Press, l ()jil ) , I :  il f) ,  1 09, 
1 38. 

7 Rogers Brubaker, The /jmits 01 Rationalit),: A.n El.lflV on thp Social and i\!Iomi 'J'Iwllght a/Max 
WebPr (Boston: George Allen & Unwin ,  l ()il4 ) , 1 2 . V,'eber lists six conditions of modern, 
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bility in the latter as the prerequisite t(x calculability in the I<mner. Legal 
and administrative predictability is not just another precondition for 
capitalist development; it is the most basic precondition of all: .. . [ P] ro
gress' toward the bureaucratic state , adj udicating and administering ac
cording to rationally established law and regulation,  is n owadays very 
closely related to the modern capitalist development. The modern capital
ist enterprise rests primarily on ra/cu/ation and presupposes a legal and 
administrative system,  whose functioning can be rationally predicted, at 
least in principle, by virtue of its fixed general norms, just like the extJectni 
performance ofa marhine." Elsewhere, he notes that "the capitalistic lorm of 
industrial organization ,  if it is to operate rationally, must he able to depend 
upon calculable adj udication and administration. "Ii 

Pol itical Arbitrariness and Phi l ippine Capitalism 

If one uses Weber's theory as a guide for evaluating the nature of capital
ism in the Philippines today, it is dear that capitalist stnlctures are an 
integral part of the process ofproductionY The reasons for this measure of 

rational capitalism thaI relate to t h e  produrtion /JllIlp,\,\: ( I )  i ndustrial enterprise., h ave appro
priated al l  the means ofproduClion; ( 2 )  there are no "ilT<ltional l i mitations Oil tmding in the 
market": (3) "rational technologv, . , , [is] reduced to <:alculatioll to the l argest possible 
degree, which implies mechanization"; (.1) labor is at the same time legallv free yet '·eCOllom· 
icalh' compelled" to sell i ts services; ( 5 )  there is "commercialization of ecoIlomic l ife . "  mean· 
ing "the gen eral usc of commercial instruments to represe n t  share i n  enterprise, and 
also i l l  property ownership"; and (6) the enterprise i s  separaled from household blldget 
and household property. The first five characteristics are I(Hln d  i n  Gerwml /:'nIJ/omir His/ory. 

The sixth "principal condition" is found i n  other work" "It  is particlllarly i mportant."  writes 
Weber. " thal the capital at  the disposal of the enterprise should he distinguished from 
the private wealth of the owners." See Gmend 1<({)lIl1mir l li5Ior\', (Jnd S{){iri\'. I :  
I ti l -()2; and "Author', I ntroduction," Thp Pm/PI!rwI Dhir 

. 
Ca/JllaIi5rt1 ( New 

YtHk Charles Scribner's Sons. t 9,}l) , 2 1 - 2 2  ( this i n t roductioll. 1 920-2 I -just 
after h is death and more than tifteen vears after Th,' Pro/I',/allt Ethic itself-co n t rihutes to 
V,eber's later. institntional theory of cal'italist developm e nt ) .  

H l�ml1{)III,\' and Sod"l; I I :  t ,194 ( second emphasis added) :  Gnwml l:'({)//omir Hi.,tor)'. '277.  See 
also Ftol/om, (lud So(iet)' I: 9'2 ,  t 6 1 -6'2.  I n  their i nterpretative remarks on \\'cb .. r·s theof\' of  
capitalism. both Hrubaker and Col l ins  treat calclllability ill the political sphere as a b�Lsic 
prerequisite for the " rationalization" of ('conomic Ii tt' , Sec l�mbaker. I C); and Collins, !)2H, 
Beyond this,  h ow('ver. i t  is important to note that  \\'eher's <lnalvsis does not provide clear 
an swers to at least three important questions. As Cal laghy explains. V,,,her "dot's 1I0t shm\ 
how modern capitalism cl1H'rgcs Ollt of the slow and uneven of , , , · prccondi· 
tions' . . . .  How much of a giH'n bctor must exist: \\'hal mixtllre the partial presencc of 
several factors is sllfIicient? V\'hat relationship exists betwecll the \'arious f" ctors that htcili· 
latcs their  Sec Thomas :VI. Callaghy, 'The Slall' a n d  t h e  DCH,lopmeilt of 
Capilalism i n  Theoretical. Historical, and Comparatin· Rdkctiol1s," Thl' Pr{'({Irioll,\ 
Batan(f: Stf/ll' !ind SfN i!'/y ill  A/rim, cd. Donald Rothchild and Naomi Chazan ( Bollider: West· 
view Press, I ()KH) , 

. .  A curson' of the polit ical economy rTveals the general pre,ence of five out 
of six conditions of modern, rational capitalism t h a t  relate to the production process: entrc· 

The Foundations of Modern, Rational Capitalism 35 

capitalist development are beyond the scope of this work, but the most 
obvious explanation lies in the economic transformation of the Philip
pines that took place under Spanish and especially American colonial rule: 
capitalist enterprises were created, domestic and foreign trade was widely 
expanded, technology was imported (and relined to fit local conditions ) ,  
slavery was prohibited, and capitalist methods o f  property ownership 
formalized. 

Despite the obvious presence of capitalist stnlctures, however, one finds 
on closer examination that the Philippine political economy lacks certain 
attributes that 'Neber considered essential to the development of modern, 
rational capitalism. First and most fundamentally, there is weak degree of 
calculability in the legal and administrative sphere.  The Philippine econ
omy is capitalist, to be sure ,  but its capitalism is of the "politically deter
mined" As discussed earlier, the colonial heritage included a state 
apparatus unable to "bt'ing political arbitrariness to heel" and foster the 
emergence of more advanced fonns of capitalist accumulation. To the 
limited extent that rational-legal political structures were created in the 
colonial years, they quickly deteriorated to a more neopatrimonial charac
ter in  the postcolonial years. The patrimonial character of this state yields a 
harvest of "unpredictability and inconsistency," as state officials "variously 
[display both ] benevolen�'e and disfavor . . .  

' 
, It is quite possible that � 

private individual, by skillfully taking advantage of the given circumstances 
and of personal relations, obtains a privileged position which offers him 
nearly unlimited acquisitive opportunities . . . .  [ But] [ i ] ndustrial capital
ism must be able to count on the continuity, trustworthiness and objectivity 
ofthe legal order, and on the rational, predictable functioning oflegal and 
administrative agencies." I 0 

Second, the weak degree of calculability in the political and legal sphere 
inhibits the fuller development of calculability in the sphere of produc
tion-particularly by impeding the clear separation of the household and 
the enterprise, one of Weber's  six conditions of modern, rational capital
ism that relate to the production process. Indeed, the prevalence of politi
cal arbitrariness plays a major role in shaping the most basic organization 
of business enterprises in the Philippines, Because the success of the enter
prise depends to stich a large extent on the political connections of the 

preneurs h ave appropriated the means of productioll.  lloneconomic restrictio n s  un the 
movement of goods have been minimized. modern technologies are widelv dispersed, labor 
IS formally free, and ecollomir l ife is largelv cOIlllllerTiaJil.cd, Th" Philippines. m OlTO\'er, 
meets Weber's criterion fill' proper use of the term "capitalistic." Such a designatioll can be 
made, he \\Ti tes, when "the provision for wa nts is  capitalist icallY org'lIl izt'd to such a predomi
nant degree that if  we imagine this form of organization taken away the whole economic 
system must collapse, ,. (;f']U'mi Ealf/ornir Historr, 27ti.  

' 

1 (, Ewrtomv and Soripty, I I :  I O\li\. 
' 
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household, it has been foolish for Philippine entrepreneurs to try to f()rce 
a clear separation benveen the two. In fact, e n terprise and household are 
mutually beneficial: the household provides the privileged opportunities 
to the e�terprise, while the enterprise helps maintain the economic and 
political viability of the household. Tbe success of an en terprise cannot be 
measured merely by the profits that it funnels to family coffers; success 
must also be measured by the patronage n etworks that it supports and the 
i n side infonnation that it collects. l I  It should come as no surprise, then, 
that i ntra-and interfamily feuds are regular occurrences in the corporate 
hoardrooms of the Philippines. :Nor is it surprising that fam ilies generally 
have been-until very recently-loath to raise significant amounts of capi
tal via public offerings, since such a strategy threatens to reduce the degree 
of family control over an en terprise . l �  

As noted, the ultimate prerequisite o f  the developrnent  o f  modern 

capitalism is the need for calculability in the political sphere: the legal and 

administrative system should, ideally, approximate "the expected perfor

mance of a machine . "  In the P h ilippines, political arbitrariness exercises a 

negative influence on the development of more rational capitalism hoth 

directly (by continually generating uncertainties in the entire range 

of government-business relations) and indirectly through the sphere of 

production ( by perpetuating the weak separation of e nterprise and 
household) . 

The relative weakness of legal and administrative calculahility shapes 
not only the fami ly-based organization of Philippine business, but also the 
pri m ary strategies of wealth accumulation that these families employ. First, 
P h ilippine enterprises h ave devoted an inordinate amoun t of resources to 
trying to ensure that they e i ther gain or protect " a  privileged position . . .  
[ offering] unlimite d  acquisitive opportunities . "  When the fonn of pa
trimonialism is decen tralized, as in the pre-Marcos and post-Marcos years, 
electoral competition is a key means by which the oligarchs gain access to 
the state m achinery, and divide up the spoils among themselves; t radi
tionally, th ese contests are decided hy the best mohilization of "gold, 
goons, and guns." Wh en, on the other hand, the form of patrimonialism is 
relatively more cerHralized, as during the Marcos dictatorship, the means 

I I As noted earlier, ow nership (or part-owlle"hip)  of a hank j, particularly importan t  to 

the major oligarchic (ilmilies, since it fan si mu ltaneously generate profits, pro\'ide a ready 

sourre of funds to other hunily en terpri,es , dispense patronage ( i n  the form of hank loans) , 

and valuable infonnat ioll , 
Weber writes. it is in modem. rational capi tal ism ( not "politicallv orien ten capi tal

ism'') "that we lind . . , th .. ' 'going public ' of business en terprises , "  E{01wnq alld Socif/ • ., l: 1 66.  

Although Philippine capital markets are among the oldest i l l  Asia (thanks to the American 

colonial heritage ) ,  they were until recen t ly "one of the smallest and least admired." Far 
Eas/I'm Eummni( Nrui"", (hereafter August I ,  1 �l!l l ,  1'4' PUSH 993 chan ges ill Ph i l ip-
pine capital markets are discussed below. 
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of gaining and protecting access to the state included the declaration of 
rnartial law and a subseque n t  combination of repression and patronage. As 
economist Emmanuel de Dios explains, "politics . . .  is i tself a major form 
of organization of tbe economy. Political violence may be viewed simply as 
one form of investment, and cOiTUption as a form of retum."L� vVhether the 
regime is democratic or authoritarian , oligarchs know that the hest way to 
accumulate wealth is to gain and maintain favorable access to the trough 
of state. Families cannot rely on an impersonal state to provide the condi
tions favorable to capital accumulation; rather, they need to create these 
conditions for themselves. 

Th e weak degree of calculahility in the political sphere also helps us to 
understand a second major strategy of Philippine business: the hroad 
diversification of family conglomerates i n to many sectors of the economy. 
In any capitalist economy, of course, business conglomerates diversify in 
response to perceived market risks. Twenty years ago, Nowak and Snyder 
explained that "diversification of fam ilial economic power decreases sus
ceptibility to fluctuations i n  world prices, potential loss of privileges in the 
U.S. market, and local policy chances such as devaluation, which hurt 
some sectors more than others. " 1 4  Tn an economy in which wealth de
pends to such a large degree on access to the state mac binery, however, 
political risks are an additional and particularly compelling motivation for 
diversification. There is a strong desire to guard against the uncertain ties 
of change in political leadership: a fam ily can't depend exclusively on 
i nvestmen ts assisted by current friends in the Palace, for example, because 
in the next administration those investments may he jeopardized by a lack 
of necessary connect.ions in key government offices. Access to the state in 
one admin istration is used to strengthen more independent economic 
foundations outside the state in subsequent administrations. Although more 
detailed sociological case studies of i ndividual family conglomerates are 
necessary in order to explain strategies of diversification fully, they should 
be seen as a rational response of Philippine fam il ies-not only to the usual 
array of market and macroeconomic risks, but also to political risks im
posed by the patrimonial character of the state, 1 "  

I , Em mal1lwl S, de D ios, "A Pol it ical Economy of Phi l i ppine Policy-Maki ng." Economic 
Paliry-Making in tllp A sia-Pa(ifir F&f!:ion. cd. John W, Langford and K. l .ome Brownsev ( Halifax, 
Nova Scotia: The IlIStittlte f(Jr Research on Public Po licy. 1 990) l !1<j- 47. at I I  L 

H Thomas C. Nowak and Kav A. Snyder. "Clientclist Politics in the Philippi nes: imcgnltion 
or In stabi lity." A mnir(trl l'lIliliml Sciel/ceiifv;pw GH ( !  !l74 ) ,  1 1 4 7- 1 1 70, at 1 I 4H- 4(j. They also 
note the important-but often neglected-role of urban real estate in diversillcation 
strategies . 
. I" De Dius suggests that economic ciiv('[siti catjoll by groups may often ht' quite inefficient  

from the standpoi n t  of the l arger economy (contrary to those who argu<:' that i n ternalization 
over a broad fron t  will probab ly result in  net gains in dIicicncv) . Groups hesitate to open lip 
to outs ide equity because many of t h eir interests an' determ ined by aeee,s to "idiosvncratic 
part isan govern ment patronage." See Emmanuel S. de Dios. "Resource Mobilisation and 
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Beginning in the 1 9508 and I gGOS, the closely held conglomerates of 
the major oligarchic families became highly diversified units ,  commonly 
comhining manufacturing, finance, agriculture, commerce, services, ur
ban real estate, and so on,  all under one roof. U n til the present, in fact,  
these diversified family conglomerates remain the single dominant seg
ment of capital within the Philippine economy. As Temario Rivera ex
plains, th is process of diversification has produced "an inherently self
con tradictory set of interests," since one element of a particular conglo
merate may be favored by policies detrimental to another element of the 
very same conglomerate. But  because of certain features of busin ess
government relations i n  the Philippines, these intraconglomerate con
tradictions are not as problematic as they might at first  seem. It became 
common-through the process of diversification in the 1 9508 and espe
cially the 1 9Gos-for major families to combine many different types of 
ventures within one conglomerate. As a result, they collectively came 
to share a certain homogeneity of in terests on broad issues of macro
economic policy; in sh ort, there was a simultaneous diversification and 
homogenization of familial i n terests. I ii M oreover, capitalists in the Philip
pines strategize more toward the acquisition of particularistic favors than 
the realization of generalized shifts in policy. A high degree of depen
dence upon the political machinery for sllch benefi ts as foreign exchange 
licenses, access to foreign markets, government loans, and foreign as
sistance means that participation in the political process is as likely to be 
motivated by a search for booty as by larger issues of economic policy. 

'While this scramble for privilege i s  rational from the standpoint of indi
vidual family conglomerates, it often brings chaos at the level of national 
developmental objectives. Because of the weakness of state-building in 
Philippine history, it is  Gire to find any center of gravity to guide the 
process of economic development along more coheren t lines. The family 
conglomerates respond to-and create-new sources of largesse: pro
tected markets for agricultuGll produce overseas, loans from state banks, 

Industrial Orl-(an isat iol1," in UfSml/U' ,\[o/Jiliwlio/l 1111(1 U(·.IIIII/ ('(· UIP ill IhF PhilipjJillFS, eel. Raul V. 
Fabella and I I ideyosh i Sakai (Tokvo: Institlltc of Ikwl oping Economies, 1 !194), , I .  

Hi Temario C. Rivera, ralldlorris and (.'(I/Jila/i,lo: C/ws. Fmllliy, {[lid StalF in PhilfIJjJ''''' Man lljit(· 
I Ul'ing ( Quezon City: U niversity of the Ph il ippin es Press. 1 9!HL l. In analyzing elite st rl.K
tUft'S in the Ph ili ppines in  the early J !J,os, Nowak an d also observed this 
simultant'ous process of diversificatioll and hOlllO!\enization. Because of the diversification 
of i n terests wi t h i n family !iroups. th ev note, ("onllins hetween i nd ustrial and al-(rarian t'l ites 
do !lot seem imminent ( umlra Barrin!\IOIl Moore's obs<'IYations about "th" of i ndus-
trializatioll in \restt'rn Furope and the United Stat es") . Instead, they note basic hOllJogc-
llt'ily or i n terest" wit h i n  the el i te ( p. 1 1 411) .  On one vcrv promin ent familv's diversificat ion of 
in terests , seC Alti cd W. :VIcCoy. "Ren t-Seeki n!i Families and the Phil ippin e State: A History of 
the Lopez Family," in An Anllr("y of Falllilies: Slate alld Fa mily ill the Phili/Jjlines, ed. McCoy 
(Madison: U n iversi ty of Wisconsin Center f(,r Sou t heast Asian Studies, ' 99') , 1 2 9-!i;{fi. 
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foreign aid and reparations, foreign exchange licenses, natural resource 
exploitation, incentives to start up private commercial banks, and so 011 . 1 7  
Having diversified according t o  available opportuni ties, families then ex
pect policy to accommodate their varied interests. Development policies 
commonly lack any real direction, but family conglomerates are able to 
1110ve in many directions simultaneously, and thus to protect themselves 
against the vicissitudes of Philippine politics. From an economic stand
point ,  there is a vicious cycle breeding developmental stagnation; from the 
standpoint of fam ily conglomerates, on the other hand, there exists rather 
virtuous protection against the gales of political change. 

Third, in addition to diversifYing economic i n terests, it is also common 
for families to diversity their political networks to guard against changes in 
political leadership. If one's major political all ies suddenly fall from power, 
it is advantageous to have alternative routes of access to the political ma
chinery. The phenomenon of namamangka sa dalawang ilog (rowing one's 
boat in two rivers) is  greatly facilitated by the very fluid nature of main
stream pol i tical parties and factions, which have long displayed a weak 
degree of institutionalization and an even weaker devotion to any clear 
ideology. Switching parties ( refen-ed to as turncoatism) is th us a common 
phenomenon, as politicians seek to ally with those who have the greatest 
potential to dispense patronage resources; I H  after �larcos was deposed, 
those who were most opportunistic in suddenly shifting allegiance to the 
Aquino administration were labeled balimbing, in honor of a s tar-shaped 
fmi t  t h at appears to be the same no matter from which side it is viewed. 
Those least public in their poli tical atliliations, of course, are most adept at 
cultivating ties across political divides and adjusting to changing political 
fortunes. Chinese-Filipino entrepreneurs, historically more vulnerable to 
exactions and more reliant on extrafamilial l inks to the political machin-

1 7  W11i le  th i s  hook concentratcs on the bankin!\ sector. careful studies of other sectors of 
the po l i ti cal economy include Belinda A. Aquino, Polili,., ol Plllndf'r: Tltt IJhili/J/Jinel Unrin 

Marcos (Quezon Ciry: Great Books Tradi ng ancl the University of the Ph i li ppilles Col l ege of 
Puhl ic Admin istration. 1 9H 7) : .Iaime Fanstino. "'vlin i ng the State: Dominant Forces, Marcos 
and Aquino" CVI.A. th esis. Cniversi tv of the P h i l ippin es, 1 99 2 ) ;  (;"". Hawes, Thr Philippine 
Stale and [he ;\Jarros Rf'gimr: ThE' Polilics ojTxjJmt ( I thaca, :'-I.Y : Cornell C n iyersi ty Press, 1 9H7 ) :  

James PUlzel , A Cn/ltiVi' 1.lInd: Tit" Politin ol Agmri(1II Rljimn ill til,. PhilijJ/Jinfs (Quezon Citv: 
Ateneo de Manila l' niversity Press, 1 9(2 ) ;  Jeffrey 'vI. Riedi nger, Rrjimll ill Iht Phili/J-
/Jines: Dmwrmtic Trallsitions alld Redislrilmtillt ltt'jiJml (Stan ford. . Stanford Cll iversitv 
Press, 1 99!i) ; Rivel�l, Landlordl and Capilalist,·;John Th aver Side!, "Coercion,  Capilal. and the 
Post-Colon ial State: Bossism in the Postwar Philippines" ( P h.D. dissertation, Cornell l1niver
sity, 1 (95 ) ;  Third World Studies Program. Po/iliml Eronom), of Philijlj!ill( C01ll1llodilif's (Quezon 
City: Third World Stud ies Center, University of t h e  Phi l i ppin es , J (!H:� ) ;  and Marites 
Darlgnilan Vitug, P()wcrjlmn IIIP /'ill",I: Thl' Politin ojLo{!;gill{!; ( M etro Manila: Ph i l ippi ne Center 
for Investigative JOllrnal isrn , 

IR See David Wurfel , Filipi1lo /Ji'1!elojJwf'lIt Illld Vemy ( I t h aca. NY: Cornell Un iversity 
Press, I 9H II) , 96-<)7 . Thanks to Joh n Sidel fil r  e mphasizill!\ tht' illlportance of strategies of 
political diversification. 
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cry, have earned a particular reputation for their ability to cultivate ties 
with more than one side in any political contest. 

This book highlights the tremendous arbitrariness of state action in a 
sector generally considered the apex of a modern economy: the banking 
sector. It is important to emphasize, however, that the weak degree of 
calculability in the political sphere is manifest throughout the Philippine 
poli tical economy, from the towering heights of national financial policy 
all the way down to the simplest of tasks. Minor functionaries may have tbe 
discretionary power to decide whether (and for how much) they will regis
ter a vehicle, and firefighters may have the discretionary power to decide 
whether ( and for how much) they will turn on the hoses and put out a 
fire. l!I 

Not surprisingly, the high degree of arbitrariness in the political sphere 
is readily apparent in the fiscal realm: entrepreneurs cannot predict the 
level of exactions, official and unofficial, that will be demanded of them by 
the state and its ollicials. The amount of tax paid to the state is negotiable, 
and therefore highly dependent upon the current strength of one's politi
cal connections. Given the highly politicized nature of the Bureau of 
Internal Revenue and the Bureau of Customs, i t  is not coincidental that 
both are controlled by the Office of the President-even though they are 
technically part of the Department of Finance. As business journalist 
Rlgoberto Tiglao explains, the president's power to appoint the heads of 
the bureaus of internal revenue and customs have ensured that "these two 
major tax-collecting organisations are weapons that could be used to 
harass a ruling party's enemies and at the same time . . .  [generate] 
the president's personal stash ( through bribery by tax evaders) or . . .  
[ dispense] favors to allies. "�o Similarly, there is great variability in the 
under-the-table unofficial "taxes" that businesses must commonly pay to 
get results from state functionaries. Needless to say, this variability quite 
dramatically inhibits the development of rational capital accounting at the 
level of the enterprise. 

19 I t  is  fi)!" this reaSOIl that those with the most ndnerahle 'j{ cess to the pol i tical 
machinery-the Chinese-Fi l ipino entrepreneurs-have often established their own private 
tirefig h t i ng u n its. Th('y ('annol relv on t h e  statc to p u t  out fines. so they h ave to provide that 
selviee for th('mselves. 

�o Rigoberto "The Dilemmas of Economic Policymaking in a 'People Power' 
State." in 7711' of Emllomir Hejrlnl1 in Sou/lIm.>1 Asia. ed. David C. Timberman ( Metro 
Manila: Asian I nst itute of M anagemellt, H)9 z ) .  77-Hn, at Hr,. Revenue maximizatioll is not 
t h e  strong snit  of the Phil ip p i n e  state; i n  fact.  the countrv continues to h ave the lowest tax 
elfort ill  capitalist Southeast Asia. In 1 9H9. only :-I(j pc�cent of potential t axpayers even 
bothered t o  me income-tax returns, and a mere >!.r, pen-em of Ihese persons actually paid 
taxes. Among c"orporate en terprises. only :n percen t  of t h ose who !iled returns acmally paid 
taxes. fc"l:R. March �6, 1 9'12, r,o-r, t ;  see also ;\ialllwi F. !vton tes. "Financing Development: 
The ' Democrat ic'  versus the 'Corporatist'  Approach i n  the P h i l ippines." HIe Poiilimi EmnoTnY 
uf Fi.lml Palicy, cd. Miguel Urrutia. Shi n ic h i  Ichirn ura. a n d  Setsuko Yukawa (Tokyo: Thc 
l:nited NatiollS U n iversity, I gH9). 
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\Vhat is striking about many patrimonial states, \Veber reminds us, is not 
the prevalence of cOiTUption per se, but the great variability of corruption. 
Bribery and corruption have "the least serious eHect" when they are calcu
lable, and become most onerous when fees are "highly variable" and "set
tled from case to case with every individual official . "  In  this analysis, corrup
tion per se is not incompatible with advanced capitalism; indeed, one can 
think of myriad examples where the two thrive simultaneously. Rather, it is 
highly variable cOlTuption that most impedes "the development of rational 
economic activity. "� I 

In summary, the weak degree of calculability in the legal and administrd
tive sphere ( that is, political arbitrariness) hinders the f

:
uller development 

of calculability in the productive sphere; moreover, political arbitrariness 
hinders the separation "of the enterprise and i ts conditions of success and 
failure from the household. Families must devote enonnous resources to 
the task of gaining and maintaining access to the political machinery, and 
they must diversify their investments across many sectors to protect them
selves against the gale" of political change. 

The Patr imonial  Framework and the Modern Ph i l ippine Pol itica l 
Economy 

A focus on patrimonial aspects of the state, I argue, promotes clearer 
understanding of important characteristics of the Philippine political 
economy, and highlights critical obstacles to the development of more 
advanced forms of capitalism. As Weber wrote, "the patrimonial state lacks 
the political and procedural predictability, indispensable fe)r capitalist 
development, which is provided by the rational rules of modem bu
reaucrdtic administration. "�:? In employing the patrimonial framework, 
however, it is important not to obscure four critical differences between 
the postcolonial Philippines and the economies, societies, and polities 
analyzed by Weber many decades ago. 

First, except during the Marcos years, the postwar Philippines has not 
had the clearly identifiable central ruler that Weber expected to see in 
patrimonial polities. Instead, a nominally strong president of relatively 
short tenure mHst make major accommodations to "local patrimonial 
�ords" who possess economic power and assume quasi-military and quasi
Judicial functions in their localities, and are represented at the national 
level in a powerful legislature. Even under Marcos's relatively more 
centrdlized form of patrimonialism, the entrenched power of the oligarchy 

21 \Neber. 1:'mno1fl)' and ."o(ir/i'. I: 240. J f) � .  1 6 1 .  22 Weber. FUJI/omy owl Sorie/v. I I :  1 "95, 



42 Booty Capitalism 

greatly limited his scope of action.2:1 Second, Weber would not have imag

ined the strengthening of patrimonial features in a modernizing economy. 

Particularly strange, from his standpoint, would be the existence of a 

decentralized form of patrimonialism in the midst  of a money economy 

well integrated by trade and modern communications.:! ! Third, Weber's 

notion of historical progression does not anticipate the "neopatrimonial

ism " that comes in the wake of a more "rational-legal" colonial srate. He 

probably would have considered i t  especially anomalous to find pa

trimonial features in the ex-colony of the world's most advanced industrial 

power. As discllssed earlier, patrimonial featnres appear to have hecome 
more pronounced after independence in 1 946.2[, 

The fOllrth difference is the most fundamental one, and is closely re
lated to the othe1- three caveats as well. Simply put, Weber's patrimonial 
polities were far more self-contained than the postcolonial Philippine 
polity.2{i Marcos's own personal strategies, for example, cannot be under
stood except in a world of Swiss hanks and Manhattan real estate. On a 
deeper level, however, one can say that the major reason that  patrimonial 
features in the Philippines diverge to such an extent from those features 
found in Weber's polities lies in the contrast between the external factors 
that shape the Philippine polity and the external environment in which 
Weber's polities existed. One cannot begin to explain the perpetuation 
and maintenance of the Philippine state without a careful examination of 
the particularities of i ts colonial heritage and postwar international en
vironment. Precisely because '\Teber did not anticipate the colonial and 
postcolonial conditions that help perpetuate the existence of weak states, 
he would not have anticipated anything quite like the postcolonial Philip
pine state. 

Indeed, the Philippine state does not even fit Weber's basic definition of 
a state: i t  lacks an effective monopoly over violence and taxation, and it is 
too weak to maintain conu-ol over m uch of its terri tory. As Jackson and 
Rosberg poin t  out, the perpetuation of many modern Third "VorId states 

Wurlel, Filipino Po/ili(,l. ,6-HH. On Ihe \imiL� of \1arcos', power vis-'l-vis the " old 
oligarchy," see Hutchuoft. " Ol igarchs and Cronies ill the Phil ippine State: The Pol i tics of 
Patrimonial Plunder,"' Hrll-id Politics .J.:{. no. :{ ( I  (J!.l l ) : c! 1 ·1 - Jiii>, al c!42- 1 ". 

\\'eher. Eamomy find Sori!'I)" II:  1 09 1 -92:  see abo 1 0 1 4 .  
This paralleb Roth's  discussion of a "'detraditionalized" palrimonialism t hat "hecomes 

t h e  dominant hU1n of government" in "some of the newer states." See Guenther Rot h .  
" Personal Rnlership, Patrimonialism. a n d  Empire-Bui lding i n  t he l\'ew States," V\(lrid Po/itir.1 

i/O ( 1 96H) :  I !H-�()(), at  l 'lt), I gg. 'Weber discusses t h e  h istorical "march of bureaucracy" in  
and Soript�, I I :  1002-3. 

does, indeed, speak of i()reign trade as a uitical element of the development  of 
cenm;iiled patrimonial bureall<Tacics. and mentions power competition among patrimoniaJ 
states as a factor determ i ning the ruler's attitudes to "mobile money capital." See f>onomy nnd 

S"rid)', I I :  1 092 ,  I 1 03. But as discussed helow, such international ties are qualitatively 
different ti'om those found in the Third \\'orld today. 
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cannot be Ilnderstood unless one considers external factors, and distin
guishes between an empirical and juridical definition of the state. Many 
Third World states, they point out, do not fit within Weber's classic empiri
cal definition of the state ( Ha corporate group that has compulsory jurisdic
tion , exercises continuous organization, and claims a monopoly of force 
over a territory and i ts population, including 'all action place in the 
area of i ts jurisdiction ' ") . They do, however, meet the jl.lridiral definition of 
statehood, that which is recognized hy the "in ternational society of states. " 
In Europe, they argue, "empirical statehood preceded juridical statehood 
or was concurrent with it"; in Black Africa and other parts of the Third 
World, however, there has been a very different sort of state-building pro
cess: "external factors are more likely than internal factors to provide an 
adequate explanation of the formation and persistence of states. " I n  short, 
a "political system may possess some or all of the empirical qualifications of 
statehood, but without the [ internationally recognized] juridical at
tributes of territory and independence it is not a state . " �7 

In the Philippines, as well, one cannot understand the state's per
sistence without an examination of external tactors-during both the 
colonial and the postcolonial periods. A" noted earlier, i t  is entirely possi
ble that the central state of the Philippines would not have sUlvived i n to 
the twentieth cen tury witbout colonial intervention . Only by looking at this 
colonial heritage can we understand the formation and persistence of a 
central sL.1.te that is unable to effectively exert authority over "local lords. " 

Moreover, one can say that  if the postwar "international society of states" 
helps ensure the sun'ival of central states that cannot, empirically, claim 
control over much of their territories, the "special relationship" between 
superpower United States and client Philippines provided quite an excep
tional external guarantee of survival to a state that lacked many attributes 
of empirical statehood. The Philippines' status as an ex-colony and 
postcolonial client of the United States ensured the survival of the central 
state in the Philippines, wrapping i t  in a cocoon that insulated it both from 

27 Rohert H. Jacksoll  and Carl ( •. Rosherg, '"'Why Albea's Weak State� Persist: The Empiri
cal and the Juridical in Slatehood, '" Hillld Po/itin 1 :\. no. I ( I  [lX2 ) :  1 - 24, at 2 .  :1, 23.  1 :\ .  Thev 
further poi n t  out that " ;11/1'111111;011('[ .",ril'l), i.1 {l1 /mI1 1Niltlv I'nj}()1IIibll'./or jJelj)('/u(llilig thf IlI/dne 
U<7WI01J111'1'r1l of tlu' fln/li/im! I/oll' in Africa bv prodding resources to incompetent or corl1lpl 
governments wi thom being permi t ted to ellsure that the,e re,our<'es are elkniyc'h' and 
proper Iv used" (PI" 22-2,\.  emphasis added) .  This is an importanl point. hut lln!ilr!lI11atelv 
they give it l i ttle emphasis and fail to dew lop it lmlher. The t u rbulent.  conflictnal process J)\' 
which empirical statehood is ohtained llla\. in certain caSt'S, be aniwl\, obstructed hI' exterual 
forces. which (ti)r larger geopoli t ical objectives) i l l telYel1e 10 prop HI; dominant social ">nTS 
and quash their potel1ttal rivals. In thi s  wav. a domestic soc ial imbalance mm be eHcct h'eh 
guaranteed hv external aLtors. The forme;' colonial power ill the Philippil1�s h,,, played a 
central role in propping up the ol igarchv alld ensuring the continued weakness ot counter-

social forces ("specially popular forces) ;  the perpetuation of social i m balance, i l l  
turn, reduces t h e  likelihood "l lundamental transf{,rmatiol1 of t h e  poli lical sphere. 
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the need to guard against external threat and ( because of a steady flow of 
external resources) from the need to develop a self-sustaining economy. 
Only by looking at this postcolonial international environment can we 
understand how the central state persisted despite its inability to tame the 
power of "local patrimonial lords"; how a decentralized form of pa
trimonialism persisted amid a modernizing economy; and how neo
patrimonialism arose in the wake of a relatively more "rational-legal" col
onial state. In elfect, client relations with the United States created and 
sustained a hothouse within which patrimonial features have flourished. 

I n  summary, it  is  unlikely that Weber would ever have imagined anything 
quite approximating the Philippine political economy, since the perpetua
tion of its weak central state is a phenomenon seemingly unique to the 
colonial and postcolonial period. In describing the Philippines as a polity 
with strong patrimonial features, therefore, i t  is important not to forget 
that we are transplanting '-\leber's framework into a setting that he did not 
anticipate. 

C H A P T E R  T H R E E  

Patrimonia l States and Rent 

Capitalism:  The Philippines in 

Comparative Perspective 

How does tbe Philippines compare with other Third World polities 
that exhibit strong patrimonial features? Clearly, the Philippines provides 
only one example of a polity that has been unable to bring "political 
arbitrariness to heel,"  and only one example of how capitalism can be 
"pol i tically oriented. "  Weber devotes great efIort to analyzing variation 
among patrimonial structures, and explains that some are more advanced 
than others in developing "bureaucratic features with increasing func
tional division and rationalization" and operating "according to definitive 
procedures . "  Moreover, he suggest5 that some patrimonial polities provide 
a clearer distinction between the '"state' '' and the "personal authority of 
individuals" than others, and thus begin to approximate certain aspects of 
the modern bureaucratic state. In other words, the ease by which an incli
vidual bureaucrat can "squirm out of the state apparatus into which he has 
been harnessed" (and pursue individual. rather than corporate, goals) 
varies greatly even among patrimonial polities. Some display far more 
internal cohesion than others. 1 

In addition, Weber employs many terms to describe capitalist systems 
that are hampered by the weak degree of calculability in the political 
sphere, and distinguishes among various forms of ( not fully rational) 
capitalist activity according to whether their "sources of gain"  originate i n  

I "lax Weber, Erollomy and !'jori!'l)" (Ikrkdey: I T  niversity of California Press, I 97 H ) ,  I I :  I 02 H ,  
loHg, �19H. 9H7-Hil. While \"",,her', complex treatment of variation among patrimonial pol
lUes IS beyond the s,ope of this work, he focuses on such criteria as whether ( I )  the mlcr's 
pOwers are relatively more stt'reotyped or (see, for example, Emnmny and SOfidv I: 
232, I I :  I 03H, 1 °"10, and 1 (70) : ( 2 )  polities are more celltralized or decentrdlized 
(see I :  I I :  1 02;-" I 03 1 -:\ � ,  1 °'10 ) :  and (:{)  tht' patrimonial bureaucrdCY i s  COJlfrol1 ted hv 
or free of countervailing social pressures (see I I :  1045 and t o"!7 ) .  
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"trade, war, politics, or administration.  "2 Moreover, Weber writes that "po
litically oriented capitalism, just as capitalist wholesale trade, is very much 
compatible with patrimonialism. "3 Central to his analysis, of course, is a 
focus on the political tc)Undations of variation among capitalist systems. 

It is useful to extend Weber's broad categories to a discussion of the 
variation that exists within modern-day patrimonial polities and capitalist 
systems, and place the Philippine political economy in larger comparative 
context. In  doing so, we return to a consideration of the two dimensions of 
capitalist variation that were introduced in Chapter One, and combine 
our foclls on the nature of the state with a discussion of the relative 
strengths of state apparatuses and business interests. Certain patrimonial 
polities, I argue, seem to evolve much more readily than others, and 
Weber's theory of capitalist development oflers clues as to why. 

The first section of this chapter compares the Philippine polity with 
other states that have strong patrimonial features, and Philippine-style 
capitalism with other forms of rent capitalism. The second section argues 
the need for a more differentiated view of state apparatuses and capitalist 
systems, and the third section provides an initial framework in which to 
understand better why patrimonial katures are more likely to evolve in 
some settings and persist in others. 

Comparing Patrimonial  Pol ities 

For the purposes of present analysis, we can confine the discussion to 
two broad types of patrimonial polities,4 First, there is the patrimonial 
ariministmtivf statf', exempiitled by such diverse examples as the former 

''''"l)('r, "Author's Introduction," i l l  The Pro'l',,'anl nlli( and IiiI' Spiril oj Capilaiism ( :\n\' 
york: Charles Scribl1er'� Sons, 1 9:;1< ) ,  2,)-24- Callaghy l ists the wide array of terms "mnd i n  
\Yeller's texts: " colllmercial capitalism." "political capital isl l l ,"  "boots ('apitali�m." '\I<h'en-
t i l  reI's' " "traditional capitalism," and " patrimonial capitalism , "  Thomas \1. 
Callagln, State and the Development of Capitalism ill  Ah'ica: Theoretical, l lis tori,al, 
and COlllparative Reflections." in Tlu' Prt'rflliUl/s Balllf1(P: Slall' tllld Socirt) ill ;ljriw, ed. Donald 
Rothchild and :\aomi Cb.uan ( Boulder: Westview Press, 1 qi'lH) , 6q. From a historical stand
poi n t ,  'Weber considers these forms of capitalism the mk: and n;odern rational capitalism 
the exceptioll. Because the "capitalistic ad"cntun:-r , , , has existed ('\'Cnwher,," and across 
historY, with widely I'.uvi n g  sources of enri, l I ment. "\'eber seelllS not ' al all surprbed to 
e llcOlllll!'r sm h ('lIomlOUs variation in "politicall} oriented capitalism." There has long been 
capitalist  ankit\' of (li lerse k i nds: f()r him.  what is "pecul iar" is l h e  "modern lorm of capital
i'IlI." "Author', I n t roduc tion , "  C'o, C':I - "  l' See also FmllolliY (l lId Su(idy. I I: 1 39 0 .  

' ;  T h i s  is not. IWII Cl er, a determ i n istic relatiollship.  A s  \,'"ber writes, "PatrilllonialisllI is  
compatible with household and market <'COllom),. pet tv-bourgeois and mallori,t1 agriculture 
absence aud presence of capitalist economy, " Fml/olll1 (/1/(/ Solidy. I :  I 0\) 1 ,  

I The cOlllparatil'e analysis i l l  t h i s  sec tion " xllands upon Ill\' "Booty Capitalism: All An aly
sis of BllSiut'ss-(;O\'t'l'Il lllf'nt Relat ions in the Phi l ippines," in 1l"";lIfS,\ (1l1d Gm'rm IllPlJI ;n 111"1/,\' 

Irializili/l /,'fIIl (Jill/ SOli Iii 1'(/\ 1 Asifl. ed. Andrew M adlllyre (SvdlH'}: Allen & Unwi n ,  and It haca. 
N.Y.: Cornell l ' u iversity Press, 1 \)94 ) ,  
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"bureaucratic polity" of Thailand (dominant in the years 1 932- 1 97 3 ) .  the 
New Order of Indonesia ( most dearly during the earlier years of Suharto' s 
rule ) ,  and Mobutu Sese Seko's Zaire (prior to the regime's disintegration 
in the mid- l 990s) . In these political systems, the dominant social force is a 
bureaucratic elite or "political aristocracy," and countervailing social forces 
are strikingly weak. The Thai bureaucratic polity, writes Laothamatas, was 
notable for the "weakness of extra-bureaucratic forces, be they governmen
tal actors (such as the monarchy, the judiciary, and the legislature) or 
nongovernmental actors"; the business class displayed "political passivity. " 
In Indonesia, explains Crouch ,  "the most important political competition 
took place within the military elite ,"  while the masses were forcibly 
depoliticized and industrialists mere clients of the patrimonial otllcial
dam. Although Zaire does not have a bureaucratic elite as historically 
rooted as those of Thailand and Indonesia, there are nonetheless paranel� 
in the imbalance of forces inside and outside the state. As Callaghy 
described Zaire in the mid- l g80s, "Politics is highly personalized, and . . .  
a political aristocracy , . .  is consolidating its power within the structures of 
the state while the stratification gap between the rulers and the ruled 
grows. . . . [Mobutu] has maintained tight control over the emerging 
commercial elite which he has created to a extent. " Weber discusses 
broadly comparable examples of centralized patrimonial officialdoms, 
and notes that in certain cases officials were "the only major privileged 
strata confronting the masses, "', 

The type of "politically determined" or rent capitalism that one gener
ally finds in the patrimonial administrative state ret1ects-not surpris
ingly-the relative strengths of the state apparatus and business interests, 
In his classic work on the Thai bureaucratic polity, Riggs explains that 
government selvice provided "the greatest opportunities for combining 
high income with security, prestige, and power, " and those unable to gain 
admission to the bureaucracy had to settle for entrepreneurship. Because 
businesspersons lacked political access, Riggs calls them "pariah entrepre
neurs." The political environ men t o ffered them little security, and in or
der to engage in business at all they had to contribute "finan

"
cially to the 

private income of [in fluential] protectors and patrons in the govern
ment. " Since the major beneficiaries of the process of rent extraction were 

5 A,nek Laothamatas, 1l1lsinPls A,lorio/iol/,\ and the New Pnliliml of 1/lfli/rmd: From 
Bureallrratir Polity to Lib"ral Cmporatism, ( Roukkr: Westview Press, 1 \)92 ) .  2 also 
Harold Crouch, "Patrimnnialism and :Viil itarv Rule in Indonesia." �lorld Polilin I I 
5 7 )  -87, at 5 7 1<-79; and T homas \1, Callagl�y, Tht Stalt-Socipl) SII11f!Xi,': Zaire in 
PerspWilJe (New York: Columbia U n iyersity Press. 1 91)4 ) .  6, ,)0:

' 
Webe�, J.:ron oln',' (lnd I I :  

I O�4 - :) I ,  a t  1 04:">. The term "patrimonial adm i n istrative state" cOllies fJ'um Cillaghy. chapter 
I. Cronch and Callaghy offer excel lent, h istorically based a nalyses of patri monial dynamics i n  
other postcolon ial settings. a n d  i t  was lhrough their work that I lirst became i n terested ill 
applying \Veberian insights to tbe study of the Phil ippine political economy. 
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based in the administrative apparatus of the state, this form of rent capital
ism can be characterized as bureaucratic capitalism.6 

A quarter century ago, Riggs quite pessimistically asserted that pariah 
entrepreneurs would be unable to alter an environment that threatens the 
security of long-term investments and foster the emergence of economic 
institutions more conducive to private enterprise and a free-market sys
tem.  H e  anticipated that governmental careers would remain the major 
avenues to prestige, power, and economic opportunity, and that the au
thority of the bureaucratic elite would perpetuate i tself. Recent history, 
however, has contradicted Riggs's pessimism, and shown that bureaucratic 
capitalism may carry the seeds of its own destnlCtion.  "From our present 
vantage-point," Ruth McVey says of Thailand and Indonesia, "the features 
of the bureaucrdtic polity . . .  have less the aspect of a develolJmental bog than of 
a container for fundamental transformation. "  

How does this sweeping change take place? Perhaps the best analysis of 
the dynamics of this ongoing transformation is Crouch 's analysis of 
Indonesia-an analysis that is equally relevant to understanding the pro
cess of change in Thailand. Drawing on Weber, Crouch explains, "In the 
early stages, a patrimonial political stmcture need not be an obstacle to 
capitalist economic development. By placing themselves as clients under 
the protection and patronage of powerful members of the mler's court, 
industrialists can acquire the security and predictability they need. But as a 
modern economy grows and becomes increasingly complex, industrialists 
require more than informal understandings with officials to assure them 
of the safety of their investments ."  Over time, although many powerful 
military and bureaucratic officials will resist giving up their special priv
ileges, one may see a f itful process in which business enterprises require 
( and demand) some greater measure of regularization and bureaucrdti
zation. 

There seem to be two major sources of regularization and bureaucrdtiza
tion : (1) piecemeal reforms, instituted from above; and ( 2 )  far more 
sweeping refonns, forced by the emergence of new social forces that chal
lenge the prevailing order. In the first type of reform, the state leaders may 
support selective measures of economic reform in an effort to satisfY the 
political imperatives of regime preselvation and/ or enhance the country's 

" Fred \\'. Riggs. Thailanil: The :Hoiln"flizatio/l of a Bllrf{/lI(mt;( Polity, ( Honolulu: East-\\'est 
Center Press, l qGG) ,  2 ,,0-,, 1 .  The tenn Inl1n1l1(mti( caj)ita/ism is mcant to cUlTespond with 
Riggs's widely used term, "hureaucratic polity." It  must be emphasized, however, that neither 
category has any resemblance to \\'ebcr 's notions of how modern burcaucracv or modern 
capitalism should operate. Riggs might more properly have used the t erm "administrative 
polity" (just as Callaghv uses the I('nn "patrimonial administrative state" to describe Zaire) , 
hili since his "bureaucratic polity" is so deeply etched in the analysis of Southeast Asian 
political economy, J regretfully perpetuate the inappropriate terminology in descrihing its 
ecoJ)olnic systenl. 
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position internationally. Suharto and his generals, for example, were 
acutely aware of the fact that hyperinflation had contributed to popular 
discon tent with the Sukarno regime, and that the long-tenn viability of the 
New Order depended on creating "an expanding pool of available re
sources, not only for patrimonial distribution within the elite, but also for 
the pre-emption of potential opposition from outside . "  In the late 1 970s, 
writes Crouch, the major pressures for regularization and bureaucrdtiza
tion in I ndonesia came from "sections of the anny concerned about the 
long-teml legitimacy of military mle ."7 In both Thailand and Indonesia, 
the success of top-down reforms was greatly enhanced by the presence of a 
few relatively well-insulated agencies with high levels of technocratic 
expertise. 

The second type of reform is much more extensive , and results from the 
emergence of new social forces able to effectively challenge the (pa
trimonially based) power of the bureaucratic and military elites. The basis 
for such conflict-fundamental shifts in the distribution of power among 
contending social forces-has been forming in recent decades in both 
Indonesia and Thailand. Possible dynamics of an optimistic scenario of 
long-term change can be summarized (and greatly simplified) as follows. 
First, there is substantial economic growth, encouraged not only by con
ducive policy but also by substantial contributions of foreign capital, for
eign aid, and exports. ( Indonesia initially relied heavily on booming oil 
exports, and Thailand on "capital injected into the country by the United 
States in connection with the Vietnam war") .R Second, in the process of 
economic growth, a more assertive business class emerges. Third, elements 
of this business class may demand a certain regularization of relations 
between the government and business interests-signs of which have been 
more apparent in Thailand than in Indonesia. In many cases, notes McVey, 
"foreign interests have helped to protect domestic capital from the state ,"  
and have been "a powerful ally in lobbying against policies and practices 
hostile to business."9 The hegemony of the bureaucratic and military elites 

7 Ruth McVev, 'The Materialization of the Southeast Asian Entrepreneur," in SUlIthmst 
Asian Caj)italists, ed. McVey ( hhaca, N.V.: Cornell Somheast Asia Program, 1 C)C)2 ) ,  � 2 ;  
Crouch, 579, "H2-H�1 (quotes from 57'), :,H 2 ) . � Both Crouch and McVey emphasize the centralitv of externallv generated resources in 
bnnging about the emergence of more modern and complex economics. "In contrast to 
traditional patrimonial states, which acquired funds largely through the exploitation of the 
peasantly and through wholesale trade, the New Order has depended on a rapidly expand
Ill?, modern economy financed bv f(lreign aid, f()reign investment, and rising oil prices" 
(Crouch, 579) .  

9 McVey, 2q-'lo. External finns, of course, cannot alwavs be counted on to  support the 
regularization of relations hetween government and husiness . .Just like domestic capital, 
fo

.
relgn capital can purchase a "viable calculability nexus" (Callaghy, I l)HH, 76) with a pa

tnmonial state by cultivating relat ions with the proper olllcials, and if this nexus is working 
quite suitably (and remains essentially undisturbed by regime change) there is little reason 
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is challenged, and the long-teml result may be, fourth, the gradual and 
fitful creation of a political environment that provides a more congenial 
foundation to the development of advanced forms of capitalist accumula
tion .  Out of societal conflict emerges fundamental change in the political 
sphere, which in turn facil itates the eventual emergence of more rational 
fonns of capitalism. In short, economic expansion has the capacity not 
only to line the pockets of the patrimonial officialdom and to enhance the 
political viability of patrimonial regimes; it can also, over the long run (and 
despite the best efforts of the officialdom ) .  promote social changes so 
profound as to effectively challenge the very f()Undations of the pa
trimonial administnttive state. 

Indeed, recent works f(xus on the increasing assertiveness or the Indo
nesian and Thai bourgeoisies, and the May 1 99 2  tumult in Thailand
with the strong role played by businesspersons and the middle c1ass
confirms that new social f()rces bave burst onto the political stage. In the 
process of social conflict, there is  a relative diminution of the ( patri
monially based) powers of the Thai bureaucratic elite. to The increasing 
strength of the Indonesian and Thai bourgeoisies has parallels to a process 
that took place in the development of European capitalism, when domina
tion by the political level gradually gave way to domination by the eco
nomic level.  As Callaghy explains, the rising bourgeoisie began to demand 
less "special protection and favor," and "slowly and unevenly" to rely more 
on the "generalized of Weber's preconditions to capitalist 
development. "As this shift took place over time, key bourgeois elements 
began to p:Apfel a viable calculability nexus without having to ' pay' for it 
each time via patron-client ties and patrimonial administration,  and they 
i ncreasingly demanded it as their class weight, presence and power accu
mulated. As Weber indicated, this is the difference betw·een the presence 
of some of the contextualizing f�lCtors of modern capitalism and their 

for outsiders to usc their influence to challenge the patrimonial pol i tical order. Because a 
more n earh' bureaucratic political order is lIluch more likeh to proyide a calculable ctwiron
mt'llt to the invt"stlllt'Ilh of individual firms. howeH:r. OIle can t'xpeCl that foreign capi ta l . in  
general , w i l l  support (although l�m:"ly lead the charge in  promoting) t h e  regularizatioll of 
relations between govcrnment and business. 

I (] Examples of works chart ing the increasing assert i,(·ness of the bourgcoisie in Thailand 
and I ndonesia include Richard Robison, Du· [hI{' "I CajJital ( Swiney: Allen & l;nwi n .  I [jl{fi) ; 
Andrew MacIntvre BlisinpsI (/nd Politin in II/dot/flia ( S,dne,: Allen & llnwi n .  I q(j() : Kevin 
Hcwison , Bankr�,\ fl�1(1 Blm'flllniLiI: CajJilal (au/ thp Ro/p ol lh!' Stntl' ill Thlliland, J\'lon�;graph No. 
:H. Yak Cniversit)' Southeast Asia Studies (1\"cw Havell. 1 9X9) ;  and Laothamatas. I n  addi
t ion, while Lev deals l ittle with the business rlass 1)1"1' ,If', he otkrs all excellent analySl' of 
"em,rts to estahlish an I ndollt"sian ' ],1\\ state· in the context of middle-class a"<lullS on 
patrimon ial assumptions of political order'· ( Daniel S. Lev. ·:Judicial Authority and the Strug
gle for an I ndonesian Rech t"taa!,"' Law a1ll/ Sotiply Rf71WW 1 :�. no. I ( 1 97 X ) :  :{7-7 1 .  at :17) · 
The ("\'("lIts of M ay 1 992 and their aftermath arc chronicled in Surin Maisrikrod. T1wihmd :, 
Two Gnwml f}p('/ions in 1 992: Sustained, Research Notes and Discussion Paper No. 

if) (Singapore: Institutc of Soutllcast Studies. 1 992) 
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becoming the dominant elements of a [ modern, rational ] capitalist 
svstnn. " 1 1 

� At the same time, one finds eyidence of important change even within 
the bureaucratic elite itself. Particularly in Thailand, it seems that ele
ments of the old bureaucratic elite are beginning to be absorbed into the 
ranks of the bourgeoisie; as McVey points out, bureaucratic elites may 
become ever less reliant on the milking of office-based privileges, as they 
(and even more important, their children) have begun "taking a serious 
and active role in business," In effect, individual members of an old social 
force ( the bureaucratic elite) may respond to changed stmctural condi
tions by gradually incorporating themselves and their children into a new 
social force ( the rising bourgeoisie) .  In an optimistic scenario, this means 
that entrepreneurship based on rent-seeking behavior becomes less im
portant relative to entrepreneurship based on productive activity. While 
the recent nature of the change makes it difficult to discern the strength of 
this trend, McVey sees "signs of the gradual crystallization of entrepre
neurial attitudes, a shift in weight from bureaucratic and political to busi
ness values, and the emergence of more long-term commitment. " 1 2 

Unfortunately, the story of the patrimonial administrative state in Zaire 
gives little cause for optimism even over the long term. First, even at its 
peak the Mobutu regime attempted few selective liberalization measures; 
whereas Suharto and the Thai bureaucratic elite were generally deter
mined to promote an economic expansion whose benefits would be real
ized fairly widely among the population, the Zairian political aristocracy 
"demonstrated a notably feeble commitment to increasing the standard of 
living of the masses over whom it rules. " The country's strategic impor
tance, moreover, often undercut the efforts of international financial in
stitutions to impose reform conditionality to aid flows. Like Marcos, 
Moblltu was a master in knowing how to "take the money and run. "  Exter ... 
nal resources seem to have done little but consolidate the position of the 
political ruling class. Second, reform pressures from below are greatly 
muted by the failure of new social /(.1[ces to emerge. Mobutll seems to have 
been far more anxious to stunt the growth of an autollomous bourgeoisie 
than were his counterparts in the bureaucratic polities of Southeast Asia; 
in any case, the much weaker cohesion of the Zairian bureaucracy pro
vided a far less congenial political em'ironment in which a new business 
class might emerge. There are probabJv few political economies in the 
World that proyide worse political foundations for capitalist accumulation 
than Mobutu's Zaire, where (in Mobutu's own words) "holding any slice of 
public power constitutes a veritable exchange instnlment." In summary, 

. I I Callaghy. "The State and the Deyelopment of ( :apital i sm . ·' i{); ":"e also ( :rollcil. "Pa
tnmonialiSlll and Militarv Rule:· 'JR\!, 12 McVey, � '�-24. 26, 



52 Booty Capitalism 

while the emergence of a more assertive business class is beginning to be 
apparen t  in Indonesia, and is far more evident in Thailand, it is  by no 
means inevitable that  a pa trimonial administrative state will undergo this 
process of self-destruction . I n  Zaire (as i n  most of Africa) , Callaghy asserted 
in the l qHos. "the poli t ical level is still  clearly dominan t , " and bourgeois 
elements are n o t  yet strong enough to e ffectively challenge the pa
trimonially based power of the political aristocracy. I � More recently, pros
pects for serious reform seem to h ave all but vanished, as accelerating post
Cold War decay of poli t ical structures has shifted the focus fro m  transfor
mation of the patrimon i al state to the very survival of the state itself. 1 4  

The second type of patrimonial poli ty  is  the patrimonial oligarchic slatf, 
exemplified here by the Philippines. I n  this polity, the dorni nant social 
force has an economic base largely independe n t  of the state apparatus, but 
the state nonetheless plays a central role in the process of wealth accmnu
lation. As in all patrimonial polities, there is weak separation between the 
offi cial and the private sphere; unlike the patrimonial administrative state, 
however, the influence o f  extrabureaucratic forces swamps the i nfluence 
of the bureaucracy, and m ajor power resides not in a class o f  officeholders 
b u t  rather i n  the private sector. To the extent there is  a central ruler, that 
person "stands as Olle landlord . . .  above other landlords. " I "  

T h e  type of rent capitalism that  corresponds wi th t h e  patrimonial 
oligarchic state reflects the relative power of the state apparatus and busi
ness in terests. In contrast to bureaucratic capitalism, where the major 
beneficiaries of ren t  extraction are based within the administrat ive appa
ratus, the principal direction of ren t  extraction is reversed: a powerful 
oligarchic business class extracts privilege from a largely i ncoherent bu
reaucracy. As noted, we can call this boot)' capitalism and d istinguish it from 
the bureaucratic capitalism found in patrimoni al administrative states. 

In specifying the principal direction of ren t  extraction,  I am not denying 
that  civilian and military oflicials in the P hilippines regularly participate in 
the process of rent seeking. I ndeed, c ustoms officials often extract bribes 
from smugglers, just as their h igher-ups in the bureaucracy can extract 
" considera tion" fro m  industrialists seeking m ore fonnalized (but still par-

" Thomas IvL Callaghv, "'External Aerors ami the Relatiye Autonomy of the Political 
Aristocracy in Zaire. flnd ComjJllmliw l'olillfS 1 1 ( ' \lIl'l ) :  H I -Il:{, at 6R. 
tlo. ,0; Callaghy. State and the Dcvelopmcllt of Ctpir"-llislll." ,h. 

, ., See Crawf(lrd \lml1g-. " Zaire: The Shattered I llusion of the Integ-,al State. "  Tl;pJollnllll of 
M(Jrin"fl ;1/ri((l)l Sll1di('.1 :F ( I  ml� ) :  '"47-;;1)3: and Herbert Wei"s. " Zaire: ( :ollapsed Society, 
Slllviving State, Futllr" Polity," in Colla/,sni Slale.l: Thl' /)i.linlegmtio/l alld Rp.lllimlio/l ojI('gitimate 
A. u lhoril\", ed. I. Wi ll iam Zartman (Roulrlcr: Lynne Rcillllcr Publ ishers. 1 995) · 

\ c', Ai 'Weber writes, where local administrators are able to develop their own " mililary and 
('co nomic power. " i t  " SOOIi tended to enCo\ll�\ge Ihe administrator's disengagemen t from the 
cenu'al authority." Local landowner, could also gain relatiye a utonomy within their area of 
control, and become "\ocal patrimonial lords" w i th their own arbitr"ry powers over their 
suhjects. Economy flnd Society. I I :  I ( 'r,'i. J 04 1, ! ( ',-,!); see, i n  general ,  1 0,; 1 -'i9. 
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ticularistic)  benefits such as protection from competition through import 
quotas. O ther examples abound, whether i n  the allocation of logging 
concessions or in the allocation of selective credit. But the major beneficia
ries of rent capitalism in the Philippines are not the bureaucrats who push 
the papers; they are rather the oligarchs who (from their extrabureaucra
tic perc h )  cause them to he pushed. Bureaucratic officials have never 
constituted a bureaucratic elite or political aristocracy, and have never 
become a powerful social force in their own right .  In postwar Thailand and 
Indonesia. one finds many examples o f  the mil i tary-as a cohere n t  bu
reaucratic e n ti ty-grabbing control of m ajor enterprises ( plantations, air
lines, banks, and so on ) ;  in the Philippines, m�jor advan tages tend to be 
grabbed by familial interests with a clear base outside the state. 

The weakness and incoherence of the postwar Philippine bureaucracy 
begins with the process by which bureaucrats are hired.  Because the pri
mary loyalty of government employees often remains with the patrons who 
got them the job in the first place, agency heads have l i t tle abil i ty to 
command the obedience of their subord inates. The f()rmal lines of de
marcation among agencies are greatly undercut by the i nformal-yet 
powerful-ties o f loyalty between political patrons and their c l ients in the 
bureaucracy. As a result,  the bureaucracy is highly splintered,  and even 
cohere n t  agency-based f�lCtions are often difficul t  to discern. I n  short, the 
Philippine bureaucracy not only lacks coherence among i ts various parts 
(a  common malady of the clique-ridden bureaucratic polity) ; more funda
mentally, it also lacks coherence within its various parts. 

The patrimonial oligarchic state is  more resistant to reform than the 
patrimonial administrative state in two respects. First, piecemeal reforms 
are often i nhihited both by the lack of bureaucratic coherence and by the 
tremendolls power of oligarchic i nterests. Although there are clearly in
stances when regimes might benefit by selec tive measures of reform, there 
has been l i t tle assurance that the weak bureaucracy (even if bolstered by 
infusions of technocratic expertise) can implement t hem o\,er the objec
tions of various e n trenched i nterests long accustomed to particularistic 
plunder of t he state apparatus. The relative ease with which Suharto and 
his generals can achieve selective l iberalization con trasts greatly with the 
enormous obstacles to similar types of reforms in the Phil ippines. As we 
shall see , even when Marcos placed technocrats at the helm of key eco
nomic policymaking agencies during martial law, the polit ical logic of 
cronyism placed m<�jor obstacles in the path of serio LIS refonn. \\;nile 
technocrats helped the regime to secure funding from multilateral agen
cies, their advice was commonly ignored at home. I f, 

'6 On a cornparati",: hasi". it seems that Suharto i(Hmd it easier to force through l iberaliza
tion measures than did his  counterparts ; 1 1  Thailand. and Ihe Thai bureaucmts found i t  
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Second and more important, because i t  often discourages the emer
gence of new social forces able to challenge the patrimon ial basis of power, 
booty capi taJism i s  much more resistant to fundamental transformation 
than bureaucratic capitalism is. Even when external forces help finance 
the growth of a more modern and complex economy, there is l i ttle impact 
on the distribution of power wi thin the polity. The Philippines received an 
even greater (and much earlier) external stimulus to its economy than 
either I ndonesia or Thailand did, as fi)reign aid and foreign investment 
streamed into the coun try in the early decades of the postwar era. But this 
stimulus fell  upon the rocky soil of the patrimonial oligarchic polity, and 
did not foster the emergence of new social forces. The major reason, quite 
simply, is that economic growth i n  this form of polity tends merely to 
strengthen the oligarchic social forces that are already the major benefi
ciaries of patrimonial largesse. Un like the patrimonial administrative state, 
it is far less l i kely to encourage the creation of increasingly assertive n ew 
social forces. 

In the midst of increasing economic complexity, no countelvailing so
cial force has yet emerged to provide a strong challenge to either the 
patrimonial features of the political economy or the longstanding domi
nance of the oligarchy. Nonoligarchic social forces never seem to achieve 
the "critical mass" necessary to force major overhaul of the system .  First, 
small-and medium-scale capitalists are hard-hit by frequen t balance-of
payme n ts and are therefore a weak constituency for the export
oriented, free-m arket economic refOl1l1S pushed by local technocrats and 
m ul ti lateral institutions. 1 7  Second, the potency of refonnist zeal that 
might be fou nd within the Philippine middle class i s  curbed by the huge 
exodus of skilled techn icians to foreign lands. Third, revol utionary forces 
have been hobbled by internal divisions, occasionally effective counterin
surgency drives, and weak external support. 

Moreover, there has been little incentive for oligarchs themselves to 
press for a more predictable political order, because their major preoc-

easier to force t hrongh l iheralizatioll measnres t han did t hei r  coullterparts ill the Philip· 
pines, As DOlleI' an d Laothamatas show, i t  is i mporta nt to d ifferentiate between the Thai and 
Indollesian cases, hecause elliJrts at seicc t ive l i het�llization nmkrtaken by pol i t ical clites i n  
Thailand han' had t o  contend w i t h  a much stronger private sector t h a n  exists in Indonesia. 
See Richard F. DOller and Anek Lao t hamatas, 'The Political Ecollnmv of Stlllctural Adjust
ment in Thailand," World Bank \Yorking Paper. l !l93. The weakness of Marcos·p,o, tech· 
lIonats i s  further analyzed ill subsequent chap ters. 

1 7  Emmanuel S. de D ios, "A Political Economy of P hilippine Policy-Making," in j"mllomir 
Polin'-,\/ai:illg in Ihp Asia·Pwiji' HI'Killll, cd. John \,\'. Langf()r d and K. Lome Brownsey (Halifax, 
I\:O\a Semia: The I nst i l l lle t<H' Research on Puhlic Pol icy. 1 990) , 1 40-4 t .  World Bank anal ysts 
speak of the "missi ng m id dle ." mean i ng "an i n dustrial struc ture with heavy conccntration 
alllon g  the largest finns, a preponderance of smal l  finns. and very few medium-sized flnns." 
See \Yorld Bank. 'The Ph i l ippines: An Opening I()[' Sustained Growth," Report No. 
l lO() , -PH (Washington, D.C. , ] (l'l'I ) ,  ,12. 
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cupation is the need to gain or main tain favorable proximity to the politi
cal machinery. Even those oligarchs temporarily on the outs with the re
gime exert far more effort in trying to get back i n to favor than in demand
ing profound stmctural change. Far from being a "container for 
fundamental tran sfornlation, "  the patri monial oligarchic state and the 
booty capi talism that i t  engenders are a "developmental bog" i nto which 
the poshvar Philippine economy has-despite its enormous resources and 
talents-so often become mired. As discussed further below, however, one 
must not discount the pote n tial for future change-especially a s  recent 
shifts in the country's external situation promote greater attention to the 
need for retcmn. 

Toward a Typology of State Apparatuses and Capitalism 

Building on this discussion ofvariation among patrimonial polities, it is 
now possible to propose initial steps that might help to encourage a more 
differen tiated view of state apparatuses and to explore in tra-capi talist varia
tion. The recent demise of most communist states has focused increasing 
attention on the need to understand the enormous variance found among 
capitalist systems. Because the central in ternational divide is no longer 
communism versus capitalism but rather tensions among major capitalist 
powers, the diversity of capi talist systems has become more appare n t  than 
at  any time in the last half century. t K 

Within the Third World today, it is more obvious than ever that states 
vary, and that some are better suited than o th ers to promoting capitalist 
development and economic ll'ansformation : con trast the explosion of 
growth in the newly industrialized countries of East A"ia, for example, with 
the stagnation of much of sub-Saharan Africa. Some states are clearly 
obstnlctive to the developm e nt or modern capitalism, while others have 
succeeded in overcoming major externally i mposed obstacles. From our 
current van tage point, older theories based on the conception of a generic 
Third World state and a generic Third World society-wh ether modern-

114 As eCOll omist William Cline C'xplains, amid the dom inance of cap ital ist systems (all of 
which are premised on common notions of the right to private ownersh ip and the centrdl ity 
of private i n i t iative) there is nonetheless competi tion and "debate between t he Japancse 
model which gives a bigger rok to government planning, the C.S. model which is  essentially 
laissez·faire and the European model which gives tIlore elllphasis on social welf�lI·e. "  New link 
Time" April 29. 1 992. Major capital ist powers also debate which f')[IllS of capital ism should 
be peddled to dev'eloping countries. Japanese officials, f()r example .  have chal lcnged the 
dominance of American ideological biases within the World Ban k-arguing that the i nst i t u
tion places "undue Eaith in market mech anisms" and urging that  t he Bank "should f()ClIS on 
Increasing the insti tutional and technological capabil i ties of developing economies i l l  order 
to intervene more effectively within the market." Fl�En, :>'1arch , � , 1 9!)�. 
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ization theory, dependency theory, or mminations on the essential nature 
of the postcolonial state-are perhaps of more in terest to intellectual 
historians than to theorists of modern political economy. 

Despite the fact that scholars of Third World political economy are 
clearly confronted by vastly different types of state apparatuses and capital
ist svstems, there is often a tendency to ignore or overlook this variation so 
as t� achieve more parsimonious �omparability of cases across national 
boundaries. A Weberian analysis provides a necessalY corrective, both be
cause it highlights the tremendous variation that does in fact exist, and 
because it points to the need to examine carefully the political founda
tions upon which varying capitalist systems are based. As argued in Chap
ter One, it is important to consider both the relative strengths of state 
apparatuses and business interests and the n ature of the state. \>\:11ile the 
present analysis does not presume to capture all variations of capitalism 
within these two dimensions, it does attempt to take analysis beyond the 
usual laissez-faire versus statist continuum which, as discussed earlier, fails 
to capture adequately the wide variation found in  capitalist systems 
throughout the developing world. 

By focusing on cross-national differences such as those f()und in the 
matrix shown on page 20, it is possible to understand better why rent
seeking behavior predominates in some settings, yet is far more con
strained in others. Economists who theorize about rent seeking generally 
confine their discussions to micro-level behavior within "the rent-seeking 
society, " and have very l ittle to say about the state stmctures in which this 
behavior most thrives. To the extent that rent-seeking theorists do exam
ine cross-national differences, they tend to make the mistake of presuming 
that the of rent  seeking is dependent on one simple variable: the 
more government intervention in the economy, the more rent seeking. As 
Buchanan writes, "Rent-seeking activity is directly related to the scope and 
range of governrnental activity in the economy, and to the relative size of 
the public sector." I'I 

I f  one were to rely on this framework, i t  would be hard to fathom how 
the actions of developmental states have often been very successful i n  
guiding the process o f  economic transf(mnation . Moreover, laissez-faire 
prescriptions for patrimonial states would probably do l ittle to address 
theil' basic deficiencies; it is of little value to preach the virtues of a freer 
market and the evils of government intervention when what is  needed is a 

1 '1 .lames M. Buchanan , "Rent Seekinfi and Profit SeC'kinfi." in Toward 11 Throry of thr Jifnt· 
Srrkinf( SOtift�, cd . .IamC's M. Buchanan, Robert D. Tol l ison, and Gordon Tullock (CollC'fiC' 
Station, Texas: Texas A&M Press, I (IX,,) , 9. Similarly, Kmeger seems to assert that the fireater 
the presence of govC'rnment·imposed restrictions on the economy, the more "all·pervasive" 
one can expect behavior to become. Anile 0. Knteger. "The Political Economy 
of the RC'lJt-SC'eking Society, Til!' i\,menran J:'mnolllic RnJinll t>4, no. 3 ( 1 974 ) :  29 1 -:,°3, at 30 2 .  
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state apparatus that can finally provide the calculability necessary to sup
port more advanced forms of capitalism. Careful examination of the politi
cal foundations of capitalist systems not only strengthens our understand
ing of cross-national variation in the prevalence and character of rent
seeking behavior, but also helps us to analyze the social dynamics by which 
rent capital isms may be transformed. 

Peter Evans has provided an important critique of "neo-utilitarian " ap
proaches to political economy, highlighting the need to examine variation 
among state apparatuses. The expectation among utilitarians "that a state 
run by an undisciplined collection of individually maximizing incumbents 
will tend to become a predatory monster are plausible, but i t  is patently 
false that some natural law of human behavior dictates that states are 
invariably constructed on this basis"; some states are actually "corporately 
coherent organizations" that do more to promote economic transforma
tion than to ObSIHICI it. "A differen tiated view of Third World states," Evans 
concludes, "suggests . . .  that the constntCtion of a ' real' bureaucratic 
apparatus (as opposed to a pseudobureaucratic patrimonial apparatus) is  
a crucial developmental task . "  When prescribing solutions for economies 
hobbled by rent-seeking behayior, in  other words, state bashing should 
give way to state building. 

In his analysis, Evans classifies state apparatuses along a continuum of 
"predatory" (� la Mobutu's Zaire) to "developmental" (a la the East Asian 
NICs and Japan) .  Most Third World states, he explains, fall somewhere 
between these two extremes ( and are dubbed "intermediate states") . I n  
focusing attention on variation among developmental states and inter
mediate states, however, Evans has overlooked important elements of vari
ation among patrimonial polities. In particular, by presenting Zaire as his 
archetypal example of a state that fails to promote development, he does 
not consider other cases that would also be patrimonial but be properly 
placed elsewhere according to the relative strengths of state apparatllses 
and business interests ( that is, along the horizontal axis of the matrix 
presented on page 20) .20 The Philippines is  not plagued by the overpower
ing strength of a predatory state but rather by the overpowering strength 
of a predatory oligarchy; as discllssed earlier, the primary direction of rent 

20 Peter B .  Evans, "Predatorv, IkvclopIllC'll tal, and Other '\pparatuses: A Comparative 
POlitical  Ecouomy Perspeniv'e 011 the Third World State." S()(io[of,";w[ hmml 4. !lO, 4 ( I  
5(} t -SH7, a t  565-5X�.  Evaus's continuullI basical ly (OI1I'I1C's irself to the left side my 
matrix. He n o t  onlv fai ls  to incorporate the patrimonial oligarchic state; i t  is also unclear 
where hC' would place lhe minimalist refiulatorv state asso,iatC'd with laissez-bire capitalism . 
In fairness, however, Evans's foctls 011 variations amollfi developmental and intermediate 
states ( rather than patrimonial states) is entirC'ly consistent with his overal l  i n terest in the role 
played by states in industrial transformation. The fullest exposi tion of his excellcnt thesis is 
EmlJedded iiu/onolfl'l': Slate.1 and Intius/rial Tmnljonnalioll ( Princeton: Princeton l:n iversity 
Press, ) 9!JS ) .  

-



58 Booty Capitalism 

extraction in the Philippines is the opposite of that in Zaire. Few would 
dispute President Ramos's obselVation that the "Filipino State has h is
torically required extraordinarily little of its citizens"; in fact, the over
riding concern is how a few of its c itizens can so systematically plunder 
the state for private ends.2 1  The distinction between the "patrimonial 
administrative state" and the " patrimonial oligarchic state" highlights 
at least one key difference in types of predation obstmctive to capitalist 
growth. 

Nonetheless, Evans velY clearly points analysis in the right direction, 
beyond the minutiae of individual bureaucratic behavior and toward a 
focus on the enormous cross-national variation that exists among the in
stitutional contexts in which bureaucrats act. I t  is  COITect to presume 
rational actors, in other words, but a big mistake to presume the presence 
of a rational-legal state. Such recognition is a critical initial step for the 
Phi lippines-and many other Third World nations-to overcome long
standing obstacles to sustained developmental success. The next section 
further examines the possible paths by which states might begin to climb 
fro m  the lower to the upper portion of the matrix, that is, be transformed 
into relatively more rational-legal stmctures. 

Prospects for the Evolution of Patrimonial Features 

One of the leading scholars of patrimonial features in modern Third 
World states, 'T'homas Callaghy, readily acknowledges that "no theOlY exists 
about how . . .  shifts [from personalized to hureaucratic administration] 
occur." This section does not attempt to create such a theory, but seeks 
rather to offer an initial comparative framework in which to analyze certain 
possibilities for transformation. In doing so, one must heed Callaghy's 
caveat to both scholars and poliCY1nakers: "Change is usually slow, incre
mental, uneven, often contradictory from a given analytical or policy point 
of view, and dependent on the outcome of unpredictable socioeconomic 
and political struggles. vVe cannot afford to stop looking for changes or 
trying to bring them about, but we must retain a sense of the historical 
complexity involved. "22 

Y I I naugu ral speech of President Ramos, June ,)0. 1 9t) � .  i n  Phili/J/!illl' Nnos. J ulv H- I 4, 
1 9\)2. Certain S(,l1alors in the Aquino el�1 actually considered phmder of the state such an 
t'nciurillg plague upon the land that they i lltroduccd a measure dectlring it punishable by 
death, Anv persons amassing m il l ion or $+6 mill ion in "il l-gotten "eahh "-the spon· 
SOl'S were in disagreement as t o  proper I h reshold-would h e  executed b y  t h e  state they 
had sacked. Alani/a Chmnirll', June I I ,  1 91\9. 

Thomas M. Cal laghy. ''Toward State Capabil i ty and Embedded Liberalism in the Third 
"Vodd: Lessons for Adjustment," in Fm{!jlp Coalitions: Thp Politic, of EWliomir Adju �lmf'r/l. ed. 

Joan '.1. Nelson (New Brunswick: TranS<KtiOll Books, 1 ')R9L 1 3 2.  
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Complexity notwithstanding, certain broad patterns are worth 
ing. Our analysis begins by returning to the basic distinction between two 
major sources of regularization and bureaucratization: selective measures 
introduced from above, and far more sweeping refOIll1S pushed from 
below by increasingly assertive new social forces. The politico-military lead
ership in Thailand initiated major programs of top-down reform as early as 
the late 1 9505, but only in the subsequent process of economic growth did 
new social forces emerge demanding at least some measure of regulariza
tion of relations between the government and business interests. Moti
vated by the legitimacy that comes from successfu l  pursuit of economic 
development, a sufficiently capable state-able to implement measures of 
selective reform-encouraged the emergence of a stronger bourgeoisie, 
thus laying the basis for substantial conflict among contending forces. In 
the process, of course, the character of the state was challenged by a 
process that it had i tself initiated . 

Insights into the process of bottom-up reform can be found in Weber's 

theory of capitalist development, which Collins sees as a "connict theory" 

focusing on "the crucial role of balances and tensions between opposing 

elements . . . .  [T] he creation of a calculable,  open-market economy de

pends upon a continuous balance of power among differently organized 

groups. The formal egalitarianism of the law depends upon balances 

among competing citizens and among competing jurisdictions . . . .  The 

open-market system is  a situation of institutionalized strife. I ts essence is 

stmggle, in an expanded version of the Marxian sense, but with the qualifi

cation that this  could go 011 continuously, and indeed must, if the system is 
to sUIvive . . . .  The possibility for follower-societies of the non-Western 

world to acquire the dynamism of industrial capitalism depends upon 
there being a balance among class forces, and among competing political 

forces and cultural forces as wel l . "  It is difficult to imagine a more forceful 

image of this conflict than the May 1 992 showdown in Bangkok, when 
Thai businesspersons and their allies-armed with cellular phones
openly confronted an intransigent military leadership on the streets of the 
city, In the wake of this conflict, mi litary prerogatives were challenged on 
many fronts, Even if subsequent contention over new forms of cOlTuption 
(now centered on corporate groups and rural "godfathers") could be a 
factor in bringing the anny to power once again, there remains a far 
greater balance among forces now than ill previous decades.�:; Recent 

2:1 Randall Collins, ""\'cber's Last Theo!"v of Capitalism : ,.\ Systematizat ion:' /i lllPriwlI So-
Rp'l'in" ,l:1 ( t !JHo):  �J2 C)--I 2 ,  at �J:\(j:  Clark D. i'\eher. 'Thailand's Politics as l'sua l . "  

CUrrml Hi.I!O,), December 1 995, -I,\!i. ,n il .  I n deed . a major factor hehind Thai ecollom ic 
problems of the rnid· ,  990S '<:elm, to be the disintegration of technocrat ic capacily amid this 
decline in the traditional power of bureaucrat ic eli les. The econolllY c on t inues to require a 
hIghly competent Bank of Thailand and :>.1inistry of Fi nance . but current regulatory mishaps 
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economic travails, similarly, do not reverse the longer-terni trend toward a 
relative diminution of the power of bureaucratic and military elites in favor 
of a stronger role for business interests. 

In other settings, on the other hand, a greater degree of balance has yet 
to emerge. The "rise of capital" is evident in I ndonesia, but programs of 
economic deregulation proceed very much on the regime's tenns; as 
Jeffrey Winters observed in 1 995, Suharto has been able to respond to 
"demands for reform in a highly focused and partial manner. "  Not unlike 
Indonesia, China is a patrimonial administrative state in which the power 
of officialdom swamps that of civil society. In the analysis of Barrett McCor
mick, the absence of social balance hobbles the development of a more 
rational-legal state-and the very strength of the Party relative to society 
actually "makes extensive patrimonialism inevitable ."  To the extent that 
rdtional-legal rulership is present, it is imposed from above rather than 
emerging from a "vigorous civil society. " Such form of law "is not nearly as 
attrdctive to society as contract law in a market setting and will not result in 
a similar rationalization of social relations. I nstead, many individuals are 
likely to seek and gain particularistic exceptions, and the overdll effective
ness of rational-legal rulership from above is likely to be limited. "24 

Over the long tenn, however, to the extent that rapid economic growth 
arising from two decades of liberalization creates increasingly assertive 
new social forces, one should not be surprised to see sweeping change 
pushed from below. The specific expression of conflict will surely vary from 
case to case, and will quite probably be along different lines from those 
found in Thailand in 1 992 .  Change in I ndonesia could as likely emerge 
from popular discontent, as the middle class clings to the regime out of 
fear; change in China could as likely be expressed in ternlS of center versus 
province tensions. The key point is that the emergence of countervailing 
power-of some variety-may promote far more sweeping change than 
that which has already occurred through top-down refonn. Over the long 
tenn, such societal conf1ict may encourage the creation of political and 

SUg-gc'SI sig-nificanl institutional dett'rioration cvcn i n  thcsc fonncrly highlv regarded ag-cn
cies. A key challenge will hc crafting- mechanisms that ensure basic levels of competence i n  
thc T h a i  bureaucracy even aher the recent reconfig-urations o f  power i n  society as a whole. 
Possible dynamics of an optimistic scenario of long--tenn chang-c arc h ighlighted above; i n  a 
pcssimistic scenario. on the other hand. tl1<' historic p(m'er shifts of modern Thailand ( a  
more assertive business class a n d  a less influcntial mil itary-bureaucratic elite) could poten
tially result i n  little morc than thc rcplacement of thc patrimonial administrative state with a 
patrimonial olig-archic state ( i n  tenIlS of the matrix presented in Chapter One, m i n imal 
movcment upward toward a more "rational-legal" state ) .  

"·1 .Iefhey A .  \A'inters, "Suharto's Indonesia: Prosperity a n d  Freedom for t h e  Few," Currrnt 
History, December ' 99';, 424.  Barrett I .. McCormick, Political lIP/arm in Post-Mao China: 
f)rmol7ary and Bllrraurrary in a Lrn inis/ S/alr ( Berkeley: U n iversity ofCalif()rnia Press, ( 990) . 7 ,  
2 1 , �O. 
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institutional foundations better able to sustain the rdpid growth that both 
countries have experienced in recent years. 

Zaire has also displayed far less scope for the developmen t of the sort of 
societal conflict discussed by Collins. Mobutu actively opposed the emer
gence of an autonomous bourgeoisie, and sustained an overwhelming 
imbalance among societal forces; as Callaghy observed in the early 1 980s: 
"although other classes and protoclasses exist in Zaire, the political aristoc
racy does not have any serious internal class competitors for control of the 
state. "  Speculation about the emergence of an autonomous business class 
has been overtaken by speculation about the sustain ability of the state 
itself While the case of Zaire is a particularly drdmatic example, many 
Mrican political economies highlight the stagnation that can result when 
there are both weak reform tendencies from above and weak societal 
pressures from below. 

Goran Hyden argues that the "softness" of the African state "is the 
inevitable product of a situation where no class is really in control and 
dominant enough to ensure the reproduction of a given macro-economic 
system. "2:, In the Philippines, however, a soft state endures despite (in
deed, to a large extent because oj) the ability of a particular class to control, 
dominate, and reproduce itself If the Philippines is any guide, one should 
not expect the creation of a strong bourgeoisie, in and of itself, to 
strengthen the Mrican state. Collins's exposition of Weber's "conflict the
ory" suggests that the most critical factor in strengthening the political 
foundations of capitalist development is probably not the existence of any 
particular concentration of power (either in the state or in society) , but 
rather the balance that exists among various forces. 

In the Philippines, the configuration of forces remains grossly im
balanced-but the imbalance is the mirror image of that found in either 
Zaire or China or the traditional Thai and I ndonesian bureaucratic pol
ities. The power of civil society overshadows that of officialdom, not vice 
versa. The oligarchy does not face "any serious internal class competitors 
for control of the state,"  and there is little prospect of any such forces 
emerging in the near future. As noted, external resources and economic 
growth have done far more to strengthen the oligarchy's hegemony than 
to encourdge the growth of social /()rces that migh t challenge it. New faces 
appear, but the common pattern is their ready incorporation into the 
dominant social force. 

Because the imbalance of social forces in the Philippines endures, there 
has been little sustained pressure for changes in the patrimonial nature of 
the state. Indeed, the Philippine state is not formed (or reformed) out of a 

�', Callaghy, "The Political Aristocracy in Zaire."  7 1 ;  Coran Hyden, No Short,.,,/, lu Prof.,rrfss 
(Berkeley: U n iversity of California Press. I t)H:\ ) ,  (j3. 
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contract with its ci tizenry, but a colonial creation that has withered on the 
vine. The legal and administrdtive system imposed in colonial times was 
long ago distorted to conform to the prevailing imbalance of power within 
society; it is not, to be sure, based on any internally generdted contract 
among contending forces. Until there exists some sort of balance among 
contending forces, the rule of law will probably remain weak and the 
political foundations for advanced capitalism will be very difficult to con
struct. Moreover, to return to the insights of Jackson and Rosberg, the 
definitional basis of the state will remain far more j uridical than empirical 
in n ature. 

Is such contlict always a necessary element of the development of ad
vanced capitalism? The cases of South Korea and -Eliwan suggest that top
down, selective reforms may be sufficient in and of themselves to promote 
rdpid capitalist development. Both are paradigmatic examples of top
down transformation,  where military elites pushed rapid economic growth 
out of a desire both to confront external threats and build domestic legit
imacy. Jung-en Woo shows that-at least until the 1 Korean 
state was not challenged by "countervailing social power," and in fact initi
ated its rapid capitalist development "without the capitalist class. "  She 
convincingly argues the inseparability of security issues and economic 
growth in the South Korean experience, and describes how military 
leaders forcefully harnessed business leaders in the launching of "Korea, 
Inc."  Slowly but surely, the patrimonial features of the Rhee regime came 
to be replaced with a more regularized system of government-business 
relations. Similarly, Wade notes how the presence of external military 
threat provided an imperative for the Taiwanese state to mold society and 
economy, while other factors provided both opportunity and means.26 

Over time, however, even South Korea and Taiwan have experienced 
major bottom-up pressures as well. As Peter Evans argues, the systems of 
"embedded autonomy" that characterize state-business relations in South 
Korea and Taiwan hecome their "own grdvedigger . . . .  As private capital 
has become less dependen t  on the resources provided by the state, the 
state's relative dominance has diminished." The result in Korea, Woo ex
plains, is an assertion of power by the large conglomerates, or chaebol: " In 
an age of ' deepening' finance and maturing capitalism . . .  the chaebol 
eschewed a capricious political order that so casually mixed henevolence 
with terror; it carne to desire greater stability and the rule of law, even if 

2" .lung-ell 'Woo, Ratl' (I) (//1' Swifi: Siolp fwd !-lilli/iff in Korfall Illdllstl7alizaliull (New York: 
Columbia l 'niversity Press. l Ij(j t ) , 1 4, �:\-X!); Robert Wade. Govrming II", .Harkf'!: Fcorwmic 
Tlmm and Ih,' No/p o/(;{)lwmmm/ ill FflM ,hirm /w/1I.Itrift/izatiol/ ( Princeton: Princeton University 
Press, 1 D\Jo ) .  :\'\7-;19. This analysis accords broadly wi t h  l laKKard's conclusion that "interna
tional pressures are the most powerful stimulus to policy reform" in newlv industrializing 
cOHntries. Stephan HaKgard, Pathwavs from Ihl' PC'riphrry: 17te Politi!',1 of Grow/h in Ihr NpwlJ 
/nri"Itrializing Coun!>i"s ( I thaca , N .Y.: Cornell University Press, 1 990), 21'. 
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that mean t liberal democrdcy (especially if that meant 'l iberal democracy' 
alongJapanese lines) . "27 Their enthusiasm tor liberal democracy probably 
waned in 1 995, when two fomler Korean presidents were prosecuted for 
accepting hribes from chaebol; nonetheless, the episode dramatically 
demonstrdted the degree to which the forces that initiated top-down re
forms in the early postwar period eventually came to face m�jor challenges 
from the system they had created. 

Thus even in the most successful postwar Third World political econo
mies, where major reforms were first initiated from above by strong mili
tary governments, one finds a dual process of top-down and bottom-up 
reform. Wl1ile South Korea and Taiwan show that state leaders h ave been 
able to initiate sllccessful , dynamic capitalist growth primarily through top
down meaSllres, the emergence of new social forces-and conflict among 
contending forces-is even tually likely to become an essential element of 
modern industrial capitalism even when actively avoided by authoritarian 
leaders. As Collins concludes, "in the highly industrialized societies also, 
the continuation of capitalism depends on the continuation of the same 
conflicts [ among competing forces] . The victory of any one side would 
spell the doom of the system . "  

This brief sHIvey o f  severdl highly divergent  Third World political econo
mies suggests that one must look at both top-down and bottom-up pro
cesses of change to see how obstructive social and political structures 
might be transtcmned into environments more conducive to the develop
ment of advanced forms of capitalism. 'Where top-down reforms are ab
sent, as in Zaire, bottom-up pressures are unlikely to emerge with any great 
strength; on the other h and, the transformative impact of top-down re
form alone is generally limited by the weakness of sustained bottom-up 
pressures. Exceptional external shocks or threats did contribute enor
mously to the dirigiste push for rapid capitalist growth in South Korea and 
Taiwan ,  but even in these cases fuller transt()rrnation awaited the emer
gence of stronger societal pressures from below. I n  short, some measure of 
top-down reforrn is probably necessary to help initiate politico-economic 
transformation; sustaining and deepening the process, however, relies on 
"a continuous balance of power" -and ongoing conflict-"among differ
ently organized groups. " 

""11ile scholarship unfortunately provides few general clues as to how 
patrimonial polities are transformed into bureaucratic states. i t  is clear that 
any attempt to assess the possibilities of-or to promote-such an enor
mous shift must begin with careful attention to particular national circum
stances arising from particular historical legacies. Comparative analysis 

Peter Evans, "The Slate as Problem and Solutioll :  Predat ion, Embedded A.lllollomy. 
and Slructtm,\ Change." in The Politi(.1 of Emnomic lIdjllsllfll'llt. ed. Stephan Haggard an�l 
Robert R. Kaufman (Princeton: Princeton University Press. 1 992 ) ,  I I>:>: \\'00. lW I . 
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heightens understanding of the enormous cross-national variation that 
exists in political and economic development, but each counoy must ulti
mately chart its own path in these fitful processes; predictions that one 
country's experience will be replicated by another often do more to con
fuse than to clarify the tasks ahead. Awareness of history not only creates a 
keener sense of current  possibilities but also a deal'er road map for achiev
ing future potential: moreover, i t  guards against unrealistic expectations 
of change that inevitably create unnecessary disappointments and 
demoralization. Goran Hyden's obselVations on Africa are relevant to 
many other settings as well: " [There must be] a greater willingness to place 
the Mrican development problematic in i ts proper historical context, and 
accept that the stmctures which presuppose macro development are not 
in place in most African countries and need first to be effectively institu
tionalized . . . .  The sooner Africa, and the rest of the world, comes to grips 
with [ the complex developrnental task needing to be done] , i ts difficulties 
as well as its opportunities, the quicker we may be able to see a way out of 
the present impasse. "  vVhile historical awareness is the starting point ,  such 
analysis is by no means determinative of future possibilities. In the end, as 
Gerschenkron counsels, "No past experience, however rich, and no histor
ical research, however thorough, can save the living generation the crea
tive task of finding their own answers and shaping their own future. "28 

I n  the Philippines as well, developmental assessments often ignore the 
particular challenges presented by the countly's historical legacy. Drawing 
on insights from the past, these introductory chapters have argued that 
without fundamental change in the nature of the state, the country will 
have difficulty sustaining either a statist or laissez-faire approach to eco
nomic development. If Weber's "conflict theory" is correct, the emergence 
of modern, rational capitalism will probably depend on a prolonged, tur
bulent process of breaking down the oligarchy's domination of the state 
apparatus and building up a state able to provide some greater measure of 
calculable adjudication and administration .  Possibilities for thoroughgo
ing transformation of the present-day Philippine political economy
through both top-down and bottom-up processes-are analyzed in 
greater detail in Chapter Ten.  vvnile inducements for change are now 
heightened, I argue, obstacles to change remain formidable. 

"" Hyden. 2 1 :); Alexander Ger,henkron. firnn()lIljr Hflf'HWflrrinf<\S in Ihl/miml Pf'HjJnlillf 
(Calllhriogc. Mass.: HarY;]ro Vnin:rsity Press< 1 9( 2 ) .  6. 

C H A P T E R  F O U R  

Private Interests and Public Resources: 

The Historical Deve lopment of 

the Philippine Banking System 

I n Philippine-style oligarchic patrimonialism, dominant social forces 

have an independent economic base outside the state but nonetheless rely 

upon access to the state as the m,�jor avenue of accumulation. The most 

comprehensive analysis of the dynamics of booty capitalism can be derived 

from an examination of the politics of banking, a sector in which the most 

important state economic policymaking agency, the Central Bank, inter
acts with the largest collection of oligarchic families. This chapter provides 

brief historical background on the banking system prior to 1 960. The first 

section surveys the American colonial period and the immediate postinde

pendence years, while the second and third sections examine two key 

developmen ts in the first decade after the birth of the Central Bank in 

1 949: the imposition of import and exchange controls, and changes in the 

stmcture of the banking industry. While the specific mechanisms of plu
nder have varied through the years, clear and dramatic patterns of partiCll

laristic raids on public resources can be traced by examining the histOlY of 
Philippine banking from the American colonial period to the present .  

The American Colonial Period: Banking on t h e  Public Trough 

t:pon assuming power in the Philippines at the turn of the century, 
American colonial officials encountered a financial clearly un
Suited to the needs of the country's agricultural development. Two British 
banks dominated the system, confining the bulk of their business to fi
nancing foreign trade. An American bank followed this pattern " like a tail 
to a kite," and the fourth major bank, largely owned by the Church, had 
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C H A P T E R  S I X  

Bank Reform and Crony Abuses: 

The Martial Law Regime Deals 

with the Banking Sector, 1 972-1 980 

In the course o f  the 1 960s, t he Central B a n k  presided over the 
creation of a family-based hanking system prone to h igh levels of in
stability. A� demonstrated above, it was unable to resolve the many prob
lems that this system spawned. Given the profound weakness of regulators 
vis-a-vis the regulated, one might sunnise that the only period in the post
war Philippines when the state might h ave been able to effect serious 
ref(Jrms in the banking i ndustry was after the declaration of martial law by 
Preside n t  Marcos in September 1 9 7 2 .  A Joint IMF-CBP Banking Survey 
Commission h ad j ust completed the first comprehensive effort to address 
the problems of weak fam ily-owned banks, and witb few modifications its 
recommendations were promulgated, by decree, in  November. Marcos 
gave public support to the fin ancial reform measures and later i n cluded 
them among the major achievements of h i s  " New Society. " t  Banking pat
terns of the "old socie ty, " he decl ared, frequently meant that a small group 
of ofllcers and stockholders " pre-empted limited cred i t  faci l i ties to the 
detrimen t of more productive but perh aps less opportunely-situated users 
of c redit.  This s ituation has con tributed considerably to lopsided incomes 
and to widen the already huge gap between the rich and the poor . . . . 
[ F] unds are borrowed ostensibly to e ngage i n  priority proje c ts but in 
reality are spen t  not for investment b u t  f()r consumption goods sHch as  
mansions, so-called high liying and travel abroad. This  is not only irrespon
sible but downright criminal under certain c ircumstances . . _ . [T] hese 

I "After W(' instituted lllanial law Oil September 2 t st, 1 97 �  to stave off our Illost seriolls 
social and polit ical cri,js ill post-war vcars, "' declared Marcos in a Januarv 1 97{ speech, "I 
vi),;oJ'(lusly pushed lOll),; delayed economic ref'lrIns, ( ;o)'crnment was overhauled , Ineflicient 
and corrupt onidals wcre weeded out. Tax and tariff codes were made more progn:ssive. 
Banking laws here revised, A),;rarian refonn was implemented. Peace and oreier were re
stored." CB NI'lI'.I /)if,';l'st, January '\, 1 97 {. :�, 
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borrowers arc often welchers a n d  remain delinquent without any qualms 
at alL " 

Yet as the h istory of his  now legendary system of crony capitalism reveals, 
Presiden t  Marcos's personal i nterests took clear precedence over the rat io
nalization of the Philippine poli ti c al economy; in fact ,  by the end of his  
tenn he and his  wife had an almost unparalleled worldwide reputation as 
profligate borrowers, wild spendthrifts, and brazen "welcbers . "  Martial law 
created many new opportunities for reform, but at the same time facil i
tated the capture of the state by new-and more centralized-regim e  

interests. As Marcos's chief ideologue remarked, Marcos "believed he 
could h ave a vision for society . . .  and still  loot i t. ":'! In the end, the Marcos 
regime's love of looting swamped all serious efforts at refonn, and the 
problems of bank instability endured. 

This c h apter begins with analysis of the larger poli tical economy both 
prior to and after the declaration of martial law i n  1 97 2 .  The second 
section details the major components of the banking refomls of the early 
1 9705, the m ost  importa n t  of which were efforts to address the problems 
of weak hll11i ly-owned banks. I n  the third section, I discllss the renm-ing 
episodes of bank instabili ty, especially those that rocked the financial sys
tem i n  the mid- t  970s. The c h apter concludes with an examination of the 
rise of cronyism, as the favoritism already prevale n t  in the 1 950S and 1 9(ios 
blossomed i n to unprecedented levels of rapaciousness among those enjoy
ing closest access to the political machinery. 

Martial Law and the Centra l ization of Patrimonial P lunder 

Thus far, we h ave seen that  the process of decon trol i n  the early 1 9605 
preserved a stagnant program of import-substitution i ndustrialization
now moving beyond i ts "easy p hase"-without laying n ew foundations for 
export-oriented growth. Exports were buoyed i n  the short term by natural 
resource exploitation ( i n  m i ning and logging) , but by 1 9fi7 exports be
came sluggish once again. At decade's end, another balance-()f� 
payments c risis sent the economy reel ing. The crisis was triggered by one 
politician's particularly shameless efforts to maintain a grdsp over the reins 
of the political machinery. To ensure h i s  reelection in 1 9°9, Presiden t 
Marcos raided the public treasury and thereby hastened the arrival of the 
young republic's third major balance-of-paymcnts crisis.  As h i s  defeated 
oppon e n t  gmmbled, " [\Ve wcre] out-gooned, o u t-gunned and o u t-gold. ":1 

2 CB Nl'lI's /hgnt, March '27,  1 973, Intclview, Adrian Cristobal, June 1 9, 1 (j1l!). 
3 John H .  Power and Gerardo p, The Philippin"s: industrialization and Trad!' Polit"" , 

(New York: Oxford University Prcss, 1 97 1 ) , 50; Emmanuel S, de Dins, " A  Political Ecollomy 
of Philippinc Policy-Making," E(()110mir Poliry-lvIllliing in th" il.sia-Pariji( RFgilJu, eel. John W, 
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The economy simply could not support the political system; enormous 
resources were invested in appropriating wealth that had already been 
produced, and insufficient resources were left over for investment in pro
duction itself. Consistent with James Scott's model of "patron-client 
democracy," the state had a weak revenue base but was nonetheless faced 
with "intense distributive pressures . . especially in election veal's. "  In 
1 969, all candidates (led by Marcos) reportedly spent the equivalent of 
nearly one-fourth of the national budget. While the economy stagnated, 
demand for patronage resources was probably heightened by a prolifera
tion in the number of local candidates.4 

The post-elenion balance-of-payme n ts crisis was followed by a devalua
tion, which fueled inflation. This, in turn, heightened mass deman&; for 
change." In a period of constricted opportunity, the oligarchs became 
especially vicious in clawing for the booty of state. Marcos, in particular, 
was determined to extend his tenure beyond the two-term l imit prescribed 
by the 1 935 constitution. "American-era inhibitions slackened," notes An
derson, and "it was only a matter of time before someone would break the 
mles and try to set himself up as Supreme Cacique for Life." 

In the short term, martial law resolved the overload on the state's 
"distributive capacity": expensive intra-elite electoral competition was 
eliminated, and mass demands immediately restricted. At the same time, 
Marcos worked on the supply side problems of the system's overload, and 
for a full decade very adroitly managed to extract enormous quantities of 

Langford and K. Lome Brownsey (Halifax. Nova Scotia: The Institute for Research Oil Public 
Policy, 1 990) , 1 I 1 - 1 2 ; and Jose Veloso Abueva, "The Philippincs: Tradition and Change," 
Asian Sl1nwy ( 1 970) . 56-(;4, at G�.  On economic performance in this period. see Romeo M. 
Bautista. John H. Power. and Associates, cds., Industrial Promotion Po/trips in thf' Philip/lines 
( Metro Manila: Philippine Institute fell' Development Studies, 1 979) . 5-9: and Manuel F. 
Montes, "Financing Development: The 'Democratic' versus the 'Corporalist ' Approach in  
the Philippines," The Po/itiral Economy "/ Film/ Po/iry, cd. Miguel lJrllltia, Shinichi Ichimura, 
and Setsllko \lIkawa {Tokyo: The l'nited Natiom Lniversi ty, 1 91'9) , 1'1'-1'9. 

" James C. Scott, "PatroIl-( :lient Politics and Political Change in Southeast Asia," in Friends, 
Followl'l'S. tlful Fat'lirms. ed. Steffen W. Schmidt 1"1 a1. ( Berkelev: University of California Press, 
' 97 7 ) .  q�: David Wurrel. Filijlino Polilin: [)/"iJPlojlmnlt . ( I thaca, �.Y.: Cornell Cniver-
sity Press, I 9RR ) ,  1 00: Thomas C. Nowak and A. "Clienlelist Politics in  the 
Phi l ippines: IntegratioJl or Instability," ;\ mrrimn Re1lit"w IiI' ( 1 974).  1 J 47-
I 1 70, at I I ')  I -')+ The revenue problems arc systemic: "A regime that is dependent on its 
particularistic distributive capacity . .  [wi l l ]  have a most difficult l ime mising revenue from 
internal taxation. A rise in direct laxation wOllle1 threaten their hase of support. and in fact, 
thev arc notorious for the undercolkctioll of revenues due them, since favor& to their dients 
()ft�n take the j(mn of either leaving them ofr local lax rolls or ignoring debts they owe the 
governlllent. . . .  a stagnating ecollomy or declining world priccs [threatens] the entire 
stmcturc" (Scott. 1 4:1) '  

, These demands related both t o  domestic: polit ics and to ongoing neocolonial ties to the 
U nited States. A m;\jor focus of both contention and uncertainty was the status of C .S. 
investments in the country. since grantcd in were due to expire in 1 974· 
See Stephen Rosskamll1 Shalom. Slalf's and A. Slwlv oj N('(}wlonialism 
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funds from the IMF and World Bank, bilateral donors, and commercial 
banks. He began martial law wi th the good fortune of high international 
commodity prices, which " generated windfall profits for the Philippine 
economic elite, dispelling whatever doubts it still had about the Marcos 
dictatorship ."6 Later in the decade, the regime took full advantage of the 
availability of cheap petrodollars, at negative real rates of interest. 

But good fortune alone cannot explain the regime's success. Two gener
ations of Filipino oligarchs had tapped American patronage to boost their 
personal positions domestically, but among postwar leaders Marcos 
displayed particularly keen insights into the nature of the neocolonial 
bond-and knew that U.S. strategic needs presented ample opportunity 
for private gain.7 Especially at a time when the military bases were offering 
such important support to U.S. forces in  Vietnam, Marcos could approach 
Washi ngton aid-givers from a strong posi tion. Indeed, the United States 
rewarded martial law with very large increases in grants and loans." 

At the same time, close relations with the United States assisted .'vlarcos's 
efforts to cultivate close relations with the IMF and the World Bank. He 
brought a corps of technocrats into his government and promulgated a 
series of reform agendas that ensured the steady flow of multilateral and 
commercial bank loans. Marcos technocrats were "intensely admired fig
ures" within these institutions, one banker reports, but over time i t  became 
increasingly evident that "the agenda was ultimately set by business and 
political interests closer to the Palace."9 As economist Raul Fabella ex-

6 Benedict Anderson, "Cacique Democracy and tl1(" Philippines: Origins and Dreams." 
New Left Rroil"llJ llO, dJ9 (May/June 1 9R8) .  �-:13, at 1 8; Nowak and Snyder, 1 1 70: Rigoberto 
Tiglao, 'The Consolidation of the Dictatorship," in Dirtalorshijl and Reuolution: Roots of Pmjll<, 's 
POWeI; ed. Aurora Javatc-dc Dios, Petronilo Bn, Damy, and Lorna Kalaw-Tirol (Metro l'vlanila: 
Conspectus Foundation Incorporated, 1 9RR) , 26-(i9, at 3R. 

7 On the historical process of tapping ,\merican patronage. see Ruby R. Paredes. cd., 
Philipjline Colonial iJnnIJmuy, Yale University Southeast Asia Studies Monograph No. 3 2  ( New 
Haven,  1 9lkj ) .  Shalom documents neocolonial ties, while Raymond Bonner highlights the 
Marcoses' skill in playing to the crowd. See his Waltzing with a Uietator: The 
lHarcoses and the l,laking o/A mmmn Policy York: Times Books, 1 9K7) .  

R Anderson, : n ;  ,"'urlel. 1 9 1 .  .!\lthough the primary means by which Marcos ingrdtiatcd 
himself to the U nited States was by providing unhampered access to the military bases, he 
also resolved important issues related to the status of C.S. ,essets in the Philippines in j'lVor of 
U.S. investors. See Charles VV. Lindsey, 'The Philippine State and Transnational I nvestment," 
Bl1llRtin oj Concerned A.siau Srhular.1 1 9 . 110. 2 ( 1 9R 7 ) :  2 .1- 4 I .  at 2 7 :  and Shalom, 1 69- 1 70. 
1 76-77.  

9 Stephan Haggard, 'Tbe Political of the Phil ippine Debt Crisis," ill j,'ronomir 
Crisis fInd Polit), (h(lire: Tlu Politi,s oj Adjl1slmml flu Third Wmld. ed.Joan Nelson (Princeton: 
Pnnceton University Press, 1 990) , 2 at 2 1 9; William I I. Overholt, "Pressures and 
Policies: Prospects for COIY Aquino's 
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IMF ad,�ce. sec Mark Thompson and Gregory Slayton. "An Essay 011 Credit AITangements 
Between the IMF and the Republic of lhe Philippines: 1 �J70- 1 9R3." Philippine Review oj 
Economics and Businfss 2 2  ( 1 9K')) ,  ')(}-I' I .  The rise of the technocrats in  Ihe prcvious decade 
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plains, technocrats provided the public rhetoric to keep the loans flowing 
i n ,  but  regime i nterests "then allowed the unronstminl'd in tmduclion of I'xcejJ
lions that 

�
made complete mockery of t h e  spirit and letter of the plans. " 10 

While the World Bank and the I M F  were more comfortable with the 
technocrats, they e n ded up providing enormous support to the crony 
svstem. 1 1  On the whole. Marcos was usuallv able to take the money and 
�1l1. Certain elements of the externally induced reform agendas were 
ini tiated in the early I gHos, when the scarcity of funds on i nternational 
capital markets increased the leverage of multilateral institutions. But 
Marcos did not bring any fundamental shift in development policy-there 
was continued promotion of exports, but at the same time continued 
protection of lSI firms. Manufac tured exports did, i ndeed, post major 
gains in the late 1 970S and 1 9Hos, but the major supporters, the tech
nocrats and the multilateral agencies, were unable to do much more than 
create one more avenue of diversification for the major family conglome
rates to pursue. The non traditional exports were not only dominated by 
the already established family conglomerates; they were also so highly 
i m port depen dent that their existence did not create a clear new constitu
ency demanding an end to the longstan ding ovelvaluation of the peso. 1 2  
A s  long as external funds were readily avai lable, i t  was most expedient 
simply to adopt the strategy of "debt-driven growth . "  Throughout the 
Marcos years, de Dios concludes, "the issue of the development strategy 
could be essentially avoided . " I :' 

The logic of the Marcos regime, like the logic of the earlier Philippine 
political economy, is much better understood in terms of strategies of 
accumulation by diversified family conghmerates than i n  terms of battles 
among coherent economic strategies or sectors. Marcos and his cronies 
used access to the political machinery to accumulate wealt h ,  and-like the 
major families of the pre-martial law years-had little loyalty to any partic
ular sector. The cronyism of the Marcos regime is more obyioHS than 

is chronicled in Aman(\o Doronila, Thr Sta/r, 1';collomir' Tams/ontwlion, and Poltliml Change in 
Ih!' Phil;l)pillps, 1 946- I 972 (Singapore: Oxford University Press. 1 9901 ) ,  1 3,1- 1 :lH, 

, 1 0 Raul V, Fabella. 'Trade and Industry RcI{mns i n  the Philippines: Process and Perfor
mance." in Philippilll' lvlf1!1'01'(()lIomir PnSjJf" :lilll': Vf"(!rioji mmts and Poliril'S, eel , Manuel E Montes 
and Hideyoshi Sakai (Tokyo: Institlllc of Developing Economies, 1 9H9) 1 1\:1- 2 1 4, at 1 97 
( emphasis added) . 

I I  As de Dios \Hites: "There were man\' instances when the more ' in�lliona]', ' inefficient ' ,  
at  t imes blatantly corrupt, aspects of the dictatorship were countenanced or accommodated 

these institutions, particularly its net lending operations and crony bail-oll ts ." Emmanuel 
de Dios. "The Erosion of the Dictatorship ,"  in Javate�dc I)ios et  ai., 1 2 2 .  

See Manuel F. Montes, "Phi l ippine Structural Adjustments, 1 970- 1 !lH7," in Montes and 
Sakai, 'Fi-go, at 7 J -7:1: World Bank, "Ph i lippines Staff' Appraisal Report on the Industnal 
Finance' Pr�)ject." Report No. 3:1:1 1 -1'1 1 (,Washington, 1 9K 1 ) , I ;  and de Dins, "Erosion ," 1 1 9-
1 �O. 

J:l  The term "debt-driven growth " comes frnm Montes. "Financing Development," 90; de 
Dios, "Philippine Policy-Making," 1 16. 
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cronyism o f  either the pre-l 9 7 2  period o r  post- 1 9H6 years, since the re
gime had more centralized control over the state apparatus an d enjoyed 
much longer tenure in oflice. But amid important  change in the political 

economy was a remarkable contin uity in the nature of busin ess-govern
ment relations; as de Dios explains, "the crony phenomenon was no more 
than a logical extension and culmi nation of the pre martial law process of 
using the political machinery to accumulate wealth, " 1 4  

I n  d eclaring martial law. Marcos promised to respond t o  the widespread 
disillusionment with the political system an d the m,�jor families that had 
presided over it. He pledged reforms that would usher in equality of 
opportunity an d save the country from "an oligarchy that appropriated for 
iv;elf all power and bou n ty. " I :'i B u t  while Marcos did, indeed, tame selected 
oligarchs most threatening to h is regime, a new oligarchy (of Marcos and 
his relatives and cronies) ach ieved dominance within many economic 
sectors. In exchange for the dismantling of democratic institutions, the 
Filipino people enjoyed only fleeting economic gain. ""'h ile foreign loans 
sustained growth in the I 9708, crony abuses brought economic disaster i n  
the 1 9Hos. Most fundamentally, martial law perpetuated i mportant 
shortcomings of Philippine capitalism, because Marcos was merely ex
panding on earlier patterns of patrimonial plunder. Particularistic de
mands con tinued to prevail,  with the difference that one ruler was now 
appropriating a much larger proportion of the state apparatus toward the 
seIVice of his own private ends. The failure of reforms and the triumph of a 
more cen tralized form of patrimonial plunder becomes especially evident 
in sUIVeying the evolution of the Philippine banking sector in these early 
years of the martial law regime.  

The Reforms of the Early 1 970s 

The Joint IMF-CBP Banking Commission was first convened in Decem
ber 1 97 1 ,  and submitted its ninety-nine recommendations to President 
Marcos in August 1 972 -only four weeks before the declaration of martial 
law. The commission was made up of three representatives from the IMF as 
well as Armand V. Fabella ( co-chairman) , Jose B. Fernandez (president of 
the Bankers Association of the Ph ilippines) , and a Central Bank repre
sentative. The com mission 's recommendations-almost all of which were 

. De Dios, "Philippine Policy-'vlaking," t L j ,  (;rml\' is used to de,Kribe those whose p()si� 
hons are particularly favored by the cnrrent  regime, regardless of their origins. All oligarch 
may not be a ClUTent  ([(lIlV but i n  either case has alreadv established his or her fortnne i n  
earlier dispensations. Under the Iv1arcos regime, both "old oligarchs" and "new men" gained 
crony status, and thev were referred to collect ively as the new oli!!lln/r,. 

15 Ferdinand E,  Marcos, The Democratic Re"()I1<li�n ill the Philijiflines (Englewood Cliffs, N], : 
Prentice-Hall International, 1 979 [originally printed 1 974] ) ,  6. 
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later promulgated by presidential decree-included three particularly im
portant elements. 

First, they led to changes in the composition of the Monetary Board, the governing 
body of the Central Bank. The governor of the Central Bank replaced the 
secretary of finance as the board's chairman, a seemingly un controversial 
change (even in the Finance Department) that merely affirmed the gover
nor's longstanding dominance of the Board and the relatively weaker 
institutional base o f the Finance Department. Hi In addition, i t  was decided 
that neither the presiden t  of the PNB nor the chairman of the DBP should 
remain on the Monetary Board, because their membership "puts them in 
the improper situation of performing the role of supervisor and super
vised." 1 7 Despite this change, the Central Bank-as "supervisor"-seems 
to have provided l ittle obstacle to the regime's blatant abuse of these state 
banks. 

Second, the supervisory reach of the Cen tral Bank was extended to include the 
money market. The money market was an important element of the Philip
pine financial system that had been developed by so-called investment 
houses since the 1 960s. The money market was an unregulated arena of 
financial intermediation involving short-tern1 instmments, and its creation 
was in direct response to interest rate ceilings imposed by usury laws 
(which, with climbing interest rates, became effective in the mid- 1 96os) . 
By providing large investors with an easy means of evading the ceilings, it 
led to the growth of a two-tiered system: large investors could obtain 
market rates in the money market, but the smaller savings deposits of the 
general public remained at controlled, below-market rates. l tl The earnings 

16 Cesar Virata, the finance secretary at the time, actuallv claims that he was the one to 
suggest this chang-e. Ever since the time of Cuaderno, h;, explained, the Central Bank 
governor had monopolized the right to detennine the agenda of the MOlwtary Board meet
ings so as to ensure that the finance secretary would not be able to dominate him. Interview, 
eesar Virata, h,mler prime minister and finance minister, May 24, I lj9 I .  The Finance 
Department does not have a strong institutional base, and important bureaus ( internal 
revenue and customs) that nominally fall under its jurisdiction are actually controlled by the 
Office of the President. Heads of Finance "spend most of their time at the Central Bank," and 
very little time at their offices in the antiquated Department of Finance building. Anonymous 
inten�ew, Finance Department official, I ljHlj. 

17 Joint IMF-CBP Banking Survey Commission, RPrommrndatiom ojfflp joint IlI1FCBP Bank
ing Sunw)' Commissiun Oil thr Philijlpinf Financial S.'stnn (Manila: Central Bank of the Philip
pines, H)7 2 ) ,  6 3 .  The n ew Monetary Board was composed of the Central Bank governor, the 
secretarv (later minister) of finance, the head of the l\:ational Economic Development 
Authority (NEDA) , the chair of the Board of Investments (BOI ) ,  and "three part-time 
members from the private sector." The president retained the power to replace the heads of 
NEDA and the BOI with other officials as he "may detennine." Presidential Decree No. 7 2 ,  
November 2 9 ,  1 97 2 .  

I H  See Jaime C. Laya, "Floating Interest Rates in the Eighties: A New Dimension in the 
Philippine Financial System," Fookirn Times Philippines Yearbook 1981 -82, 1 47 ;  Edita A. Tan, 
"Philippine Monetary Policy and Aspects of the Financial Market: A Review of the Literature," 
in PIlJS SuYVry of DfvdopmPrlt RPsfarch I ( Metro Manila: Philippine Institute for Development 
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of investment houses generally depended overwhelmingly on the money 
market (and, given the weakness of the stock markets, very little on tradi
tional merchant bank dealings in securities and equities) . 

Because investment houses were able to skirt ceilings and offer higher 
interest rates, investors flocked to their doors and observers marveled 
at their sophistication. The money market is estimated to have grown 
34 percent per year between 1 966 and 1 97 3-providing the first ser
ious competition to the deposit-generating capacity of the commercial 
banks. 19 By the early 1 970s, explains Fabella, "the banks were up in anns at 
the incursions of the investment houses," and pressed for a "rationaliza
tion" of the system so they "would have a decent chance at survival. "  They 
resented the fact that an unregulated and growing segment of the finan
cial system was able to outbid them for deposits, and able to charge higher 
rates of interest for loans.2o When investment houses began to be regu
lated by the Central Bank in 1 97 2  and the instmments of the money 
market were officially recognized as "deposit substitutes,"  many commer
cial banks proceeded to get a piece of the action by either setting up their 
own investment houses or developing close ties with existing houses. Be
tween roughly 1 97 2  and 1 974, some twelve new investment houses were 
fonned, many of which had close ties to commercial banks.2 1 

As part of this process, commercial banks came to rely to a greater 
extent on money market instnlments as both a source of funds and as a 
more lucrative investment outlet. There was rapid growth in deposit sub
stitutes, and by 1 974 they were equivalent to 80 percent of the total of time 
and savings deposits. One 1 975 report describes the money market as "the 
vigorous tail which wags a rather sickly dog. [ It ]  has grown in strength and 
importance because of the sheer inadequacy of other mechanisms . . .  [ as 

Studies, I 9Ho ) ,  1 7 7 .  The money market helped to bridge the gap between the fonnal and 
infonnal credit markets, and seems to have played an especially important role in mobilizing 
and allocating funds among Chinese-Filipino entrepreneurs. See Manuel F. Montes and 
Johnny Noe E. Ravalo, 'The Philippines," in Financial Systems and Economic Policy in Droeloping 
Countries, ed. Stephan Haggard and Chung H. Lee ( I thaca, N.V.: Cornell Un iversity Press, 
1 995 ) , 1 64 -65. 

19 Victoria S. Licuanan, An Analysis of the Institutional Framework oj the Philippine Short·term 
Financial Markets ( Manila: Philippine Institute for Development Studies, 1 9H6) , 6, I H ;  Asian 
Finance, December 1 5 , 1 97 7 -January 1 4, 1 97H,  75;  Furomoney. August 1 976, xxxi; FFER, 
September 1 3 , 1 974, 15;  Hugh Patrick and Honorata A. Moreno, "Philippine Private Domes
tic Commercial Banking, I lj46-Ho, in the Light of Japanese Experience," in Japan and the 
Developing Countries: A Cumparative A nalysis, eel. Kazushi Ohkawa and Gustav Ranis (New York: 
Basi l  Blackwell, 1 98 5 ) ,  32 :� , and FF1<Jl, August H, 1 97 5 , 19. 

20 The investment houses, it must be noted, were not alone in getting around the usury �aws. Statutory ceilings were evaded not only through the use of unregulateel money market 
IIlstnaments, but also through sen,ice fees anel other charges that commercial banks required 
of their lenders. See National Economic Council et aI., Report uf thp lnter-Ageruy Committef on 
the Study uf Intere.lt Rates (Manila: National Economic Council, 1 97 1 ) ,  2, 56-6 2 .  

2 1 Interview, Armand Fabella, June H, 1 990; n;;}Tf, September 1 3 , 1 974, 63. 
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evidenced antiquated hanking laws; weak, family-oriented hanks; 
[and]  a low level of personal savings . . . .  [S] ome commercial banks fund 
themselves as much through the money m arket . . .  as through more 
normal avenues as deposits from the public. "2:2 

The reforms served to legit imize a very unstable form of fi nancial inter
mediation. Before 1 97 :? ,  unregulated transactions in the money market 
had been dom i nated by the investment houses; after 1 97 2 ,  nominally 
regulated transactions in the money market permeated the e n tire finan
cial system-and especially the commercial banks that dominated that 
system. By 1 974, Gove rnor Licaros was voicing concern over the "anomaly" 
in which "millions of pesos are placed by one financial insti tution with 
another [ i n  the m oney m arket]  on the s trength of a mere telephone call, 
but a personal loan of PI ,000 [ from a bank] has (0 be fully dOCll
mented . ":2:� The combination of enduring DOSRI abuses and increasing 
rel iance on money market funds created major problems of bank in
stabil i tv bv mid-decade.  

I , 

Third, and of greatest significance, lhe mrmnissirm jJroj)()sed {l major It'form 
agenda to address weaknesses in the banking sector that had caused major tnobiems 

instabilitJ in thf 19605. Their goal was to encourage banks to improve 
themselves, and also to strengthen the capacity of the Central Bank to 
regulate the banks. According to co-chairman Fahella, the I'd'ormers first 
divided all private domestic banks i n to t hree "brown " ( Fil
ipino) , "yellow" ( Fil ipino of Chinese desc<:>nt ) , and "whi te "  ( Filipino of 
Spanish or American descen t) . "\Ve were concerned that  [ the brown 
banks] were being used as part of a conglomerate, and used to support the 
pn�jec ts the family were involved in . . . . We wanted to give th<:>m a fighting 
chance [ to improve ] , b u t  not let  them preserve their fiefdom . . . .  The 
family banks just wanted to be a big frog in a small pond-they didn ' t  want 
to be disturbed. ":2 .. 

There were four major ways in which the final reform package sought to 
force these banks to improve themselves: ( 1 )  increased minimum capital
ization requiremen ts ( to P 1 00 million, both to strengthen the banks and 
to encourage mergers and foreign equity i n fusions) ; ( 2 )  i n fusion of for

eign equity ( foreign banks 'were allowed to invest in the domestic banking 

Li,uanan, Il, I il. :,7 ;  World Bank- I nternational 
0/ till' Pinflllfia/ Sn/or (v\'ashingtoll, D.L: The World Bank, 

Fund. niP Philip/Jines; AsperlS 
26. Ij I ;  Hl:Tt, August 8.  

Rl'llirw, August 1 ,\ ,  1 974> 7; see also n,1:'R. August 1 6 ,  t 974, 
! I n telyiew. Fabella, June 1',  1 990, There were, of course. mallY banks that were 

familv-owllcd-and supporting family pn�jects-but improving them seems not to have 
been nearly as important a goal of the rcfoI1ners. The Chinese-Fi lipino banks were not, 
however. ben'ft of support; as we shall see. (�ovenlOr Liearns provided many of them with \,eIJ' 
favorable access to Central Bank resources through the course of the decade. Fabella  also 
noted that Ihere was one Filipino hank, Far East Bank and Tmst Company, with fairly broad 
ownership. 
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industry up to ��o percent of total equity-or 40 percent w i th special 
permission from the Presiden t-thus overturning the 1 95 7  regulation 
requiring 1 00 perc e n t  Filipino ownership of all new banks) ; ( 3 )  mergers; 
and (4) diffusion of ownershi p  within banks. The first two elements were 
added by (�o\'ernor Licaros to Marcos's November 1 97 2  presidential 
decrees, but the latter two were pan of the commission 's original recom
mendations. According to Fabella, the commission had upheld the 1 95 7  
prohibition on new foreign equity; Licaros, h owever. wanted foreign banks 
in the system because he felt that they "will  n o t  go in lor the shenanigans 
[and] . . .  will be a stabilizing int1uence . "  Licaros also won'ied that the 
family banks were too small,  and would "go under with the first big 
wave. ":!'-, In addi tion to these reforms, the Central Bank declared that no 
new bank licenses were to be allocated, thus formalizing the intcmnal cap 
on new banks imposed in 1 965.2(; 

After the reforms were promulgated, Fabella headed the CelHral Bank 
Advisory Group, which oversaw hanking re/cJrln efI(ms throughout the 
1 970s, The 1 973 increase in minimum capitalization requiremen ts was an 
important impetus f()r foreign investment, and w i th in three years thirteen 
foreign bank.� infused equity i n to ten local banks. Unf()rtunate\y, however, 
the opening to foreign equity was n o t  e ntirely successful i n  achieving 
Licaros's aim of stabilizing the ban king system. In general, amicable ties 
developed only among banks that were already more broadly held and 
more professionally managed (in these instances, the foreign banks com
monly played a minor role in bank management while enjoyin g  all the 

of being on the i n side of a h ighly lucrative protected market) . 
In banks that were full of "shenanigans ,"  on the o ther hand, major 
disputes commonly arose over the composition of loan portfolios. 

Among many of the fam ily-controlled ban ks, it seems, a major motiva
tion for invi ting in foreign partners was to avoid sharing the loan portfolio 
with other local fami l ies. Before long, however, fam ilies and foreign i nves
tors often t'ought over the allocation of loans-and the ultimate problem 
of weak, fam ily-controlled banks remained u n resolved. Licaros observed in 
1 976 that there was often a fundamental i n compatibi l i ty between local 
bankers and their foreign partners; in  h is view, the foreign investor was 
more l ikely to obserye objective, impersonal !1lles in making decisions 
about loans, while the Filipino banker was more l ikely to be i n fluenced by 

I nterview, Fabella, J une il. 1 990; Presidelltial Decree No. 7 1 ,  ;-J",emhel' O!tj. 1 972, In 
FabeIl,,'s ac{'oulI t ,  theref{)re. it  was lIot the IMF t hat jimNi the eHUY offoreign banks; rather. i t  
was Ucaros who invilPiI them in.  

' , 

Despite this general policy. however, Licaros granted a license to the Co familv ( from 
the Mariki n a  shoe industry) for Producers Bank in I !l7 1 .  This, along with other speci,;1 htvors 

to other hanks later i l l  the decade, contrihwed 10 widespread gossip regarding 
relationship to certain Chinese-Filipino /iunilies. Anonymous intelview, f(,rmer 

ranking Central Balik ollicial, 1 ')90, 
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personal factors. Subsequent disputes over loan portfolios h ave often 
ended in the exit of the foreign investor: of the eighteen equity infusions 
in the two decades after 1 97 3  ( the bulk of which were in 1 97 3  through 
1 975) , a full one-third ended in divestment. As Fabella concludes, "there's 
not a single case of divorce that didn't result from [ disputes over] lending 
policies. "27 

In short, the presence of foreign investors did little to reduce the milk
ing of the loan portfolios of many family-controlled banks. There was, 
however, one side benefit of the policy that helped support the debt-driven 
growth of the 1 970s: for every dollar that a foreign bank invested in the 
Philippine banking industry, it was required to provide its domestic part
ner with $ 1 0  worth of loans, half on commercial terms and half on conces
sional terms. I ndeed, Licaros was a master at bringing in the foreign loans 
that both sustained the entire system of crony privilege and fed the growth 
of the local banking system; in the course of his tenure, from 1 970 to 
1 98 1 ,  foreign loans ballooned from $200 million to $ 1 2.3 billion. ( Licaros 
also permitted foreign banks to establish offshore banking units, or 
OBUs-the major purpose of which was to facilitate the country's large
scale borrowing in Eurocurrency markets. Because OBUs were restricted 
from carrying out onshore peso lending and deposit taking, they did not 
pose a threat to local banks.) 21:1 

The encouragement of mergers seems to have achieved even less success 
than foreign equity infusion in resolving the problems of weak banks. I n  
1 973,  when the minimum capitalization levels were raised to P I  0 0  million, 
some confidently predicted that the majority of commercial banks would 
go out of business.29 In fact, the reduction in numbers was far more 
modest: by year-end 1 977,  mergers had reduced the number of private 
domestic banks from thirty-three to twenty-six.  Fabella explains that the 

�7 P'EER, August 1 7, 1 976. 76; ln telview. Fabella,June fl,  1 �)9o. In one instance. hoodlums 
were used by majority i n terests i n  a Chinese-Filipino bank to intimidate the officials of an 
American partner bank that was felt to be exercising an excessive degree of control within 
the bank. SOOI1 thereafter. the American bank sold out its interests to a close associate of 
President Marcos. According to this source, the American bank became a laughingstock and 
was considered weakhearted. Anonymous i nterview, former bank president, 1 990. 

�H lEER, July 1 5 .  1 974. 50 and April 25, 1 97r), 57: CB Memorandum to All Commercial 
Banks, August 6. 1 97�\ .  III 1 974, one of the earliest of t'xtensive bon'owings, two-thirds 
of the growth in resources of the commercial came from external loans. Asian lVali 
81mtJournai (hereafter AH�)j) , January 1 1 I ;  N�ER. April 2 5 .  ] ()75,  56.  See alsoJamesI{ .. 
Boyce, The Political Emnomy oj F�'xtemal A ea.le Study (1 the Philippines ( Maml�: 
Philippine Institute for Development Studies, 1 !:190) .  OIl OBUs, see FEER, October I .,) "  1 9Z6, 

57-() 1 .  April I ,  1 l177.  30-3 1 and April 7. 1 978,  ami The Bankn; Decemher 1 978. 6 1 -65. 
:19 A Fl:'ER con-esponde n t  said, " the n umber commercial banks is certain to drop from 

39 [ that is, 33 private domestic banks, 2 public banks. and 4 foreign banks 1 . .  _ to about one· 
third of this number." Fl:.'ER. April 9. 1 973. 86. In 1 974, the Monetary Board stated that It 
planned to reduce the number of commercial banks to "around eighteen . "  FEER, May 2 7 .  
1 974· 4 5 ,  
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initiative for mergers came from the banks themselves; his Advisory Group 
acted more as an "officiating priest" than as a " marriage broker." The 
stronger banks had little incentive to absorb the weaker banks
particularly those whose assets included large quantities of bad ( often 
DOSRI) loans. "I guess the owners of the banks were not willing to give up 
control, "  notes one senior bank supeIVisor, "and you cannot force them to 
sell out." "''here mergers did occur, they often merely united weak 
entities-and the sUlviving entity in many cases ended up facing serious 
difficulties in later years. Some of these mergers were last-minute "shotgun 
marriages" to meet the September 1 975 deadline by which all banks were 
to have increased their paid-up capital to P I OO mil1ion.30 Many, however, 
failed to meet the capitalization requirement until the end of the 
decade-and even then relied on infusions from government banks.31 

Finally, new regulations seeking to restrict the holdings of a particular 
family within a bank were especially ineffective. Bank owners could easily 
ignore or circumvent the rules requiring that no stockholder own more 
than 20 percent of outstanding shares; as a 1 979 internal Central Bank 
memorandum acknowledged, "it is common knowledge" that some of the 
stockholders officially listed are "dummies . . .  of the controlling stock
holders. " According

'
to Fabella-the primary overseer of the reform 

effort-"no family in it') right mind would diffuse ownership . . . .  There 
was no incentive." Some of the technical people wanted to force diffusion, 
he recalled, but "anyone with any political savvy . . .  said that's not going to 
fly. " Central Bank officials were afraid to enforce the mles, Fabella ex
plained, because of concerns over economic destabilization. If families 
thought they were going to lose control of their banks, they would siphon 
off funds and perhaps trigger a bank nm-the fear of which, he said, "has 
always been paramount" within the Central Bank. "We didn't want to rock 
the boat," Fabella acknowledged, especially given ongoing problems of 
bank instability.32 

30 I n terview. Fabella,June 1 2 , 1 990; Intel'.�ew, Feliciano L. MirandaJr . •  managing director 
of the Central Bank's Supel'.·ision and Examination Sector, May 1 7 , 1 990. Five of the six 
mergers faced difficulties i n  subsequent years: three (Associated-Citizens. Filipinas Manufac
turers, and I'CIB) required large quantities of assistance from state institutions in the early 
1 9805, one ( Pacific) closed down in 1 985, and one ( I BAA) was itself absorbed by a larger 
bank in 1 985. Despite its years of trouble, I'CIB received large equity infusions from the 
government in the late 1 970S and emerged as olle of the strongest banks by the late 1 9808. I t  
was, i n  tact. the bank that absorbed I BAA i n  1 985. See Appendix 2 .  

.'1 Republic Bank and Producers Bank were among the banks having ditliculties meeting 
the requirement. and reportedly accepted equity fi'om DBI' to reach the 1' 1 00 million level. 
As late as 1 97fi, four banks had yet to reach the goal; the last to succeed was Filman Bank, 
assisted by an equity infusion from PNB i n  March 1 980. FEER. September 26. 1 97 5 ,  62;  
October 24, 1 975, 63; August 1 2 , H177.  8 1 ;  April 7 ,  1 97 8 , 79; and April  4. 1 980, 9:\. 

32 In terview, Fabella. June 1 2 , I �19o; Memorandum of Arnulfo B. Aurellano. special assis
tam to Governor Licaro�. discussing the Joint IMF -World Bank Mission, October fl, 1 979. 6. 
Related restrictions on i nterlocking directorates. imposed throughout the 1 960s and " 970s, 
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As noted earlier, the reforms of the early I �)7os aimed not only to 
encourage banks to improve themselves; they also sought to increase the 
regulatory powers of the Central Bank and finally enable it to curb the 
worst tendencies of the family-dominated banking system. The Overseas 
Bank of Manila debacle laid bare the regulatory deficiencies of the Central 
Bank, and even before the Joint Commission convened there had been 
halting attempts to try ( once again)  to curb continuing DOSRI abuses.'l�l 
The commission made several recommendations intended to strengthen 
the powers of bank supelvisors, including the ability to impose administra
tive penalties and sanctions without going through the court system and to 
disqualify directors and ofticers guilty of bank fraud. The subsequent presi
dential decree put the bulk of these powers in the hands of the governor 
himself. '14 

From the standpoint of top bank supervisors, however, the impact of 
these measures was less than satisfactory. The eflectiveness of bank supervi
sion became dependent to a greater extent than ever on the governor
for whom supervision was only one of many responsibilities.'l5 Most of all, 
bank supervisors resented instances in which bankers (especially commer
cial bankers) could use their connections to lobby the governor and his 
aides and ensure that regulations were thoroughly diluted and bank super
visors were "sobered up" (that is, their vigilance was curbed ) . In their view, 
provisions for disqualifying bank officers had little practical value in disci
plining the banks because their recommendations were often ignored by 
an influential upper-level ofticial who had "many friends [from the bank
ing sector] all around." I n  one instance, a lower-level bank examiner's rec
ommendation for disqualification of an errant banker was reportedly re
ferred up to this executive, who called up the bank examiner and told him 
to quit harassing the banker. Later, the banker informed the bank exam
iner that he was actually present in the ofticial 's office \\The n  the call was 

tried to restrict hunilial ties among different banks, between banks and al l ied enterprises, 
and hetv.'CC'n banks and invC'stment houses. The lise of dummies, h owever, seems to hav·e 
made these regulations just as ineffective as the regulatiolls 011 diffusion of ownership. CB 
Memor,mda, December 6, 1 91)0, January 6, 1 9G 1 ,  July 24, 1 962;  and July 2 ,  1 965; CB 
Circular No. 37H (August 1 5, l tl/'I ) ;  and f<]''ER, April 7 ,  I !nH,  71-1. 

' 

Early in 1 97 1 ,  the Central Bank decreased the permissible level of DOSRI loans and 
strengthened the penalties against violations of  DOSRI mles-and then relaxed the regula
tJons a mere thrce months later. Qllt'ried about the episode, Fabella explained t ha t  "if yon 
see a diminution of l Cenl ral Bank] powers. or backn�lckillg . . .  you can bet that somebody 
screamed." Celltr�ll Hank Circular ,ll R (Januarv 1 :1 ,  1 9 7 1 ) ; CentJ�tl Bank Circular ,\ I 8 ( re
vised) (April '10, 1 (7 1 ) ;  Interview, Fabella, June 1 2 , 1 990. :1 1 IMF-CBP. 54 -ti�; Presidential Decree W D . )  7 1 .  especially sections 20-2 1 ,  25 and 48; 
and P.D. 72,  section I!R. 

;;:, IntCIviews, Carlota P. Valenzuela, f()rmcr deputy governor. Supervision and Examina
tion Sector March 22 and April 2 5 ,  1 990. Feliciano L. M iranda Jr., who later headed SIS, 
agrees that the new powers of the governor '"definitely weakened the supervisor" and repre
sented "a reduction in status." Interview, May 1 7, 1 990. 
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made. I n  such an environment, explains the senior ofticial who related this 

story, even the most vigilant bank examiners soon stopped recommending 

that erring hankers be disciplined. "What kind of discipline can you have in  

an oftice like that? . .  [Eventually] the examiner says, 'What's the use? I get 

paid j ust the same whether anyone [ is ]  disqualified or not! ' "'l6 
One particularly troublesome obstacle to the work of bank supervisors 

was the "Law on Secrecy of Bank Deposits ,"  originally passed in 1 955 to 

prevent the Bureau of Internal Revenue ( BIR) from investigating bank 

deposits-and thus encourage greater mobilization of savings. From the 

outset, the law prevented bank supervisors, as well ,  from gaining access to 

infornlation about individual bank deposits; as a former top supervisor 
explains,  "this made us velY ineffective in catc hing the rascals in the bank

ing system." Implicit in the law, of course, is the idea that the overall 

financial system is better served by mobilizing-rather than turning 

away-the savings held by tax-evaders, "rascal" bankers, and other law

breaking elements of the asset.-holding population. Funds from such 

sources. one major financial executive explains, are "not an unimportant 

business line of the banks. "37 
The bank rtm that accompanied the declaration of martial law put this 

notion to an immediate test. As the Central Bank h istory explains, a bank 

run in late Septernber and early October led to net withdrawals totaling 

P344 million . "But because of the President's assurance that the secrecy of 

bank deposits would be respected," and because of the Central Bank's 

granting of emergency advances and loans, "public confidence was re

stored and normalcy returned after three weeks." Fabella explains that the 

president was "worried sick that all the banks were going to be used by the 

BIR to go after tax evaders," and that people were taking their money out 

of the banks. There was particular concern not to lift the provisions of the 

deposit secrecy law applying to foreign currency deposits, out of fear that 

foreign currency depositors might withdraw their savings. In later months. 

Marcos strengthened the provisions of the deposit secrecy law by decree

ing that anyone accused of violating its provisions would be tried by mili

tary tribunal. It is  not known whether these tribunals were ever used to 
enforce the law, but the threat implied by Marcos's general order seems to 

have helped quell any lingering over the security of bank deposits 

% Anonymous i nterview, 1 �190. 
'17 Valenzuela, March � � ,  1 ClClo. Back-to-back tl�Ulsactions provided hefty profits to the 

banks and great advan tage to the custOJller. Typical ly, these tr<lllsactiolls work as follows: a 

Cllstomer comes into a bank with an unexplainable "mree of funds, opens a deposit account, 
takes out a loan on the deposil, and walks out of the bank with an explainable source of 
funds. I nterview, Sixto K Roxas. t(>under and former president of BannHll Development 
Corporation, March 8, 1 990. In a ' 9 7 7  speedl, Marcos discllSsed how the "Secrecy Act ill 
Banking" enabled individuals to conceal their income and evade taxe,. "A Stronger Pan
nership," CB Rnm:w, August 9, 1 97 7 ,  4. 
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in the New Society. Bank supervisors were more hobbled than ever in 
tracking down "rascal" bankers, but others in the Central Bank justify the 
actions in no uncertain temIS. 'T d rather have difficulty proving DOSRI 
abuses," said Fabella, "than have a loss of faith in the han king industry. "38 

I n  large r perspective, the deposit secrecy law highlights an important 
aspect of the relationship between state and oligarchy in the Philippines. 
Said by the World Bank to accord an unusual degree of protection to 
depositors, its major function is to ensure that private sector secrets are not 
revealed to public sector officials. If Philippine bureaucrats were to be
come privy to the contents of bank deposits, it is feared that their knowl
edge would leak outside the bureaucracy. As Fabella explains, "nobody 
believes you can obtain this information and it will remain confiden tial . "  
I t  is striking that even under martial law, there were no comparable sanc
tions to protect the secrets of the bureaucracy itself. In a modern bureauc
racy, 'Weber argues, the "office secret" is "the specific invention of bu
reaucracy," and defended with a fanaticism that "cannot be justified with 
purely functional arguments." In the Philippines, however, legal sanctions 
do far more to protect the secrets of the oligarchy than the secrets of the 
bureaucracy. 39 

In the end, martial l aw did little to promote the effectiveness of bank 
supervisors. On one h and, there was a certain strengthening of the powers 
of the regulators relative to the regulated, as many banks were forced to do 
certain things (such as i ncrease their capitalization) that they might not 
have otherwise done. At the same time, technical aspects of the bank 
supervisor's job were promoted in the early 1 970S by the first deputy 
governor for supervision, Jaime C. Laya (who codified regulations, com
puterized operations, and rationalized reporting requirements) and later 
in the decade by the Central Bank I nstitute, which provided more systemic 
training of technical personnel. On the other hand, however, there were 
clear limits to which the powers of martial law would be used to ensure 
more effective banking supervision. Laya, a close associate of the Marcoses 
and the head of the Cen tral Bank's supervisory apparatus between 1 974 

and 1 978,  seems to have had little desire to apply the powers of martial law 
toward the task of bank supervision. U n like Fabella or Licaros, who clearly 
exerted major effort envisaging the future shape of the ban king sector as a 
whole, Laya occupied himself with far more menial tasks. "It's not as if . . . 

,,� Repuhlic Act No. 1 40fh September 9. 1 955; I nteIView, Valenl:uela, March 2 2 ,  1 990; 
Central Bank of the Philippmes, 1 23: Intelview, Fabella, June 1 2 , 1990: General Order 26, 
March 3 1 .  '97:� : Interview, M iranda, M ay '7, 1990. 

0>9 . World Bank, Philil'Pine Financial Sector Study, Report No, 7 1 77-PH (Washington, D,C., 
1988 ) ,  xii; Interview, Fabella, June ' 2, '990; Max Weber, Economy and Society ( Berkeley: 
C niversity of California Press, 1978). II: 992. 
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we were ready to go to war, "  responded Laya when asked about new oppor
tunities for tougher supervision presented by the re forms.40 

Within about five years after their promulgation in 1 9 7 2 ,  the banking 
reforms began to lose steam. As problems of instability endured and even 
deepened, it seems that Licaros himself lost faith in the central elements of 
his reform package, including the mandated increases in minimum capi
talization. In 1 977 ,  he concluded that "compelling banks to increase paid
up capital would not necessarily eliminate or even lessen the risks" of bank 
failure; the troubled banks, he felt,  had suffered more boom poor i n ternal 
policies than from inadequate capitalization. Although the governor la
mented that "caution and conservatism are now the exception among 
many bankers," he seems to have found himself with little ability to instill 
such qualities in the banks he was supervising. Like Castillo bef(Re him, he 
found that the absence of regulatory capacity forced him to fall  back on 
lofty appeals for professional responsibility. "Licaros has been going from 
one public forum to another," reported one observer in 1 97 7 ,  "preaching 
the virtues of prudence and warning of the dangers of over-exposures, 
over-expansion and over-diversification financed by costly credit."41 But 
his sermons seem to have p roduced little effect. Moreover, as the decade 
progressed it became more apparent than ever t11at the preacher (and his 
boss at the Palace) were hardly practicing the virtues that they preached. 
As a result of the many limitations of the reform efforts of the 1 970s, the 
problems of weak family-controlled banks ended up outliving the reforms 
that had targeted their demise. 

Bank Instability: The Problems Deepen 

As the previous chapter's discussion of the cases of Republic Bank and 
Overseas Bank of Manila makes dear, bank instability was already a major 
ailment of the financial system in the 1 9605. In the 1 970s, however, long
standing problems of DOSRI abuse combined with increasing commercial 
bank i nvolvement in the relatively new money market, and the postwar 
financial system experienced its worst shocks yet. Two cases were particu
larly disruptive: the dramatic failure of Continental Bank in 1 974 and the 
closure of General Bank and Trust Company in 1 976. In each case, the 
banks were not only weakened by DOSRI abuse but had also become 
overextended in the poorly collateralized and unstable money market. 
Both banks had affiliated investment houses, and long-tem1 investments 
were being financed with short-term instruments.42 

4{) I ntetview, Jaime C. Laya, M ay 2 t ,  t 990. 
FEER, March , t ,  ' 977, 52. 

42 See Tan, "Philippine Monetary Policy," 199; Patrick and Moreno, 327, 
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The Continental case became public in June 1 974, when Ch inese
Filipino businessman Vicente Tan was arrested and stripped of h is assets by 
age n ts of General Fabian Ver, Marcos's intelligence chief and head of the 
praetorian Presidential Security Command. Tan ' s  arrest triggered the 
worst bank nm yet to hit  the Philippine banking system, and initiated a 
complex set  of legal actions involving Tan ,  the Palace, the Cen tral Bank, 
and the M anila Archdiocese. In the course of this byzantine stOlY, Tan 
emerged from obscurity to gain control of two commercial banks
Continen tal and Philippine Trust Co. ( P hiltrust) -an d later sank back 
into o bscurity without a bank to his name. 

Tan began with diversified operations in in surance and real estate, and 
acquired an increasing stake in Continen tal Bank beginning in the 
m id- l 9608. After a power struggle wi th a co-owner who was also milking 
the bank for related e n terprises, Tan assumed 85 percent control of the 
ban k in late 1 97 2 .4'� At the same time, Tan was cutting a deal with his 
friend, Rufino Cardinal Santos, Archbishop of Manila, to acquire majority 
interest in the Archdiocese's bank, Philtrust. In exchange for gene rous 
loans to the Archdiocese, Tan was chosen as buyer of 60 percenr of the 
bank's shares. In M ay, 1 973,  Tan and Cardinal Santos went to Rome to 
finalize arrangements for the sale, and by early 1 974 the final documents 
were signed. The Cardinal had died in the interim, but the Archdiocese 
nonetheless proceeded with the arrangement� for the sale. Tan assumed 
con trol of the bank in February 1 974, and by early 1 975 (after the final 
payment) was to have become official owner of his 60 percent share. As of 
early 1 974, then, Tan controlled two banks; in line with Cen tral Bank 
policies at the time, Tan announced plans to merge the two en tities.44 

The relationship between Tan and the Archdiocese, however, went 
sour-quite probably because Tan reportedly helped himself to un
secured loans from Phil trust (still partly owned by the Archdiocese ) ,  inves
ted P I  million Philtrust money in h is own investmen t house, Victan and 
Co. ;  a n d  planned to merge the bank with Continental. It also seems that 
the n ew Archbishop, Jaime Cardinal Sin, was unhappy with his pre-

I:l In terview. Vicente T. Tan , fonner m ajority owner of Continenta l  Bank, May 1 " . 1 990; 
Vicente T. Tall , "The Uneven Hand: The Exercise of Cenlnll Bank Powers to Closc Banking 
I n st i tutions." Ph.D. eliss., University of Santo Tomas. 1 9S", 1 ;'0, '.!i S, I t>!}. I S9-90' The 
DOSRI abuse by both Tan and the CO-OWllcr (Valeriano Bueno, a Mindanao logger c lose to 
Man:os) was continned in an anol1vmons 1 990 i nte rview with a f()nner "bad loans" officer of 
the ban k. 

II  I1,'/,R, August 4, I \)78, :1 2- 3:� ;  Tan,  "The U n even Hand." 247-41'; "Facts and Even ts 
Behind the Closure of Continental Bank." a pamphlet printed by Tan in 1 91'7, p. 1 ;  Interview, 
Vicen l e  Tan .  ".lay 1 0, . 1 990; n'ER. May 7, 197,\, 30. The loans were used. quite appropriately, 
to help construct the Cardinal Santns Memorial Hospital in Manila. One factor behind the 
Church's decision to sell the bank was the CentrAl Bank', requirement that banks i ncrease 
their capitalization to P I OO million. Ph iltmsfs capital amounted to a mere P2;, million. 
n.;}.R, August 4, 1 �17Il, 32. 
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decessor ' s  decision to sell majority interest i n  the bank, a m�jor source of 
funds for the Archdiocese .45 

According to one fomler bank president, Tan had too many powerful 
persons lined up against  him, and the milking of his  banks provided these 
persons with a chance to move against him. Considered a maverick within 
the C h inese-Filipino community, Tan was outside the Chinese-Filipino 
protection racket that collected so-called donations for the M arcos regime. 
Another former bank president close to the Chinese-Filipino community 
considered Tan 's origins "hazy," and said no one understood where he had 
gotten the money to buy into the two ban ks .46 \Vhile not without allies (the 
board of Vic tan and Co. was chaired by Miguel Cuaderno and included 
both Marcos's tourism minister and influential corporate lawyer Edgardo 
Angara) , Tan had a series of powerful enemies: he'd antagonized the very 
powerful Cardinal Sin, probably because of the deal he'd stmck with the 
late Cardinal Santos, and later managed to alienate Marcos's chief 
bodyguard, General Ver. According to Tan h i mself, h e ' d  supported 
Marcos's  opponent in the presidential election of 1 965, and had been 
active in the Philippine Constitutional Association that opposed Marcos in 
the early 1 970s. Moreover, he said, Marcos '\vas not happy because I didn 't  
allow h is people to take part in our business. "47 For many reasons, then, 
Tan was a vulnerable t.arget: he was clearly on the outs, and the powers of 
martial law enabled the regime quite readily to arrest and expropriate the 
assets of those in its disfavor. 

Soon after his arrest on the morning ofJune 1 5 , 1 974 , Tan experienced 
the full weight of the martial law regim e's discretion ary power: solitary 
confinement at a military camp, and the subsequent arrest of key officers 
of the bank, Central Bank examiners who had apparently been too 
friendly to Tan (their exam inee ) , and even tually even his wife.4H Conti
nental, already weakened by both the plunder of its loan portfolio and its 
hea"y reliance on the poorly collateralized and unstable money market, 
Was seemingly devastated by the resulting bank nm. 

At first glance, one might view Tan 's imprisonment as the action of a 
government finally detennined to prosecute en-an t bankers for violations 
of banking regulations. Closer examination, however, reveals that the 

1C, }1,ER, Angnst 4. 1 978, :1 2-'\4 . quote' from 32; "Facts and Events Behind the Closure of 
Continental Bank," p. 2 .  

46 Anonymous i n terviews, 1 t)HO and 1 9�)(). 
47 Tan .  'The lI nc"en Hand." 21'5; H;;ER, August 4 .  HJ71', '\2-Cl:\: In terview, Vicente Tan .  

May 1;',  1 990. 
4S Ff1:R, August 1 97H, ,\'\; Inle'tyiew, Vicente Tan. May [ 5. l �m(J; Tan ,  'The Uneven 

Hand," 1 29- 1 '\0; and Events Behind (he Closure of Continental Bank,"  2-,). One of 
the regime-controlled newspape'rs claimed that Tan was about to flv out of the country with a 
suitcase full of dollars; Ffo1:Rreported in 1 971l that he had heen arrested "while attempting to 
leave Manila airport for an overseas t rip . . .  and detained [,)[ misappropriation of deposits 
and other financial irregularities." 
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stated procedures for dealing with a failed bank, recently revamped in the 
1 97 2  reforms, were almost entirely circumvented-and the Central Bank 
let Ver's Presidential Security Command take charge of its OWTI , extralegal, 
punishmen t of Tan.  The Monetary Board ordered the closure of the bank 
on June 24, but-contrary to the provisions of the law-did not even 
examine the bank's condition until after it was closed dmvTI .4Y Meanwhile, 
Marcos signed letters of instmction for Ver to seize Tan's assets and to turn 
them over to the Central Bank. But according to a senior Central Bank 
ofticial involved in examining Tan 's assets, they n ever heard from-and 
never challenged-Ver's intelligence agency if Ver got to an asset first.50 
Tan was initially charged by the military with violating " anti-graft" statutes, 
and the Central Bank's own charge sheet against Tan never prospered.51 

If  the regime were sending a message to bankers, the Central Bank's 
charges could have been most prominently and forcefully pressed. But as a 
former presiden t of the Bankers Association of the Philippines speculated, 
Tan was arrested "not in connection with his shenanigans in the banking 
industry, but to teach him to be more pliable. "52 Indeed. there was nothing 
unusual about his shenanigans: many commercial banks were heavily re
liant on the volatile money market, and many bankers were plundering 
their own banks for loans to related family enterprises. His crime, if one 
can call it that, was the crime of poor connections-oflacking the sine qua 

'" The examination (which found a condition of insolvency) was not completed until 
August-weeks after the bank's closure. Ramon Orosa, the hanker who in later vears ac
quired the banks from Tan. maintains that the Central Bank undervalued the hank's'assets in 
the examination, Moreover, he said it was conducted specifically to ':justify the closure," and 
was init iated after the Central Bank received "a call from the Palace," Tan, "The Cneven 
Hand, "  206; Interview, Ramon Orosa, fonner president of Phi lippine Commercial and Indus
trial Bank and fonner chairman of International Corporate Bank, May 4, 1991. 

-,0 Letter ofInstruction No. 1 99, from President Ferdinand E. Marcos to the Secretary of 
National Defense and General Fabian Ver, Nat ional Intelligence Securi ty  Agency (NISA), 

J\lne 29, 1974. According to the Central Bank otlicial, Tan's properties were very valuable; he 
used the money that he acquired (often fraud ulently) from his banks and his investment 
house to invest in "good property." Anonymous i nterview, mid-1990. Tan provided (under 
d uress, one might guess) powers of attorney tor the N I SA colonel in charge of his investiga
tion and intelTogation, thus facil itating the "legal" expropriation of bis  assets; in 1976, this 
colonel told Tan's lawyer in a courtroom that Ver would "account"  for Tan's "ser'urities, 
moneys, collectibles, al�d dividends . . in due time." CajmrrLs, [fagan, Alcantara 
& lVlosquedav. Virnlle T. Tan [and carpomtiolls]. Civil Case Q-".'l::t\O, Court of First Instance 
of Rizal, Quezon Citv Bnmch, May '\0, 22, 

'd According to the Central Bank there was essentially no i nteragency cooperation 
and Tan was never formally prosecuted, Ver's NISA looked LO the Central Bank 10 build the 
legal case. but in the Central Bank felt that t h e  National Bureau of[nvestigation should 
hanel!e the caSe many of the allegations against Tan dealt with "violations of non-
banking laws. "  In any case, this official admitted, th'e Central Bank lacked la'wyers "competent 
. . .  to build the case. "  Anonymous interview. 1 990. Tan tinds it "lamentable" that the Central 
Bank "did not even lift a linger to prevent a palpable travesty upon its own powers ."  Tan, "The 
Cneven Hand," 196, 246. 

,� Anonymous interview, f(lmler president of a Chinese-Filipino bank. 1 990. 
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non of big-time success in Philippine business. I n  the future, other busi
nesspeople ( especially those in the more vulnerable Chinese-Filipino com
munity) no doubt thought twice before refusing to cooperate with the 
Marcos regime. For Tan,  the only Philippine banker to endure such severe 
punishment for his the major question was "\-Vhy me, and not 
them?" I n  his Ph.D. thesis on the topic, Tan wrote: "V\t11y the Continental 
Bank appeared to have been especially singled out to suffer a dismal fate 
from among so many other banks where the closure order wlYUld probably be more 
justified, seemed inexplicably beyond comprehension . "53 H e  was correct: 
as far as the mle of law was concerned, many other banks would probably 
deserve to be shut down, as well. As far as political connections were 
concerned, however, it was hardly a matter "inexplicably beyond compre
hension. "  

For the next three years after the bank closing, complicated legal cases 
ensued, involving Cardinal Sin, General Ver, Governor Licaros, and others. 
The case did not move fonvard until 1 977, when ,  in exchange for his 
release after three years in the stockade, Tan signed over all of his remain
ing assets and liabilities ( including Victan and Co. and his claim to the two 
banks) to Ramon Orosa, a close associate of crony Herminio Disini. For 
Tan, the offer was a "passport to freedom."54 Orosa, meanwhile, worked 
out a clear division of the booty with his associate, Disini, who had long 
"been wanting a bank."  In the words of Or05a, they agreed that ''I 'l l  
take the dead one [Continental] and you [ Disini ]  take the living one 
[Philtmst] . "55 

The Cardin al ,  however, thought he was going to the losing end of 
the deal, because Tan 's agreement with Orosa neglected to recognize 
Philtmst's P I  million investment in Victan and Co. In any case, the Arch
diocese no longer showed any desire to give up its hank. The Cardin al 
wrote a stinging letter to President Marcos, lambasting "all these uses of 

53 Tan, "The Cneven Hand," 20,\ (emphasis addedL Tan's d issertation was completed 
four years alter he waS released from prison. and criticized the Central Bank's handling of the 
Repuhlic Bank, Overseas Bank, and Continental Bank cases, Quite incredibly. the committee 
that supervised this thesis lambasting the Central Bank included not only an ex-bank exam
iner Oose P. Sevilla, t" mleriy OIl the board of V ic tan and Co.) h u t  also Andres V. Castillo. the 
former governor. 

54 Fl'ER, August 4, 1 978, 34; Tan, "The t;neven Hand," 2 1 8 .  See also "QlllSumbing [eI al.] v, 
Vicente T. Tim {and wrj}(Jmlionsj. " May ,\0. 1 978,  38-49. and "Facts and Event s  Behind the 
Closure of Continental Bank ." p.  3. 

5S Interview, Orosa, Apri l  30, 1 991. Iu late 1977, Orusa Continental Bank as 
International Commercia! Bank, or Interbank. Several observers of the banking industry 
explained that Philtmst had a far healthier loan portfolio than Continental's. because the 
Roman Catholic Archdiocese of ;vianila had long practiced a very conservative loan policy. 

The Investment and Underwr i t ing Corporation, an investment house jointly owned by the 
Orosa familv and the HerdLs (Herminio Disini) bad been hard-hi t  by the closure of 
Continental Bank. since they had a gross exposure million in the failed institutiorL 
FEER, August 4, 1 978, ,H· 
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governmental power in order to favor [ the Disinil group of businesses." 
Cardinal Sin was now attacking the regime that had earlier, in 1 974,  done 
him a good turn by going after Vicente Tan.  vVhereas in 1 974 Sin had 
expressed pleasure with the fact that Licaros and Ver had taken control of 
Tan 's assets, in I 978-now in the midst of a heated dispute with Disini
he said that Philtmst had "suffered more than enough from the persistent 
efforts of the Herdis group to gain control of the bank, by means that do 
not sit well with the lofty ideals and moral principles of the New Society. "  
Licaros, who had been engaged in a n  increasingly bitter and complex 
dispute with Sin over the disposition of Philtrust, seemingly sided with 
Disini and used the powers of the Central Bank to harass the Archdiocese 
and Philtmst':'() 

Later in I 978-probably in exasperation-the Archdiocese sold its still
undisputed 33 percent share of Philtmst to a businessman by the name of 
Emilio Yap, an associate of the family of First Lady I melda Romualdez 
Marcos. This shifted the dispute from Church versus Disini to Imelda 
versus Disini-in effect. i t  was now a dispute within the Palace. Imelda 
pressured Disini ( the husband of her cousin)  to sell his share in Phil trust 
to Yap, and in the end Disini's people kept one bank (Continental ) ,  while 
I melda's people got the other ( Philtmst) . In this way. two factions of the 
Palace got in on the booty.')7 

"Ii I t seems that Sin wanted the bank back, and Licaros wanted the final payment of the 
orij.iinal sale to he completed (usinj.i hmds presumahly obtained h'om the sci"ure of Tan 's 
assets) .  In August I 97(), General Vcr had arbitrated an aj.ireement between Sin and Licaros i n  
which t h e  Archdiocese would retain a majority holding in the bank yet return a p,)" m il lion 
loan that Tan had earlier gran ted. \1an:os approved the agreement live mon t hs later. but 
then did a quiek ahout-face: as the fI�tRreported, "the sllspicion was that Herdi, had lobbied 
against the [Sin-Licaros 1 agreement" so that he and Orosa would obtain controlling iuterests 
in the two banks. 

In 1 97 7  (apparently in support of Disini ) ,  Licaros reSUlTected the issue of Phil tmst's 1 974 
investment in Victan and Co., and demanded that Philtrust withdraw the investment. The 
Archdiocese, which had earlier disapproved of the investment, was now reluctant to withdraw 
i t  because through its "con tinuing stake in Victan . . .  the hank retains a legal standing to 
question the transfers made by Tan of his assets to the Herdis group."  As punishment for not 
divesting, the Central Bank cut ofl Philtrusl's reciiscoulltitlj.i faci lities and branching facilities 
in late 1 97 7-the first t ime in six years that snch a penalty had been levied against a 
commercial bank. The Church seems to have heen greatly aj.iitated at the severilv of this 
treatment, and soon thereafter gave up its tight to retain Philtntst. /·EER, August ,1 , 1 9711, 32-

lEER, Septembt'r 29, 1 97 11, 6:-;; AugUM + 1 9711, :{5 :  Anonymous intelview, fomler bank 
president. Meanwhile, Orosa was eased out of the deal al together. Although he had heen the 
one 10 reopen Continental as International Balik (or I n terbank) in September 
1 97 7 ,  he had to sell the ban k to Disini in 1 9110. ohselVers describe it as a 
"friendly deal," hut i t  was not  a deal that O rosa chose to As Orosa explai ned, " nobody 
came and threatened me," but there was "a 'suggestion ' from the Palace" that he sell. 
Interview, Orosa. May 4, 1 99 1 .  

After the I,dl of President M arcos i n  1 9H6, Vicente Tan continued to press lawsuit after 
lawsuit l,)r the return of the bank to what he considered "its rightful owner" -h imselt. But he 
seemed to lack any effective inside connection, to the Aquino Palace: since h e  was a nobody, 
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The case of Continental Bank highlights the continuing fragility of the 
Philippine financial system, even in the midst of the first major reform 
effort of the postwar years. Licaros dubbed himself a " fmstrated admin
istrator," and found it "unfortunate that time was against us in the case of 
Continental Bank."  Quite clearly, the entire system of bank supelvision was 
at faul t  for not detecting and curbing the rampant abuse of Continental 
Bank at  any earlier date; the Central Bank's failure to adequately supervise 
the banking system led to the worst bank mn yet to hit the postwar finan
cial system. In broader terms) the case displays the heightened arbitrari
ness of state power at a time when the powers of the state were greatly 
augmented by martial law. Shenanigans notwithstanding, the prosecution 
of Tan was a blatant abuse of state power by a regime intent on harassing 
political opponents and seizing their assets. The powers of martial law did 
little to strengthen the Central Bank as an institution; rather, it was enlisted 
as a junior partner in pursuing the aggrandizing goals of the Marcos 
regime.'iH 

The instability of Continental Bank's closure was followed two years later 
by a nm on the Yujuico family's General Bank and Tmst Company, or 
Genbank. In 1 974) the bank had been among those that experienced a 
nm on its resources in the wake of Continental Bank's troubles, but nei
ther equity infusion from DBP nor partnership 'with a bank had 
been successful in restoring it  to good health. 59 Crisis struck once again in 
late 1 976. when problems at  the Yujuico-owned investment house pro
voked a second nm on the bank. The Central Bank for emer ... 
gency loans from state-owned Land Bank, but unlike the 1 974 bailout, this 
time the government took over Genbank management. As we shall see) in 
a matter of months the bank was sold-at very favomble tenns-to a group 
of investors led by a rising Marcos crony. 

Given the severity of the abuses that were publicized in later years, it is 
hard to imagine that the Central Bank had no early warning about 
problems within Genbank. After closing the bank in 1 976, the Central 
Bank disclosed details of heavy DOSRI abuse-and by 1 978 considered 

he got nowhere wilh his claims. III the late 1 9i1os, his business empire was so diminished as to 
be based in a small apartment fronting Manila Bay (on the wall of the apartment, it is 
Interesting to l1ote. hung a l ife-size oil portrait of his old friend, Cardinal Santos) . I nteI\iew, 
Vicente Tan, \fay I .�, 1 �jt)0. 

CB Rmin.1I. August 1 :�. 1 97 .1 , 7 . A fu ller account of the Continental Bank episode can be 
found in Hutchcroft, "Power and Pol itics in the Philippine Banking I n dustry: An Analysis of 
State-Oligarchy Relations." in Pall!'!'ns of Pown and Polilin in Ilu' Philippines: ImtJlim/iorH jor 
lJf'1Jeiofnn,ml. ed . James F. Edcr and Robert L. ¥ou nj.iblood (Tem pe : Arizona State Un iversity 

for Southeast Asian Studies, 1 99.1 ) . 
fFER, Aug ust 2, 1 974, 30, August 2 7 ,  

and August 1 il, 1 971\, 53; SGV, Vim /my 
in fhp Philippinps, variOHS issues. 

F.. January 1 1 , 1 977, 56, March 3, 1 97H.  
Kry Of/iens and Board AII'm"",:, oj Commrniai 
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filing criminal charges against the Yujuicos in connection with these loans. 
I n  the end, the family lost its bank but managed to escape further punish
ment for its misdeeds; to be sure, they could be thankful for treatment far 
more lenient than that earlier accorded Vicente Tan.6o 

The bank runs of the mid-l 97os, especially the Continental Bank deba
cle, forced the Central Bank to respond. As we have seen, the financial 
difficulties of 1 97 4  and 1 976 can be traced to inadequacies of the regula
tory apparatus, continuing DOSRI abuse, and the instability of the money 
market. The first two problems were of course central targets of the re
forms of 1 97 2 ,  but within five years even Licaros seemed to be pessimistic 
that they would be resolved any time soon. The third problem, however, 
could be more effectively addressed. Licaros blamed the Continental Bank 
mess on inadequate supervision of the money market and the investment 
houses, and eventually ( in early 1 976) the Central Bank adopted a series 
of measures that greatly reduced both the attractiveness and the role of 
money market instnlments. 

The impact on investment houses was most severe, since the central 
element of their business was now greatly curtailed. The commercial 
banks, however, had little to lose: their substantial business in deposit 
substitutes was replaced by increases in savings and time deposits (for 
which they faced no competition from investment houses) . In the early 
1 9705, many banks had rushed to develop ties with or establish investment 
houses; by the late 1 970s, however, the rapid growth of the investment 
houses and the money market had been arrested by Central Bank regula
tions that clearly favored the banks and their more standard financial 
instruments.61 Just as the Central Bank was proving incapable of effective 
refoml of the banking sector, it nonetheless displayed the capacity to 
rechannel financial intermediation away from the investment houses and 

60 In 1 974, Licaros tried to explain away the ditTerence between the treatment of Gen-
bank and Continental Bank bv that Genbank qualified for government eqUIty as-
sistance by virtue of i t� solvt"ncy

' 
the absence of "large-scale frauds by officers or principal 

stockholders that would impair the viability of the bank i tself." Such arguments became 
increasingly problematic in later years, when it was revealed that Genbank's DOSRI loan: 
totaled P I  72 million. 29 percent of the bank's total loan portfolio, Of the DOSRI loans" ')6 
percent were unsecured. "Speech Deliven:rl by Ct"ntrai Bank Governor G,S, Licaros Durmg 
the 58th Anniversary of the Philippine National Bank, Manila, July 2 2 ,  1 974:' CB Revww, 
August 1 3, 1 974, 6-7. at 7 ; Fi-1::R, March 3, 1 97f!, 1 45 ·  . III The Central Bank increas<:d taxes and resclv<: r<:quirements on money market msuu
ments, introduced an i nterest rate ceiling on short-tenn deposit substitutes, and raised the 
minimum size of money market placements. At the same time, i t  raiserl i nterest rate ceilings 
on savings anrl time deposits, Licaros speech to PNB. en Re1liew, August 1 3. 1 974: 7; LlC
uanan, 38; World Bank-lMl-� 26-27. 6 1 -6:3; FI'ER, September 2.1 ,  1 979. 7 7 .  L.euanan 
reports that deposit substitutes registered .')0 percent annual growth m the two years pnor to 
the 1 976 regulations. and annual growth a year afterward. Accordmg to World 
Bank-IMF data, deposit declined from 80 percent of the total of tmle and saVIngs 
deposits in 1 974 to 43 percent in 1 978. 
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toward the commercial banks. A major reason for the success of the 1 976 
measures, one might surmise, is that they provided little challenge to the 
powerful social forces found within the banking system. 

The R ise of the Cronies 

The preceding discussion highlights how obstacles to bank reform and 
problems of financial instability were far from resolved by martial law; 
above all, however, this period is best remembered as one in which crony 
capitalism, as it came to be known, brought unprecedented changes to the 
ownership structure of the banking system. We have already noted the 
enormous degree of favoritism in the state apparatus in the pre-martial 
law years; under Marcos-style authoritarianism, however, the mler's favor 
or disfavor achieved more importance than ever. Vicente Tan experienced 
the ruler's disfavor in an especially dramatic way, and later complained 
bitterly of what the "uneven hand" of ban k supelvision did to him under 
the m�rtial law regime. The favor of the regime, however, produced some 
equally dramatic success stories, as those with the best access to the politi
cal machinery reaped unprecedented gains. PNB and DBP loan portfolios 
were now monopolized by a much smaller segment of the elite-and, as 
we shall see, the shameless plunder by Marcos and his cronies in the 1 9708 
continues to be a drag on public finances in  the 1 9908. A dozen banks
the vast bulk of which were in a weak position-ended up in the hands of 
Marcos and his associates. Moreover, certain banks were highly favored by 
the Central Bank and the Palace in the granting of selective credit and 
special privileges. 

The case of Allied Bank is particularly illustrative of the success that can 
come from favorable access to the political machinery. The bank's 
founder, Lucio Tan ,  was probably a Marcos associate even before 1 97 2 ,  
when h e  owned a small cigarette factory in Ilocos ( the home region o f  the 
president) . But it was only with the declaration of martial law in that year 
that his meteoric ascent began. By 1 980, thanks to extensive support from 
the Palace in gaining tax, customs, financing, and regulatory favors, his 
Fortune Tobacco Co. had become by far the country's largest maker of 
cigarettes. In return, Lucio Tan is said to have provided large contribu
tions to Marcos and his New Society Movement, and cut the president into 
a large equity stake in his fimls. Marcos also signed into law a cigarette tax 
code that had actually been ",Tinen by Fortune Tobacco, and-as ifwriting 
the tax laws wasn't enough-Tan allegedly printed, with impunity, his own 
internal revenue stamps for use on cigarette packs.62 

62 By the end of the Marcos years, Tan had diversified hi" interests into ch<:mical manufac-
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Lucio Tan ' s  e ntry i nto the banking sector came i n  1 977, w i th the failure 

of Genbank. A� noted, Genbank experienced a second major bank run in 

December 1 �176. after which lhe Central Bank arranged for it to be 

rescued-and taken over-by Land Bank of the Philippines. According to 

press reports a t  the tim e ,  Licaros i ndicated that Genbank "is likely to be a 

S tate bank for a long time, if not  permanently": in early 1 977, " high 

Central Bank officials" were assigned to "sensitive posts" within the bank. 

Land Bank held 60 percent  of the bank's shares, and a numbe r  of parties 

expressed i n terest in the 40 percen t share of the Yl�juicos. The CB Review 

reprinted a local press story explaining that this minority interest was to 

sell for roughly P200 million; after payment,  the Yuj uicos were to forward 

the money to the Central Bank to cover the roughly P200 million in 

advances that had already heen given to the troubled bank.6;� 
I n  late March, however, there seems to have been an abrupt change in 

the government's plans for Genbank. Th e Central Bank declared the bank 
insolvent, and warned that i ts continuation in business would en tail "a loss 
to depositors and creditors . "  I nterested parties were given only three days 
to submit bids, and in a rush sale Lucio Tan and his  associate, textile 
industrialis t  Willy Co, won out over other bidders. According to charges 
made in a 1 990 court case, Tan allegedly conspired with Licaros to pur
chase the bank at the rock-bottom price of P 500,ooo-a mere fr.1cr.ion of 
the P zoo million price tag reported only weeks before. Land Bank f�lded 
out of the picture altogether, and it  is not clear what price it received ( if 
any) for i ts 60 percen t  share. Despite the onidal ban on new bank licenses, 
Genbank's license was discontinued and Allied Bank began as an entirely 
new legal entity. The exact reasons for this are not known, but i t  probably 
released Allied from assuming some of the bad loans of i ts predecessor.64 

turing. hog farm ing. textiles, distilling, brewing. trading, real estate. hotels, and banking. See 

FEER, December I .'"  1 9RR. ' I  \! - I  G. Backgronnd on Lucio Tan also comes from Yoshihara 

Kunia, Thf Risp oj hsatz Capitalism in SouthEast Asia ( Quezon City: Ateneo de Manila Press, 
J (JS R ) ,  7 1 ,  , RR-H9. 

fi� H'l�R, .Janllarv Lj, I g7 7 ,  ')S and Febmar)' I l ,  1 977,  ] ()4; Philippinps Daily Expres.l. Febm
ary 26, ' 977,  reprinted in CB Rruiew. March I ,  I !l77, 6. The Yujllicos were f(Jrced to sell out; 
all the prospective buyers were Chinese-Filipino. Because no new bank licenses were to be 
granted , purchasing a defunct institution slich as Genhank was the hest way to get into the 
banking business. 

{\ ! PEER, April R, ' 977,  1 4'),  and December , '), ' 9RR. J ' 3 ;  ;\'1'7[!.>rlav, August 2H,  ' 990. Graft 
charges were filed 011 August 27 ,  1 9!)O against Tan and others by the Aquino government's 

Philippine Commission on Good Government (peGG ) .  The charges were based on testi
mony from fonner Governor Laya an d  a senior deputy governor, Two former senior Central 
Bank ofIicials confirmed that the sale took p lace under highly questionable circumstances. 

Anonvmous intelviews, I qqo. The PCGC c harged that Tan purchased the bank for only 
P')oo:O()O, when its actuai �all!e was PtiRX million ( that is. the bank was purch ased for less 
than I percent of its actual value) , \OVhik the PCGC's valuation was probably high, the final 
price was nonethelei>s widely considered an extraordinary bargain-especially given the 
prevailing restrictiom on bank l icenses. See PFFR, April 8 , 1 977,  ' 4').  and August 24, 1 989; 
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Finally, there al'e charges that even before the bank reopened i ts doors the 
Cen tral Ban k provided it with an "emergency loan" of P350 million.6", 

According to SEC records, there were se\'en investors, including Tan, 
each holding 1 0  percent to 1 5  percent  of bank shares. By 1 978, a business 
correspondent reported that the bank "serves as model for other similarly
afflicted banks, and i ts transformation is being cited by the Government as 
an argument for broadening ownership and professionalizing manage
ment of banking institutions and also f()r breaking up capital links be
tween bank and non-bank undertakings. "66 B u t  the ownership picture i s  
seemingly far more complicated than SEC data would lead u s  t o  believe . I n  
later years, there were allegations that Marcos himself acquired 6 0  percen t 
of the bank; indeed, many of the in\'cstors were charged ,,"ith fron ting for 
the Palace. Although there is seemingly no firul evidence available on 
Marcos's precise share of t h e  bank, i t  is clear that what was to remain a 
"State ban k" quite quickly became a "regime bank" instead. Far from being 
a model for "broadening ownership," Allied was rather an exemplar of 
crony-capi talist acquisition .67 

Regardless of the precise extent of Marcos family ownership, i t  is clear 
that Tan and Vice-Chainnan Wi lly Co enjoyed stellar political connections. 
Co's excellent access to the Cen tral Ban k (he was a freque n t  visitor t o  the 
governor's office, one veteran journalist recalls) seems to have been espe-

and New,ria),. August 2H. 1 990 and September I ,  1 990. The PCCG seems to have derived its 
vdluation from a late 1 gRos lawsuit brought bv the Yuj uicos, who charged that Tan "arbitrarily 
and fraudulently" took over the hank with the support of Licaros. FUR, December 1!'. 1 988, 
H 2 .  

"" Manila (;hmnirle, Febmary 1 8, I gR9. The valuation o f  Genbank's debt to the Cen tral 
Bank increased fro m roughly P:!OO million to over P:�oo million, and Allied reportedly began 
to repay this debt in July 1 9 77· Asian />luana, May 1 5 , 1 976, 73. 

fin Data of th e Securities and Exchange Commission on corporate organization and own
ership ( hereafter "51':(: data" ) ;  FEA'R, March 3, 1 978, ')2. 

67 These charges were made by the PCGG. which claimed that equ ity shares were provided 
to Marcos in exch;mge for "presidential favors an d  other concessions," iVlanila (;hronirLP, J"ly 
28, 1 91'\9, and Nnt·srlaY, .Ianuary 2 2 ,  1 99 1 .  It is not known when and to what extent Marcos 
acquired a stake in the bank, but according to Rolando Gapud. M arcos's financial ad\-iser, 
Marcos had bv J !lR!) "formal ized " a 1)0 pcrcent equity stake in Shareholdings. Inc .. a holding 
COmpany that, in  turn, owned shares in many Tan enterprises ( including Allied Bank) ,  
Rolando Gapud , "Sworn Statement." Hong Kong. Jan uary I .J. , ' 9R7- Tall himself acknowl
edges that Marcos took a Slake i n  his firms. In response to charges that he was a Marcos cron}'. 
Tan "insisted that he was not a crony and was in ract a victim of the l'Jnner president who look 
Over hugr shares in his !mslnessps. " Manila Chronic/I', ;'\ovember 9. 1 9R9 (emphasis added) . 

One possibility is that Marcos simply assumed the (lin percent) Land Bank share of All ied . 
�nd Tan and his associates purchased what was formerly the (40 percent) "ujuico family 
tnterest. \-\'hile it is not possible to identily the dummies that Marcos may have used, it is 
Worth noting that one stockholder was fonnerly head of :Vletrocom , Marcos's " special para
military and police unit" and another the husband of the president 's  private  secretary. 
Newsdav, Jan uarv 2 2 , J 99 ' ;  Ricardo Manapat, Som, Am Smarin Thall Othrt:\·: The Hi.ltmy of 
Marros' Cmn, CajJitalism (:'.Jew York; Aletheia Publications, 1 99 J ) .  347; PhilippirlPs Daily (;uI1I('. 
October 23,  1 990. 
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cially beneficial: Allied was among the most favored commercial banks in 
selective credit allocation between 1 977 and 1 980, with over 36 percent of 
its assets financed by two key sources of largesse.6H Moreover, Allied had 
the most favored access to both government-guaranteed foreign loans and 
the 'Jumbo loans" of the "Consolidated Foreign Borrowing Program" (a 
source of riches, between 1 978 and 1 983,  in which the Central Bank 
contracted large amounts of foreign debt, assumed the currency risk, and 
disbursed the loans to favored banks) . In effect, Allied was able to bypass 
the painstaking process of building up a large deposit base, financing its 
assets instead through booty readily grabbed from the Central Bank.  The 
bank enjoyed swift growth in total assets, and wen t  from thirteenth-to 
third-largest bank between year-end 1 977 and year-end 1 979 (exceeded in 
size only by PNB and Citibank) .69 

Allied Bank, of course, is only one of many examples of banks that 
ended up in crony hands and received special favors from the Central 
Bank and the Palace. Because Marcos had more power and longer tenure 
than any other Philippine president, he and his associates had unprece
dented opportunities to reap patrimonial largesse-an important part of 
which was the acquisition of a major chunk of the private banking system. 
These acquisitions, however, were not part of a general policy of expropri
ating the assets of the banking community as a whole. As the regime's chief 
ideologue explains, the impulse toward crony capitalism was present from 
the start, but Marcos often had to take "measured steps" and wait for 
opportunities to present themselves. The fact that oligarchs controlled 
crucial independent resources meant that he could not afford to antago
nize them as a group; in a world of mobile capital, Marcos knew that he 
would undermine overall business confidence if he acted too generally 
and too rashly against his rivals. Those who "stay [ed 1 in the middle of the 
stream" faced no clear threat of losing their banks to regime forces. The 
regime's acquisitions seemed to follow a "kick 'em when they're down" 
approach: as opportunities presented themselves, the regime did not hesi
tate to move against selected targets-most of all bankers swimming 

6H Interview, Leo Gonzaga, f()[mer business correspondent of the FEER, February 6, I ggo. 
The two selective credit programs-rediscounting and swaps-are discussed further later in 
this chapter. Fonner senior Central Bank officials have confirmed that the Licaros-Willy Co 
relationship was central to these favored allocations-particularly swaps. Anonymous inter
views, 1 99o. 

W Allied tops all other private commercial banks in the amount of medium-and long-tenn 
foreign dir"ct borrowings: $6H million, or I H percent of all direct borrowings in which private 
commercial banks are listed as original obligor. The loan guarantor was the national govern
ment. Central Bank of the Philippines, TotaIForeign f>'xrhange Liabilities as ofDrcemhl'T 3 I, 1986, 
vol. IV ( Manila: Central Bank of the Philippines, n.d. [ 1 9S7?] ) .  The vast bulk of ':jumbo 
loans" went to PNB, OBP, and the national government, but the Central Bank acknowledged 
th" unique role of Allied in the program. eB Rrview, August/September I gH2,  p. 23; see also 
Central Bank, Statistical Bulletin, various issues. See Appendix 2 for a ranking of banks by size. 
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against the prevailing political currents, or bankers whose banks had hit 
the rocks.70 

Some twelve banks-almost all of which were in a weak position
ended up in the hands of Marcos and his cronies during this period: 
Continental Bank was reopened as International Corporate Bank under the 
control of crony Herminio Disini. Pilipinas Bank of crony Ricardo Silverio 
( the successor to a bank formed from a 1 976 merger) was kept alive with 
generous equity assistance from state banks. Jose Cojuangco's First U nited 
Bank was purchased by his nephew, Eduardo "Danding" Cojuangco, on 
behalf of the Philippine Coconut Authority and with funds provided by 
the coconut levy, renamed United Coconut Planters Bank, and controlled by 
a small group centered on Cojuangco. Genbank became Allied Bank, un
der a group of investors led by Lucio Tan .  Emerito Ramos eventually sold 
Overseas Bank of Manila to a group close to Herminio Disini, which re
named the bank Commercial Bank of Manila. The Philippine Bank of Com
munications was steadily acquired by a group of investors led by Ralph 
Nubia, the main liaison between Marcos and the Chinese-Filipino business 
community. Controlling interest in the Philippine Commercial and Industrial 
Bank of the powerful pre-martial law clan of Eugenio Lopez was assumed 
by regime interests led by Benjamin "Kokoy" Romualdez (the brother of 
First Lady Imelda Marcos) .  Philippine Trust Company ended up in the hands 
of Emilio Yap ,  a friend of the First Lady's family. Philippine Veterans Bank, a 
bank nominally owned by World War I I  veterans and almost entirely be
holden to the government for support, had most of its shares "held in 
trust" by the veteran with all the bogus medals, Ferdinand Marcos. Re
public Bank, after the death of Pablo Roman in 1 978,  was transferred to 
Roberto S. Benedicto, a fraternity brother of Marcos who was head of the 
Philippine Sugar Commission, and renamed Republic Plan ters Bank. 
Traders Commercial Bank also wen t  to Benedicto, was renamed Traders 
Royal Bank, and used to handle financial transactions for the regime. 
Finally, Security Bank reportedly came to be controlled ( through front 
companies) by Marcos himself, and took major responsibility for the presi
dent's personal financial transactions. 

Each case, of course, is a story unto itself; together, they reveal how 
Marcos and his cronies were quick to seize the many opportunities that 

70 Interview, Cristobal, June I g, 1 gH9; Interview, Chester Babst, fomler president, Pacific 
Banking Corp. ,  April 27, 1 990. Babst's swimming metaphor was advice he gave to his fonner 
boss, the Chinese-Filipino founder and chainnan of Pacific Banking Corp(wation, Antonio 
Roxas-Chua. After the cieclaration of martial law, Roxas-Chua was detained for about a week 
(.apparently on charges of "economic sabotage") . He had supported Macapagal in the clec
twn of 1 965, and gotten on the wrong side of the regime. After Babst helped him get out of 
Jail, he listened to the advice and subsequently supported Marcos-"at great cost." The 
benefits, however, seem to have exceeded the costs: with Babst', help, Roxas-Chua never 
agam tangled with the Marcos regime. 
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5 .  The Central Bank of the Phi l ippines headquarters, an imposing structure on the shore of Manila Bay, 
constructed during the term of Governor Gregorio S. Licaros (1 970-1 981 ) .  Photo credit: From the 
Business World collection. 

presented themselves. After acquiring their banks, Marcos and his cronies 
used them in much the same manner as the earlier bank owners had: to 
support diversified fam ily conglomerates and to extract as m uch boot.y as 
possible from state agencies. ( A  crony conglomerate, obselVes Fabella, is  
merely a fam i ly conglomerate "with additional clout thrown in.  ") 7 1  The 
major difference is  that  martial law provided particularly sustail;ed and 
unhampered access to patrimonial largesse. 

This "additional clout" enabled them to grab large quantities of selec
t ive credit and other benefits. The most important privileges to be gained 
from the Central Bank, aside from the bank l icense i tself, were redis
counts, foreign exchange swaps, foreign loans, government deposits, and 
branch licenses-all of which were disbursed with a great deal of favor
itism. Moreover, troubled banks with good connections enjoyed emer
gency loans and generous equity i n fusions hom state banks-while other 
u n fortunates in similarly dire straits were taken over. Examples i nclude the 
receipt of bank l icenses by All ied and Producers, contrary 10 general pol
icy; Allied's very favorable allocations of foreign loans,  rediscounts, and 
swaps; equity infusions for Pilipinas Bank and Republic Bank; and {J CPB's 

7 1  Interview. Fabel la, .June I � , 1 990. 
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6. First Lady I melda R. Marcos, President Ferdinand E. Marcos, Finance Secretary Cesar Virata, and 
Central Bank Governor Gregorio S. Licaros (1 970-1 981 ) at the blessing of the Central Bank mint in  
Quezon C ity, September 1 978. Photo credit: From the Business World collection. 

interest-free deposit of the coconut levy. M etrobank, furthermore, was 
given a highly disproportionate number of branch licenses between 1 97 4 
and I g77 ;  other Chinese-Fili pino banks also did very well for themselves 
during the Licaros years. 

Rediscounting, the most important source of selective credit  over time, 
became important to private banks in the I g605. As i n  earlier years, h ow
ever, l is ts o f  priorities remained nearly all-encompassing-and the selec
tion of recipients had l i t tle  to do with any objective development cri teria. 72 
There was particularly clear-cut favoritism in the allocation of Central 
Bank redisconnts during the Marcos years. Crony banks such as Allied 
Bank, Imerbank, and Republic Plamers Bank were at times able to finance 
one-quarter to one-half of their assets fro m  subsidized credi t-a level that 
far exceeded the average of all private domestic commercial banks. 

. 
The disbursement of foreign exchange swaps was especially important 

m the late I �)7 os and early 1 gHos-and in early 1 gt h became a m ajor 

72 Anonvmous interview, tonner bank president, mid-1 99°. The list i s  d iscllS,cd and re
pnnted in Winifrida V. Mt;jia. "Financial Policies and Industrial Promotion," in fndu.I/lilll 
Promo/iml Policies in the Philippines, ed, Romeo M. Bautista, John H. Power. and Associates 
(Manila: Philippine Insti tute t()r Development Studies. 1 979) . 409-zx. at "1 1 6- 1 7 . 42 I -ZK.  
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hlCtor i n  Licaros's resignation. Swaps occur when "a commercial bank 
obtains a foreign currency loan or deposit. converts the currency ( typically 
dollars) into pesos, and purchases forward dollars at a favorable rate from 
the Central Bank"-effectively shifting currency risk from the private sec
tor to the public sector. This privilege accorded high profits to beneficia
ries, and was disbursed on a highly discretionary basis. Patrick and Moreno 
reported that "control over large amounts of rediscounts and even modest 
amounts of swaps has been centralized at the highest levels , "  and that 
Licaros seemed to have "personally approved every swap transaction over 
$ 1  million . . . .  Favoritism, rather than equal opportunity to Central Bank 
credit by objective criteria, seems important ."  Again ,  among the largest 
recipients were crony banks (PCIB, Allied, and Security) . Other beneficia
ries reportedly paid kickbacks for favordble allocations. 

There is strong evidence that controversy over the allocation of swaps 
forced Licaros to resign h is post in early 1 98 1 .  Licaros's successor,Jaime C. 
Laya, acknowledged soon after taking office in 1 98 1  that there was a 
"house-cleaning" effort within the Centrdl Bank in the wake of alleged 
irregularities in allocations of 'Jumbo loans" and swaps.  One ranking 
Central Bank official explained that Licaros's son was involved in the 
allocation of swaps.  ( "I t  was understandable if you go to someone in the 
Central Bank [ to arrange swaps] , "  he said, "bu t to go to the son?")  Another 
senior official freely discusses how Licaros "got caught .\lith his hand in the 
till.  "7:, 

Conclusion 

If there was one period in the postwar Philippines when the state might 
h ave been able to effect serious reforms in the banking industry, it was after 
the declaration of martial law in 1 97 2 .  The powers of state regulators were 
heightened relative to the longstanding power of the social forces in the 
Philippine banking industry, and it might have been possible to begin to 
resolve some of problems created by a han king system so thoroughly domi
nated by the particularistic interests of oligarchic families. Moreover, by 
the late 1 970S the Central Bank was handing out particularly l arge quan
tities of foreign loans and other instmments of selective credit, and one 

70' Patrick and Moreno. 3 2 2 ;  Laya. "A Period of Adjustmen t," Fookil'1l TiT/IPS Ph ilij,pine5 
}i:ariJook 1 98,-84, 1 6 1 ;  Fmtlliu:. Julv 27,  I 9f1 I ,  ,\4; Anonymous i nterviews, 1 990. Moreover, 
Fortunp<:xplicitly connects corruption over foreign exchange deals with the quiet resignation 
of a senior Cen tral Bank otlicial who was never punished, and Virdta-who, as we shall see, 
played a major role in l .icaros's resignation-admits they had disagreements over swaps, 
I nterview, Vimta. May 2,., 1 99 1 .  Data on selective credit aliocatioIl come from SGV. eB, and 
PNB SOllr('es, and are found in tabular fotm in Hutch croft. "Predatory Oligarchy, Patrimonial 
State: The Politics of Private Domestic Commercial Banking in the Philippines" (Ph.D. 
dissertation. Yale l1niversity. 1 993).  
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m ight initially presume that the distribution of such largesse would be an 
opportunity to increase institutional leverage in such areas as bank refonn 
and bank supervision. 

The power to dispense privilege, however, was squandered for particu
laristic gain,  and the Central Bank failed to acquire such leverage. Al
though Marcos professed the need to curb the powers of "an oligarchy that 
appropriated for itself all power and bounty," his dominant goal was 
merely to reappropriate the power and bounty into the hands of a new 
oligarchy based within his own regime. The ban k reforms were ultimately 
unsuccessful,  and the problems of bank instability deepen ed. Just as 
Marcos's modest land refonn program was coun teracted by the regime's 
rampant land grabbing, so were Marcos's modest bank reforms count
eracted by the bank grabbing of Marcos and his cronies.74 

As con tradic tory as his actions may appear to be, however, Marcos proba
bly saw a real complementarity between reform and plunder; indeed, he 
seems-quite rationally-to have viewed reform merely as a means of 
expanding opportunities for capturing whatever booty the system had to 
offer. It is as if Marcos grabbed power with a long-term vision of plunder, 
and knew that the more he built up the system the more booty there would 
be for him and his associates to enjoy. In the same way that Weber allows 
for a "bureaucratic rationalization of patrimonial mlership" that does not 
undermine the essential nature of that mle, one can say that Marcos's 
efforts at refonn were intended to streamline the plunder of the state.75 

An important consideration , i t  seems, is a regime's security of tenure. If 
there is a feeling that the regime wiII endure i n to the long term, there is no 
necessity to maximize gains in the short tenn. After the declaration of 
martial l aw, Marcos seems to have felt  secure enough to know that he, 
personally, would be able to reap the benefits of a better-nm state appa
ratus. He and Licaros wanted enough reform to help curb the crippling 
problem of bank instability and to improve the fun c tioning of the banking 
system as a whole-but at  the same time wanted to ensure their ability to 
milk the svstem selectively for their own benefit. Both of them began their 
careers of booty-gatherir�g with close involvemen t in the Cen tral Bank's 
allocation of f()reign exchange licenses in the 1 950S, and both had an 
intimate knowledge of the enormous opportunities and fundamental 
weaknesses of the Philippine financial system .  The more the weaknesses 
could be cured, they understood, the more secure their opportunities for 

74 M arcos, The Dmwrmtir Rl"oollltion, 6. Similarly, Doner f(mnd that major participants i n  
the Prog-ressive Car Manufac turing Program "fell that the im pact of martial law was largely to 
disrupt routine procedures and institutions," Particularly dismptive to the oyerall efiort was 
the relationship between Marcos and his favored crony in the auto industry, Ricardo Silverio, 
Richard E Don er, Driving a Bargain: Automobile indll.l/rialiwtion and /apamsf Finns In Southmst 
Asia (Berkeley: University of Californi a  Press. 1 99 1 ) ,  1 7 1 .  

Weber. Feanom), and SOlid)" II: I 09H (see also l o � 8 ) .  
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plunder would ultimately become. In short, it was entirely logical both to 
deal with problems in the banking sector and to make dpals within the 
banking sector. 

If we treat reform and plunder as complementary goals, we can better 
understand how even in the midst of clear attempts at increased regulatory 
capacity one finds the endurance of a high degree of arbitrariness in the 
operation of the state apparatus. In an era of tightening regulations, those 
with Palace connections could easily evade them; similarly, the targets of 
reform could be chosen quite selectively, depending on their relationship 
to the regime. As the powers of the Central Bank increased, little heed was 
paid to the nondiscrimination clause found in the recommendations of 
the 1 97 2  I MF-CBP Commission, meant to "assure equitable treatment" in 
all aspects of bank regulation. Indeed, one fonner Central Bank official 
regarded it as nothing more than a "motherhood statement,"  contradicted 
by "so many exceptions" made on the basis of "instnlCtions £i'om above."  
She concludes that-despite all the reform efforts-bank supervision ac
tually "deteriorated under martial law. "7(i 

I n  summary, not only did the reforms of 1 972 fall short of the mark but 
the rise of the cronies bred even greater havoc for the svstem as a whole. 
Under martial law, there were unprecedented changes �o the ownership 
stnlcture of the banking system and unprecedented advantages to those 
closest to the political apparatus. Indeed, as noted earlier, it was con
troversy over the allocation of selective credit that led to the resignation of 
Governor Licaros in early 1 98 1 .  The technocrats and the multilateral 
insti tutions-increasingly at odds with Licaros-probably expected that 
under his successor, Jaime Laya, the environment would become more 
hospitable to thoroughgoing reform. As we shall see, however, the logic of 
booty capitalism continued to overwhelm the need for reform. 

7" I M F-CBP, (io; In lf'lyiews, Valenzuela, April �5  and May 9, ' 9l)o. 

C H A P T E R  S E V E N  

Further Reform , Further Fa i l u re :  

Technocrats , Cron ies ,  and Crises , 

1 980-1 983 

In the morass of crony abuse afllicting the Central Bank, a textbook
style liberalizing reform effort intended to promote competition, longer
term credit, and greater mobilization of savings was undertaken between 
1 979 and 1 98 1  by the World Bank, the IMF, and Finance Minister Cesar 
Virata. By neglecting to pay adequate attention to the political realities 
around them, however, these would-be reformers created a package inca
pable of addressing the major problems of the Philippine banking system.  
Their efforts were almost immediately overtaken by the financial crisis of 
1 98 1 ,  triggered by the f1ight of a Chinese-Filipino businessman who left 
behind nearly $85 million in debt. An even larger political and economic 
crisis carne in the wake of the assassination of former Senator Benigno 
Aquino in August 1 983.  In the end, such problems as cronyism and in
stability not only undermined the financial reforms; they also proved far 
more important than the reforms themselves in detennining the nature of 
change within the financial sector. 

This chapter begins by discussing the composition of the reform pack
age and the politics of its promulgation. In the second section, I examine 
the politics of the financial crisis, and the massive bailout operation that 
fueled increasing business resentment against crony capitalism. The third 
section analyzes the overall impact of reform and crisis on the financial 
sector, and the conclusion examines the political and economic upheaval 
that began to shake the foundations of the Marcos regime in late 1 98;) .  By 
the end of this short period, it became increasingly obvious-even to the 
somewhat slow-witted multilateral insti tutions-that the endurance of 
longstanding political problems placed enonnous constrain ts on the cause 
of financial and economic reform. 

1 43 
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The Financial Reforms of 1 980 and 1 981 

The 1 980- 1 98 1  reforms consisted of three major elements, the first of 
which was introduction of universal banks, able to underwrite securities 
and take equity positions in manufacturing, agricultural, and other enter
prises. The goal was to encourage banks to make equity investments, as 
well as to promote longer-term lending and to inject competition into the 
financial system. Second, the reforms sought to liberalize interest rates and 
thus promote competition and savings mobilization. Third, selective 
credit allocation was to be restmctured with the goals of giving increasing 
weight to economic criteria and promoting longer-tenn planning. Virata, 
who claims parentage over the package as a whole, explains that its various 
components were motivated by concern that the bulk oflong-term finance 
came from foreign rather than domestic sources. 

Overall, Virata's reform package seems not to have conformed to 
Central Bank thinking. The 1 97 2  reforms, of course, were crafted by Li
caros and attempted to address increasing Central Bank concern over the 
stability of the banking sector. The new reforms, on the other hand, 
devoted surprisingly l ittle attention to issues of bank supelvision or bank 
instability, despite the overarching centrality of these issues in  previous 
years (and quite unlike either the recommendations of the 1 972 Joint 
Commission or the later 1 988 World Bank report, both of which were 
heavily influenced by Central Bank anxieties) . The first key element of the 
refonns, the creation of universal banks, was a source of particular dispute. 
As Fabella explains, "Licaros was not in favor of unibanking, Virata was
and Virata prevailed. "1 

To be sure, Virata and Licaros had very different approaches to the 
problems of the financial sector. The latter, as we have seen, was a career 
Central Bank official who possessed an inti mate understanding of how the 
banking system actually worked-and at the same time ensured that a 
portion of the system 's benefits would land on his own plate. Like Marcos, 
Licaros could simultaneously pursue the goals of reform and plunder. 
Virata, on the other hand, led the "technocrats, " a group of well-trained 
officials looked upon kindly by foreign bankers and multilateral institu
tions. He was far more comfortable addressing technical issues and mac
roeconomic goals than the power dynamics of the hanking industI)'-and 
widely perceived to be above the fray of cronyism and cOlTuption that 
surrounded him. 

New conditions provided Virata and his allies in  the World Bank and 
IMF with the leverage to push through their own brand of reforms. Up 
until about 1 978,  recalls Virata, it was "relatively easy" to obtain inter
n ational loans; by 1 980, however, the business press reported that "bank-

1 Interviews, Cesar Virata, M ay �4, 1 99 1 ,  and Armand Fabella. JlIne H, 1 990. 
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ers were hardening their lending rates (and attitudes) to the Philippines." 
The imprimatur of the multilateral institutions became ever more im
pOl·tant for ensuring continuing access to international loans. Marcos 
understood the game all too well, and readily elevated the public stature 
of his technocrats and their refoml agenda. As he proclaimed to For
tune in mid- 1 98 1 ,  "I' m  going to sit back and let the technocrats nm 
things."2 

Wben Virata, the I MF, and the World Bank proposed major refornls of 
the financial sector and the tariff stmcture between 1 979 and 1 98 1 ,  
Marcos-and all those with an interest in  continued access to foreign 
finance-could ill afford to ignore them. Even those in the Central Bank 
who initially opposed the reforms later wen t  along with them because they 
understood the stakes involved. "You have to see this in proper perspec
tive, "  one official explained, noting that Philippine "involvement with the 
World Bank . . . .  i s  a good relationship, with lots of loans. " Licaros, mean
while, was resigned to being a "guinea pig. ":l 

The reform effort began with a joint World Bank-IMF study of the 
financial sector in early 1 979. The mission's main criticism of the financial 
system was i ts failure "to provide adequate long-tenll finance, "  and the 
report argued that breaking down the functional separation between the 
activities of commercial banks and other financial institutions (particularly 
investment houses) would generate longer-teml lending (as well as "term 
transfornlation,"  whereby banks utilize short-term deposits in making 
longer-term loans) . In addition, they hoped to promote the development 
of the countly's weak capital markets, and encourage competition and 
efficiency within "a [ banking] community which does not, by tradition, 
welcome competition." 

In response, Licaros in August 1 979 created the Financial Reforms 
Committee-headed by long-time adviser Armand Fabella-which voiced 
major objections to the World Bank-I:\fF plan.4 The 1 976 regulations 
discouraging investment in money market instmments, argued one top 
Licaros adviser, were already moving the system toward longer-term lend
ing. In a report that probably expressed Licaros's views, he notes "strong 
reselVations" against allowing banks greater freedom to invest directly in  
nonfinancial enterprises, in part out of  fears that it would risk excessive 
concentration of economic power. Most important-gi\'en a history in 
which bank managements commonly lacked objectivity in "processing 

emtrat Bank Rruil'w, January 2 :\ .  1 979, 7:  In terview, Virala, :-'1av 24, 1 99 1 ;  Th" Banlin; 
April/ May 1 91)0, 1 37;  Fori!l1lf, July 2 7 ,  1 91) 1 ,  :\7 ;  see also Robin Broad, Unequal A llian cp. 
I 9 79-86: Thl' Vlorld Bank, Ihr [nlnllo/jonat Monetary Fund, and thf Philil>pinrs ( Berkeley: lhlher-
sity of California Press, I lJHR) . 1 77 .  

- -

� Broad, 1 47 (quoting Benito Legard a J r. ,  former Central Bank deputy governor) . 
1 World Bank-IMF, Thp Philippine,l; ihtlft/I '1 thf Final/cial Sedor (Washington. D.C.: The 

World Bank, 1 980) , i i ,  vii, 7 1 , 76 (quote from vii ) ;  ell Rr{}iew, September 4, 1 979, 6 ; Augnst 
1 9, 1 9So, 1 2 ,  
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loan applications of finns vvith special relationships with the bank" and 
most bank failures could be traced to excessive DOSRI loans-the report 
warned of increased "probability of abuse in the extension of credit." 
There were already problems controlling insider loans, noted the adviser; 
"to allow banks to acquire equities of private corporations would give rise 
to similar or perhaps more difficult pmblf:ms. "'\ 

While Fabella's committee was unwilling to break down all functional 
differen tiation between banks and investment houses, it did propose that a 
new category of larger, better capitalized banks (officially known as ex
panded commercial banks, or ECBs, but popularly known as universal 
banks, or unibanks) be enabled to move into investment banking func
tions. In Fabella's view, it was dangerous to adopt the German pattern of 
enabling all commercial banks to become universal banks ( as the multi
laterdl institutions were proposing) because it ignored the fact that while 
German banks "are professionally controlled by managers, " Philippine 
banks "are almost entirely family-controlled" and sometimes " made to 
bleed to support other problems. " Given such realities, Licaros and 
his adyisers urged that only the larger banks be eligible for universal bank 
licenses. \Vhile the World Bank subsequently expressed disappointment at 
the Central Bank's "cautious approach , "  it seems to have eventually re
signed itself to the modification of its recommendations. The Central 
Bank, in the process, began to strong public support to the implemen
tation of the finan cial reform package.!i 

The issue of universal banking was widely discussed and debated in 
business and political circles. The Bankers Association of the Philippines 
gave its broad support to the new entities in a Noyember 1 979 memoran
dum to the Central Bank. \'\'nile nor.ing concern-likely among the 
smaller banks-that banking would become an "Exclusive ' Big Boy's 
Game,' .

, 
the BAP probably viewed the reforms as a way of finally squashing 

what was left of the challenge from investment houses. Fabella notes that 
although there were divisions within the BAP along the lines of big banks: 
small banks, and foreign banks, "they were monolithic as far as threats' 
from investment houses were concerned. The bankers showed little en thu
siasm for the goal of promoting longer-term lending, merely noting that 

,', I n ternal Central Bank Memorandum of Arnulhl B. Aarellano, special assistant to Lie
arm. on "Report of the Joint I M F-\\'orld Bank Mission on aspects of the finan�ial sector i n  
t h e  Phi lippines." October il, 1 979. 1 -;1 .  G (emphasis added) .  Thanks to Robm Broad for 
sharing this and other documents frolll the period. 

" BI�.\infS.\ 21<1, H.jilo: Cen tra l  Bank of the Philippines, 'The Financial Reforms 
of " CB . ! i i, I gHo, 4: World Bank. PhilippillPS StalJAppraisal Ri1}(nt on 
thp Fina1lll' (Washington: World Bank, I gH I ) ,  2 1 -22.  See also Fabella'� 
remarks in Broad, 1 46, on how the World Bank-IMF recommendations were "tOlled down: 
By November 1 979. l ,icaros had already begun to sbift toward public support of the "multI
purpose hanking" proposals. CB Rrl'iew, November 27,  1 97�h 4 ·  
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they already provided such finance through the common practice of roll
ing over short-term loans.7 

The I nvestment Houses Association of the Philippines, on the other 
hand, viewed the reforms as unfair. Vnibanks would retain their cheaper 
sources of funds ( regular deposits) and the right to expand into 
investment houses' turf, while investment houses would enjoy n o  ex
pansion in their scope of activity. To be sure, the innuence of this sector 
had rapidly declined over the past decade; from their freewheeling, un
regulated origins in the late 1 960s, they were increasingly squeezed out 
by Centrdl Bank regulations (especially the 1 97 6  curbs on the money 
market) and overshadowed by the commercial banks. Sensing that the 
reforms would give commercial banks the opportunity to come in for the 
kill , perhaps, their major argumen t  unibanking was that it would 
bring a "politically dangerous concentration of economic power." 
Others-including elements of the Left, the elite opposition to Marcos, 
and the Philippine Chamber of Commerce and I ndustry-voiced similar 
fears, 

I nvestment houses also challenged World Bank-IMF claims that uni
banking would promote competition between commercial banks and in
vestment houses8-a problematic claim indeed for a plan that actually 
encouraged commercial banks to absorb, not compete against, the invest
ment housesY 'While the investment houses had basis for complaint, how
ever, they had l i ttle power to stop the reforms. I n  any case, those owned by 
families that also owned commercial banks had little cause to worry: the 
net impact on the family conglomerdte was likely to be slight. 

In April 1 980, legislation drafted by the Fabella committee sailed 
through the rubber-stamp parliament-after Marcos threatened to pass 
the seven laws by presidential decree in the event that the lawmakers 
would not act favorably on them. I n  their final form, the reforms allowed 

7 Bankers Association of the Phi lippines, "St;,ltement of Views Re: Proposal to Permit/ 
Encourage the Development of M u lti-Purpose Financial Institutions," November 20. 1 979; 
Inlelview, Fabella, julle H,  1 990. 

H Investment Honse Association of the Philippines, "JHAP Position on U niversal Bank-
ing." unpublished n.d.: Sixto K. Roxas, 'The Phi l ippines' Third Wave?" Foo";en 
Times Philippines }'mrlmok I G4. 1 70, at 1 64: H.i.B, September Z I .  1 979,  7H. On 
other groups' opposition to the reforms, .see Diwa GlIinigllll<io, "What I s  L'nibankingo" 
Dilimall R?oiI1,' 2H, lIO. ;i ( May-June I gHn) , :1-6; n,P PhilippillP Finrmrial Sy,lnn: A Primn 
(Mani la: Ibon Databank Phil . .  Inc.,  l qH;{ ) ,  9 7 - 1 0 2 :  Broad. Q2- 4K. 1 6 2-77:  and PhilijJpifll' 
Daily ExprPH, Febman' H, l OHo, reprinted in CH 8miraJ. FebmalY 1 2 , l qHo, 5. 

,I After proclaiming that the refomls would bring "direct competition" between C0l1ll11er· 
dal banks and inwstillent houses, the 'World Bank-1MI' mission quickly noted that "this is 

less " conflict than it appears. as i t  is recalled that the p resent inn:stmcnt houses 
links with the banks and are also activel" involved in the mOll",v markets." \\"orld 

Bank-IMF. 1-10. The claim was mad", even more pr:,blematic since t he rd<'mlls were to have 
led to the ueation of fewer (but bigger and more eflicien!) financial institutions-hardly a 
sure means of injecting competition i n to an alr",ady uncompetitive environment. 
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banks with p!)OO million capitalization ( then equal to $68 million) to 
apply for an expanded commercial bank license. Unibanks were allowed 
to own up to g!) percent equity in so-called nonallied enterprises ( that is, 
firms engaged in a range of nonfinancial activities) , and-to encourage 
diffusion of bank ownership-required to publicly list 1 0  percent of their 
required minimum capital. Consolidation was to be promoted with tax 
breaks to institutions that merged to qualifY for a unihanking license. j () 

vVhile Licaros ended up playing a major role in promoting the reforms 
that Virata initiated (albeit in modified form) , the two men continued to 
disagree ovcr other the most important being the allocation of 
foreign exchange swaps. In early 1 98 1 ,  Virata seemingly played a major 
role in forcing Licaros's resignation from the post of Central Bank gover
nor. 1 1  The new governor, Jaime Laya, was a close associate of Virata, with 
strikingly similar background and perspectives: both had formerly taught 
business administration at the University of the Philippines and been a 
part of the country's premier accounting firm, Sycip, Gorres & Velayo. 1 2 

vVhile both clearly preferred to dwell in the realm of the "should be" rather 
than the "what is," Virata was particularly renowned for his lack of poli tical 
savvy. It was this abil ity to ignore larger issues of power and privilege, 
perhaps, that enabled them to serve the Marcos regime faithful ly to the 
end, even as other technocrats resigned out of frustration over repeated 
defeats and "constraints on their powers." I �  

Virata was able to hand-pick not only Laya but also a number o f  other 
key economic policymakers, and was himself elevated to the post of prime 
minister later in the year. These changes reinforced perceptions that the 

'0 Broad, 1 4K : ell /{('"uiI'1I'. 26, 1 91\0 . 5: September 1 6, 1 91\0. 4 :  September 9, I OKO, 
5: and August 1 6, 1 9Ko, 'I : nfl" ,\ngnst 2 :,> ,  l l)Ho. reprin ted in eR R.I"<li(�,!, August 26, 
' 91\0, 7: and '"The Financial Ref{)!1lls of 1 9Ho, "  a Central  Bank document reprin t ed in thc eB 
Rruirw between August , <) an d Septembel 1 6 , 1 9Ho . The :1,') pt'rcent 1evcl was meant to guard 
against excessive domi n ance of banks in industry; there was also a proh ibition OIl [CBs 
imTsting more than 50 percent of their OWII total net worth in non allied enterprises. 

" Liearos resigned one year hefore completing his second six·year term as governor: 
accord ing to FEER. some "hankers and politicians" suggested that "Virata. in a private con
fron tation with Marcos, was prevai led upon to remain ill the cabinet if Licaros were to 
resign . " Virata, in 1>1(t, fel t  confident enough in his  puwer to boast that " [ if ]  I [had] wanted 
[ th e  Centrdl Bank govern orship] ' I would han' got it and there's llO doubt about that. " Ten 
veal'S later. when asked about h i s  relationship wid1 Licaros. Virata remarked that he had a 
"difficult period" " ith Licaros in l CJ79 and l ClXo. when "we had differcnces of opinions about 
swaps" -n:portedly the issue O\'er which Licaros was {(need 10 resign . j'EER, January 23, 
"IX " :\H; I n telyiew. Virata. '\1ay 24.  1 99 1 .  

' "  As noted, I .aya was Central Bank deputy go\"(�rll()r for supervision hetween 1 974 and 
1 97X; i n  additioll. ll·olll 1 <)75 to HJ7H , he concurrently held the post of budget m i n ister. In 
I �)7X, after he was elected to the mhber-slalllp parliament (lhe Interim Batasang Pambansa) ,  
he remained budget miu ister but had t o  resign h i s  Central Bank post. 

, . FI-:I:'R. Jannarv 23. 1 9K ' ,  :19: Broad. 90; ;\Io/:'if. Angllst ' 5 .  ' 9R 1 .  October 2 2 ,  H JH " May 
2 7 ,  1 9H:-\ . Virata is entirely at case when discllssing issues of macroeconomic policy. but visibly 
stiffens when asked about the corruption of lhose f.x whom he formerly worked. ''''hen asked 
abollt such matters, he gives the distinct impression that he does not even consider them 
worthy of academic study. I n terview, Virata, May 2·4. 1 99 1 .  
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technocrats were in the ascendent .  Soon after taking oflice, Laya-in 
cooperation with Virata-complemented the introduction of unibanking 
with the two other elements of reform: interest rate liberalization and 
changes in the allocation of selective credit. With such a major reform 
agenda in place, there were widespread expectations of a major transfor
mation of the Philippine financial system. O ne bank's 1 98 1  annual report 
proclaimed "a new era" of efliciency. productiyity, and prudence in which 
" banks no longer enjoy the protective benefits of the past . "  The Central 
Bank expected that expanded functions for banks would result in econo
mies of scale, and larger financial institutions would both " provide services 
more eflicientIy" and "compete more effectively" in the international 
sphere. H In  the end, however, the technocratic effort at  financial reform 
was drowned by larger economic and political crises afflicting the martial 
law regime. Before analyzing the failure in greater detail ,  it is  necessary to 
examine the first torpedo to smash the refonn armada: the financial crisis 
of early 1 9R 1 .  

The Dewey Dee Caper: "These Things Happen" 

As discussed earlier, the financial reform package gave l i ttle attention to 
a history of weak bank supervision and major bank instability. Within the 
Central Bank, memories of the mid- 1 970s bank travails  remained vivid. 
According to Fabella, fear of bank runs was "always . . .  paramount" among 
Centl1l1 Bank officials, and the Continental Bank affair was treated as a 
"watershed development "  punctuating the system's deep-seated instabil i ty. 
Virata, on the other hand,  seems to have been scarcely impressed by the 
bank runs of 1 974 and 1 976, and l ittle in terested in issues of bank supervi
sion (which he considered "an internal matter of the Central Bank.") He 
and his allies from the multilateral institutions confidently pushed their 
macroeconomic goals with l i ttle regard for the historical and political 
context in  which the goals were to be accomplished. The World Bank-IMF 
report reveals particularly appalling ignorance of the history and politics 
of the Philippine banking system in casually noting that while "all-purpose 
banking" ,vould " make bank supervision more difficul t , "  such " problems 
will arise only if the degree of sophistication of bank supelvisors does not 
keep step with that of bank managers." At another point they even stated 
that "prudent expansion of terrn transformation does not need to be lim
ited by the rnnote possibility 0/ a genfYfal panic. " I ;) 

I l Illsn !a! lian k  of Asia and America, 1981 A n n ual Rej}()/t, 'I; Ccntml Bank, "The Fin ancial 
Refnnn, of 1 9Ro." 

, c, In terviews, Fabella.June 1\ and 1 2 . 1 990; In terview.Jaime Laya, May 2 1 ,  1 990 ; I nterview, 
Vimta, May 2 4 , 1 9 9 1 :  World Bank-l\lF, iv, 7X (emphasis added) .  A� we have seen .  bank 
supervisors had long been un able to keep step with bank managers. Virala and Laya both 
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In fact, the possibility was far from remote, and it was not long before 
just such a panic hit  the financial system. On January 9, 1 98 1 -less than 
two years after the reforms were initiated, and in the very midst of their 
promulgation-Filipino-Chinese textile manufacturer and banker Dewey 
Dee fled the country, leaving behind nearly $85 million in debt. The result 
was a widespread bank nm that even tually led to the closing of two promi
nent investment houses and to changes of ownership of several banks. The 
financial crisis ended up overshadowing and derailing the reform pack
age, and produced changes in the financial system that were of far more 
lasting significance than the financial reforms themselves. As Laya was 
later to explain ,  after the Dewey Dee caper "there were just so many fires to 
put out it distracted us from [ the financial reforms] . . . .  Long-term objec
tives had no place in the problems of the moment. " l ti 

Dee was among a group of Chinese-Filipino businessmen (known as the 
"Four Horsemen of the Apocalypse") that owned an interest in Interbank 
in the late 1 970S before buying into Security Bank in 1 980. He and certain 
friends were suspected of involvement in such illegal activities as "black
market foreign exchange operations, smuggling, and even arson,"  and 
were thought to have used government connections (presumably with 
high Central Bank oflicials) to obtain a range of cheap credit: rediscounts, 
foreign loans, and swaps. Dee also had a reputation as a "big-time gambler 
. . .  very popular in Las Vegas and Macao" who also dealt heavily on the 
commodities markets; prior to his departure, he was said to have lost large 
sums trading in sugar and gold.  He and other textile manufacturers had 
recently been hard-hit, as well ,  by recession, cheaper imports, and 
smuggling. 1 7  

Regardless of the precise details, Dee was i n  desperate financial straits. 
When he fled the country, he left behind debts to sixteen commercial 
banks, twelve investment houses, and seventeen other financial institu
tions-as well as some $4 million in postdated checks that were floating 
around the infomlal financial markets of Binondo, Manila's Chinatown. 
The money market was especially hard hit  by Dee's departure, as fund 
placers demanded early tennination of their holdings of commercial pa-

claimed in i nterviews that thev did not remember anv of the details from the Continental 
Bank case, despite the fact that they occupied key positions either during or i n  the immediate 
wake of Vicente Tan's arrest (Virata was finance min ister, while Lava assumed the post of 
dqmtv governor filr bank supervision in late 1 974) . 

I t; In telview, Laya, May 2 1 .  1 990. 
1 7 Bank of the Philippine Islands document on the Chinese-Filipino community. Dee 

quicklv sold out of Security Bank, in December 1 9Ho. Manapat provides additional informa
tion on Dec, but it is difficult to believe h i s  assertion that Dee was a Marcos crony-and 
preposterous to SllPP"SC that Dee's departure was part ofa Marcos e ffort to move money out 
of the country. See Ricardo Manapat, Some art! Smart",r than Othn:1.' n,t! History oj Marcos ' Crony 
CallitaZi.HIl (New York: Aletheia Publications, 1 99 1 ) ,  4 2 H-3 1 .  
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per. Rumors circulated that other highly indebted Chinese-Filipino busi
nesspersons were also skipping town. "For a time," reported the };fZT };:astern 
Eronomic Review, "the air was so thick with speculative talk that one busi
nessman found it necessary to surrender his passport just to show he had 
no intention of leaving the country. And when,  one payrol l  day, some 
construction workers queued before the teller's window of a Filipino
Chinese-owned bank, word went  around that there was a nm . " Another 
recent bank nm, as well as fears that many others in similarly dire financial 
straits might follow Dee's example, created an atmosphere in which "every 
bank and every banker was virtually suspect. " l H  

Dee's swindle came only five days before Laya's January 1 4  assumption 
of the governorship, although it was seemingly not unti l  late January that 
creditors learned they had been swindled and panic spread throughout 
the financial community. In an effort to calm neIVes, Laya's first reaction 
was to downplay the incident. "Some banks nm away with money," he said, 
"some banks get held up. Some banks get flooded out. These things hap
pen . "  Marcos insisted that the banking system remained sound despite 
"defalcations by some individual bankers." Before long, however, the au
thorities were forced to initiate a massive effort to oy to restore the confi
dence of a badly shaken financial sector. 

As Laya faced the herculean task of cleaning up a mess whose origins 
long preceded his ascen t  to the governorship, he was forced to acknowl
edge that the financial crisis exposed "fundamen tal weaknesses" that 
"were easy to disregard, to conceal and overlook, in times of easy credit, 
high growth and rapid inflation . . . .  Forgotten were the fiascos of old, 
Victan and Continental Bank."  Because of the underlying fragility of the 
system as a whole, he concluded, "Dewey Dee's flight had a far greater 
impact than might have been expected with the amount of money that he 
took with him." Unfortunately, however, the reform agenda of the day was 
not designed to deal with the type of "fundamental weaknesses" that 
Dewey Dee's swindle exposed-precisely because its major proponents 
had, indeed, forgotten the quite recent lessons of Continental Bank and 
earlier bouts of bank instability. For Central Bank officials long worried 
about the system's fundamental instability, on the other hand, Dewey 
Dee's f1ight merely "clinched the problem." l () 

1H F'}}c','R, Febrnary 1 3 , [ ()H I ,  (i4 and :VIarch 2 7 .  I �)H I , H6: A WSj, January 30. [ ()H I :  AnollV
mous in telview, 1 9<)0. There had been a short bank nlll on Consolidated Bank earlier in 

January-and the previous month an ofticer ofPacitlc Banking Corporation fled the countlY, 
seemingly with $4 million i n  taxes that the bank had collected for the govcrnment. See AW'iJ, 
January 30, 1 9H I ;  Fr;U� January' 2 :\ .  I l)H l ,  39; FebntalY I ,; , I 'lH I .  04; March � 7 ,  1 9H I ,  H6; 
and May 5,  1 9H3,  <)7. 

1 " AWV, January 30, 1 9H I ;  F/;;ER, FebmalY 6, I <)H I ,  H7 ;Jaime C. Laya, "End of the Crisis of 
Confidence," speech delivered at a dialogue 011 the Philippine financial situation, Central 
Bank of the Philippines, August 1 8 , I �)H I ,  published i n  CB Rl'vil'w, September 1 9H I ,  I ,  1 1 -
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Dewey Dee's flight contributed to a hasty, piecemeal attempt at a more 
relevant type of bank reform, one that would increase the powers of the 
Central Bank to regulate the banking sector. At some point in late January 
or Febmary, as the extent of the crisis became ever more apparent, Laya 
obtained a presidential decree that would grant greater powers to bank 
supervisors; of particular significance was the relaxation of the "secrecy of 
deposits" law so that bank supervisors could more readily examine bank '  
deposits and discover bank fraud. In addition , the Central Bank tightened 
restrictions on DOSRI credit.:w 

The most urgent task was to assess the damage done to particular institu
tions and to decide how to respond to what he termed a "crisis of confi
dence."  Not surprisingly, institutions >vith which Dee had earlier been 
affiliated ( including In terbank and Security Bank) turned out to he 
among his higgest creditors. But it eventually became clear that Dee's 
firms were by no means the only large casualties of the financial crisis, and 
four leading economic empires were in deep trouhle: Herminio Disini's 
Herdis group of companies, Bancom D evelopmen t Corporation and its 
related en terprises, Ricardo Silverio ' s  group of automobile and financial 
firms, and Rodolfo Cuenca's construction-based group. \Vi th the excep
tion of Bancom, all these empires were controlled by Marcos cronies 
whose success had depended critically upon their access to the Palace. For 
many years, their political connections had been readily translated into 
easy access to money market borrowing, and in the process their flnancial 
position became highly leveraged and very precarious. The Dee crisis 
threatened to bring them down in one fell swoop.2 1 

1 9. at 1 1 ; Intelview. Fabella,June 1\, 1 990. As chief ofbank supelvision in the J 9705. it will be 
r�called. Laya seemingly spent more time worrYing about the i n ternal efficiency of his 
department than the overall effectiven ess of bank supervision. . 

�o The decree (P.D. I 79'!) was promulgated i n  mid-Febmary but antedated to nud
January in order to be given a date jJr7{ff to the Jan uary 1 7  "lifting" of martial law. Although 
M arcos form ally l i fted martial law (first i mposed in Septemher 1 (72) to give the appearance 
of political liberalization, he retained most of the emergency powers of martial law in prac
tice. Despite earlier statements to the cOlltmry (AWS/. February 1 7 , I 9H I ) .  Laya confinued 
that the decree was antedated (Interview, May 2 1 .  1 990) .  Foreign currencv deposits were 
excluded hom the decree. FFI:R, !\larch '27, 1 9H 1 , H9; AW'Ij, February 1 3  and 1 7 , I 9S I ;  (.'8 
U.I'view, January I gR2. 1 2 . and January 1 !jR4. Jean-Claude Nascimento. "Crisis in the 
Financial Sector and the Authorities' Reaction: Philippines." in Ballhing Crises: Cases {[nd 
hsw's cd. V. Sundararajan and Tom�lsJ .  T. Bahlio (Washing-fon. D.C.: International :Vlonetary 
Fund, l (9 1 ) ,  202-3·  

� I HER, January 30, 1 9H I .  ()3; FehlllalY 1 3 . 1 9S I , 64; and /une I 2, I US I , H I .  Bancom had 
independent slanding in the financial nllllmuili ty, and call not be conside

,
red a crony firm' 

But its close lies to the Palace must nOI he overlooked: one of Bancom s top executives .. 
Rolando Gapud. was Marcos's personal financial adviser, and ils f()ullder, Sixto K. Roxas, was

. said to be "velY close" to President and :ViI'S. Marcos. Mahal Kong Pilipinas, IIlL, VIPs oj 
PhilijJfJiriP Busi.,im (Me tro Manila: Mahal Kong Pilipinas, Inc., I g8H) .  2 8 1 .  Other major Dee 
creditors included Atrium Capital ( Disini's investment house, fomleriy controlled by the 
Orosa family in the mid- 1 970S with Dee as a minority stockholder) . DBP. Citihank, and 
several Chin

'
ese-Filipino banks. 
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Laya put in place an elaborate rescue operation, with the goal of re
hahilitating the distressed financial i n stitutions and industrial firms. As 
Laya said at the outset, "we want ( the financial institutions) to survive, but a 
little bmised. " 22 In the end, the banks did indeed survive but each of the 
four major empires hit by the crisis had been greatly transformed. One 
m�jor impact of the rescue operation was to increase the government's 
direct involvement in the banking sector, Government agencies and banks 
assumed a majority stake in four banks ( In terbank, Combank ,  U nion 
Bank, and Pilipinas Bank) ; a fifth bank ( Leonardo Ty's Associated Bank, 
seemingly unaffected by the Dewey Dee crisis) also had the good fortune 
of government rescue.23 Although the banks were still officially classified 
as private e n tities, " [ c ] ritics screamed that government was taking advan
tage of the recession [and using public funds] to expand its private sector 
control an d to enrich itself."24 

Even more vociferous criticism came from the tact that the biggest 
beneficiaries of the bailout had been crony-owned firms. Jaime Ongpin,  
president of a major mining firm (and-quite interestingly-the brother 
of Industry Minister Roberto Ongpin, who headed one of the rescuing 
agencies, the National Development Corpordtion ) ,  led the charg� i n

. 
ac

cusing the govern ment of "th rowing good money after bad . "  In hIS VIew, 
the incompe tent firms had little going for them aside from their political 
connections. and pumping more money into them would "merely prolong 
their agony. " Ongpin called the bailout "the most obscene, brazen and 
disgraceful misallocation of taxpayers' money in the history of the Philip
pines. " At a time when many businesspersons considered h igh interest 
rates a major problem, they resented the fact that relatively cheap funds 
were going to the president's friends and fel t  that the money could be 
better spent on supporting healthy tlrms. 25 Anger over the bailout became 

The overall design of the plan is described i n  Laya, "End of the Crisis," 1 2 - 1 5: f7:'ER, 
June 1 2 , 1 l)?l I , Ho-H I ;  and AW'if. August IS,  1 98 1 .  Laya is  quoted in AH!.S'f, Febmary 1 :\ ,  
I l)H I .  '

"' The DBP provided equity i n  and took control of Associated in late I g?l l .  Once DOSRf 
loans were written oil, Tv was left with a mere 2.5 percellt share of lhe bank-btlt nonethe
less. in early I qH2 ,  given

' 
" right of nrst refusal "  to reclaim the insti lHtioll lw had plundered. 

Tv. a mono�odium glutamate tvcoon , held the influential positioll of chair of the Federalion 
of Fil ipino-Chinese Chambers

' 
of Commerce and Industrv

. 
between 1 976 and 1 99 1 . FFJ,R, 

December 4, I CjH t ;  Yoshihara Knnio. Tltl' [(is!' of f:rmlz Cal}llalis m in SOllth,/':a.'/ ASia ( Quezon 
City: Ateneo de Manila Press. I !)Hil ) ,  1 8H :  Bu,illPss World, March 1 .  1 9HH; I'll/lil}1}lnf Dad)' 

December 1 2 . I 99!i. . 
FEER, March 1 9, t982 ,  74; March 26, 1 91\ 2 ,  RH. Another private hank. RepublIc Pl an

ters Bank. came [mder the joint ownershi p  of DBI' and the Philippine Sugar CommiSSIOn III 
the late 1 9705, The U.S. E mbassy was later. in April 1 98:" to publish a confidential smd) 
entitled "Creeping State Capitalism i n  the Philippines."  A.W'if. November H. 1 98". 

2 ', FEER, July 1 0 , ' 98 1 , 60; AII:'if, November i'\, I QH3. August 20. I t)H l and AlIgllSt I H, 
1 9K I .  As president of the Bengllct Corporation, Ongpin was hy no means a dlslTlterestcd 
p�rty in making- these criticisms. On the one hand, he was a victim of �r()nyism: Cuenca'.' 
constnlC!ion firm. CDep. was the major competitor of Bengllct's subSIdiary com pany. £11g-1-
neering Equipment and had 101lg- been favored in the granting of gove rnment contracts. On 
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one of the major issues to energize business opposItIOn to the Marcos 
regime;  in late 1 98 1 ,  the Makati Business Club (named after the premier 
center of finance and business) was formed to give vent to growing con
cerns about cronyism and the overall i ll  health of the economy. 

Jaime Ongpin argued that Laya would have been wiser to "place the 
companies in receivership and wind duwn their affairs in orderly fash
ion . "26 Similarly, some note that Lava could have adopted a strategy of 
l iquidating distressed financial instit:ltions and providing funds for �hose 
who wished to withdraw their money from them; in th is way, the distressed 
financial institutions could have been liquidated while i�vestors' nerves 
were calmed at the same time. 27 In the end, however, Laya adopted a 
bailout strategy that rescued most crony en terprises and a t  the same time 
resulted in the marked decline of the three crony empires. The best way to 
understand the eventual configuration of the bailout, it seems, is to view i t  
from the perspective of Marcos. I n  the wake of the crisis, i t  was in Marcos's 
i n terest to restore business confidence, retain the diversified holdings he 
had so studiously built up with the help of his cronies, and give intern a
tional obselvers the impression that the technocrats had the upper hand 
over the cronies. Laya, widely known for his close ties to the regime, 
crafted a strategy that achieved each of these goals.2H 

First, it addressed the crisis of confidence that could have threatened 
Marcos's entire political and economic realm. Laya explained that neither 
the public nor "better managed" e n terprises could withstand "such a 
string of failures" among financial institutions and corporate borrowers. 
The crony firms had to be "serviced" first, he said, because it was their 
borrowing that put the greatest strain on the investment h ouses and the 
fi n ancial system in genera!.2!! Second, by rescuing rather than liquidating 
the crony en terprises and facilitating their transfer from the hands of 
declining crony empires to regime-controlled government e n tities, Laya 

the other hand, the fimls that Ongpin managed were not themselves bereft of crony influ-
ence: after it was learned that Ben);uet had been secretly controlled by Iknjamin 
Romualclcz brother of the First Lady) from 1 ()74 to HIR5, One might suppose that the 
Romualdez link was not an entirely useless asset in the day-to-day oper,nions of either 
Benguet or Engineering Equipment. H'ER, July ,\ 1 ,  1 9R I ,  79; AHZY, April 1,  I gH!1. 

�" H}'.R, September 111 ,  I gR2 , 107-9; A Hey, August 20, 1 91' 1 .  Other major grievances 
were the COCOllut I('vy and the generally depressed outlook for the economy as a whole. 

27 One of Llya's former colleagues at the Central Bank not('s that benlUs� there was a 
policy not to close banks, the weak institutiol1sjllsl cont.inued to endure on borrowed funds. 
The institutions survived .. but the ov('rall system emerged no stronger, Ai'VS'j, December 1 4, 
HIR I ;  Anonymolls interview, fonner senior Central Bank official, 1 990. 

�H On Lava', close relationship to the First Couple, see, for example, A.WY.Jalluary 1 5  and 
December 1 4, 1 9� I ,  One former colleague remarked that "Laya had always to think what the 
powers-that-be would want." Anonymous in terview, fonner Central Bank official, 1 99(), 

�" Laya, "End of the Crisis, " 1 5 . 1 9, 1 6; FFIo'R, June 1 11, 1 91\ 1 ,  Ho; AWY, August 1 R, 1 9� 1 .  
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helped the regime retain a strong grip on the enterprises i t  had so assidu
ously acquired through the years; the premier crony empire, the Marcos 
empire, was very much i n tact. At the same time, it should be recalled, the 
still-healthy crony empires of Benedicta, Cojuangco, Tan, and others con
tinued to e n rich the regime as a whole. 

Third, the eventual course of Laya's bailout strategy gave him a good 
defense against charges of favoring the three cronies. He claimed that "all 
of those cronies were really wiped out . . .  [and] not rehabilitated."  On 
closer examination of each bailout, it seems that the decline of c rony 
empires was accomplished with considerable ambivalence, and decided 
on an ad hoc, case-by-case basis. Disini, for example, was at first allowed to 
retain a share in I n terbank and his businesses, but later forced to sell off 
nearly everything ( even his second ban k, Combank, which was not directly 
affected by the Dewey Dee crisis) to pay off his debts. For reasons that are 
not e n tirely clear, Disini was in the end given worse treatment than non
relative Alejandro Ty; after their firIns were rescued by government en
tities, Disini was forced to sign a no-buy-back agreement while Tywas given 
the right of first refusal to reclaim what he had lost. Disini was much 
aggrieved, and Laya even claims (apparently in an effort to dispute fre
quent observations that he was close to the Palace) that "1 got scolded by 
Mr. and Mrs. Marcos, particularly over [my treatment of] Disini. "3o Sil
verio's empire was un dermined with much less hesitation, no doubt in part 
because he lost favor with the Palace. Once again, government e n tities 
acquired its m�jor elements.:> I Overall , while there seems to have been an 

:{" AW?J, April 0!2 and July 2:;, 1 9H I :  Hcr:R,July ,:; ,  1 98 1 , 78 and May 1 4, J 982, 86-87; 
Victoria S. Licuanan, All Annlysis of /he Institu/ionaIFramt'work of lhe PhilijJjJine Shon-term Pin an
fial Alarkets (Manila: Philippine Institute for Development Studies, 1 986) .  '11; Laya, "End of 
the Crisis," 1 ;,)- 1  G; Interview, Laya, May 11 I ,  1 990. Disini was forced to provide assurances that 
he would never "buy back allY of the [ transferred] fi rms . . .  and that he could not expand 
into businesses which would compete with anyo fthe companies just absorbed by the govern
ment . "  I n  a setting where f;liled bank owners are commonly given a second chance to 
mismanage their institutions, this was unusual indeed. Although Laya had earlier provided 
assurances that the fOllner owners would be given a "right of lirst refusal " to purchase back 
those assets taken over by the governmc·nt and statec! that government banks "stand ready to 
dispose of their investment to private interests," he was now sealing the fate of a crony empire 
and protecting the investments of government corporations. I t  is not known who extracted 
til(· aSSllrance lium Disini. but the {(lllller president of Com bank noted that "Laya wanted 
nisini out of the financial system." I nteryiew, Antonio p, Gatmaitan. September I H, I C)R\). 

:>1 His troubles were reportedly compounded by large debts to Mrs, Marcos's Ministry of 
Human Settlements (MHS) and by Ih" displeasure of the Marcoses over the course of a 
romance between Silverio', son and their daughter, Imee. I n  rnid- 1 9H 1 ,  Marcos ordered Laya 
to "throw the hook" a t  the Silverio grollp for alleged violations of banking regulations, and 
on an official visit to \Nashing'lon in  latc 1 91' 2, Marcos (trying to deny charges of cronyism) 
called Silverio a "nobody." fH:'R, July 10, "IR 1 , 60: September + uJR I ,  79; April I 'i, 1 9Rz ,  
50, 62-(i�\; May 14 ,  1 91'2 ,  R7-H�; Octoher I ,  1 9H2 ,  91; .Jannary G,  1 9R3, 6 1 ;  and March ii,  
1 9H4' 1 0;'); Richard F. Doner, Driving (j Bargain: Automobi!r' Industrialization rmd /ajJanrl(' Firms 
in Soulhmsl Asia (Berkeley: University of Calit<lfllia Press, ' 99 I ) ,  1 H2; AW�/, April 2 2 ,  1 9H I .  
The personal factors that soured tbe Marcos-Silverio relationship were confirrned by two 
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initial effort to preserve as much as possible of the crony empires o f D isini, 
Silverio, and Cuenca, they were in the end forced into m�jor decline. 

The weakening of the three empires was later h ighlighted by the regime 
to show that the cronies were being tamed by the technocrats. Marcos, 
clearly sensitive to the way mounting criticism of the cronies could under
mine his "developmentalist" reputation among foreign aid agencies and 
i n ternational creditors, wanted to send a clear message that crony capital
ism was being tamed by such technocrats as Virata, Laya, and Roberto 
Ongpin. By curbing-but not destroying-the empires o'f hi8 three wor8t
perfonning cronies, Marcos made i t  appear that the allies of his foreign 
creditors were in the ascendent. Disini, in fact, complained that he was 
"being made an example to prove the fiction of cronyism and to prove that 
technocrats . . .  are finnly in charge. "  Marcos must have been especially 
pleased when, over a year after the bailout began, the A.sian �Vrlll Street 

Journal reported a widespread perception that "the technocrats are riding 
high , "  and asserting their control over the cronies. '12 '''''hile there is no 
question that the technocrats did, indeed, have heightened influence over 
policymaking during this period, it became increasingly apparent that 
Marcos was placing clear limits on the extent  of their new powers. The 
goals of the technocratic-sponsored reforms were soon to be swept aside 
not  only by all the u ncertainties generated by Dewey Dee's flight, but also 
by the endurance of a cronyism that was still-despite occasional appear
ances to the cont1'a1'Y-"fimlly in charge. "  

Assessing the Impact: Reforms, Crisis, and Cronyism 

Judged by its various goals, the reform package i n troduced in 1 980 and 
1 98 1  was largely unsuccessful; in the end, one can say that a combination 
of crisis and cronyism proved far more important

' 
in determining the 

shape of the financial system. It is instmctive to analyze each of the compo
nents in turn. 

The universal banking experiment was not sucressfid in changing bank behavior. 
Fabella, who modified the original proposal to account for the strongly 
familial basis of the banking system, later readily acknowledged that the 
reforms failed to promote equity investmen t  precisely because of the en
durance of this central characteristic of Philippine banks. In e ffect, the 

fanner senior Central Bank otlicials in anonymous 1 990 i nterviews. 
".2 FEER, �lay 14 .  1 \182. Hi:  AW'ij. August 27,  I ()8z. As early as HI7H, Marcos displayed 

great sensitivity to reports of cronyism that began to appear in the Western press. See FFER, 
January 27. l tJ7il. 49-50, for an account of Marcos's response to stories about the multi
million dollar commission that Disini allegedly received for brokering the Westinghouse 
nuclear reactor deal. 
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unibanks were being asked "to lose their shirts in equity positions" of 
family enterprises that they didn't control. If they invested in companies 
that they already controlled, on the other hand, this was merely a fonnaliz
ation ( and legitimation ) of existing DOSRl abuses. Especially given the 
uncertain economic outlook, bankers were understandably cautious about 
taking equity investmen ts in en terprises over which they would have little 
control. Enrique Zobel, president of the Bank of the Philippine Islands 
( then the largest private bank) voiced this hesi tation as early as 1 980: "Do 
banks really want to go into this? There is  no assurance you can get your 
money back . . . .  this is an investment and not a loan and therefore, there 
are no collaterals [sic] to fall back on . . . .  [Wj hen you are not sure, wait. " 
The wait-and-see attitude of the banking community endured throughout 
the decade, e ncouraged further by the paucity of opportunities for invest
ment in publicly held companies. Contrary to the confident expectations 
of the 1 97 9  World Bank-IMF mission, universal banks scarcely availed 
themselves of the powers that were granted them to make new types of 
equity investm ents."'1 

As expected, unibanks did take the opportunity to formally acquire the 
investment banks with which they had so often had close ties since the 
early 1 970s, and through which they often became heavily reliant on the 
money market. To provide just one example, the Ayala-con trolled Bank of 
the Philippine Islands became a unibank after it fonnally acquired ( from 
the Ayala Corporation) the Ayala Investment and Development Corpora
tion-the investment house with which i t  had long worked very closely. 
But as Zobel 's  remarks make clear, the mere possession of a unibanking 
license did not make hanks anxious to msh into new lines of business 
(either underwriting or the acquisition of equity investments) .34 

Second, the unibanking reforms did n ot reorient banks toward either 
long-tenn lending or teml transfonnation . Ten years later, Fabella readily 
acknowledged that commercial banks are "basically short-tenn fun d  pro
viders. " Bankers lacked the capacity for project analysis that was necessary 
for monitoring long-tenn loans,  and had long relied instead on high levels 

'" InteIviews, Fabella, June il and 1 2 , ' 990; Businpss Day, August 28, 1 980; World Bank
IMF, 75-76. Between 1 9i1z and I g8il. equity investmellls totaled only 1 7 -4 percent of uni
banks' average net worth, hlr below the 50 percell 1 that was pelmi tted. Of these investments. 
84 . 7  percent were alrtad,' permissible before 19i1o, and only 1 5 .3 percent were in the "non
allied undertakings" made permissible by the I gilD refonns. PhilitJpine Daily GIIJ/JP.January 30, 
Ig90. Unlike Fabella, Virata puts the lOCHS of the hlame on economic instability. l ntelview. 
Virata, :\1ay 24. 1 99 1 .  

3 4  AWSJ, August 6, I g80; I n terview, Gatmaitan . .Ialluary 3 1 ,  1 990; Colayco. l illi, l il9: eB 
lvvif'w, September 9. 1 9i1o, 5 .  I n  1 9Ho, of the top four investment houses (which together 
made up 70 percent of the industry's total resources) , three had close lies to commercial 
banks: Atrium Capital (with Jllterballk) . Investment and Development Corp. (with 
BPI) ,  and Bancom (with Far East. Bank) . +3. 
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of collateral on most ( non-DOSRI and n onprime) lending. Tenn transfor
mation was approached with particular skepticism. Although the Central 
Bank publicIy assured bankers that "there exists a continuing substantial 
permanent core of even short-term deposits that can safely be used for 
long-term finance, "  it seems that many within the Central Bank were actu
ally quite cynical about the entire concept and were only responding to the 
" culTent  fads" within the World Bank and IMF. Fortunately, most bankers 
apparently ignored the advice they were given;35 later in the decade, as we 
shall see, the World Bank found banks quite rational in their rejection of 
term transformation and their inability to make any m�jor shift toward 
longer-term lending. 

Especially amid the traumas of the Dewey Dee crisis, banks withdrew 
into an extremely cautious stance; they not only shied away from equity 
investment, longer-term lending, and teml transfonnation , but even mini
mized their normal short-tern} lending activities. "In the early 1 980s, " 
explains Fabella, "no banker in his  right mind would think towards ex
panding . . . .  They were consolidating, in a conselvative way." Laya urged 
banks not to be excessively cautious in their lending, but to no avail :  even 
prime borrowers were having a hard time securing or renewing their credit 
lines.3G Ironically, reforms that set out to encourage longer-term thinking 
were overwhelmed by crises that ensured the continuing dominance of 
short-tenn perspectives. 

Third-and not surprisingly-the absorption of investment houses by 
universal banks did not serve the goal of promoting competition. In fact, a 
major legacy of the Dewey Dee scandal was the decimation of the invest
ment house industry and the dramatic shrinking of the money market. In 
effect, the financial crisis was the conclusion of a long-term process by 
which the commercial banks defeated and coopted a force that had, espe
cially in the late 1 960s and early 1 97os, posed a major competitive chal
lenge to their interests. By the early 1 9Sos, the commercial bankers faced 
no serious competition in the arena of financial intermediation. Contrary 
to the stated aims of the reforms,  the long-uncompetitive commercial 

,,-, CB RI'VirW, September 9, J 9Ho, 6; World Bank-IM F. 1 4, 1 6; .U�:'if. l\:oycmber 9, 1 9H 1 .  In 
1 972.  Fahella nccalh. the r'vlF mission favored matching the maturity of deposits and loans, 
but the 1 979 'World Bank-IMF mission had a !lew line. The Central Bank advisers seemed to 
think that they could wait out the latest round of advice. As Fabella explained: "You shouldn't 
think of the World Bank and the IMF as monolithic, abstract giants. They have constant 
bureaucratic infIghting. 'iou had to keep an ear to the ground. and detennine which were the 
ClIlTent fads. . .  'We said, ·We·1 l  consider it ,  but we're l Iot  going to forc(, it. ' "  Interviews, 
Fabella, JUlle H and 1 2 , 1 9Uo. Balik" using short-term deposits t')f long-tenn loans will 105(', 
said fonner Central Bank Governor Andres Castillo, president of Metropolitan Bank. I n  bis 
view, the World Bank simply didn't Ilnderstand l ocal conditions. An:)!, l\:m·ember 9, 1 9H 1 .  

"" H-loR, March 26,  I lIS2, Sg, J\larrh I :; ,  I g H "  and April :1, 1 9H I ,  4 3 ;  InteIView, 
Fabella. June S, Edward S. Co, "Philippine in Transition,"  Fookien Times 
Philij1Jinp" I98I-82, , Go-63, 1 70, at I fio, 
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banking sector could now enjoy an even less competitive environment.:�7 
(Moreover, as we shall see . a key hindrance to competition-continuing 
restrictions  on the issuance of new bank licenses-was not l ifted in any 
systematic way until the mid- 1 990s. )  

The major impact of  the in  troduction of  universal banks was to  differen
tiate more clearly the larger banks from the smaller banks. Because uni
banks had to achieve a higher minimum capitalization than other com
mercial banks, they merely became a club within a club. The first universal 
bank was the PNB, fol lowed by the crony-owned United Coconut Planters 
Bank. By year-end 1 983, ten out of thirty-four commercial banks had 
received universal bank licenses.3H The fonnation of such a club was en
hanced not only by the reforms but also by the "flight to quality" during 
the financial crisis. Depositors shifted their savings from investment 
houses to commercial banks, and from the weaker banks (as wel l  as banks 
unjustly damaged by mmors) to the larger and stronger banks. In an effort 
to bolster the overall system,  the stronger banks recycled many of these 
funds back to the weaker banks from whence they had corne-but the shift 
of funds nonetheless resulted in a greater concentration in asseL'> among 
the stronger banks.:l\! 

In the end, me unibanking refonn not only proved to be hir less impor

tant than i t'> proponents had proclaimed it would be; it also proved to be 

far less dangerous than its opponents had feared it might be. VVhile there 

has indeed been greater concentration within the banking sector, this has 

largely come about (as we shall see) for reasons that have l ittle to do with 

the aims of the refonns. The shift of funds toward the stabler banks, to 

note just one factor, continued into subsequent years of uncertainty and 

crisis as well. 
The result of the unibanking reforms and the financial crisis was the 

worst of two worlds: the continued fragmentation of a poorly regulated 
banking sector along familial lines and the creation of a club of big banks 
at the top that could more easily collude on behalf of the banking com
munity as a whole. Certain banks got bigger, but their growth did not 
lessen the degree to which they remained under the control of family 

:<7 Licuanan, {:\, :l' :n�:)/, April 2 2 ,  1 9H 1 ;  FFFR, September 24. 1 982 ,  9()· See also AH:'\f, 

August I H. 1 9H I .  Ten years later, Six to K. Roxas argued the importance of '·a Sepal"'te 

merchant banking community that would keep the commercial banks on their tocs,"' espe-
cially "once ballkillg spreads go too high . ·' Intelyiew, March H, 1 990. 

. :IR Broad, 1 65 ( December 1 9Ho i lHCIyiew with Annanel Fabella) ;  In terVIew. Fabella. June 
J 2 ,  H)90; Cenrral Bank, Faclbook: PhilippillP Firumrifll Sysle-m, 1 983 (Manila: Central Bank of 
the Phi lippines. n .d.) ,  74, The llnihanb were PNB, l'CPB, All ied Bank, Bank of the Philip
pine Islands, Family Bank, Far East Bank. Manilabank, Metrobank, Philippine Commercial 
and International Bank, and Citytmst; the government's Land Bank of the Philippines also 
became a unibank. but is  not classified as a commercial hank. 

:m Lap, "End of the Crisis," 1 :\ :  FFER, Fehmary 6, I gH I ,  H7; IHt:Sj. August I H, I gH I :  
Nascimento, 207. 
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conglomerates, and did not automatically encourage tendencies toward 
either longer-term lending or heightened efficiency. :Yloreover, the re
forms themselves did not bring about a flood of bank mergers, as many 
supporters and opponents predicted they would; in fact, many of the 
stronger banks had little interest in acquiring weak banks full of bad loans 
to family enterprises.4o 

In conclusion, it is  interesting to note that both the World Bank and IMF 
and their strongest critics had one thing in common: they did not ful ly 
appreciate the deeply familial basis of the political economy, and as a 
result their analysis went The World Bank and I MF underestimated 
the degree to which the strength of family conglomerates explain the large 
number of banks in the system, and their critics underestimated the 
degree to which the strength of family conglomeidtes puts a structurdl 
brake on the process of excessive concentration. \\'hile there is no argui ng 
with the fact that wealth and economic power in Philippine is  very 
much concentrated at the top, it is also true that-within the oligarchy at 
the apex of this social pyramid-the strength of fami lial units perpetuates 
a relative fractionalization of big capital. It is this familial structure that 
undermined the intent of the reforms, and ensured that banks neither 
took ful l  advantage of their new powers nor merged in any systematic way. 

Interest rate liberalization did not promote competition or saIlings mobiliwtion. A 
1 974  International Labour Office study h ad termed the existing system of 
interest idte ceilings a "regulated monopoly, " with high spreads "produc
ing windfall profits for the banking system. ''<I t As noted in Chapter Five, 
such ceilings first became efft:'ctive in the 1 960s, as credit  demand in
creased. Although interest rate ceilings began to be adjusted upward after 
1 973 ( to better reflect market conditions) , effective loan interest rates 
usually exceeded formal ceilings because of an array of fees and service 
charges commonly charged by lenders. Since loan rates were already 
higher than the ceilings, their liberalization was, to a certain extent, 
merely a formalization of longstanding informal practices. Credit con
tinued to go toward large, established, heavily collateralized borrowers.4� 

10 ;vlergers were wideh predicted (st'e BUlilU',H /)aJ, August �H. I gHo; Broad. 1 4(j-47.  I (j7 ; 
(;lli nigulldo, 6) and c1earlv favored by the World Bank-IMF mi,sion (v. H I ) . The only bank 
mergt'r during th" period . however, "a, BPI's acquisition of Commercial Bank and Trust Co. 
in early I gH I .  bringing B P I 's capitali�atioll ahove t h e  P;-,oo m i l l io n  levt'! .  Nonctheless, B PI 
waited a year before the Avala invest m e n t  house and an expanded 
commercial banking license. Maria Teresa Colayco, :1 Tmriilion Bank ()f llip 
Philip/line fsiand, (Manila :  Bank of the Philippine I sl an ds . 1 (jR4 ) ,  } I Hg. 

1 1 I n temational Lahour OllieC', .)lIaring ill /)euP{opment: A I'rogrllmHI€ oj Employment. Equity 
and CmTl'th fm the PhiliptJiIiP.I, (Geneva: I nternational Labour Office. 1 974) , 240, 24�; further 
condemnation of the s\,stcm is found in Hugh Patrick and Honorata A. Morcno. "Philippine 
Private Domestic Commercial Banking, 1 946-Ho. in the Light ofJapan ese Experience," in 

JajHlu (Iud the D(�!el()t)ing Conntn('.I: A Comparative Anal)',I;s, ed. Kazush i Ohkawa and Gllstm 
Rani, (New York: Basi l Blackwell, 1 9H5) . '15 1 .  

4� Or, as the "Vodel Bank laler put i t ,  the change from "circUlnvenled" ceilings to a fonnal 
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On the deposit side, however, the l iberalization of interest rat.es h eld 
much greater promise, since interest rates quite clearly remained well 
below market.-determined levels. If the Centml Bank had in fact actively 
supported competition in the industry, the goal of increasing savings mo
bilization might have been achieved. I nstead, h owever, the monetary au
thorities were determined not to let market forces take control, and al
lowed the banks to cooperate quite openly in setting unofficial ceilings on 
deposit interest rate ceilings, As a result, one economist laments, "the 
move towards a fully flexible interest rate regime did not increase at all the 
flow of loanable funds. "43 

As the date of liberalization approached and banks were "worried be
cause they may have to settle for nan'ower spreads, " the BAP decided to 
help guide the determination of interest rdtes. Laya, meanwhile, called for 
an "orderly transition" and actually offered to use "moral suasion" to pre
vent an interest rate war.44 In effect, the banks were simply provided an 
opportunity to establish deposit rate ceilings by other means. With such 
public support from the monetary authorities, the BAP president fel t  no 
need to conceal arrangements " to allow more orderly adjustment in  i nter
est rates. "  Small savers were to receive a fixed rate of 9 percent, while large 
savers enjoyed floating interest rates. 

Just as in the 1 �)70S, a two-tiered market endured: lower rates for small 
savers (formerly officially controlled, now unofficially controlled) and 
higher, market-determined rates for large savers. The keenest competition 
would continue to be found in servicing the needs of larger savers, with the 
major difference that in the 1 980s banks no longer faced any serious 
competition from investment houses. While this state of affairs was c learly 
advantageous to the banks, the near-absence of competition among banks 
at the lower end of the savings deposit market greatly inhibited the goal of 
increased sayings mobilization .  Real interest rates for small savers re
mained negative through most of the 1 9808, just as they generally had in 
the 1 9705.45 

lifting of the ceil ings "hrought greater transparency to the 'ystem." World Bank, Philip/Jinp 
Finanria/ Sp,/or Stlldv. Report ]\;0. 7 1  77·PI I (Washington. D.C.: 'Norld Bank, I gBR) ,  1 :-\ . Lend-

r,ltes in the 1 970S had ,oared ahoY<:' percent, roughly twice the ollicially perm issible 
rate. World Bank-I M F', ii; Patrick and ,I;') I ,  ,);:,3: HER. June 1 2 , I gH I ,  H I .  

Gerardo P. Sicat, 'Towards a Flexible I nterest Rate Policv or Losing I n terest ill lbe CSlll) 
Law:' i n  Intn-t\gI'IIfJ CUlIlmillfP o n  Ihf Study of Inlnpst Rain. ed, National Ecollomic 
Council  e t  Nat ional Economic Council. 1 97 1 ) .  (j9-78. at "Floating 
Interest Rates:' 1 46; Mario B. Lamherte, "Financial Liberalization: Learnt?" 
journal of Philippine /){7wiuIJfnml ] 2 ( 1 9l-),j ) :  274 -l-)\l. at 2xli. 

14 Ff:ER, Juiv :l. I D8 } .  56: ;1H:<;f, June :)0, 1 9R 1 :  H:'I';R, March 1 9, H)R2 ,  
I'; Go, "Ph i lippine Banking," I I):!:  Lambene and Remolona also note oligopoly 

power exercised by commercial ban ks over the markN i()r [small ] deposits:' Eli M .  Remolona 
and Mario B.  Larnhertc, "Financial Ref<lfIns and the Ralance-ot�Payments Crisis: The Case of 
the Phil ippines, I \lRo-83," Philipf!irlP R.pview 0/1:'conomicl and Business 23 ( 1 9H6) :  } 0 1 -4 ] ,  at 
} 3 7 .  Between 1 959 and ' 9l-)7 ,  excludi n g  ' 979 and 1 98 1  (for which data are n o t  available ) .  
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The agreement to freeze interest rates probably accorded especially well 
with the cunent needs of the larger and more stable banks. \vhich had 
been flooded with the deposits of neIVOUS customers in the early 1 9805 
and therefore fel t  little need to campaign for depositors by offering higher 
rates of in terest. Laya may have become particularly anxious, in the wake of 
Dewey Dee's departure, to ensure that the i n terest rate reforms would not 
put additional pressure on financial institutions already teetering on the 
brink of disaster. The Central Bank governor expressed confidence that 
banks would put the maintenance of "good banking relationships" above 
the temptation to outbid each other. When the Philippine National Bank 
began to offer lower fees and slightly higher deposit rates to customers ( 1 0 
percen t  rather than 9 percent, reportedly because its president was angry 
over his failure to assume the BAP presidency), Laya stepped i n  with the 
warning that he did not wan t rdtes to "nm out of con tro!. "4(j 

By his own actions, therefore ,  Laya stood in the way of his earlier predic
tjons that the removal of i n terest ceilings would bring a "freer play of 
supply and demand forces in credit allocation" and discourage "the 
oligopolistic power of financial institutio ns. " Indeed, both Vinita and 
Fabella stated in 1980 that a key test of the success of the en tire refonn 
package would be the narrowing of interest rate spreads.n With the ac
tive assistance of Laya 's  Central Ba nk, however, marke t forces were 
squelched-and oligopolistic power was refined, fortified, and extended 

real rates of return on savings deposits wefe negative <,very' year ("x('f'jJt 1 959 (;1,9 percent) . 
I C)6 1 ( 1 .4 percent ) .  1 965 ( 1 .4 percent ) ,  1 966 (0,4 percent) . I C)6S U\. l percent) , 1 969 (4-0 
perce n t) , Hl7t) (o.!) percent)  and 1 9S5 (g.o percen t ) ,  The high real rates in [ (IS;) must be 
seen i n  the context ofa deep recession, which brought the inflation r<He down to I .S percen t. 
Real rates of retnrn on t ime deposits, however. had been positive since 1 975 and remained so 
through the I gRos (with the exception of I C)R3, when the inllation rate h i t  49.S percent) . 
World 8an k- IMF, 60; World Bank, Philippinl' Finanrial Ser/or ( 1 9RR) ,  Annex 3: 'I. 

,,; Go. 162; n,}:R. Jllly 3, [ ()R I . 51)-57; I ntelView, Virata. May 24, 1 99 1 ;  ;n"'\Y, Jllne 30, 
1 91:1 1 ;  H'.ER, March 1 9, I gS2 ,  75-7G; Anonymous i ntelview. fonner bank president, 1 99o. In 
promoting competition ( albeit with l i t tle success) .  PNB was playing the role i t  was often 
envisaged to pia\'. As Fabella explained, PN8 was meant to be "a sonrce of coulltervailing 
pressure"' on such matters as increasing the savings rate. Fabella. June R, 1 990. Domingo 
claimed sCHmd motives for his l)('ha"ior. hut (as AvV.V reported) other bankers "privately 
suggested that PNB's policy of setting i nterest rates itself is ' Panfllo', revenge ' for not being 
elected president of the Bankers Association this vcar." 

Fabella told the press that "if the interest spr�aels remain wiele over the next few veal'S. 
then we can say we failed. Because this proves that banks have grown so big that the\' can 
dominate the market and dictate the i nterest rates." A major Central Bank document on the 
financial refonns of 1 9Ro highlighted the importance of discouraging "collusive arrange
ments among banks and other fonns of oligopolies."' and Fabella declared that the Centr.J.l 
Bank was closely monitoring the five largest hanks. 'The Financial Refonns of I !)SO,"' CB 

Review, August 2(). I !)SO, 4; Busine.ls Day, August 2R, 1 9Ro. Virata, as well, recognized "the 
influence of olig-opolistic clements" i n  financial markets, and treated the llalTowing of 
spreads as an important objective of the refonns. Letter of Cesar E. A .  Virata to Robert 
McNamara. president of the World Bank. 7-S; Business Da)'. August 28, 1980. 
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to new fields of banking activity:!H Whereas the Central Bank had earlier 
promised to monitor the banks to discourdge an ticompetitive arrange
ments, it eventually did so to ensure their successful maintenance. Iron
ically, one can say that as collusion replaced formal ceilings, "liberaliza
tion" enabled the banks' oligopolistic power to come to ful l  fmition. 

U nfortunately for the overall health of the Philippine financial system, 
other factors besides oligopolistic power hindered savings mobilization 
during this period. First, liberal rediscoun ting policies encouraged banks 
to rely heavily on Central Bank borrowing to the detrim ent of th eir role as 
savings mobilizers. Second, the inflationary conditions of this period ( to 
which the liberal rediscounting policy contributed) also made it more 
unlikely that positive real savings rates would be achieved. Third, the finan
cial crisis and bank instability of the early 1980s undennined confidence 
in the banking system. 4!l 

Initiatives to restructure til£' allocation of selective Cf£'dit became mi;'Pd in cronyism 
and crisis, and failed dramatically. Under this aspect of the reforms, preferen
tial credit was to be disbursed to fewer and better defined targets on the 
basis of "rigorous economic analysis," In addition, a "Iender-of-last-resort" 
rediscou n ting facility was established to give the banks greater confidence 
in providing longer-term loans. 

Reform of the system of selective credit was i n itiated, in large part, in 

response to cormption within Licaros's Central Bank. A� Laya assessed his 

achievemen ts, he assumed the governorship amid mmors about "ineg

ular i ties . . .  in the management of the international reseIVe, approvals of 

Jumbo Loan applications and foreign exchange swaps, and the issuance of 

banking Iicenses"-but responded with "quiet housecleaning and gradual 

reorganization " that "has, to all indications, been successful.  "50 In fact, 

however, the problems that Laya said he had addressed only became more 

apparent. 
I n  the allocation of foreign exchange swaps, cronyism remained the 

jR Laya, "End of the Crisis:' 1 7, and "Floating Interest Rates in the Eighties: A New 
Dimension in the Philippine Financial System,"' Pookien Times l'hilijJjlin,'s Ymrbook 1 1)81 -82, 
1 41)-59, at 1 5l/. 

"'I Remolona and Lamberte, 1 1 3: l.amberte. "Financial Liberalization." "Sb-S9. Further 
crit ique of rediscounting policies of [he period is Ii HInd in Nascimento, 1 96. The subsequelll 
post-I 98:\ balan('e-of�payment.s crisis made the goals of increased savings mobilization all t he 
more elusive. See Manuel F. Montes and JolulIlY Noe E. Ravalo, 'The Philippines," i n  Filllll/
rilll 8)'s/(,lIIs "nd /:'lOnorn;" Polio' ill /)("!w/ofJing Countries. cd. Stephan Haggard and Chung H. l.ee 
(I thaca , 1'\,Y: Cornell University Press. 1 99:, ) .  1 ,,6-57, I ii I .  

"0 Laya, "End of the Crisis,"' 1 7- 1  k ;  Lap, 'The Years of Adjustment," CB Review, January 
1 984: 4 -1-1, 2 1 ,  at S. U pon assuming office in I C)R I ,  Laya implicitly acknowledged past 
problems but  quickly tried to refute "all i mprt'ssion that wholesale investigations are being 
conducted and that anomaly after anolllal\' is abollt to be unearthed." Prohablv ill an effort to 
calIIl llelVes, he was forced t� specifically (iellY that. the Central Bank had dep:"its in a '''post 
office bank'  in the New Hebrides and "non-interest bearing deposits with a named Swiss 
bank." "End of the Crisis," 1 9. 
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dominant theme: Marcos's newly acquired "personal plaything," Secnrity 
Bank, enjoyed nnprecedented access to this lucfdtive source of booty, as 
swaps accounted for 1 1 5  percent of the bank's total assets in 1 982  and an 
astounding 1 85 percent in 1 983.  The avefdge private bank, meanwhile, 
financed no more than one-fifth of its assets from this lucfdtive source. 
Security's heavy involvement in foreign exchange transactions is consistent 
with subsequent testimony that Marcos used the bank for stashing funds 
overseas ( including the pnrchase of Manhattan real estate) .  Other banks, 
such as Traders Royal Bank ( controlled by Benedicto, the sugar industry 
crony) also did very well in the allocation of swap privileges. ''''llile there 
are absolutely no indications that Laya personally benefitted from these 
transactions-as Licaros allegedly did-this was indeed a variety of 
housecleaning. Promises of reduction and rigor quite clearly fel l  by the 
wayside, as aggregate quantities of swap transactions almost tripled be
tween 1 980 and 1 984. In subsequent  years, as we shall see, the foreign 
currency risk that the Central Bank so kindly assumed on behalf of these 
borrowers saddled it with enormous debts.5 1 

In  rediscounting, as well ,  cronyism and expansion swamped the 
goals promulgated by Virata, Laya, and their international allies: to cut 
down the number of areas in which preferential rates were available, base 
allocation on "rigorous economic analysis, " and reduce banks' depen
dence on "cheap Central Bank funds" by ensuring that rediscounting 
facilities would no longer serve as the first refuge of banks in need 
of funds.52 An examination of the rediscounting data reveals outcomes 
quite the opposite. Rather than a consolidation of priority areas, one 
finds instead a mushrooming of new rediscounting windows from 1 98 1  
through 1 983 ,  covering everything from tobacco tfdding to tbe trading of 
blue-chip stocks to coconut milling. The generosity of the Central Bank 
can, in part, be explained as a countercyclical response to the 1 980- 1 982  
world recession. But  as  in  the past, "virtually all economic activities can 
qualify for rediscounting. " Moreover, " instead of being the ' lender of last 
resort' . . .  the Cen tral Bank . . .  continued to be the ' lender of first 
resort. '  "53 

:, I j'EER, .\1ay z'1, 1 99 1 ;  Rolando Gapud. president of Security during these ycars, made 
these revelations in the 1 990 New \�)rk trial of Imelda :'vlarcos. Philippinp Dail� Globe, July 1/. 
1 990. Allocations of swaps grew llmTl roughly P2 1 hillion in 1 g/;o to P5+ billion in 1 983 and 
P70 bi llion in 1 984 , Tabular data on swaps and rediscounts are found in Hutchcroft, "Preda· 
tory Oligarchy, Patrimonial Slate: The Politics of Private Domestic Commercial Banking in 
the Philippines," ( Ph.D. dissertation, Yale University. 1 993) ,  and derived from SGV. Central 
Bank, and PNB data. 

\\'orld Ballk-IMF, vi i i ,  57-51{: World Bank, Philippines Staff Appraisal Rt'fmr/ on the InduI' 
Ilial Finanl'!! Report No, 333 1 ·PH (Washington: World Bank, 1 98 1 ) ,  1 9-20. 24 (em-
phasis added); "Floating Interest Rates," 1 49; Virata, letter to .\1cNamara, March 1 3 , 

4 ·  
Remolona and Lamherte, ' 1 3- 1 1 0 (quote at 1 ' 3 ) ;  see also Armida S.  San Jose, 
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An 1MF study notes that banks could obtain rediscounting privileges "at 
their own initiative . "  Clearly, however, some had better success in obtain
ing these subsidized funds than others, and cronyism continued to domi
nate tbe process of allocation: Republic Planters Bank, controlled by Bene
dicto, financed nearly one-half of its assets with Central Bank credit in the 
years between 1 979 and 1 984-1:WO and one-half times the industry aver
age. Tbe dominance of cronyism endured, as well .  in the allocation of 
'Jumbo loans" (although this source of funds began to taper ofl by 1 983 )  
and in tbe disposition of  the coconut levy ( still the key to success for 
United Coconut Planters Bank) /,4 

The ultimate disposition of the new "Iender-of·last-resort" facility itself is  
one more indication of reform gone awry. The rediscounting program was 
meant to help banks resolve temporary liquidity shortages and broaden 
their planning horizons, but in the midst of the Dewey Dee crisis it was 
quickly transformed into a tool to bolster short-term confidence in the 
basic viability of the financial system. Total availments exceeded the facil
ity's P 1 .5 billion ($1 89 million) in resources, and two institutions monopo
lized the funds: P I billion went to tbe Herdis Group's financial i nstitutions 
and P400 million to Bancom.5'i 

Piecemeal measures to improve bank sllperoision. added to the reform package 
after the Dew')' Dee smndai, proved inejfettual. The loosening of restrictions on 
the secrecy of deposits was intended to make it easier for bank supervisors 
to examine deposits and thus to discover bank fraud; as Laya recalled, with 
a tone of indifference, the change "added more comfort to the lives of 

"Central Bank Rediscounting Operations," eB Review. September 1 983,  1 �-28, Laya defends 
the expansion of rediscounting as a policy "imposed on the Central Bank" in which the major 
beneficiaries were "exports and food." Virata points out that certain groups, induding the 
World Bank and AID. pressed for increased rediscounting privileges. InteIViews. Laya, :\fay 
2 1 ,  1 990, and Virata, May 24, 1 99 1 .  Indeed, the World Bank at certain times favored "non
a!locative" rediscountin<T and at times favored the creation of special rediscounting windows 
intended to benefit exp�'rt-oriented industrialization. Contrast, for example, \Vo�l d  Bank
IMF, 57-:;1{; and \-forkl Bank, PhilijJJnnes S/aJI,lppraisal Repart ( 1 98 1 ) . 7, 

'H Nascimento, I g();Jaime C. Laya, "Strengthening Phi l ippine Financial Foundations," cn 
Review, T\o\'emher 1 983. 5- 1 0, at 7 ,  As de Dins discusses, the sugar industry'; heavy use of the 
rediscounting window was an important issue in the mounting tensions between cronies and 
technocrats in  1 9/;Z,  See Emmanuel S, de Dios, 'The Erosion of the Dictatorship," in  Dictator· 
shij) and Rt'Vo/ulion: Hoots of Prople:, Pown; ed. Dios. Petronilo Bn. Damy, and 
Lorna Kalaw-Tirol (iv[etro Manila: Conspectus Incorporated, 1 98 8 ) ,  1 07-8. In  
early 1 98:-1, Republic Planters Bank faced large fines l()l- reselve deficiencies, but  the 
tive Centra l  Bank penalties were O\'erturned by Marcos via a "Letter of InstrtlCtiol1. As one 
anonymous ollicial complained. "It ' s  favoritism. It's demoralizing. . And it iSII't the way to 
nm a Central Bank."  Al<V:,>!, November 8, 1 91{3. 

Av\ZS'J, August () and September 10, 1 9i1o, and AugllSt 1 ii, 198 I ;  Laya. ''End of the 
Crisis." 1 3 ;  n,1';u, August ' 4, l \l8 L Similarly. the World Bank-sponsored Apex De\'e\opment 
Finance Unit ,  created in  1 980 as an autonomous unit within the Central Bank to promote 
industrial exports, was later enlisted in the post-Dewey Dee effort to rescue crony finns, 
Memorandum from ADFU head E.  lvI. Villanueva to Governor Lap. April ' 4, 1 98 1 ;  see also 
World Bank, Philill/linr Finan('iai Sect",. Studv ( 1 988) . 1 28 -29. 
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bank examiners ."  But the top bank examiner at the time, Carlota P. Val
enzuela, reports that there was no positive impact. Central Bank legal 
officials required them to request Monetary Board authorization to exam
ine specific bank accounts, and by the time they got to the account the 
funds had commonly already been transferred. "You can ' t  go fishing," they 
were told, and the result was little practical relaxation in the law.56 Unfor
tunately, greater attention to the deficiencies of supervision had to wait 
until after the next round of bank instability in the mid- 1 980s. 

Conclusion: The Crisis Intensifies 

Broadly speaking, the 1 980- 1 98 1  refornl package was scuttled both by 
inattention to questions of political power and by imbalances in the 
distribution of political power between regulators and regulated. The uni
banking reforms ignored the reality of familial power within the Philip
pine political economy, the interest rate refoTIns were gutted by the 
oligopolistic power of the banking sector, and the selective credit refor:ns 
were ovelWhelmed by the power of cronyism. None of the three major 
elements of the original refonn package paid sufIicient attention to long
standing problems of bank instability-a problem which was, in itself, 
largely traceable to the weak degree of political power enjoyed by the 
regulatory authorities. 

The belated bank supervision reforms of early 1 98 1  were arguably more 
attuned to questions of political power (by seeking to strengthen the 
power of regulators vis-a-vis the social forces concentrated in the banking 
sector) but in the end the Central Bank-seemingly fearful of lawsuits 
against it-balked. Ten years later, an IMF study strongly criticized the 
failure of the refornls to "tighten bank supervision" and concluded that 
resulting "weaknesses of the regulatory framework and loose banking prac
tices triggered and exacerbated the crisis. " In short, "factors within the 
financial system" are to blame.'i7 

Just as important, the reformers-most notably Virata and his multi
lateral allies-displayed little conception of the limitations of their own 
power in the crony-infested environment in which they operated. By at 
least 1 98:�, observers became increasingly aware that-promotion of tech
nocrats and their high-minded reform agendas notwithstanding-the re
silience of "crony capitalism" was not to be underestimated. Just as he used 

'>Ii ""orld Bank-IMF, 7R; I ntelyiews, Lava, May 2 I .  1 l)l)0, and Carlota Valenzuela, May g, 

1 l)l)I�  . ,-,7 Nascimento, 2 2 7  and 1 77 ;  see also 204 -5.  As Montes and Ravalo pomt out, one cannot 
blame the liberalization program itself f()f the crises that f()llowed ( p. 1 54) .  One can, how
ever, faul t  the rcf()nns for ignoring longstanding problems that were revealed-once 
again-in the midst of crisis. 
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the 1 98 1  "face-lifting" of martial law to try to obscure the underlying 
endurance of authoritarian nIle, Marcos used the agenda of reform to try 
to conceal the underlying endurance of cronyism. Virata and his tech
nocrats accomplished little beyond providing technical expertise to eco
nomic policymaking agencies and supplying the Marcos regime with 
the developmentalist rhetoric and liberalizing agenda that brought in 
the international resources necessary for perpetuating the system as a 
whole.51' 

The resilience of cronyism became especially apparent when an April 
1 983 caucus of Marcos's political party, the Kilusang Bagong Lipunan 
(KBL) , turned into a concerted attack on Prime Minister Virata and his 
policies. Here,  Marcos sat back and let the cronies run things: a number of 
his close associates, including crony Roberto Benedicto, assailed Virata's 
policies and his alleged subservience to the World Bank and the IMF. 
Observers recalled that Marcos never set a fixed term for Virata's tenure as 
prime minister, and had earlier discussed regularly rotating the post; many 
thought he might be on his way out. Foreign observers were reportedly 
"extremely nervous" at the KBL spectacle, and it was no exaggeration for 
observers to say that Virata's departure from the government "could easily 
send international lenders scurrying. "59 

Virata stayed on, but by that time it was obvious that he faced major 
constraints in  translating foreign respect into domestic inf1uence. Marcos 
needed Virata to take care of economic matters on the international front, 
but kept him on a short leash at home; as a result, Virata's battles against 
crony excesses met with little success. He successfully won repeal of the 
coconut levy in September 1 98 1 ,  only to have it reinstated as soon as he 
was out of the country. Similarly, even some of the cronies who were 
supposed to have been smashed in the wake of the Dewey Dee crisis began 
to enjoy renewed access to the trough of power in later years. Disini, for 
example, who after the crisis had been used as an example of a crony 
reined in, was the recipient of special privileges in a 1 983 presidential 
decree lowering import duties on a raw material for cigarette filters, a 
market over which he enjoyed 75 percent control. Benedicto and Co
juangco were also the beneficiaries of other Marcos directives issued at the 
time.GO Quite clearly, arbitrariness in the political sphere continued to be a 
major detenninant of economic outcomes. 

At no time did the detrimental impact of this rampant arbitrariness 

',H Even after being overwhelmed by crises and cronyism, Virata and Laya blame the failure 
of the financial reforms on such external shocks as increased oil prices and the decreased 
availabilitv of international credit. Given such circumstances, Vil�lta argues, "I don 't see how 
the bank; could change." In terviews, Virata, May 24, 1 l)1) I ,  and Laya, May 2 I ,  I �)l)0. 

5" FEER, May 5, 1 9R3, 44; AWS/ May 2 7 ,  I gR3. 
t;O AWS/, October 2 2 ,  1 9R I  and May 2 7 ,  I gR3; Ff<�l?, June 30, 1 9RC\, 50-5 1 . 
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become more obvious than with the August 1 983 assassination of former 
Senator Benigno Aquino, Marcos's most prominent political opponent, 
Extrajudicial executions had become a regular feature of the Philippine 
political scene, but with this assassination it became clear that targets 
could include even major political figures with prominent family names. A 
sense of panic once again swept through the streets of the financial 
district, but this time it was accompanied by widespread demonstrations 
attracting some of the country's leading bankers and businesspersons 
(many of whom had been organizing since 1 98 1  out of anger at the 
excesses of crony capitalism) .  

As capital flight mounted, the country was soon faced with another 
major balance-of-payments crisis. A moratorium was declared on repay
ments of principal due on the country's external debt, making the Philip
pines Asia's first major problem debtor. International bankers were ner
vous, and demanded that Virata and Laya remain in their posts; the 
removal of either, explained a U.S. banker, "would be the final blow to the 
government's international credibility. " That final blow, however, came 
from within the Central Bank itself: in December it was discovered that 
Laya's personnel had been overstating foreign reserves by $600 million 
throughout much of the year-in a desperate effort to reassure foreign 
lenders and investors. This revelation "infuriated" foreign bankers who 
began to question "the competence of the once widely

L 
respected 

'
tech

nocrats ."  'Jimmy messed it up," said one leading banker, while another 
said Laya's "credibility is very, very low. " A month later, Marcos demoted 
Laya to the post of education minister and named veteran banker Jose 
Fernandez the new Central Bank governor. Contrary to Laya's claims that 
he succeeded in his housecleaning at the Central Bank, the institution's 
reputation plunged to an all-time low under his stewardship.6 1 

As the crisis intensified, the IMF transformed itself from "doting parent" 
to "vengeful god. "  Meanwhile, the last four months of 1 983 brought "a 
massive wave of deposit withdrawals , "  and the banking system was once 
again facing enormous instability.fi2 The multilateral institutions, which in 
the 1 980- 1 98 1  reforms had paid little attention to such matters as crony
ism, bank instability, and weak regulation of financial institutions, finally 

'; 1 AvvSj, October 1 7 , I <jH'\ , December 1 1  and I () ,  I <jR'\ ; Janual)' 1 2 , I <jH4: and Wall Street 
Journal, October 1 7 , I <jH'\. Only a few months earlier, the Asian vvelil Street Journal had 
reported that foreig-n bankers, diplomats, and [MF officials speak of Laya "in near-reverential 
tones. They say his continuing stmg-g-le for honest g-overnment is one of the few hopeful signs 
they see III the Phlhppllles" ( May 27 ,  1 9H,\) . [n a sig-n of their continued support for Laya, 
Marcos and Virata actually described the new job at the Education Ministry as a promotion. 
A,liIllIlPtk, Januarv 27,  I ljH4, 47 ·  ht Manuel F .  Montes, cited in Emmanuel S. de Dios, "A Political Economy of Philippine 
Pohcy-Making-," Emrwrnir Poliry-lvJaking in the Asia-Pacific Region, ed. John W. Langford and K. 
Lome

, 
B:ownsey (�alifax, Nova Scotia: The Institute for Research on Public Policy, 1 990) ,  

1 2 1 ;  FElcH, Apnl 2h, 1 91'14, I I  '\, and May 5, 1 9H,\, 96-97. 
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began to see that these matters would need to be attacked head on; the 
short time horizons of bankers noted in 1 979 had grown yet shorter, and 
could no longer be blamed merely on incorrect financial sector policies, 
Whether or not Virata and Laya were willing to acknowledge it, even many 
erstwhile Marcos supporters now understood that cronyism ultimately 
determined the agenda of economic policymaking, and the economy's 
greatest problems lay in the political sphere. Governor Fernandez faced a 
financial system under mounting stress, as even the government institu
tions commonly used to rescue distressed banks, PNB and DBP, were so 
decimated by crony abuse that they were soon to require a major rescue 
operation on their own behalf. The 1 980- 1 98 1  financial reforms had low 
priority in the midst of such upheaval; instead, Fernandez was forced to 
concentrate on the far more pressing-and relevant-problems of bank 
instability and deficiencies of bank supervision. 



C H A P T E R  E I G H T  

Cleaning U p :  

The Fernandez Years , 1 984-1 990 

Veteran banker Jose B. 'lobo" Fernandez became governor of a 
tarnished Central Bank j ust as the economy was going into fi'ee fall and the 
Marcos regime was facing unprecedented popular opposition. Under 
these conditions. crisis management supplanted the 198o- 19i h reform 
agenda, and the Central Bank's work became "basically a fire-engine job. " I  
The two most important fires to douse were the balance-of�payments 
crisis-the worst of the entire postwar era-and the mounting danger of a 
yet another rollnd of extensive bank failures. Fernandez proved more than 
ready to confront the economic crisis with draconian stabilization mea
sures, and he at the same time set out to "purify" the banking system. In 
the end, as we shall see, efforts to address these problems gave the largest 
of the commercial banks spectacular new opportunities for protit and 
advantage. Indeed. one can say that Fernandez was not only attempting to 
clean up the system; he was, at the same time, giving the big banks a 
chance to clean up. 

This chapter begins by examining the first two years of Fernandez's 
" crusade" to reform the banking sector, coinciding with the final two years 
of the Marcos regime. In the second section,  I discuss Fernandez' s  survival 
through the February 1986 "people-power revolution" and analyze his 
continuing "cmsade" under the administration of Corazon Aquino. The 
conclusion surnmarizes Fernandez's overall record: while continuing 
weaknesses of bank superyision plagued efforts to deal with the problem of 
weak banks, there was enormons success in consolidating the position of 
the largest and strongest banks. As financial burdens were shifted to the 
increasingly ovelwhelmed coffers of the Central Bank and the Treasury, 

I lntelview, Annand Fabella, June 8, 1 990. 
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the overall banking system was far healthier by decade's end. Despite the 
enormous expense to the public, however, the system continued to do far 
more to obstmct than to promote national developmental objectives. 

The Fernandez Crusade,  Part I: Riding into Marcos's Sunset 

In the wake of Jaime Laya's forced resignation from the Central Bank 
governorship, Ferdinand Marcos was in a tight spot Laya and Virata had 
come to supply the bulk of the regime'S credibility abroad, and now they 
were themselves tainted by the overstatement of international reserves. 
Marcos not only lost the services of a tnIsted associate at the Central Bank; 
of far more consequence was the fact that his regime was rapidly losing 
legitimacv at home and abroad. International supporters wel'e at last 
fo

'
rced to

' 
confront the primacy of crony capitalism and the hollowness of 

Marcos's proclaimed developmental objectives. The strategic importance 
of U.S. military bases assured Marcos of continued external support, but 
the granting of' support came in an atmosphere of mounting distrust and 
suspicion. Laya's replacement would need to be someone who could win 
back the confidence of international creditors and donors. 

.lobo Fernandez fit the bilL Within the banking community, few could 
match his prominence: he was founder and chainnan ofFal' East Bank and 
Trust Company, and former president of the Bankers A�sociation of the 
Philippines. He had represented the banking community in the Joint  IMF
CBP Banking Survey Commission in the early 1 970s, and enjoyed close ties 
with two major international banks ( Chemical Bank and Mitsui Bank) 
through joint ownership of Far East Bank. During the Marcos years, Fer
nandez's bank had continued its steady ascent to the upper mngs of the 
banking system (climbing from thirteenth-largest bank at year-end 1972 to 
eighth-largest bank at year-end I g83) . But Fernandez's initial rise to prom
inence predated both martial law and the rise of the Marcos-era tech
nocrats; while Fernandez quite surely knew how to play ball with Marcos, 
he was bv no means tainted with the label of either technocrat or crony. 

According to one report, when Marcos first offered him the post of 
Central Bank governor, Fernandez "tried to beg off, saying that, without 
him, Far East Bank might collapse."  Marcos responded by focusing atten
tion on the object of Fernandez's greatest loyalty, a tactic that was appar
ently persuasive. "Your bank will collapse anyway," said Marcos, "if our 
(external debt) problem is not solved and the entire ( financial) system 
goes down."  Even after he took over the "papacy of the local banking 
world," Fernandez seems not to have left behind an overarching concern 
for his own beloved archbishopric, Far East Bank-which did especially 
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well during the years when its founder took over at the helm at the Central 
Bank.2 

At a much earlier point in his career, it is worthwhile noting, Fernandez 
had planned to go to work for the Central Bank. Soon after returning from 
H arvard Business School in 1 949, the young Fernandez wanted to enter 
the newly formed institution-but was advised not to by the man who was 
soon to be his boss, Don Pepe Cojuangco of the Philippine Bank of Com
merce. Don Pepe told Fernandez that he was '' ' too young and too poor to 
be in government service' and should join it only when he was 'old and 
rich . ' " In fact, he was being advised of the wisest path to power within a 
patrimonial oligarchic state: join the bureaucracy after developing a 
strong independent base outside the state apparatus. By 1 984, the sixty
year-old Fernandez could take the helm of the Central Bank from a posi
tion of wealth and stature. 

When Fernandez became governor inJanuary 1 984, the economic crisis 
was mounting in severity. "Gentlemen,"  he announced in his first briefing 
to cabinet ministers and businessmen, "I feel that all of us are just shuffling 
deck chairs on the Titanic. "?, The major means by which Fernandez's 
Central Bank sought to respond to the balance-of-payments crisis was 
through the floating of high-interest bills-popularly dubbed ':Jobo 
bills"-beginning in March 1 984. With this one financial instmment, Fer
nandez simultaneously provided short-term solutions to a number of 
pressing problems: he reduced excess liquidity in the system,  stabilized the 
currency, curbed capital flight, and provided a beleaguered banking sec
tor (along with other large asset-holders) with high-interest, low-risk in
vestments. As the Asian Wall Street Journal reported, "Local banks snapped 
up the profitable bills, and their customers went without credit. " 

Even by the standards of the IMF-the world's foremost bearer of con
tractionary policies-the Jobo bills were later judged a "dramatic"  means 
of monetary tightening; similarly, a leading economist explains that they 
brought "the decimation of industry as firms stopped operation due to 
[ the] vel)' high cost of money. "4 One might expect that such an outcome 

" "Industry Report, "  a supplement to the Business jou mal (a puhlication of the American 
Chamber of Commerce of the Philippines ) .  June 1 9H4. S-:l ( parentheses in original) . See 
also Asiawfek, January 2 7. 1 9H4, 4H. 

: I  Virginia Benitez Licuanan. Mow"! ill  lhe Bank: The Siory of iVIonry and BankinK in the 
PhilijlfJilifl lind the PCIBank Siorr ( :vlanila: PCIBank Human Resources Development Founda
tion, J ()H., ) ,  1 3H-:l9; A.lirIrl Wall Streftjoumal l1peklv, January 23 ,  1 9H4. 2; AWSj,June 13. 1 9H6. 
The origins of the balance-of-paymt'nts crisis are examined in  Emmanuel S. de Dios, cd., A n  
;\rwly lis of the Philip/)ine /-"'mnomir Cri.lis: A �t()rkshojJ RejJort (Quewn City: l;niversity o f  the 
Phil ippines Press, I <jH4 ) .  

, AJ.V\j, June 1 3 , 1 <jH6; Jean-Claude Nascimento, "Crisis i n  the Financial Sector and the 
Authorities' Reaction: The Phil ippines," in  Brl l/kinK Crists: Cases alld Issues, cd. V Sundarard
jan and Tomas ). T. Bali llo (Washington, D.C.: International Monetary Fund, I l)() l ) ,  1 95;  
Raul V Fabella. "Trdde and Industry Reforms in  the Philippines: Process and Performance," 
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would elicit the strongest of reactions from the powerful oligarchic forces 
that were mobilizing in opposition to the Marcos regime. But it did not: 
although anti-Marcos businesspersons readily blamed the regime for 
creating the crisis, they generally did not begmdge Fernandez for the 
measures he adopted, 

The explanation, it seems, lies in the continuing diversification offamily 
conglomerates. Even at the height of the crisis, it is important to note,  
there was no sign of any clear division between financiers and manufac
turers-precisely because the major families incorporated both segments 
of capital under one roof.5 From the perspective of diversified family 
conglomerates, therefore, the .lobo bills were by no means unwelcome. 
They addressed pressing economic problems, o ffered hope that the coun
try's credibility with international creditors might be restored, and-last 
but by no means least-provided the major families with a ready means of 
weathering the crisis. While the manufacturing firms of the major con
glomerates foundered, their banks were enjoying windfall profits in low
risk investments; while the national economy was forced to its knees, the 
major families were given a new means of enriching themselves at the 
public trough. In the end, the balance-of�payments crisis only reinforced 
the oligarchic domination of the economy, as many small-and medium
scale enterprises went bust. During the crisis, there might have been an 
opportunity to attempt a genuine restmcturing of an inefficient, privilege
ridden economy; instead, policy measures merely ensured that the coun
try's major diversified family conglomerates had the opportunity to ride 
out the crisis. The larger political economy remained thoroughly unre
constmcted, and Central Bank coffers increasingly strained. 

From the start, the floating ofJobo bills took into account the special 
desires of the banking community. At the suggestion of the Bankers Asso
ciation of the Philippines, the minimum lot available to savers was set at a 
high level, "so that the traditional market segment of banks, which consists 

in PhilijJfJine .""I(lcr(wcorJornir PrnjJl'rtilll': D('vdojJmenls alld Poliries, ed. Manuel F. Montes and 
Hideyoshi Sakai (Tokyo: Institute of Developing Economies, 1 9H9) , 1 9 ' .  Nascimento. au
thor of the IMF study, reports that between 1 9R9 and Septemher 1 9HG, "real credit to the 
private sector fell a staggering .,:l percent, and cumulative output fell hv C) percent. " Nasci-
1l1ento, � 1 7 . 

e, In the mid- I �F)Os, it will be recalled, there was a clear debate over the direction of 
macroeconomic policy, with two definable camps of oligarchic families pitted against each 
other; in tl1<' mid- 1 9Hos. there was no basis f()r such an intersectoral debate. As de Dios 
explains. elite interests are "not sufficiently differentiated to reprt'sent fixed economic inter
ests, even between landowners and capitaliqs. . .  In whichever sector large property is 
found. it is distinguished by its reproduction through ('xclusion and monopoly . . . .  [A] ccess 
to the state machinery will always command a premium and stnIggles are hound to develop 
to ohtain that access." Emmanuel S. de Dins, "A Political Economy of Philippine Policv
Making," /-jorlOrnir Poliry-AlakiriK in the Alia-Pari/ir Rer;iorl, ed. John W. LangfrJrd and K. Lome 
Brownsey (Halifax, Nova Scotia: The Institute f(Jr Research on Public Policy, I 9'Jo) , 1 40. 
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of small-and medium-sized investors, can be retained by them." At the 
same time, the BAP sought to " [i] ncrease the differential between the 
rates paid on CB/Treasury Bills sold to banks and those sold to individ
uals . . . .  [ to] somewhat shield the banking system from a massive shift of 
deposits into CB/Treasury Bills . "  The Central Bank was remarkably forth
right in explaining that their bills were "aimed at the upper bracket of the 
market," and that the minimum placement excluded "most savers or the 
general public which the banks depend upon for much of their business . "  
This merely served to reinforce the longstanding two-tier market, in  which 
small savers were locked into low-paying bank deposits (generally at nega
tive real interest rates) , while large savers could avail themselves of attrac
tive positive real rates of interest.1i The most liquid banks ( those who paid 
least heed to earlier World Bank-IMF-Virata efforts to promote longer
term lending) were best poised to shift assets toward the highly lucrative 
bills. 

As helpful as the Jobo bills were to banks, they were not enough to 
rescue all banks from crisis. When Fernandez assumed office, there was a 
clear sense of panic in the banking community. Deposits were being taken 
out of banks perceived as weak, and ending up both underneath mat
tresses and in the larger and stronger banks ( including the four foreign 
banks) . In the face of economic travails, many loans could not be col
lected; as international reserves plummeted and lines of international 
credit dried up, the banks' lucrative business of financing trade was sharply 
curtailed. Banks with large quantities of foreign exchange had enjoyed 
windfall profits from the I g83 devaluations of the peso, but as of late I g83 
all banks were forced to turn their foreign exchange over to the Central 
Bank. In the midst of this jittery environment, there were widespread 
expectations of a major shakeout in the banking sector as a whole. 

In  response to the banking crisis, Fernandez declared a three-part "cru
sade" in August I g84. First, he promised to get tough in dealing with the 
problem of the weak banks, and prosecute those responsible for fraud, 
mismanagement, and DOSRI abuses. Second, Fernandez sought to con
solidate the position of the stronger and more conservatively managed 
banks by improving their public image. In particular, he hoped to bring 
hoarded funds back into the banking system.  Third, the Central Bank was 
both to suggest and arrange options for mergers and acquisitions. 

Mter a decade of Marcos-style authoritarian rule, political arbitrariness 
was a major issue of the day. In addition, it had become obvious that the 
response to the previous financial crisis-the Dewey Dee affair-had 

" Tillll'sJoumal, October 1 6. 1 C)H4, quoting a BAP document; CB Rroil'7JI,June 1 984, 23 .  On 
the two-tier market ill the 1 <jHos, see Edita A. Tan, "Bank Concentration and the Structure of 
In terest," University of the Philippines School of Economics, Discussion Paper HC) 1 S  
(Quezon City. 1 9H9L 2 1 -2 2 .  
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done little to resolve longstanding problems within the banking sector. In 
the analysis of one observer, post- l g8 1  actions had "merely papered over 
the problems" through Central Bank emergency loans and rescue by pub
lic sector banks, and "many feared the current crusade will be diverted in 
similar fashion . "  The observer went on to comment, "Political consider
ations cannot be underestimated [as a factor guiding the response to the 
last crisis] . . .  many of the worst offenders with regard to prudent banking 
and investment had government backing, [ some as] , , . direct paybacks 
for political loyalty . . . .  the central bank must . . .  convince the public 
(and foreign creditors) it is more than 'just another government minis
try. ' '' Fernandez addressed both issues head-on. "Uniform application of 
[banking] law is of primary importance," he said. "Don' t  think we an
nounce a crusade and not do anything."  In addition, he rejected the post
Dewey Dee strategy of "shoring up the weaker members of the system . . . .  
at a net cost of several billion pesos, "  and displayed a readiness to let 
certain banks faiJ .7  

Indeed, in this latest round of bank instability, the Central Bank did not 
coordinate a rescue of all failing banks by government agencies and banks. 
Between 1 984 and 1 986, one large savings bank ( Banco Filipino) and two 
commercial banks (Pacific Bank and Philippine Veterans Bank) were 
closed down. In 1 987 one more commercial bank ( Manilabank) was 
forced to shut its doors. In each case of bank closure, DOSRI abuses were 
cited as a major cause of failure. The crusade notwithstanding, the former 
bank owners had far more success in prosecuting the Central Bank for 
closing their banks than the Central Bank had in prosecuting errant 
bankers for fraud and DOSRI abuses. And, as the following analyses of the 
closures reveals, the issue of political arbitrariness only became more 
acute: Fernandez's many critics accused him of using personalistic criteria 
in deciding which banks to close and which banks to support, and the 
bank closings generated great controversy and innumerable lawsuits. 

BanroFilipino, a savings bank founded by the Aguirre family in 1 964, had 
long cultivated the business of even the smallest of depositors.H By late 

7 n::ER, September 1 3 ,  1 C)H4, 56; ./ose B. Fernandez, 'The Momentum of Economic Recov
ery," a speech delivcred to the .'vfanagement Association of the Philippines, Metro Manila, 
June 2 ,) ,  1 9H7.  

H Although a sayings hank and thus technically outside the focus of this  study, Banco 
Filipino warrants careful examination both becaus� of its sizc and because of the m�gnitudc 
of the shockwavcs generated bv its closure. Ovcrall, this category of financial institution held 
o�lly 1 .3 perccnt of the total assets of the financial system at year-end 1 9H3, but Banco 
FlhplllO was the largest of all savings banks (in terms of total assets) , and actually exceeded 
the size of all but ten private domcstic commercial banks. In the 1 9Hos, savings banks had all 
the powers of commercial banks except those that pennit international transactions. \\'orld 
Bank, Phililillilir Financial Sl'rlor Study, Report NO. 7 I 7 7-PH (Washington, D.C. :  World Bank, 
I C)HH ) ,  Annex 5; Bwinrss Day Corporatl' PmJilRs I984 ( Metro Manila: Business Day) , 57 ;  and 
SGV, A Study of Commrrrial Banks in thl' Philippinl's (Metro Manila: SGV, 1 9H4) . 
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I gH3 ,  many of its some three million customers responded to the jittery 
economic environment by pulling their money out the bank. The situation 
stabilized by early I gH4, but byJune and July (after the May parliamentary 
elections) the bank nms had become more intense than ever. It is not 
entirely clear what initially spurred the runs, but there were reports of 
anonymous leaflets being circulated on July 1 3 , urging depositors to with
draw their money from banks before they closed down. Most banks con
tained the problem, but Banco Filipino withdrawals were especially great 
because of reports-emanating from the Central Bank-that "a big sav
ings bank was under surveillance. " In addition, Fernandez had just an
nounced that the Central Bank was no longer going to come to the 
assistance of banks that were mismanaged. Fernandez also appeared 
on television, and advised the public "to be choosy" as to where they 
deposited funds. On the same public affairs program, Fernandez accused 
Banco Filipino's owners of diverting ( partly to related enterprises) about 
one-third of the roughly P I  billion in emergency funds they had received 
from the Central Bank.9 

On July 23, the bank closed its doors, and blamed the Central Bank for 
causing its difficulties through "arbitrary actions . "  Bank officials main
tained that the institution was solvent, and claimed that if only the Central 
Bank would provide "unlimited and unrestricted financial support" their 
institution could regain the confidence of its depositors. Their lawyer 
lambasted the Central Bank for its "insinuation" about the diversion of 
funds, and an Aguirre family member told Marcos that his intercession 
would likely be necessary given the "arrogant attitude and endless schem
ing" ofJobo. I O 

In addition, the Aguirre family charged that Fernandez had demanded 
they turn over 5 1  percent of bank shares "for sale to an unnamed buyer at 
an unnamed price . "  According to the Asian Wall Street Joumal, these shares 
were actually pledged to Fernandez in lateJuly. Rumors circulated that the 
5 1  percent shares were going to be assigned to Eduardo "Danding" Co
juanco ( the Marcos crony active in the coconut monopoly) or to other 
Palace interests, but by late August it was reported that Fernandez was 
planning to sell the shares to the Ayala's Bank of the Philippine Islands. 
Either way, Fernandez seemed to be assuming an unprecedented role in 
trying to force the sale of the bank, and the Aguirres charged him with 
"unethical conduct. " The Central Bank had withheld aid, they said, to 

" BllsinPss Day Corporate ProfilRS 798J (Metro Manila: Business Dav) , 70; Business Day Corpo
rate Profilrs 7984, 57;  AWV,July 2,\, I ')H4; HER, Aup;ust 2, I ')H4, 7H, and Aup;ust 30, I g84, 48; 
Letter of 1\:0rberto.J .  Quisumbing ( Banco Filipino's la"yer) to Central Bank Deputy Gover
nor Gabriel Singsoll , July 26, I ')H4' 2. There were also bank nIns and heavy withdrdwals at 
three other savings banks. AWSf, July 24, I gH4· 

1 0  H,:r:R, August 2 ,  I gH4' 7H; Quisllmbing letter, I ;  AWSJ, July 23, I ')H4; Letter of Tomas B. 
Aguirre, chairman of the board of BF Homes, Inc., July 26, I g84. 
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allow Fernandez to force the sale, In the end, however, BPI backed out of 
the deal because of the way Banco Filipino had been hurt by bank runs and 
bad publicity I I 

While the bank was closed, "the Aguirres and Fernandez were not only 
hotly debating in public the issue of when the central bank should come to 
the aid of a troubled institution, and to what degree, they also were threat
ening each other with suits and countersuits ,"  In the midst of this un
seemly "press relations battle" (as the Aguirres later called it) , President 
Marcos interceded on behalf of the bank, and on August 1 the bank 
reopened its doors under Central Bank conservatorship. Unfortunately for 
the Central Bank, however, the first conservator ( the president  of Land 
Bank) seems to have taken the side of the Aguirre family, and was replaced 
after only a week on the job by another conservator ( the head of the Social 
Security System) . On orders of the Palace, the Central Bank provided an 
additional P3 billion ($ 1 67 miIJion) in assistance, 12 Within a week, the 
Aguirre family sued Fernandez and the Monetary Board for "wilful [ sic] 
infliction of injury" on the bank. Later, they sought an injunction prohibit
ing Fernandez from issuing "provocative statements which would violate 
the CB charter. " "It came as no surprise to the business community, " 
reports FEER, "that the rescuer was being brought to court by the bank, or 
that a supposedly independent central banking authority was being told by 
the president what to do about an institution under its direct supervision, "  

The Central Bank, meanwhile, maintained its earlier position that the 
Aguirres needed to sell out to a new group. It also revealed that Banco 
Filipino had many bad loans in Aguirre family property development and 
hotel projects ( the value of which was surely depreciating in the midst of 
the deep recession of the mid- 1 g8os) ; when asked if the owners had "plun
dered" their bank, Fernandez gave an affirmative reply, 1 3 

I I  AW,SJ, July 23,  1 9H4; FEER, Aup;ust 2 ,  1 981 , 78-79, and August 30, I g84, 49. According 
to one fomler bank president, Fernandez wanted to obtain the f) 1 percent shares so he could 
have leverdge over the bunily and they wouldn't be able to tie him up in court. Another 
fonner bank president contends that Fernandez acquired the shares on behalf of President 
Marcos's daup;hter Imee. The Ap;uirres themselves at first suspected that Fernandez wanted 
the shares fi)r Far East Bank. Anonymous intelviews, 1 990 and 1 99 1 ;  Interview, Anthony C. 
Aguirre and Teodoro O. Arcenas Jr., chainnan of the board and president (respectively) , 
Banco Filipino, April 2 7 ,  ] ()93. 

1 2  NER, August ') ,  I ')H4, 62-6,\, and August 30, 1 9H4, 4H-49 (quote at 48) ; I nterview, 
Banco Filipino officials, April 27 ,  1 993.  The first conservator later said that the management 
of Banco Filipino '\vas okav, was competent." Banco Filipino la"yers maintain that Fernandez 
covered up a report from the first conservator that urged the "normalization of BF's oper,l
tions." Business World, May 24, 1 99 1 ;  Malaya, I\:ovember 5,  1 9H7 .  The second conservator had 
a more contentiolls relationship with management, the upshot of which was an Ap;uin'e 
lawsui t  (against the Monetary Board) for his "illegal and clandestine investip;ations of the 
bank's transactions." Business Day, January 1 7,  I gH" .  

1 3 FEER, August 30,  1 9H4, 4H-49; Metro Manila Times, August 3 1 ,  I gH4; Business World, 
May 20, 1 99 1 .  
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The reasons why Marcos temporarily sided with the Aguirre family 
against the Central Bank are difficult to determine, but it seems likely that 
in the midst of an already highly unstable political and economic situation 
he was trying to avoid further political fallout from disgruntled deposi
tors. 1 4 In a few months, however, the tide turned against the AguilTe 
family. The IMF-whose relationship to the Philippines was now that of a 
"vengeful not at all pleased at how emergency loans to Banco 
Filipino and other banks were making it impossible for the country to 
meet the money supply targets of the stabilization program. As early as 
February 1 9H4, Central Bank aid to several other troubled financial institu
tions had reached P6 billion. In April, the Central Bank gave P4.9 billion 
in cash advances, which were thought to have been used by the Marcos 
regime in the May 1 984 elections. V\'hen an additional P3 billion in emer
gency loans were granted to Banco Filipino in late 1 984, the targeted 
liquidity reductions went further amok-and likely forced the floating of 
even larger quantities ofJobo bills. Despite Banco Filipino's casual request 
for "unrestricted financial support," there were indeed limits to how much 
the svstem could bear. In any case, one can imagine that Fernandez was 
seeki

'
ng any excuse to reverse

·
Marcos's August decision and get on with the 

job of closing down Banco Filipino. 
The conservator made his report in mjd�January 1 985,  and the Mone

tary Board subsequently ordered Banco Filipino to be placed under re
cei�ership. As hundreds of soldiers and policemen were dispatched to 
Banco Filipino branches, the bank charged the Central Bank with " Ges
tapo" techniques. In late March, the bank was liquidated. The Central 
Bank reported that 60 percent of the loan portfolio went  to the AguirTe 
family and its companies, and that these insider loans added up to an 
amount that was eight times greater than the bank's  paid-up capital. 1 5 

I t  is not entirely clear why the Aguirres felt the wrath of Jobo more 
intensely than most other errant bank owners. On the one hand, there was 
ample �vidence that the family was milking its bank. Viewed from this 
perspective alone, it is easy to applaud Fernandez's resolve-and argue 
that the Aguirres got what they deserved. On the other hand, i t  seems that 
Fernandez had particular antipathy toward the Aguirre clan. Many banks 
were guilty of DOSRI abuse, but the Central Bank and Fernandez singled 
out Banco Filipino for a powerful barrage of bad publicity in July 1 984, 

and Decemher 26. 1 99 1 ,  tiil-6t). 
August ,10. 1 91'+ .,il-49 (quote at 4 il ) ,  and April 4, 

I gil:"). A detailed analysis of the ahuse of the loan portfolio call 
be found in 20. t !J9 1 .  During tlw 19i13- 1 gil" crisis, among the banks 
that reeeh'ed etll('rgency advances were the Ibllowing: Padfic Bank (which recei�ed P2 
bi l l io n ) .  All ied Bank (P:I h i l l ion ) .  Manilahallk ( P3 b i l l ion ) ,  Prodncers Bank ( P" bIllIon) ,  
P h i l ippinc Veterans Ban k  ( P()o m i l l ion ) ,  and B,mco Fil ipino ( i n  exccss of P 3  hil li on ) .  FE.f"R, 
:\clay 7. 1 987, 1-\2 .  
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pulling neJVOUS depositors out of the woodwork and pushing the bank 
over the brink. According to charges later brought by government pros
ecutors, there was bad blood between Fernandez and the AguilTe family 

back nearly a decade, related to how the Aguirres reportedly 
spurned a 1 976 Far East Bank attempt to purchase Banco Filipino. Re
gardless of the precise history of the feud, it endured for years. The 
Aguirre family's lawsuits against Fernandez and the Central Bank con
tinued into the early ' 990s . 16  

The second bank to shut i ts  doors during this period was Philippine 
Vrterans Bank, more than half of whose shares were personally held by 
Ferdinand Marcos ( albeit technically owned by the veterdns of World War 
II) . In this closure, explains Armand Fabella, there was no "triggering 
development" of a hank mn (since its major depositors were government 

: rather, the bank was simply "dosed because it was falling apart. " 
Its major ill was insider abuse, as the original P I OO million in capitalization 
dwindled to P28 million. Looking at his flunkies in Philippine Veterans 
Bank, who were feuding among themselves and ripping the institution to 
pieces, Marcos seems to have concluded that there was little point throw
ing good money after bad-especially at a time when external auditors 
( the IMF) were carefully watching the money supply. In any case, by 1 985 
Marcos's strategies of plunder had a far more cosmopolitan aspect: he was 
more concerned with funneling money overseas (much of it through one 
of his other banks, Security Bank) than with rescuing a minor institution 
like Veterans Bank. 

When Veterans Bank was shut down, the press revealed a l itany of bank 
abuses (secret accounts, uncollateralized loans ,  assets and land titles faked 
to selve as collateral, and flagrant window-dressing of bank accounts) as 
well as rarnpalH patronage in the hiring of the bank's workforce. As a 
headline in the opposition paper Mala)la explained, the "cronyism" and 
"politics" behind the collapse provided a clear example of "how not to run 
a bank. "  But angry bank employees picketed near the Palace, complaining 
bitterly about the mismanagement of the bank and the inadequacy of 
Central Bank assistance (in particular, at how their bank had received far 
less in emergency advances than other troubled banks had) . Together with 
the veterdns, they approached the Supreme Court to request assistance. 
Such grievances eventually  led to the reopening of the bank in the early 

I i; F('rnandez also beed charges from the a n tigrdft prmecutor, the Tanodbayan; one 
justice said he acted i n  an "arbitrary and caprkious" manner. "�i\'in g  rise to a conclusion that 
ulterior molives wcre behind the l i quidation of BF." Philippines Frep Press, September :" I g07,  
1 6 .  26;  the proposal to purchase SF was cOllfirmed i n  an Apri l  27,  1 993 i n terview with 
BF officials. Aguirres, as  relative parvenus. also expressed rese n tment  over dominance of 
the Board by all established "crowd·' from prestigiolls finns who "[stick1 together 
l i ke plaster. 
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1 99os. In the meantime, schools and local governments were forced to 
absorb the loss of deposits in the bank. 1 7 

The third and final bank closed down during this period was Pacific 
Banking Corporation, founded by Chinese-Filipino sugar trader Antonio 
Roxas Chua in 1 955.  According to a longtime president of the bank, 
serious plunder of the bank's loan portfolio did not begin until after 
Chua's death in the late 1 �)7os, after which it was taken over by Chua's 
children. Although the bank is said to have suffered heavy losses in the 
wake of the 1 98 1  Dewey Dee caper, it was not until 1 985 that its poor 
condition began to be discussed with some regularity in the business 
pages. After a major nm on the bank early in the year, the Chua family 
entertained offers from investors able to bail them outY' 

Governor Fernandez 's approach to the problems within Pacific Bank 
were a marked contrast to his earlier methods of dealing with Banco 
Filipino. The Aguirre family was treated in a punitive manner, as Fer
nandez trumpeted their misdeeds on television and tried to force them to 
sell majority control in the bank; in the Pacific case, on the other hand, the 
Chua family received kid-glove treatment while Fernandez devoted enor
mous energies to finding a buyer for the bank. Between early 1 985 and 
early 1 986, a number of parties expressed serious interest in acquiring 
some part of the bank, but prospective investors seem to have feared its 
acquisition (and its lopsided balance sheet) might turn out to be more ofa 
curse than a blessing. One backed out after learning that Pacific Bank's 
net worth was "at best zero" (because ;)f what were estimated at nearly P I  
billion i n  bad loans) ; others were detened after failing to convince the 
Central Bank to lower the interest rate on its outstanding loans. The 
Central Bank was keen on finding a buyer, however, both because of its 
desire to avoid a messy bank collapse and because it had lent the bank 
some P2 billion in emergency funds. Important concessions were even
tually granted to a partnership of the Bank of Hawaii and sugar trader 
Antonio Chan in July 1 98 ;") ,  but negotiations to sell the bank for P200 
million nonetheless fell through. 1 9 

In November, the Central Bank changed tack again, and-at short 

1 7 Francisco B .  Quesada, "Vt't Bank," /'iJlJkil'll TilllPs Philip/Jill!'s },'([rbook J 9 7 5  1 77 ,  d i3; 
Anonnnous intcryicw, former board member, Philippine Veterans Bank, I C)C) I ;  n,'/,R, April 
I I . 1 9H :'j ,  92-93, and April 2" ,  I C)H,) ,  1 4<) ;  S(;V, Kr\' Of/it!'''' ([nd Borml All'1l1bf'f.I: Comrnrrri([1 

B([nkl, lrl7l!'sfmmf HOIIV.I, OIl"IOr!' Ballks (Philippinfl) ( Metro Manila: SG\') , various issues; CB 
Rr'view, March I gH4, 2; IJlllilll'S.1 [)ay, April I I , ] ()H!) , Junc 7 and I E , and Julv 2, I ljH", and 

January G, 1 0, and 24, 1 9HG; :v[al([),a, Mav ,; , June 1 :1 ,  October ,I, and December I " , 1 9H,,; 
A\\:\j, April I I , I 'JH!); Interview, Fabella. June 1 2 , 1 9<jO. IX interyiew, Chcster Babst, fonner president of Pacific Bank, May :1, 1 9c)o; Bwi1lPss Day 
Corj)()mfe Pmjill'.l I 985 (Metro Manila: Business Dav) , 2,,7 .  Babst says he "could not get along 
with the young Chuas," and retired froJll the bank in I C)Ho. 

I ' )  Business /)(1)" February �(j, March I H ,June 1 4 , June 2 1  , June 26, July S, July I o,July 1 .5 ,  
August ' ) ,  and November ' 4, I llH!); Interview, Babst, May :1, I ll,)o; Bulidin nJday, September 
�7 ,  ' <jH,,; and Business /)ay Cor/10m!!' Profiles I 985, �57· 

Cleaning Up 181 

notice-put Pacific Bank on the auction block. Far East Bank, Metro
politan Bank, and Rizal Commercial Banking Corpordtion all made bids, 
and Fernandez assured observers that the highest bidder would obtain the 
bank. According to press reports, Far East Bank offered P200 million for 
the right to buy just the branches of Pacific Bank; because the opening of 
new branches was greatly restricted by the Central Bank, the extensive 
branch network of Pacific was the most prized asset of the failed bank. The 
Far East bid was the same price that the Bank of H awaii and Antonio Chan 
had earlier offered to pay for the entire bank, indudingits bad loans and its 
debts to the Central Bank. Bankers were quoted as saying that the Far East 
bid was "too cheap,"  and there was also concern that the bidding might be 
perceived as "rigged" on behalf of Fernandez's former bank. But "some 
bankers, " reported the government's news agency, "feel that Fernandez is 
not afraid that a controversy may arise if Far East wins the auction . "  

As i t  happens, the Far East bid was judged most acceptable-but for at 
least three months (in what turned out to be the final days of the Marcos 
regime) ,  Fernandez provided mixed signals as to whether the final disposi
tion of the bank was to be decided by bidding, liquidation proceedings, or 
further negotiations with prospective buyers. In May 1 986, Far East Bank 
concluded a deal with the Central Bank in which-according to Babst-it 
assumed all the deposit liabilities (an estimated PS90 million) in exchange 
for all the good assets ( the branch network, some of the good loan ac
counts, and so on) . If this is an accurate summation of the deal, Far East 
ended up paying a higher price than it had initially bid-but succeeded in 
acquiring all the good assets without assuming the two major burdens that 
had scared off earlier prospective investors: P I  billion in bad loans and P2 
billion in debt to the Central Bank. 

Fernandez's spokesperson vigorously defended the propriety of the bid
ding process, but suspicions linger to this day. There was considerable lag 
time between the auction and the sale, and indications are that the terms 
were worked out more through negotiation than through impartial bid
ding. Many bankers were reportedly quite bitter over the deal, but others 
seemed to treat it as part of the normal process of booty collection accom
panying entrdnce into government service. When it later brought formal 
charges against Fernandez for "schem ling] to enable Far East to even
tually acquire Pacific,"  the union of Pacific Bank workers was supported by 
the prosecutors h'om the government's Tanodbayan (an antigraft unit) . 
Among the most damning allegations was that the Central Bank consul
tant in charge of the Pacific Bank negotiations was a Far East Bank vice 
president-who, after completing the deal, returned to Far East Bank and 
was promoted to senior vice president.:!o 

eo Busin!'ss /)ay, November 1 4, 1 9H", Januarv (i, 1 0, 1 4 , I " , and 2 � ,  I l)H6; Malaya,January 
26 and � 7  and May �I{), I 9Hti; Manila Bul/din, February 2" and May 1 0  and I I , 1 986, and 
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The Central Bank was much reviled for the closures of these three 
banks, often by the same forces opposed to the Marcos regime. Three 
opposition members of parliament urged the rehabilitation of the banks, 
arguing, "If the government can pump huge amounts [of money] to re
habilitate distressed industries, many owned by cronies of the President 
who are guilty of mismanagement, why cannot the CB rehabilitate a 
distressed bank in order to restore public confidence in the banking sys
tem and prevent . . .  [bank] employees from being thrown to the streets? 
. . .  "Vhy should the bank employees be penalized for the failure of the CB 
to monitor and supervise banking operations?" Within the banking com
munity, there was anger over the Central Bank's "bad taste" in giving out 
awards to outstanding banks at a time when so many banks were going 
under. One banker compared the Central Bank to "a father who, after 
beating the wife and kids, takes them out to the carnival and pampers 
them with cotton candy, pop corn and balloons. ":! l 

In responding to widespread criticism of the closure of Banco Filipino, 
Philippine Veterans Bank, and Pacific Bank, Central Bank Senior Deputy 
Governor Gabriel Singson explained that "the Central Bank Act prescribes 
medicine for certain specific illnesses which may afflict banks and the CB 
merely administers the medicine prescribed by law. " As has been demons
trated, however, the legal process and the regulatory machinery was any
thing but impersonal and automatic, as the Central Bank doctored its 
prescriptions in accordance with a range of personalistic factors. Fer
nandez's crusade had many worthy goals, but i t  quickly lost credibility and 
faltered in its execution because the state machinery was so thoroughly 
incapable of impersonal application of the law. His  initial promises not
withstanding, i t  was impossible to expect "uniform application" of the 
laws. As discussed in the opening chapters of this work, the Philippine 
state is a particularly long distance from the ideal-typical bureaucratic 
state, which is capable of "adjudicating and administering according to 
rationally established law and regulation . . .  just like the expected perfor
mance of a machine. " In the Philippine context, i t  is generally foolhardy to 
even attempt to discuss larger legal or policy measures without careful 
attention to the byzantine personalistic factors that complicate their 
implementation.:!2 

January �7, 1 91-\9: ;\;fanila Chronirie, January 2 I, 1 9')0; Anonymous i n terview. {()rmer bank 
president,  1 91-\9. [ t  is worth that the branches were themselves harvest of 
Pacific Ban k \  good relations Gowrnor Licaros in the late 1 9705. Central Bank 
bt'came more [enien t "  toward Chinese-Filipino banks. t'xplains Babst. "I  took advantage of it 
by filing applications right and left." I n terview. Babs!, May 3,  r 990. 2 1 iWllla�a, Novt'mber '" and June 1 9, 1 91-\5' 22 Bullt'lin Tbda)\ November 2 5, 1 98" (quote is a paraphrase of Sings on's explanatio n ) ;  
Max Weber, t:mnom.y and SOfiety ( Berkeley a n d  Los Angeles: U niversity of Califomia Press. 
1 978) .  I I :  1 39+ 
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By ol�ecti\'e standards, it is difficult to discern why some weak banks 
were closed down, yet others were permitted to survive. DOSRI abuses and 
mismanagement were by no means confined to the three banks that Fer
nandez closed, and these three banks were by no means the only ones 
teetering on the brink. Producers Bank, Republic Planters Bank, and 
Manilabank were also known to be in a sorry state, but it was widely sus
pected that their connections to the Palace or the Central Bank were 
helping keep them afloat. The issue of bank closures remained highly 
contentiolls in the years to come. Moreover, the rehabilitation of govern
ment financial institutions hopelessly plundered during the Marcos re-

demanded early attention by the t<)llowing administration. 
In addition to dealing with the problems of the weak banks, there were 

two other elements to the cnlsade that Fernandez announced in August 
1 984. One was his determination to bolster the position of the stronger 
banks ( including, as was to become obvious, his own Far East Bank and 
Tntst Company) . According to one Central Bank insider, Fernandez 
thought that the system needed "a few large banks, able to withstand any 
crisis. "2:' During this period, the strong got stronger through the windfall 
profits provided by Jobo bills and through the transferral of deposits from 
weaker banks to stronger banks. Fernandez did not take a laissez-faire 
approach to deposit transfers-as discussed earlier, he actively encour
aged people to be "choosy" in their selection of deposit-taking institutions. 
In addition, three major banks-including Far East Bank-were enlarged 
by the promotion of mergers, the final element of the Fernandez 
cntsade.2"1 

Ancillary to Fernandez's crusade in  the banking sector was a major 
revamping of the system of selective credit. In particular, rediscounting 
and swaps became far less important in f1nancing the assets of the com
mercial banking sector as a whole. and far less important a source of booty 
for individual members of the banking system. The proportion of total 
commercial bank assets financed by Central Bank loans and rediscounts 
dropped from 20.3 percent in I g84: to (1.,1) percent in I g8s-and became 
even less important through the rest of the decade. Among the major 
recipients in 1 984 and 1 g8.f) , however, were three of the troubled banks 
that Fernandez had not closed down : Republic Planters Bank, Manil
abank, and Producers Bank.:!;' 

�3 I nterview, Fahella,Jllnc I � ,  1 'll)o. Fabel la remained a ran king CB consultant until I (ji'(). 
After BPI lip on [he possihility of acquiring Banco Filipino, it illslt'ad lOok over the 

Gmianull Family Bank in late 1 9"Lt. Philippine Commercial and I nternational Bank 
benefitted from a longstanding i nternal kgal squabble wilhin the I n tent.Hional Bank of A,ia 
and America (betwt'en the GOlianun family and the Kalaw-I1usorio group ) .  and absorbed 
I BAA in late 1 91-\5 .  The third, a quasi-mt'rger. was Far Fast Bank', h ig h lv profi table ahsorption 
of the assets of Pacific Bank. 

Bank. Fad Book, various annual issues. Central Hank loans and rediscounts 
financed roughly 10- 1 6  percent of commercial hank assets between 1 975 and 1 979, and 
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There were also major changes in the allocation of foreign exchange 
swaps, the Central Bank program that very generously transferred currency 
risk from the private to public sector. Total swaps increased between 1 983 
and 1 984 (both in absolute terms and as a proportion of total commercial 
bank assets) ,  and 1 984 devaluations resulted in Central Bank losses esti
mated at over $500 million. From 1 985 on, however, swaps became an 
increasingly less important source of funds for the commercial banks. In 
terms of allocation to particular parties, Fernandez was just as generous to 
the Palace as had been his predecessors, Laya and Licaros. Two banks 
especially important to Marcos's personal finances continued to enjoy 
enoffilOusly favorable allocations of swaps: in 1 984, Security Bank fi
nanced 1 96 percent of assets through this source of booty, and Traders 
Royal Bank 1 04 percent. \,\'hether coincidental or not, it is also worth 
noting that-throughout these years of decline in the aggregate levels of 
swaps-Far East Bank also fared quite well comparatively in swap alloca
tions (averaging nearly 30 percent of assets in 1 984 and 1 985) .26 

As the result of these changes in selective credit programs, Governor 
Fernandez was later to declare-with some exaggeration-that the 
Central Bank's " developmental func tion" was "a thing of the past ."27 Yet 
while programs proclaiming benefits for economic development were 
being reduced in scale, developmental efforts on behalf of the large banks 
were to become more plentiful than ever. Despite important ill 
selective credit programs, there was no end to banks' longstanding prac
tice of raiding the booty of state; the search for booty was merely re
directed toward new pots of gold. Jobo bills already provided new sources 
of windfall gain to banks and major asset-holders; as the economic situa
tion began to stabilize later in the decade, other novel forms of giveaways 
became available for banks-especially those that were most favored. 

The Fernandez Crusade,  Part II: The Aqu i no Dawn and Beyond  

For many members of the coalition that supported Corazon Cojuangco 
Aquino before, during, and after the "people power" revolution of Febm-

rou�hly 1 8- 2 2  percent between I gHo and J g8,\. As part of the revamping of the s}stem of 
selective credit, the Central Bank also rcdufed the subsidy element of its rediscounting 
program in November I \}H!j. World Bank, ]'hilippillf Finan':iai Sec/or ( l g8 H ) ,  1 3:1, 1 4,) ; eB 
Rt,,}jrw. November I gH5. I ;  Pllrit.a F. NelL "Current Policy Considerations o n  Credit Alloca
tion," en li1'lliew, March J 98[) . g. 

�" Bllsines.\ Day, June 1 9  and 2 1 ,  1 9H+ This form of selective credit financed rnughly 7- 1 5  
percent of commercial bank assets i n  the period J 97,)- J g1'\o. 1 8- 2 3  percellt of assets i n  the 
years 1 9H 1 - 1 g84 , and g- I I  percent of assets in 1 9H5-87. Tabular data on swaps and 
rediscounts are found in Hutchcroft. "Predatory Oligarchy, Patrimonial State: The Politics of 
Private Domestic Commercial Hankin!\" i n  the Philippines," (Ph.D. dissertatioll. Yale U niver-

1 993) .  and derived Ii'om sev, CentrdJ Bank, and PNB data. 
Business l'l'orld, November 1 G, 1 91'\7. 
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ary 1 986, deposing .lobo Fernandez from the Central Bank was part and 
parcel of deposing Ferdinand Marcos from Malacanang Palace.28 The 
string of bank closures had of course won him many enemies, and he was 
widely accused of accommodating Marcos's monetary needs during the 
May 1 984 and Febmary 1 986 elections. Moreover, his economic policies 
were broadly unpopular both for conforming to IMF -World Bank guide
lines and for bringing stringent stabilization measures, high interest rates, 
and economic dislocation upon the general public. Many considered Fer
nandez's heavy-handed use of political power to be a clear vestige of the 
dictatorship they had just overthrown. 

More influential within the new administration, however, were the fer
vent supporters of Fernandez. Among them were Jaime Ongpin, a domi
nant figure in the ad hoc coalition of business interests formed in opposi
tion to the excesses of Marcos cronyism (held to be responsible for 
constricted economic opportunities and loss of credibility with interna
tional creditors) and galvanized in anger over the 1 983 assassination of 
Benigno Aquino. After voicing a strong critique of the post-Dewey Dee 
bailout, Ongpin went on to play a major role in the Makati Business Club, 
anti-Marcos activities, and the Aquino presidential campaign. When Aq
uino asked him to become finance minister, his acceptance was contingent 
on an agreement that Fernandez stay at the Central Bank. Ongpin ac
knowledged the unpopularity of Fernandez 's unusually "hard-nosed" ap
proach, but insisted that the governor "consistently hehaved in a profes
sional manner." More important, he knew that Fernandez had enormous 
support among foreign bankers, and fel t  that he would provide continuity 
to ongoing negotiations with external creditors. "If Fernandez is fired 
because of these attacks on him in the irresponsible local press, "  ex
claimed one American banker, "1 can assure you that it will have major 
international repercussions for the Philippines."  

In any case, Fernandez enjoyed close ties to the president's family, and 
these ties were probably quite important in providingjob security. He first 
learned the techniques and politics of banking as an assistant to Aquino's  
father, Don Pepe Cojuangco, and was related by affinity to the president. 
Years of experience in Philippine banking, moreover, provided valuable 
expertise in adapting to shifts of power, and Fernandez seems to have had 
little diffICulty changing allegiance from the dying dictatorship to the 
fledgling democracy. In the 1 986 presidential campaign, Fernandez 
sported a button in support of Marcos; weeks later, his column in the CB 
Review registered admiration for " the people 's revolution" and exclaimed 
at how " we are now filled with hope fi)r the future of ourselves and our 
children. " 

�x On the fall of Marcos, see Mark R. Thompson, Thr .4n ti-i\1ar(os Struggle: Personalistic Rule 
and Democrat;r Tramilion in the Philippines ( New Haven: Yale U niversity Press, 1 !l95 ) ,  I 1 4  -I) I .  
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The fact that Aquino decided to keep Fernandez on the job, however, 
did not make him a well-liked man. Aside from the real issues that fueled 
his unpopularity, Fernandez also projected an image of haughtiness and 
arrogance that did little to endear him to the average person on the street. 
He rarely spoke Tagalog, and his English carried an affected Harvard 
accent derived from two years of study in Cambridge, Massachusetts, sev
eral decades earlier. Fernandez 's upturned eyebrows contributed further 
to an overall demeanor of pomposity. The Asian Wall .)tfret .Journal 
described his profile as something that "would seem more appropriate on 
a Roman coin than on a Philippine bank note , "  and even President Aqui
no jested that the "misperception " that Fernandez is "indifferent to the 
common man . . .  has more to do with his disdainful eyebrows than with 
the substance of his prudent policies. " Early in the Aquino administration, 
a major newspaper called Fernandez "the most discredited Central Bank 
governor since the founding of the bank" ( "a bold charge,"  adds the AWY, 
"considering some of Mr. Fernandez 's predecessors") ; the head of the 
Anti-Graft League described him as "very wrong, very wicked, vicious, per
nicious and heartless"; and a dismissed bank employee vowed to fast until 
Aquino fired her Central Bank governor. A disgnmtled Central Bank em
ployee sent out an anonymous open letter to Fernandez in 1 987 ,  criticiz
ing him for using the Central Bank both to benefit Far East Bank and to 
attack his rivals, and alleging numerous improper perks enjoyed by the 
governor and his associates; the letter closes by urging Fernandez to "Go 
Back to [Far East Bank] . You own it ." 

So widespread were the charges against Fernandez that he fel t  the need 
to respond to them all, point by point. A letter from his spokesperson to 
the newspapers in May 1 986 explained that Fernandez was "a true profes
sional , "  had never been a "Marcos man, "  and had never issued currency 
for the benefit of the Marcos family, the Romualdez family, or Marcos's 
political party. The spokesperson also explained that Fernandez and Presi
dent Aquino were related only by atlinity, and therefore not subject to laws 
on nepotism. Furthermore, he had only closed insolvent banks, and had 
never given Far East Bank special privileges. Finally, the letter explained 
that Fernandez had earlier been "threatened with bodily harm" and was 
therefore entitled to "reasonable security measures. ":!9 

Despite the charges against him, Fernandez carried his crusade for the 
banking system into the new administration with characteristic aplomb. 
Between 1 984 and 1 986, he had been far more successful at bolstering the 
position of the strong banks than at dealing with the problems of the weak 
banks. Fernandez 's closure of three banks generated great controversy, 

"" AVVV, June l ;l , I ')H6; Manila Chroni(iR, November 1 0, I gH 7  and March l ;l , 1 990; CB 
Rrvirw, January-February, I (JHG, I ;  Anonymous [ "A Very Concerned CB E mployee"]

' 
"An 

Open Letter to Governor Jose B. Fernandez Jr. , "  FebmalY 27,  l ljH7;  Malaya, May 30, I gH6. 
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but produced little real effect in tenns of strengthening the day-to-day task 
of bank supervision. If anything, it had merely exposed Central Bank 
weaknesses. Deputy Governor Singson acknowledged in late 1 985 that 
there were enomlOUS deficiencies in the capacity of the Central Bank to 
supervise the banking sector. Speaking on a televised public affairs pro
gram, Singson said that monetary otlicials were hard-pressed to monitor 
developments within troubled financial institutions because bank exam
iners could only go through bank records once a year, and admitted that 
this "makes it ditlicult for the CB . . .  to detect and avert possible looting 
and other abuses by bank otlicials such as diversion of funds for their 
personal interests ."  At a bankers' forum, also in late 1 985,  some bankers 
concluded that selt�regulation by industry organization had been unsuc
cessful in curbing the "looting" of banks by some owners and officers, and 
called for tighter government regulation of their industry. Fernandez him
self readily acknowledged the enduring problem of weak banks; as he said 
in mid- 1 986, "I spend an inordinate amount oftime looking at reports on 
individual [banking] institutions. The system has got to be purified."30 
Much of Fernandez's attention, quite probably, was drawn to the rapid 
increase in the proportion of overdue loans to total loans: from 1 1 .5 
percen t in 1 980 to 1 3 . 2  percent in 1 98 1  and 1 9.3  percent in 1 986. Super
visory capacity, strained even in the best of times, was now further tied 
down by the closure of dozens of small thrift and rural banks ( in addition 
to the three major banks discussed earlier) since 1 98 1 .3 1 

The banking crisis of the mid-1 980s was not limited to private banks. 
Unlike any previous postwar bout of bank instability, this crisis affected 
even those public banks that had been, in earlier years, called in repeat
edly to rescue the ailing private institutions. More clearly than ever, the 
rotten foundations of the two major government financial institutions
the Philippine National Bank and the Development Bank of the Philip
pines-were exposed to view. PNB had long been known as an institution 
where it is "ditlicult to borrow . . .  unless you have phone calls" from 
int1uential persons; similarly, DBP was said to have "the easiest touch in 
town. People with good political connections could get loans with only a 
few questions asked. "  As discussed in Chapter Four, the loan portfolios of 
both institutions had been raided from the time of their inception. 
"Money from PNB has always been a subsidy, " ret1ected Fernandez, and 

:1O Alalaya, September ,) and November ') , I ljH5; AWSj, J"lle 1 :\ .  I 'lH6. Sillgson's remarks, 
interestingly, came only two months before his confident assurance (quoted earlier) that the 
Central Bank merely administered the prescriptions required by law. 

" I Nascimento, 209. Since I �)H I ,  Nascimento explained, the MonetalY Board had chosen 
not to f(,rce banks to provision filr bad debt in order to "give troubled banks time to 
overcome their financial difficulties." This choice "accelerated the deterioration of bank 
finances" (p. 2(6) . 
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the bank itself "was some kind of a milking cow . . .  with low interest rates 
and low credit standards. ",,2 

Even given this history, however, it can be said that Marcos managed an 
attack of unprecedented proportions: by the end of the Marcos regime, it 
was estimated that the two banks had bad loans totaling PI 1 9  billion ($5.9 
billion) .  "Both banks became insolvent, " the World Bank notes dryly, 
"largely due to problem loans granted on political rather than economic 
grounds. " Behest loans (loans  made at the behest of the Palace) bloated the 
size of the banks' non performing assets to such an extent that when re
habilitation did take place, in 1 986, it involved the reduction ofDBP assets 
by 86 percent, and ofPNB assets by 67 percent! (PNB remained the largest 
bank in the system,  but its proportion of total commercial banking assets 
declined from 26 .7  percent in 1 985 to 1 4.�i percem in ] 986) .  The re
habilitation, not surprisingly, was conducted at the expense of the public 
weal: P55 billion (over $2 billion) in PNB liabilities were transferred to the 
central government, and P 47 billion in assets were transferred to the Asset 
Privatization Trust. A similar process occurred at D BP)\3 After dumping 
their entrails on other government entities (and proceeding to invest in 
high-yielding government securities! )  both institutions were on the road 
to better health. 

A broad campaign against Marcos..era cronyism was a high priority of the 
incoming Aquino administration, and grew out of extensive boycotts of 
crony banks and firms in the weeks immediately prior to the Febmary 
1 9Hfi revolution.34 Aquino's first executive order as president created the 
Philippine Commission on Good Government, directed to recover " ill
gotten weal th "  acquired by the previous regime. In dealing with crony 
banks, the PCGG sequestered a controlling interest in United Coconut 
Planters Bank and Traders Royal Bank; shares of Allied Bank, Philippine 
Commercial International Bank, and Republic Planters Bank; and docu
ment') pertaining to Security Bank. But there was enormous divergence in  
the treatment of the various banks. UCPB (whose leading light, Aquino's 
first cousin and long-time political rival Danding Cojuangco, fled the 
country with Marcos) was thoroughly sequestered and brought under a 
new management team, while Lucio Tan's  Allied Bank evaded PCGG's 
grasp with the help of clever political maneuvers. (Tan very wisely spread 
lot5 of money around in the 1 9H7 congressional elections, and developed 

Interview, Fabel la,June S,  1 9()O; AWS/. March 2ti. 1 98 2 ;  I ntelview,Jose B. FernandezJr . . 

April 6, 1 990. 
:n FEER, May S, 1 9S6, 86; World Bank, Philippine Financial ,\"clor ( 1 9SH ) ,  1 6. 
"·1 Aquino urged depositors to pull their money out of banks known to have particularly 

close ties to the Marcos family and its associates. Large withdrawals were reported from 
Security Bank, United Coconut Planters Bank, Republic Planters Bank, Traders Royal Bank. 
Union Bank, and Commercial Bank of Manila. P I  billion was withdrawn from Securitv, 
bringing i t  dose to collapse. MflUl)'a, Febmary 6 and 20, 1 986; Ff:ER, July 1 0, 1 986, 79, and 
.'.fay 23 , 1 99 1 , 65, 
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dose relations with Aquino's executive secretary and uncle as wel l  as a 
former business associate of her family's sugar plantation. ) 3i'> In Security 
Bank, the peGG was reportedly outflanked by other forces within the 
administration, as Marcos's holding companies were quickly and quietly 
sold to investors said to be close to members of Aquino's family.36 

Overall, there were many reports of shady practices at the "good govern
ment"  agency, including the selling off of documents to those seeking to 
protect themselves from investigation-or to those accumulating damag
ing information useful for attacking their enemies. In I g88 ,  Aquino's own 
solicitor general (who handled legal cases on behalf of the PCGG) accused 
i t  of "ineptness, incompetence, and corruption."  While the agency's ac
tions affected the ownership structure of certain banks, bankers as a 
group-after some initial anxieties-seem to have been little threatened 
(knowing, as one explained, that just because "the next guy gets it doesn' t  
mean I 'm next) . ":n 

Meanwhile, Fernandez's own crusade resumed in earnest with the clos
ing of one more private commercial bank in 1 987 .  The case of 1'ylanila 
Banking Corporation, or lHanilahanh was as steeped in the rough-and-tumble 
of power politics as were the three earlier bank closures; moreover, i t  
demonstrated important continuities-from Marcos to Aquino-both in 
the relationship between the Palace and the Central Bank and in the 
personalistic manner in which the power of the state was manifested. 

Licensed in I gth , Manilabank was controlled from the start by the 
family of Gonzalo Puyat, who began with a furniture business at the tum of 
the centUl), and later diversified into logging and construction materials. 
His eldest son, GiL became a prominent senator (at one point president of 
the Senate ) ,  while another son, Eugenio, took over the management of 
the family conglomerate. The family bank registered relatively steady 
growth through the 1 9608 and 1 9708, and was generally among the fifteen 
largest banks throughout the 1 9705 and early 1 980s. Gil 's  son Vicente 
'Teng" Puyat rose in the ranks to the post of president, while a cousin, 
Maria Consuelo "Baby" Puyat-Reyes became executive vice-president and 
treasurer. In I g8 2 ,  it became the eighth bank to be awarded a unibanking 
license, and even opened a subsidiaIY foreign branch in Los Ange\es.38 

Ff;RR, Decemher 1 5 ,  1 91)8.  I 1 2- 1  1 6, and Augnst. 1 989, ()I); Manila Chanieb>, May 
1 9, 1 989 and December 1 I ,  H)Rg; and Dailv Mav 1 8 ,  I qqo. 

3<; FEER, Septt'mber 1 7 , H)87, 25, and 2 3 . 1 99'1 , 6+ -\)5. ' 
" 

37 To address the problem of mi"ing documents, the transfelTed many files to 
the safest place in town: the Central Bank vaults. Anonymous business journalist, 
1 990; AW\j, August 1 9-20, l qRH; FEER, February 8, H .  and December 27, l qqO. and 
September 1 7. 1 9H 7 .  22-27; anonymous interview, bank president. 1 990. On 
bankers' initial anxieties. set:' Businp>\ Day, April 1 7  and .'.tay 1 [ , I q8!i; and A.W1/, August 1 �" 
1 986. 

3A Yoshih ara Kunio. The Rise o{Rrsatz Capitalism i71 South-East ,1sia (Quezon City: Ateneo de 
Manila Press, 1 988) , 1 60-6 1 ;  The VIPs of Phili/l/lin" BusirlPJs 1988, (Manila: Mahal Kong 
Pilipinas, Inc . ) ,  21)8-li9; Manila Chronlciespecial report 011 Manila Banking Corporation, n.d . 
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By 1 9H3 ,  however, the hank began to experience serious ditliculties. 
Whether consciously or not, it seems that Teng Puyal followed the much
dist!Usted 1 979 World Bank-IMF recommendation of "term transforma
tion": he was using the short-term deposit base of the hank to invest in 
long-term projects. Throughout the early 1 9805, Puyal gave loans to him
self, which were then invested in a number of agricultural ventures; as one 
banker was later to observe, Puyal "was a great visionary who went to 
big projects and forgot all along that Manilabank had short-term funds not 
suited for development projects such as agricultural ventures. "'\!) When 
interest rates rose sharply in 1 983 and 1 984, the bank was squeezed in two 
ways: first, many lending assets were in jeopardy, since Puyat's projects 
depended on low interest rates, and second, the bank did not have the 
liquidity to take advantage of the high-interestJobo bills that began to be 
floated in early 1 9H4. For those banks that were liquid, of course, the Jobo 
bills provided an opportunity to reap windfall profits in low-risk invest
ments. But Puyat made the mistake of investing in long-teml productive 
enterprises, and the bank's health was quickly imperiled. 

Puyat and Fernandez reportedly had longstanding ill feelings toward 
each other, so there was little hope of ready assistance from the Central 
Bank. Indeed, Fernandez obstrncted Manilabank's efforts to obtain funds 
from the interbank loan market in May 1 984, contending that the bank 
was already too heavily overdrawn. Puyat, on the other hand, accused 
Fernandez of purposefully instigating a !Un on the bank. Three weeks 
later, the Monetary Board placed Manilabank under comptrollership and 
forbade it from extending any new loans.�10 

The Puyat family, however, had decades of experience in adroit manip
ulation of the political machinery, and they quickly cultivated their ties 
with those who could save them. In a move widely perceived as an effort "to 
assure that the bank received all the CB support it needed, "  Puyat made 
Marcos's son-in-law vice chairman of the bank at some point in 1 984. After 
the entrance of Gregorio Araneta III (husband ofI rene Marcos 
and scion of a prominent clan) ::VIanilabank was once again in the money. 
There was complete reversal in its relationship with the Central Bank
and the proportion of bank assets t1nanced by the monetary authority 

May 27,  1 !)i"\7. As discussed i n  Chapter Se'en,  many in the Central 
Hank pri\alelv considered the technocrats' and Ilm l ti l aterals' advice foolish, but publicly 
embraced the reform package as a way to ensure an unimpeded flow of external credi t .  The 
next m,�or World Bank study of the banking sector, in 1 !lilli, dismissed the possibilities of 
promoting "term transformation" i n  a setting with such a recent history ofl iqllidity crises. Sec 
World Bank, PhiiijJjJint· Filial/rial SPrlor, xvi i i ,  1 7- 1  R. 

10 FHm,June I I ,  I gil7, 1 Anonymous i nterview, 1 990; PhilifJjJine:,Dazlv Globf, March 23, 
1 990; Asinwpek, .Jun<:' 14, 4il; Manila Chronicle, June G, 1 987. 
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increased from 1 �� 4  percent in 1 9H�� to 3t).H percent in 1 9H4 and 37.9 
percent in l qH£). So generous was the support for Ylanilabank that when 
Banco Filipino's lawyer sought Central Bank assistance in July 1 984, he 
requested "what is now popularly called ' the Manila Bank solution' ,  thai is, 
unlirnilrrl and unrrstncted jlnancial sup/JOri. "el l 

Teng Puyat, however, did not restrict his political activities to one side of 
the fence. At the same time he cultivated beneficial ties with Marcos's son
in-law, he was also among the members of the business community actively 
involved in the mounting protests Marcos. After the Aquino as
sassination, it was later recalled, Purat had become dose to the former 
senator's family and was even a founding tmstee of the Bt'nigno Aquino 
Foundation. Once Corazon Aquino came to power, however, Puyat had a 
filling out with the new administration. He was reportedly very disturbed 
at the retention of Fernandez, and became a vocal critic of the governor's 
economic policies-espedally his highly accommodating stance toward 
external creditors. Reportedly because of his critical stance, Puyat was not 
included in the president's slate of candidates in the May 1 98 7  congressio
nal election. Thus excluded from the group of Coryistas, Puyat switched 
over to the opposition ticket ( the Grand Alliance for Democracy, domi
nated by a number of former Marcosistas) but lost his bid to follow his 
father's footsteps into the halls of the Philippine Senate.ct2 

Once Puyat was clearly on the outs politically, Fernandez could move 
against Puyat with the blessing of the Palace. In April, the Central Bank 
called forth its powers to disqualify bank officers and directors-powers 
very rarely employed against commercial bank personnel-and removed 
Teng Puyat from the board of Manilabank. The board of directors quite 
wisely replaced Teng with someone on the correct side of the political 
fence: his cousin, Baby Puyat, who was at that time President Aquino's 
hand-picked candidate for the congressional seat from Makati ( the pre
mier center of finance and business) .  

On May 26, 1 98 7 ,  two weeks after the elections, the Monetary Board 
declared Manilabank insolvent and placed it under receivership. By that 
point, monetary authorities were anxious to point out, all means of re
habilitation had been exhausted and the bank's debts to the Central Bank 

� )  M,m il" ChroniriP. Mav 2 7  and June 9. I �) HT Asiaweek, Jllll<:' 1 4. l ()1\i, 4il: Central Bank 
data on bank ownership;  FflR, August 30, I Qil4' 4<): Quimmbi n g  ktter to Singson. I (em
phasis added) ,  Central Bank om,iab later acknowledged that Aranda " helped ward ofr 
ollieial pressure" on Manilabank. [<1\1:"R, .II111(" I I , I <)H7. 1 09. Anothn well�conn<:,cted mem
ber of the board of d irectors was Edgardo Angara. a law partner of Defense Secretal"\' Juan 
Ponce Enrile, and the Marcos-appointed presidelll of t he Cni\"ersi ty of the Phi l ippin<:'s. Sev, 
Dirpi"lor; and Board A1P1nbfH of S!'IPrled Firwnrial Inllilulion< of Ihe Philippi,,!, Financ 
rial ,\"r/or SGV, 1 9H4) .  

Puyat's exclusion !I'om the ticket was reported oy Rene Sagllisag. fornwr Aquino adviser 
and later senator, ;'fanita Chronide. March 2 1 ,  1 99o; PhiliNI;nes Daii\' Ctohi', March 23,  1 (190; 
and FF1,,1�. June I I ,  1 91\7, 1 09. See also FEloR, August �o, 1 9H4. 49. 
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amounted to P6. 1  billion (almost $300 million) .  But since roughly half 
this debt had been overdrafts incurred since year-end 1 9H6, there were 
questions as to how the Central Bank-which had its own comptroller 
within the bank-let things run out of control so quickly. Indications are 
that interference from the Palace was again a major fac tor. Aquino's 
spokesperson denied that the closure had any political motivations, but 
acknowledged that the Palace had asked the Central Bank to defer action 
until after the elections in order "to avoid such accusations ."  Starting in 
late April or early May, he said, the bank had been receiving particularly 

infusions of Central Bank assistance.  "If the bank had been closed 
earlier," one banker speculated, "Puyat would have emerged a martyr and 
won handsomely. " 43 If these accounts are accurate, the Central Bank 
seems to have squandered a large sum simply to ensure that the ad
ministration would not be embarrassed by a bank closure prior to the 
elections. 

In  the wake of the closure, Baby Puyat, now a congresswoman and no 
longer president of the bank, thought that Manilabank should get the 
same sort of hailou t  as Pl\'B and DBP had, and proposed that the bank's 
debts to the Central Bank he set aside as "non-performing accounts. "  Teng 
Puyat accused the Central Bank of "a classic act of political vendetta," sued 
Fernandez for damages, and filed a charge against Fernandez in antigraft 
courts. (In refusing an emergency loan in 1 984, Puyat complained, the 
Central Bank neglected its " mandated duty. " ) By July, a lower court ruled 
that the Central Bank's closure of Manilabank was " arbitrary, whimsical, 
capricious and made in bad faith, " and concurred with Puyat's charge that 
the bank ntn of 1 984 had been instigated by Fernandez. While the litiga
tion continued, the Central Bank went ahead with the liquidation of Ma
nilabank in November 1 987. An early 1 98 8  Supreme Court ruling sup
ported the Central Bank's actions, but the following year the high court 
did a m�jor flip-flop and accused the Monetary Board of denying due 
process to the closed bank-even as Manilabank's lawyers acknowledged 
the institution's insolvency:! I 

'1:< The spokesperson is also reported to have said that the government "did not want to be 
accused of political persecution and that was whv the bank had )iv'ed as long as it did." 
Although the bank had been in  trouble f()r months, i t  wasn't closed down because the 
government "was serioll,h' studying its political implications." Manila Chrollidl', April 4. 1 9/;7  
and Julle 9. 1 9/;7 ;  iHrdaya, .Iune I ,  1 9/;7 ;  N,'HR . .June I I ,  1 9/;7. 1 09; Asiawffk, Julle 1 4 ,  1 987, 
4/;· 

H Manilabank's lawyers quite audaciously suggested to the Supreme Court that the bank 
could return to ",lvency if it sold all s('\'enty-!wo of its branchcs. collccteri old loans. and 
/()reclost'd 011 properties-and thtlS "start all  over again even with only its main hranch 
opcrating without rianger [0 the investments marie by tbe depositor,." n::ER. June I I , 1 9/;7.  
109. and May ",  I <)l-lH.  9 1 ; Asiaweek, June 14 .  1 9/;7 ,  4x;  Bu,iness Wc!rld, December 26.  1 988; 
AW5J, March I I , I gXX; Mani/a Bulletin. January I I , I gXg. 
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The problems of Manilabank and other banks prompted Fernandez to 
try to effect important changes in laws related to bank supeIVision and 
closure. InJune 1 987,  at the peak of the Manilabank controversy and only 
a few weeks hefore the new Congress would be seated, Fernandez asked 
the Aquino administration to use i ts soon-to-expire emergency powers 
(assumed after the 1 986 uprising against Marcos) to decree major refom1s 
in the supervisory structure of the banking system. Among the nineteen 
suggested amendments to the banking laws were proposals to facilitate 
bank closures and curb subsequent legal action against the Central Bank, 
give the Monetary Board more power to curb DOSRI loans, increase penal
ties f()l' banking law viola6ons. and grant "cease and desist" powers to the 
Central Bank. 

It is  indeed ironic that after an authoritarian regime had fallen, the 
Central Bank now pressed a democratic administration to implement new 
laws by decree. As discussed earlier, however, strengthening bank supervi
sion was never a major part of Marcos's agenda. Unfortunately for the 
Central Bank, such reforms were not a high priority for the Aquino admin
istration, either. Only two ofthe amendments were acted upon ( tightening 
the definition of insolvency and expediting procedures for putting a bank 
under receivership or liquidation) ,  and the task of changing banking laws 
was left to the new Congress . ':; 

While Fernandez's efforts to strengthen bank supervision were stalled, 
government provision of profitable opportunities to banks-and particu
larly profitable opportunities to big banks-continued unabated. In the 
Aquino era, the m�jor source of largesse shifted from Central Bank-issued 
.lobo bills to government-issued treasury bills-important not only as an 
element of monetary policy but also as a means of financing a ballooning 
government deficit. Either way, however, banks enjoyed high-interest 
yields without the inconvenience or risk of making commercial loans. In 
larger perspective, their heavy reliance on government securities begin
ning in the mid-l 980s represented a monumental  switch in the direction 
of lending between banks and the government. With the declining impor
tance of rediscounting and other sources of selective credit, as discussed 

commercial banks had less opportunity to bon-ow from the govern
ment: through their purchases of government securities, they instead be-

", j\1alaya, Julv '!, 1 9/;7; Mario Lalllberte and fulills P. Relampagos. "An Assessment of 
Policies Affecting the Financial Sector. 1 986- 1 9x/;," Phil ippine Institute for Development 
Studies. Working Paper Series No. DO-o') ( Metro Manila, 1 (90) ,  1 5 ; Philippine .';Im; July 3 1 ,  
1 9HT Businrss Slar, August + 1 9/;T Business World. August 5 ,  1 9/;7; and GB Rmi('w,./llne 1 9/;7,  
1 .  I t  is not  clear why Prt'sident Aquino did not act  upon more of the proposals, but  one call 
llote a general reluctance on her part to employ the emergency pow/'rs and usurp the role of 
Congress. I t  is also possihle that distmst of the Central Bank-and of Fernandez in  
particular-made many ill the  diverse Aquino administration loath to increase the  powers of 
bank supelVisors. 
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came major lenders to the government. In eHect, the loss of subsidized 
credit was compensated by the gain of profits from another source, gov
ernment securities. 

Between 1 986 and 1 990, the governmen t's domestic debt expanded 
over threefold, from P88'4 billion to P 2 9 1 . 3 billion; by 1 990, the value of 
outstanding govern ment securities actually exceeded the value of all bank 
deposits (P256 billion , Ol� $9.9 billion, versus P220 billion ) .  and a full 30 
percent of the govern men t's budget was consumed by in terest payme n ts 
on these debts. While such borrow-and-spend policies were a vicious cycle 
for the nation as a whole, they were an exceptionally virtuous cycle f()r the 
banks. "It would be an achieveme n t  if the government had used the T-bill 
proceeds productively," noted Fr"'ER, "but i t  has not done so." As long as 
the banks "can earn a steadv income from the Thills whv should thev 
bother to lend to risky ( i .e .

' 
any) commercial borro;'ers?

' 
. . .  The la�t 

people to complain about this state of afbin; are commercial bankers. "46 

V\Thile productive ventures were deprived of credit, the generdl public was 
preven ted from enjoying the high rates of i n terest otTered by the treasury 
bills: as with Jobo bills, high minimum trading lots excluded small inves
tors and thus shielded banks from losing the depositors who provided 
ready quantities of c heap funds. 

Two other sources of easy gain in the Aquino years were of particular 
benefit to a few chosen banks. Begin ning in late 1 91m, a nel:\vork of 
dealers-comprising eighteen financial institutions, fourteen of which 
were commercial ban ks-was chosen to auction off governme n t  securities. 
This restricted dealersh ip "disallowed fair auction or competitive bid
ding, 

,
. explains Edita Tan ,  and provided dealers with "a degree of monop

oly power. " The chosen few thus enjoyed enormous profits not  only from 
the instmments themselves, but also from the role of dealers within a 
protected market (according to one conservative calculation, hanks' earn
i n gs from trading gove rnment securities totaled at least P 2 . 8  billion in 
1 990 alone) . The privileged eighteen included both Far East Bank and i ts 

'Ii A . M. Mrndoza Jr., "Thr Record of a :-.ion-Confrontational Dcbt \1an agemen t Ap� 
proach" (Quezon CilV: Lip Center for In tegrative and Developmem Studies, ' 992) , 9; FRER, 
November H, ' 990, 4H, and lllly '0 ,  1 992, :;X. Analysis of the high domestk public debt is 
beyond the scope of th is work. but three factoIs arc worth mentioning: ( I )  the low revenue 
capaci ty of the Phil ippine government; (2) sp i llover fhJnl t(.reign debt (Mendoz" reports 58 
percent "of the growth in publ ic local liabil i t ies was due to . . .  forei gn dcbt operd.tiol1s," 
mcllldlllg "interest payments of I(lreign loans assumed by the national governmcnt" and 
Central Bank debt-to-eq ui ty conversions) :  and ('I) ba i lou ts and giveaway programs . most 
dramatically the 1 9X6 bai lout of govermlH:nt fin ancial imtitutiollS. Between 19X7 and 1 989. 
the ,\'orld Bank explains. "the perverse relat ionship that leads from domestic debt accumula
tion to h igh i nterest rate and "ppreciated exchange rate. to worsen ing fiscal balances, and 
back to domestic debt accumulation, had turned i n to a vicious circle . "  World Bank. 'The 
Phi lippincs : An Opening for Sustained (;rowth , " Report No. I 106 I -PH (,Vashington. D.C.: 
World Ban k. ' 99:� ) .  66. 
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subsidiary investment house, FEB Investment. Far East Bank became the 
biggest dealer of all.·n 

The second major new source of booty began i n  1 987, when the govern
ment transferred large quantities of government deposits from govern
ment institutions to the five largest private domestic banks ( including Far 
East Bank) . Ini tially, the banks were not required to pay any i n terest at all 
on these deposits, but in 1 9 88 the government asked for 5 percent interest 
on its money. Using these low-cost or no-cost funds, the banks could turn 
around and invest in government securities yielding 20 percent in terest 
and more. In other words, funds bOlTowed from the government were re
lent to the government at much higher rates! The progrdm was terminated 
in 1 9H9 (and government banks once again became the sole repositor), for 
government funds) , seemingly both to control excess liquidity and to ease 
the rese n tment and clamor of other banks.41:! As long as i t  lasted, however, 
this alTangement gave a fat advantage to the five banks, and was a signifi
can t factor in the increasingly dominant position they enjoyed by decade 's 
end. 

The extraordinary success of the largest banks, however, did nothing to 
solve the enduring problems of weak banks, in effectual bank supervision, 
and DOSRI abuse. To bolster his position in dealing with these issues, it 
seems, Fernandez invited a World Bank mission to examine problems in 
the banking sector in late 1 987.  Their 1 9 88 report took an e ntirely 
different approach than that of the 1 9 79 World Bank-IMF study: instead 
of beginning with textbook presumptions about how a financial system 
might optimally be organized, they began their study with a certain basic 
concern f()r how the Philippine financial system really worked. Not sur
prisingly, this produced more attention to problems of bank supervision 
and bank instability than any other previous analysis by the multilateral 
institutions. 

The 1 988 report focused significant atten tion on th ree issues of particu

lar relevance to t he analysis in this book. The first was the frequent lawsuits 

against Central Bank personnel and the weak laws and regulations dealing 

1 7  Edita Tan,  "How to Br ing Down the I nterest Rate 011 Loans," [\SUPS anrI Lf'tI!7:\ I ,  vol. 10 
(n.d.) [ 1 9tj l "  J .  HloR. January �4, 1 99 1 ,  4H, an d /ulv I G. 1 992, :;K; E. EaldamaJr . •  "The 

First Full�l:ear of Treasurv Bills Under the :'I.'ew Auction Svstem," eB Rrvinl', October 

' 9X7. 25-:)4; Isagan i L. Land i(:ho , 'The 1 9XK Dealer Network fbr Government Securitics." 

eB ]voinl). November 1 9XX, 1 7-22 .  
IH In "ddition to Far East, the other beneficiaries were Bank of the Ph i l ippine  Islands, 

Metropol i tan Bank. Un i ted Coconut Planters Bank, and Philippine Commercial Interna
tional Bank . The ostensible purpose of the program, called the "new disbursement scheme." 
W"s to facilitate the disbursement of government hInds. In addi tion, both Fernandez and the 
budget ministcr reportedly  agreed "that government banks should not be gin'n the edge 
Over commercial banks as depository banks." lHanila ChwJlirlP. June 1 0  and August :. and �2 ,  
I \lXX, .Julie 2 .  August 3. a n d  December �7 ,  I <)H9, and January 5,  ' :;, and 2 2 .  I �19l); Bus;nn, 

Slm; Sep tember 1 3  and Novembe r  24, 1 98H; IntelView, Babst, May 'I, 1 990. 
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with bank supervision, for which the report urged a major strengthening 
of the regulators vis-a-vis the regulated. The second issue was the presence 
of too many small ,  weak banks, for which the report proposed consolida
tion of the banking sector. The third was the high profit rates for the large 
banks, for which the report recommended increased levels of competition 
through the licensing of new banks and other means. 

The report was especially fr,mk in discussing the Central Bank's weak
ness in dealing with the powerful interests that controlled the country's 
private commercial banks. It explained, for example, that as a result of the 
many lawsuits against Central Bank personnel in the wake of the bank 
failures of the mid- 1 980s, the "CBP staff . . .  feel personally vulnerable to 
suits brought against them for their official acts, and this is now affecting 
their performance."  In effect, the report acknowledged that in the Philip
pines, CB officials were more likely to be intimidated than to intimidate. "In 
the future,"  it suggested, "the CBP should consider adopting a firmer 
approach in dealing with banks which violate its rules and regulations." 
After a "rash of recent bank failures" and "ensuing litigation , "  explained 
the report, it was necessary to reexamine the "inadequate legal framework 
and insufficiency of available instruments" related not only to these issues 
but also to the problem of insider abuse. 

An entire volume of the study, in fact, was devoted to addressing the 
legal and regulatory deficiencies responsible for the past "image of 
indecisiveness/weakness ."  Procedures for dealing with failing banks and 
"fraudulent or unsound" banking procedures, the report concluded, were 
"cumbersome and antiquated." The law did not provide "objective crite
ria" for making decisions as to how to deal with failing banks, and the 
Central Bank was frequently hobbled by lawsuits and charges of conflict of 
interest. The Philippine Deposit Insurance Corporation, the report noted, 
was heavily indebted to the Central Bank and did little to fulfill its task of 
promoting confidence in the banking system. Moreover, bank supervisors 
were "severely hampered in their power to anticipate insider abuse" by the 
law on the secrecy of bank deposits (first discussed in Chapter Six) . Finally, 
"procedures governing CBP emergency advances to banks in difficulty 
appear to be ad hoc in nature and lacking in consistent application."49 

Second, following up on longstanding concerns and repeating earlier 
recommendations, the report suggested that the Central Bank work to
ward strengthening the banking industry through mergers and acquisi
tions, and "not sustain all weak and marginal banks indefinitely. " The third 
element of the report (quite likely the one for which Fernandez had the 

4'1 Intelview, Carlota Valenzuela, May g, ' 990; World Bank, Philippine Financial Sector 
( ' gHH) , viii, x, ' 59, ' 57,  and vol. II, ' -3 ·  
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least enthusiasm) discussed the extraordinary profitability of the Philip
pine banking sector, especially for the stronger banks. While the report 
recognized that high intermediation costs explained part of the high 
spread between cost of funds and loan rates, the data also showed pretax 
profit margins in the Philippines to be 2 7 1  percent higher than the aver
age of such margins in eight other countries. If only "strong domestic 
banks" were considered, the profit margin in the Philippines was 343 
percent higher than in the other sample countries. The analysis concen
trated on the distinction that must be made between the profit structures 
of the stronger and the weaker banks in the Philippine banking system: 
'The high profit margin in the Philippines [as compared to the other 
sample countries] was the result of continued tolerance of small and weak 
banks with high operating costs in the system; the more efficient banks 
priced their products and services with reference to the cost structure of 
the smaller banks, a practice which effectively enabled them to capture 
higher profits . "  In response to these profit margins, the report suggested 
that the Central Bank "should be particularly concerned with impedi
ments to competition ,"  and urged that the Central Bank consider opening 
the system to new banks ( including new foreign banks) and liberalizing 
policies on the establishment of new branches. 50 

The mere availability of relevant analysis and recommendations from 
the World Bank, however, did not mean that fundamental change was on 
the horizon. World Bank conditionality notwithstanding, Congress dis
played little enthusiasm for strengthening the hand of the Central Bank. 
While there were many obstacles to pushing a reform package through 
Congress, one particular hindrance was the unpopularity of Fernandez 
himself. At roughly the same time the World Bank mission was in Manila, 
the governor was called before a special Senate subcommittee created 
specifically to investigate charges that Fernandez's 1 984 divestment of 
shares from Far East Bank had been simulated, and to examine the rapid 
growth of the bank since Fernandez took office ( from year-end 1 983  to 
year-end 1 988,  it climbed from eighth-largest to third-largest commercial 
bank in terms of total assets, making it the premier private domestic com
mercial bank) . The "pressing, pulsating and pertinent" question, declared 
Senator Aquilino Pimentel, is "why did Far East Bank do well ,  very well 
indeed, after Mr. Fernandez left it to become Central Bank governor?" He 
demanded that Fernandez resign, charging that his  continuance in office 
hindered "the even-handed application of our laws. "  Fernandez chal
lenged Pimentel to substantiate any connection between his own position 

50 World Bank, Philippine Financial Sa/or ( ' ljHH) ,  ii, iii. vi, 73, ' 57 ( quotes from ii, iii, and 
vi, emphasis in original) . 
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7. Central Bank Governor Jose Fernandez Jr, ( 1 984-1990) testifies before a congressional commit
tee, Photo credit: From the Business World collection. 

and the bank's success, but admitted that the firm established to buy his 
Far East shares was owned by business associates and family members.5! 

Many legislators set their sights not only upon Fernandez, but upon the 
very perpetuation of the Central Bank i tself. As pan of a reaction against 
the Marcos-era fiscal excesses and the overstatement of international re
serves under I ,aya's governorship, there was strong sentiment \vithin Con
gress to dismantle the Central Bank altogether and replace i t  with a central 
monetary authoritv (CM.A) that would exercise greater independence 
from th� executive

' 
branch. The 1 9Kfi constitution had called for the cre

ation of an independent G\1A, and many in both the House and Senate 
were determined to f()lIow through. Since the legislators mandated that 
the new entity's budget would be subject to congressional approval, how
ever, i t  would have done little to provide the CMA .vith any degree of 

,-" Mllni/a Cltronidr, November 1 0  and 26, 1 9H7;  ,\Jala)'a, December 3. I gH7; and I'hr 
Finrl1l{"/a/ POSI, March I H,  I �IHH. Just het()J"(' his retirement, ollce again defending himsel f  
against these charges, Fernande� said Ihe bank "seems to have ,,:,?vcd from strength to 
strength without Ill"':' Speech 10 Management ASSOCIatIOn of the PhllIppmes, Metro Manila. 
February I, 1 990. As of 1 979, Fernandez'sJBF Investments owned an :-I.b percent share of the 
hank. 
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8. Central Bank Governor Jose Fernandez J r. (1 984-1990) greets Jaime Cardinal S in ,  Archbishop of 
Manila, at a 1 989 awards ceremony honoring Fernandez for assisting in the stabilization of the 
economy and the banking sector. Photo credit: From the Business World collection. 

independence from those social forces that the Central Bank had had 
such difficulty regulating since 1 949. Deputy Governor Singson called the 
proposal "destabilizing, " and contended that the constitutional p�ovisions 
could be satisfied by amending the Central Bank charter. VV}ule these 
particular proposals eventually lost steam, they did demonstrate that the 
Central Bank would h ave to exert enormous effort simply to defend past 
powers-and would need to give up on any hope of acquiring new ones. 
By the time the World Bank report came out in 1 988 ,  Fernandez must 
h�ve known there was little chance to break through mounting distmst 
and persuade Congress to reform banking laws and strengthen the powers 
of the Central Bank,'>2 

Congress did come forth with its own proposals to strengthen laws 
against  DOSRI abuses ( including one bill that would have introduced an 
outright ban on the practice � ) ,  but officials from the Central Bank, PNB, 
and BAP quickly counseled the lawmakers that DOSRl problems were 
caused not so much bv deficiencies in the laws as by deficiencies in the 
system of regulation. i\S Senior Deputy GovernOl- Singson told a House 

Bu,iness n'tJrM, October 30, 1 987 and Febmary 1 I and September ,"" 1 91-11-1; Philippim!s 
J)ailv Globe, January 5 and 1 7, and June 5, 1 9HI-I. 
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committee, 'We have good, beautiful rules and yet fail . "  The BAP similarly 
maintained that while the Central Bank had enough regulations on the 
books, it did not implement them effectively.53 

Given congressional reluctance to deal with broader issues of bank 
supervision-either the amendments first proposed to the Palace in July 
1 987 or those that came out of the World Bank study-the Central Bank 
moved on its own to convince the World Bank of the government's com
mitment to reform. In a major statement of policy change in March 1 989, 
the Monetary Board declared that although branch licensing was to re
main "discretionary, " bank licensing would be fully liberalized. Moreover, 
weak banks were no longer to be sustained, and would instead be encour
aged to merge or consolidate with healthier institutions. Broader owner
ship of banks would also be encouraged to help resolve problems of in
sider abuse. Finally (perhaps to allay the fears of those who had observed 
patterns to the contrary) , the monetary authority vowed to "continue [sic] 
to apply its rules and regulations uniformly and without discrimination 
upon all commercial banks. "54 

Despite the rhetoric of 1 989, as we shall see in the next chapter, there 
was in fact little progress toward addressing the problems of limited com
petition, weak banks, and weak supervisory capacity. Very few new bank 
licenses were granted until liberalization was pressed more forcefully in 
the mid-1 990s, and mergers and consolidations were even more rare. Not 
only were existing weak banks sustained, but formerly closed banks actu
ally came back from the dead. Meanwhile, the Central Bank continued to 
be charged with uneven application of its rules, and to be hobbled by a 
host of lawsuits. 

World Bank pressure also encouraged continuing attention to the task 
of privatizing the six banks acquired by various government agencies ear
lier in the decade: Associated Bank, Commercial Bank of Manila, Interna
tional Corporate Bank, Pilipinas Bank, Republic Planters Bank, and Union 
Bank. Although a $300 million economic recovery loan was made condi
tional on their privatization by late 1 988 ,  only two banks (Combank and 
Pilipinas) were in majority private hands by 1 990. Government agencies 
pumped equity into these banks precisely because they were in trouble, 
and their loan portfolios generally continued to be of poor quality. Sale of 
the banks was further complicated by charges of favoritism in bidding 

00' Business Star, September 1 7 , 1 9R7 and November 1 1 , 1 9RR; Business World, August 25, 
l yRR. The BAP also made the important point that "Dosri loans are not good or bad per se. A 
loan, whether Dosri or not, becomes good or bad depending primarily on the viability of the 
project or the business that it is going to finance . "  DOSRI loans become "undesirable only 
when they are granted in violation of safe and sound banking practice."  Officials acknowl
edged, however, that DOSRI loans had figured prominently in past bank failures. Manila 
Chronicle, July I ,  1 yRR. 

54 Centrdl Bank Circular 1 200, May 1 6, I g8g. 
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processes and a range of legal battles (including those waged by Emerito 
Ramos and Vicente Tan ,  each seeking to regain control over banks they 
had earlier lost) . 55 The World Bank was seemingly overtaken by a measure 
of dogmatism in its push for privatization, unwilling to distinguish essen
tially sound state-owned banks (such as Union Bank) from those con

sidered hopelessly flawed (such as Republic Planters Bank) . 
In larger perspective, it is important to note the particular character of 

privatization in settings where patrimonial features are strong-and thus 
not pin unrealistic hopes on the exercise. In the Philippines, such pro
grams are commonly doing little more than making private sector assets 
out of public sector assets that are, in essence, already privatized. There 
are indeed valid arguments for selective dismantling of the state, but in 
doing so it is essential not to ignore a more fundamental developmental 
task: constructing a state apparatus in which the distinction between pub
lic and private is more clearly delineated, and thereby promoting the 
political and procedural predictability necessary for more advanced forms 
of capitalist accumulation. 

Private Gain ,  Public Drain :  Winners and Losers in Fernandez'S 
Crusade 

Upon his resignation as governor in February 1 990, Fernandez de
scribed his term as "six years of permanent siege . "  Not only was he attacked 
in the press, the Congress, and the courts, Fernandez also faced a serious 
assassination attempt in 1 989, thought to be connected to his closure of 
one of the commercial banks. Indeed, the man who set out to strengthen 
the hand of the Central Bank in dealing with the many problems and great 
instability of the banking sector left behind an institution that remained 
ineffectual in regulating the powerful social forces concentrated in the 
banks. Despite all the talk of increasing the Central Bank's powers, the 
institution ended the decade with a growing internal financial crisis and a 
host of lawsuits against it and its increasingly demoralized personnel.56 

55 One other successful privatization was DBP's I gR7 sale of its one-quarter share in a 
seventh bank, Philippine Commercial and International Bank, to a consortium of the Lopez 
and Gokongwei families. In addition, privatization ofPNB began in I gRg but (as discussed in 
Chapter Nine) was not completed until late 1 995. 

5fi l'vIanila Chronicle, April 2 1  and 28, 1 989 and February 2,  I g90. Upon receiving a Man
agement Association of the Philippines award in February 1 990, Fernandez jested that he did 
not know "what I had done to earn it. . . .  surely, i t  could not have been from managing the 
Central Bank where the visible results of my efforts have been scores of lawsuits." Even as 
many in the business community lauded his success in stabilizing the economy (and saving 
their hides) amid the crisis of the mid-l gRos, Fernandez remained widely unpopular in other 
circles. He was "a man people (read: politicians, kibitzers and owners of foreclosed financial 
institutions) love to hate." Manila Chronicle, January 2 1 ,  1 9Yo. 
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The direction of legal actions was essentially one-way: extensive and 
protracted litigation by aggrieved bank owners, without successful pros
ecution by the Cen tral Bank of the owners of failed cornmercial banks for 
fraud or mismanagement ( indeed, commercial bankers gem'rally con
sidered it an outrage even to be investigated by the Cen tral Bank) . Cases 
related to Banco Filipino, Veterans Bank, and Manilabank endured in the 
courts at decade's end, and two of the banks were successfully reopened by 
1 994. The Pacific Bank litigation was transformed in to charges brought 
against Fernandez before a special court that tries graft cases against gov
ernrnent officials. After entering a plea of "not guilty" on charges of "simu
lated divestment" of his Far East Bank shares in 1 984, Fernandez encoun
tered a small group of demonstrators with placards labeling him a "bank 
killer" and a "power grabber. "',7 

In the end, it was the errant bankers who got tough with Fernandez and 
used a porous administrative and legal system to strike back at any who 
dared challenge the way they mismanaged their banks. Lawsuits, explains 
one former bank president, are a way "of preventing officials from imple
men ting the regulations. You intimidate the bureaucracy. " Bank regula
tors were defended by a Central Bank legal staff widely ridiculed for its 
mediocrity, while the bankers were able to go on the attack with the coun
try's best legal talent. Soon after his retirement, Fernandez acknowledged 
that lawsuits and low pay made it difficult to recruit the kind of "shrewd, 
capable" persons needed for bank supervision. Because of pending law
suits, he explained, some supervisors without any other livelihood were 
unable to obtain their retirement pay. "I feel  very sorry for them. "  As one 
pensionless fonner official complained, the standard concerns of other 
central banks (such as credit and foreign risk) "pale in com
parison to the risks we have in the Philippines, where supervisors are sued 
by the supervised. " 'lK 

Demoralization in the ranks was heightened in 1 989, when the Central 
Bank lost control over setting salary rates for its own employees-a priv
ilege i t  had enjoyed since its founding in  1 949. vVhereas they were 
formerly able to attract better talent than the rest of the bureaucracy (but 

',7 According to prosecutors, Fernandez's sale of his bank shares had an unusually long 
payment period of fourteen years (without interest) , and a clause that makes a "single default 
enough reason for the seller to reclaim the shares," Moreover, as noted earl ier, the shell 
companv to which the shares were sold included many relatives and business associates of 
Fernandez . l\;frwila Chrull irk, April I H anrl �(), 1 990; Philippines Daily Globe, April I H. 25, and 

H)9°· 
Intetviews, Antonio P. Gatmaitan, September 1 H, 1 91kl; Fernandez, April 6, 1 990; and 

Ramon Tiaoqui, limner managing director, Supetvision and Examination Sector, April 26, 
1 993. Fernandez had begun to use private l a"'Yers to defend the Central Bank, but  the 
government'S Commission on Audit forbade the practice in 1 9HH, An exception was made 
for the Banco Filipino case, since a private  law firm had been contrdcted as early as 1 985' 
FFER, July 1 8, 1 99 ' ,  :;5. 
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generally far lesser talent than the private banks) , they were now forced 
to pay salaries commensurate to the low levels generally found through
out the Philippine bureaucracy. As Deputy Governor Singson complained, 
"it's increasingly difficult to get competent people." This surely did l i ttle 
to curb the longstanding tendency of the regulated to outwit the re
gulators.'l9 

Meanwhile, the problems that motivated the crusade six years earlier
weak banks and the dangers of renewed bank instability-remained unre
solved. The system as a whole was far healthier at decade's end than it had 
been in 1 98 L or 1 985, thanks to the many sources of booty (swaps, redis
counts, equity infusions, bailouts, Central Bank bills, and T .. bills) that Fer
nandez and others made available to the banks; as an IMF study of the 
banking crises of the 1 980s later concluded, "interventions by the au
thorities prevented the banking sector from collapsing, but at a high finan
cial cost to taxpayers ."  Unti l  underlying weaknesses of bank supervision 
could be addressed, the danger of further crises quite clearly endured. 
Even after Fernandez's crusade, regulators remained hamstrung in deal
ing with such root causes as insider abuse; as Fernandez himself admitted 
in 1 990, the Central Bank's  ability to prevent such abuses was "still not 
adequate ."  

The Fernandez crusade was undermined not  only by weakness in  the 
courtroom and deficiencies of supervision, of course, but also by wide
spread perceptions that the power of the state was being used to punish 
and favor particular individuals and banks (despite earlier promises of 
"unifornl application" of the law) . It  was one thing for Fernandez to try to 
get tough, and quite another for a large measure of that toughness to be 
used for the particular benefit of Palace and Central Bank favorites and 
the particular detriment of Palace and Central Bank enemies. Precisely 
because of the lack of unifonnity in the application of legal sanctions and 
the allocation of privilege (both during its "authoritarian" and its "demo
cratic" phases) , the credibility of Fernandez's crusade was quickly under
mined. The persistence of this underlying arbitrariness cast doubt on the 
World Bank's confident prediction that with an "improved legal frame
work and additional regulatory instmments ,"  the "CBP should in the fu
tUre act fIrmly and quickly. "60 

The other major element of Fernandez's cmsade-bolstering the posi
tion of the stronger banks-was a resounding success. Here, indeed, are 
the winners of the crusade: in the course of the decade, the five largest 
private domestic banks increased their share of total systemwide assets 

,.." HER, September 24. 1 992, 70, and July I H. 1 99 1 , 54-5",: Interview, Iiiigo Regalado. 
fOlmer deputy governor and general counsel of the Central Bank, April 23. 1 993·  

60 Nascimento, 1 7 7  (see also 1 (5 ) ;  I nterview, Fernandez, April 6. 1 990; w'orld Bank, 
Philippine Financial Sector ( 1 988) ,  1 [,7, 



204 Booty Capitalism 

from 2 2 . 1  percent in 1 980 to 2G'4 percent in 1 98.5 and 38.0 percent in 
1 990.6 1  We have seen that the 1 980 introduction of universal banking set 
the stage for increasing differentiation between larger and smaller banks; 
in the crisis of the mid- 1 980s, depositors shifted funds toward the more 
stable banks-in part because they were being encouraged to do so by the 
Central Bank governor himself. At various points during the Fernandez 
years (even as earlier forms of booty, such as swaps and rediscolln ts, were 
being scaled back) , larger banks benefitted by availing themselves of high
yielding Jobo bills and treasury bills ( to the detriment of lending for 
productive uses) , trading in government securities, absorbing smaller 
banks, and-for the lucky five between 1 987 and I 989-turning govern
ment deposits into investments in government securities. 

Meanwhile, Fernandez did nothing to stand in the way of collusive 
practices among the banks-despite World Bank concerns over how the 
more efficient banks enjoyed high profits by setting prices in accordance 
with the cost structure of the less efficient banks. In a 1 990 interview, the 
executive officer of the BAP admitted that the association's Operations 
Committee set minimum spreads on letters of credit and on foreign ex
change transactions, both major sources of profits. "More or less, it's a 
cartel ,"  he remarked. According to other reliable sources, tbe largest 
banks maintained a "gentlemen 's agreement" on minimum spreads be
tween the cost of funds and loan rates. Fabella explained that because 
there is "not ease of entry" into the industry, it is " easy for the large banks to 
fall into collusive arrangements ."  Former Governor Laya said that the 
Central Bank has "never challenged" the BAP on interest rate detennina
tion, " neither then, or now." While he doesn ' t  perceive a "strict oligopoly 
situation, "  he presumes that the big banks "probably talk among them
selves. "(;2 

The general public, meanwhile, emerged as the biggest loser. At the end 
of Fernandez's tenn, the banking system had become an enormous drain 
on public resources yet still did little to promote forms of financial inter
mediation beneficial to the vast majority of the Filipino people. Valid 
arguments can be advanced for public rescue of private institutions, as 
long as certain benefits from that rescue are eventually realized by those 

who shoulder the burdens. But at the end of the decade, the Philippine 
people still had little to show for all the public money that had coursed 
into the country's banks. As the deficits of the Treasury and the Central 

I i '  If P:-JB is included among the five largest banks. there is actuallv a decline in the 
concentration ratios hecause of i l s  shrunken role after 1 986. Th(' largest domestic 
banks. however. en joyed an increasingly prominent role (see Appendix 

Intelview, EdgardoJ. CalVajai, executive officer, Bankers Association of the Philippines, 
May ' 990; Anonymous intelview, international economist, May H)90; Intelview, Fabella, 

Juue I �19o; I nterview, Jaim", C. Laya, May 2 I ,  1 990. 
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Bank weighed ever more heavily on both taxpayers and consumers of 
essential public services, small savers were lucky to get positive rates of 
interest on their deposits and small borrowers were rarely served by the 
banking sector at all. Meanwhile, high minimum trading lots prevented 
the general public from obtaining the handsome returns offered by the 
government on instruments of public debt. As we shall see, even greater 
burdens were yet to come: the clearly beleaguered bankers' bank, its sta
ture sapped rather than enhanced after years of dispensing privilege and 
ricbes, would itself soon require a massive public bailout. 



C H A P T E R  N I N E  

Death , Resurrection, and Renovation: 

The Philippine Banking Sector in the 1 9908 

T he new decade initially brough t  little change in the overall con
fIguration of the Philippine banking sector. The liberalization of bank 
licenses proclaimed in 1 989 had almost no impact, and key trends of the 
late 1 980s persisted. The oligopolistic dominance of the top banks was 
unchallenged, weak banks endured without major event, the system as a 
whole persisted in feeding off lucrative instruments of public debt, and the 
Central Bank continued to face internal problems and external chal
lenges. Stark contrasts among winners and losers endured-in the years 
1 990 through 1 993 ,  the national economy stagnated (with annual gr�wth 
of gross domestic product averaging only 1 percent) while commercial 
banks averaged 1 7.9 percent annual growth in total assets and nearly 20 
percen t return on equity. I 

Beginning in 1 993,  however, the new administration of President Fidel 
V. Ramos pushed two major changes in the banking system. First, the 
death of the Central Bank of the Philippines was followed by i ts resurrec
tion as the debt-free Bangko Sentral ng Pilipinas (and P33 1 billion, or $ 1 2  
billion , of debt was dumped onto a national treasurY alreadv overbur
dened by earlier bailouts of PNB, DBP, and other sta'te agen�ies in the 
1 980s) . The following year, a substantial l iberalization of bank licensing 
opened the door to more new entrants than at any point since the early 
1 960s, amid promises that the industry would at last become more com
petitive and thus more responsive to developmental needs. It remains 
doubtful , however, whether the problems of the past can be resolved by 

1 Carlos C. Bauti,ta, Roy C. Ybaiiez, and Gerardo Agulta Jr., 'The Behavior and Perfor-
mance of the Philippine Commercial Banking 1 980- 1 994," in nIP Philippine Finan-
da[ SmJicps fmlu,llry: Pmslmls and C1wllmges in the Decade, eel. Rafael A. Rodriguez 
(Quezon City: University of the Philippines Press, 1 995) ; SGV, A. Study of Commercial Banks in 
Ihe Philippines ( Metro Manila: SGV) , various issues. 
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these attempts at renovation: the supervisory stnlcture remains weak in the 
face of powerful social forces concentrated in the banking sector, and the 
bulk of the market is relatively untouched by new competitive pressures. 
While the reforms raise expectations of improvement, banks have to 
prove that they can at last begin to deliver the goods and be a positive force 
in promoting national development. 

The fIrst section of this chapter analyzes how the Central Bank died, and 
the measures taken both to burY its body and to resurrect a new monetarY 

/ , ! 

authority under a new name (with many of the same personnel and same 
problems) .  The second section analyzes the key motivations behind the 
liberalization program and its likely impact in future years, and the third 
discusses ongoing weaknesses in supervisory capacity and problems of 
bank instability. The conclusion examines the banking sector at mid
decade, and the limits to liberalization in a setting where there has been 
little corresponding strengthening of the state regulatory apparatus. 

The Death and  Resurrection of the Monetary Authority 

The Central Bank's dire financial condition, increasingly evident in the 
late 1 9808, demanded priority attention by the early 1 9908. The Far Eastnn 
Economic Review observed in 1 99 2  that the "lender of last resort is bleeding 
red ink," and the World Bank judged the fInancial crisis of the COLlntry'S  
leading economic policymaking agency to be one of the country's two 
largest economic problems (along with "external debt overhang") . Central 
Bank losses were fifteen times greater than its net worth; they averaged 
more than 2 . 5  percent of GDP from 1 983  into the early 1 9908 and came to 
constitute a full 55 percent of the consolidated public sector deficit. The 
financial rot can be traced to three major types of giveaway programs: the 
assumption of some $3 billion in foreign debt (in the process of reschedul
ing external obligations, some of which were originally part of the ':jumbo 
loan" program) ;  losses arising from swaps and forward exchange cover 
programs,  both of which transferred foreign exchange risk from the pri
vate sector to the public sector; and the floating of high-interest, low-risk 
Central Bank bills-particularly the jobo bills of the mid- 1 g8os. 

As interest on past obligations accumulated, the World Bank declared in 
1 993 that  Central Bank losses "are of serious concern" not only because of 
damage done to public fInances but also because the basic task of mone
tary control was greatly hampered. Open market operations were severely 
restricted by losses from Central Bank bills, so the monetary authorities 
had to rely heavily on reserve requirements. The extraordinary level of 
these reserves-a ful l  25 percent throughout 1 99 1  and 1 99 2 ,  by far the 
highest in the region-was determined not by the imperatives of "mone-
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tary control or developmental objectives" but rather by the cash flow needs 
of the Central Bank. Overall responsibility for mopping up excess liquidity 
came to be shared with the national government: treasury bills were issued 
in greater quantities than were needed to finance government deficits and 
the proceeds deposited with the Central Bank (interest-free since 1 990, 
thus subsidizing the monetary authority) . While affirming that such mea
sures generally " [precluded] the monetization of central bank deficits" 
(unlike the experience "in most other heavily indebted countries") , the 
World Bank nonetheless gave clear priority to the goal of " [r] estoring the 
central bank to a position of dominance in monetary policy 
implementation. " 

The deficits had other deleterious consequences as well. First, explained 
the World Bank, domestic borrowing undertaken to finance interest pay
ments on foreign debt "raised interest rdtes, crowded out private credit, 
and appreciated the exchange rate. "  Second, the financial crisis indirectly 
hindered the promotion of exports: because the bulk of the debt was in 
foreign currency (including both losses from fOl.;eign exchange operations 
and the foreign debt assumed from other agenctes) , the Central Bank was 
loath to let the peso depreciate lest it heighten its own fiscal problems.2 

The 1 986 constitution, as noted earlier, called for the creation of an 
independent central monetary authority (CMA) . In the early Aquino 
years, Central Bank authorities were very resistant to congressional initia
tives to fulfill the provisions of the constitution, since the overall intent was 
generally to curb the powers of an often highly unpopular institution. By 
the early 1 99os, however, the Central Bank embraced the constitutional 
provisions as a convenient way of addressing three increasingly grave chal
lenges: mounting deficits, ongoing lawsuits and overall weakness of bank 
supervision, and low salaries. In creating a new CMA, officials hoped to 
clean up their balance sheet, enhance legal safeguards for a supervisory 
staff long under siege, and break loose from the salary standardization 
measures that had reduced compensation to highly unattractive levels. 
The World Bank provided a carrot to the Philippine Congress by making 
the creation of a new CMA a condition for a $450 million financial sector 
adjustment loan, and the Ramos administration provided further grease 
through its skillful disbursement of discretionary funds to legislators.3 

2 FEER,June 1 4. 1 990, 44-45 , October 1 7 , 1 99 1 , 7 2 ,  and July 23, 1 992 ,  44-45 (qu�)te at 

44) ; World Bank, The Philippines: An Opening for Sustained Growth, Report No. l 1 00 1 -PH 
(Washington, D.C. : World Bank, [ 993) , 9- [ 0, 24, 69, 78-80, 1 05-6 (quotes from 9- [ 0, 79) ;  
BSP, "Primer o n  N G  Deposits with BSP and Old CB," reprinted in  Manila Bulletin, Apnl 8, 
[ 994; M. B. Suleik, "The Central Bank Suspense Accounts," CB Review,JanuaIY, Febmary, and 
March, [ 993; Business World, July [ 9, 1 994; Jannalenna B. Sheng, "Central Bank Losses and 
the Conduct of Monetary Policy in  the Philippines" (Graduate research paper, M.A. Program 
in Development Economics, Williams College, 1 994) ; Philippine Star, January 5, 1 994· 

" Philippine Times:/oumal, June [ 4, 1 993. The first half of the $900 million loan was 
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The creation of the new institution, however, generated considerable 
controversy. In December 1 992 ,  the House of Representatives deleted 
provisions for transferring the P308 billion in liabilities to the national 
government, merely creating a commission to study the matter. Later 
versions of the bill provided only partial transfer of the liabilities, and some 
legislators demanded an investigation into $ 1  billion of Central Bank 
funds allegedly "spent by former First Lady I melda Marcos for her shop
ping binges abroad and on real estate purchases. " But Central Bank Gover
norJose Cuisia (Fernandez 's  successor since 1 990) urged legislators not to 
"get distracted"; with the support of the Ramos administration, the World 
Bank, and the BAP he pushed for a bill as advantageous as possible to the 
new CMA. A conference committee finally produced a bill in June 1 993 
(just before the World Bank's June 30 deadline) creating the Bangko 
Sentral ng Pilipinas (BSP) -and leaving it up to a special committee to 
decide, as one newspaper reported, "which of the old CB's losses would be 
transferred to the BSP and which shall fal l  under a category meant for 
creative financing options."4 

The BSP emerged with a clean balance sheet, but promises of creativity 
seem to have been ignored. By the end of 1 993,  the former liquidator of 
banks was itself turned over to the Central Bank-Board of Liquidators, 
which assumed a phenomenal P33 1 . 2 billion in liabilities from the dead 
institution-even more than initially proposed to Congress in 1 99 2 !  With 
a tone of generosity, however, the BSP later explained that the liquidators 
would hand over the liabilities to the national government "gradually up to 
a period of 25 years" rather than "in one fel l  swoop. "  The corresponding 
amount of assumed assets consisted ovelWhelmingly of so-called suspense 
accounts that the BSP admitted "are in reality expenses already disbursed 
years earlier but kept on the books as assets . . .  [with] no real value. " 
Analysis of the three "worthless asset accounts" reveals little suspense: as 
noted above, they are quite easily traceable to such earlier sources of 
oligarchic gain (and Central Bank losses) as assumed foreign debt, swaps, 
and Jobo bills. 

released in [ 989, Ramos's skill in managing ties with Congress in the early years of his 
administration is further analyzed in  Hutchcroft, "Unraveling the Past in  the Philippines," 
Current History, Decemher [ 995, 4:\0-3-1· 

4 U.S. Emhassy cahle ( unclassified ) ,  Fchmary 9, [ 993; Philippine Stm; March 8,  [ 993: 
Manila Chronide, March 2:\ ,  [ 994: Business �orld, March 25 and 29, and June [ 0, 1 993: 
Philippine Daily Inquirer, May 20 and June [ 0, [ 993; Philippine Times:/oumal, June [4, [ 993 
(quotes from PDI May 20, BWMarch 25, and Vf}.) The committee making these decisions 
included the BSP governor, two other members of the new Monetary Board, the secretary of 
finance, the secretary of management and budget, and the chairs of the House and Senate 
committees on banks. Gabriel C. Singson , "Maintaining Price Stability," Fookien Times Philip
pines Yearbook [994, 1 76-77. Contrasting versions of the CMA bills are analyzed in Teresa V. 
Taningco, "A Primer on the Financial RestnlCtllring of the Central Bank," Center for Re
search and Communication, Economic Policy Papers NO. 4 ( Metro Manila, [ 993) ·  
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The national government's overall assistance included not only the 
bailout of the old monetary authority, but also P I  0 billion in initial capital
ization for the new BSP and P220 billion of treasury bills to reinvigorate 
open-market operations. The new institution was soon proudly proclaim
ing i ts profitability, and issuing dividends-as provided by law-to offset 
damage done by its predecessor. New profits, however, were dwarfed by old 
losses. In the first year, 1 994, the net cost of restructuring (P24.3 billion in 
liabilities passed on by the Board of Liquidators minus PS.3 billion in 
profits passed on by the BSP) added P I g  billion in burdens to the national 
budget-equal to $730 million, or roughly $ 1 1 for each Filipino citizen. 
The net cost in 1 995 was P 1 6 , 4 billion, and that of first semester 1 996 over 
P7 billion ; the total government outlay for health in each year, by com
parison, was less than P 1 2  billion." 

While, technically, the bailout of the monetary authorities merely 
shifted liabilities from one branch of the government to another, the 
overall effort exposed more clearly than ever how much distress the im
mense financial mess at the Central Bank would end up �using both 
taxpayers and consumers of public selVices. The major business daily pa
per predicted the restructuring will "haunt taxpayers," and (according to 
Finance Secretary Roberto F. de Ocampo) contribute to "drastic cuts in 
capital outlays" for infrastructural programs. While extraordinary national 
government proceeds from privatization masked fiscal woes in the short 
term, the Central Bank bailout can be singled out as a leading contributor 
to a very troublesome longer-teml scenario. Ongoing efforts to contain the 
overall deficit, predicted political economist Amado Mendoza, "will force 
government to continue curtailing vital expenditures or imposing easily
collectible regressive taxes. "6 

The reminting of the Central Bank as the Bangko Sentral was most 
successful in dumping old debts on the treasury and enabling the new BSP 
to begin life (onJuly 3 , 1 993)  free of debt. At the same time, other reforms 
attempted to redress past problems. Salaries could once again be set at 
levels higher than the rest of the bureaucracy, although compensation 

remained far inferior to that available in the private sector. The new gover-

" BSP, "Primer," iHanilu Bulletin, April H, ' 994; Singson,  ' 76; Business World, July 14 ,  1 995; 
Filomeno Sta. Ana, "Budget Call," Politik, November 1 995, 34. The data on net costs of 
restructuring come from the Bureau of Treasury; another source estimates the total cost of 
restructuring in 1 994 to be much higher: P55 . H billion rather than P24.3 billion. See Business 
World, july , c), ")94 (citing figures of former budget official Benjamin E. Diokn o ) .  

" Business World, June 29,  1 994; World Bank, A n  Openingfor Sustained Growth ( 1 993) , 24; A. 

M. Mendoza Jr., ':The Record of a Non-Confrontational Debt Management Approach" 

(Quezon City:
' 
UP Center for Integrative and Development Studies, 1 9(2 ) ,  2(;' For an analysis 

of longeHenn fiscal problems, see Emmanuel S. de Dios, 'The Philippine Economy: 'What's 

Right, V,'hat's Wrong," !.I.mes and Letters 4, no. 4-5 (April-May 1 (95) :  1 - 10 ,  at 2-3· In 1994 

and ' 995, privatization contributed to the firsl national budget surpluses in twenty years; if 
Central Bank liabilities are included, however, the overall budget remained in deficit. 
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nor, Gabriel Singson, was paid over seven times the paltry remuneration of 
P20,ooo/month ($800) endured by Cuisia, and the Monetary Board be
gan to enjoy attractive levels of compensation as well .  The number of 
personnel, meanwhile, was reduced almost 20 percent from 5 ,724 to 
4,630, and several departments were abolished. Mter over a decade in 
which "no one has taken care of the Central Bank internally," the new law 
encouraged technical training of BSP personnel. 7 

The restructuring, however, did little to resolve the continuing weakness 
of supelVisory capacity. There was "no hope," reported the top supelVisor 
in 1 993,  that Congress might actually proscribe lawsuits against individuals 
within the BSP, and in the new law supelVisors do indeed remain open to 
"suits arising from the normal performance of duties"-that is, personally 
vulnerable for acts undertaken in an official capacity. Nonetheless, Sin
gson argues that officers and examiners are given "greater protection" 
since their legal defense against lawsuits is assumed by the Monetary 
Board. Unfortunately, this provision is unlikely to provide much solace to 
the vulnerable employees of a besieged state: in the event that they are 
found guilty of negligence or misconduct ( in courtrooms where their 
banker adversaries l ikely have much higher-priced lawyers) , BSP person
nel must repay all legal expenses earlier advanced! 

Another longstanding cause of weak supelVisory capacity, as discussed 
earlier, was a bank secrecy law that-from a comparative standpoint
placed unusual restrictions on the examination of deposit transactions by 
supelVisors seeking to curb fraudulent activities of bankers. The provisions 
of the 1 993 law actually made such examination even more difficult. Sin
gson later referred to it as a "deliberate" effort "to control the powers of 
the central bank," and a former BSP lawyer suggested that the Philippines 
may now have the "strictest" secrecy law in the world-surpassing even 
that of Switzerland. The following year, as we shall see, this provision was 
among the factors hobbling efforts to deal with a major scam involving 
treasury hills. H 

Despite all the efforts at renovation, many perceive little change in the 
overall character of the monetary authority. "What is worrisome,"  com
plained economist Benjamin Diokno, fomlerly a budget adviser to Presi
dent Aquino, "is that [after] huge outlays of public funds . . .  [t]  ired, old, 
ineffective policies are heing pursued by the same old CB officials." The 
new Monetary Board is dominated by the private sector to promote greater 

7 Fi'"r"'R, December 3, 1 992 ,  ()o; Singson, 1 76; Bllsillfss World, August 2() and September H, 
1 994 and July ' 'I ,  1995; Philippinf Daily IlIqu;rrr, May 20, 1 993; Interview, Vitaliano I\'. 
Nanagas II,  president, PDIC, April 2 :\ ,  ' 993; Republic Act 765:\. 

H Interview, Feliciano L. Miranda Jr., managing director, Supe,vision and Examination 
Sector, April 2H, ' 993; Singson, ' 77;  Republic Act 7(;53; World Bank, Phili!)/)in!' Finan cial 
Sator ( ' 9HH) ,  xii; Business World, May ' 9  and August 25,  ' 995. 
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9. Lucio Tan ,  tobacco magnate and founder of Allied Bank, chats with Bangko Sentral ng Pi l ipinas 
Governor Gabriel Singson before teeing off at the Mani la Golf Club,  February 1 995. Photo credit: Jose 
Re inares J r. 

independence from the executive branch, but most members are none
theless said to be Singson's own nominees. More important, the choice of 
Singson as first governor did little to signal a striking new degree of inde
pendence from either the executive branch or banking interests. His ap
pointment was reportedly assisted by his cultivation of Chinese-Filipino 
business support for Ramos in the 1 99 2  elections, but more longstanding 
ties 'were probably most important: the two men came from the same 
barrio (in Pangisinan province) ,  went to school together, and regularly 
played golf together. His career with the Central Bank went back to 1 955,  
and by the 1 970S he headed up the legal office widely known for its  poor 
record of litigation. As mmors of close ties with prominent Chinese
Filipinos endured, it was only fitting that  Singson declared former Gover
nor Licaros to be h is "role model ."9 

Liberal ization: Promise and  Prospects 

I n  addition to creating a new monetary authority, the Ramos administra
tion also pushed for a substantial program of banking liberalization. Pres-

9 Business Wodd,July 1 9. 1 994, and May I ,June 1 4,July 1 3  and 14,  1 995 and September 5, 
1 996; FEBR, May 20, 1 993. 
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smes for opening up the industry can be traced to the 1 988 World Bank 
report, which argued that "the strong domestic banks should not fee l  
forever insulated from competition ,"  But  initial response was essentially 
l imited to the Centrdl Bank's March 1 989  declaration that purported to 
remove restrictions on new commercial bank licenses and reorient other 
key aspects of supervisory policy. This display of reformist zeal, however, 
was probably meant to have more impact on the release of the first tranche 
of the World Bank's financial sector adjustment loan than on the financial 
sector itself. No licenses were grdnted until Cuisia's term began in 1 990-
and then only to two savings banks, which were allowed to upgrade them
selves to commercial banks. In fact, no genuinely new players were allowed 
into the system until 1 994. Under Cuisia, the only real progress toward 
liberalization was the loosening of previously tight restrictions on the 
opening of new branches. 10 The broader reform initiative of the late Aq
uino years was the "New Economic Program" launched by Finance Secre
tary Jesus Estanislao in 1 990. While it included a denunciation of "the 
banks whose profits are bulging from cartel-type practices," however, no 
serious challenge to the banking sector was actually attempted. Even the 
centrdl element of the program, tariff reform, was generally thwarted by 
lSI interests. ! l  

By 1 99 2 ,  a combination o f  international and domestic factors promoted 
much greater momentum toward a wide-reaching program of economic 
liberalization . The Ramos administration displayed new perceptions of the 
Philippines' place in the world, and a clear sense of the country's weakness 
in competing effectively in the international and regional economies. This 
new momentum ( the origins of which are analyzed further in Chapter 
Ten)  was manifested by a significant degree of liberalization of foreign 
exchange, foreign investment, and trade, as well as a major challenge to 
cartels and monopolies in the telecommunications and shipping indus
tries. In time, Ramos's advisers and other advocates of l iberalization 
trained their sights on the country's most heavily fortified bastion of priv
i lege and profits, the banking sector. 

Liberalization efforts were assisted by earlier disruption in the cordial 
relations that had long existed within the banking industry; in particular, 
the introduction of automatic teller machines in the late 1 980$ encour-

10 World Bank, Philillpinf Finanrial Syslnn ( 1 9t1t1) , vi. In 1 99 1 ,  Cuisia hegan to provide 
many more branch licenses through an auction process (a kcy motivation for which was to 
provide revenue to an impoverished Central Bank) . An even more permissive policy was 
instituted in 1 993, when branch licenses became available to any bank satisfying certain 
minimum capital requirements, Bll,inns World, December 1 4, 1 994 ;  vVorid Bank 1 993, tlo; 
Philippine [)Ili{� lnqllirer; April 26, 1 993. 

1 1  Estanislao declared-with great fanfare-that he was going to "radically [rewrite 1 the 
mles of doing business in the Philippines." lHanila Chronide, June 2 and 3, 1 l)90' Manuel F. 
Montes, ""The Politics of Liberalization: The Aquino Government's 1 990 TarilIRefonn Initia
tive," in The Politirs of Bwnomir RRfonn in So-ut""a�1 Asia, ed. David G. Timbennan (Metro 
Manila: Asian Institute of Management, 1 (9 2 ) , 9 1 - 1 1 5 .  
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aged growing tensions between the stronger domestic banks and the for
eign banks. \\tbile the fonner were rctpidly expanding their share of the 
lower end of the deposit market (where funds could be obtained at gener
ally negative real rates of interest) , the latter were restricted to three 
branches and forced to raise funds at the upper end of the deposit market 
(at much higher, positive real rates of interest) . In response to these limita
tions, perhaps, Citibank went public in 1 99 1  with a careful analysis of the 
large intermediation spreads earned by Philippine-based banks. While 
high reserve requirements and other regulatory factors partially accounted 
for the big spread, the Citibank economists asserted, "oligopolistic market 
power" was also very much to blame. They further declared that banks with 
greatest access to regular deposits ( that is, the largest domestic banks) 
were enjoying "excessive profit margins, " and should begin paying savers 
positive real rates of return (with "a risk premium for keeping their savings 
in the Philippines" ) .  Their analysis concluded by urging that the overall 
system be "gradually deregulated" and opened to new entl-ants. In a letter 
of response, the president of the BAP made clear that Citibank's public 
break with the ranks was not appreciated. I O! 

As momentum for liberalization gathered steam over the next two years, 
the BAP eventually adopted the approach of supporting reform in general 
terms-but curbing it as much as possible in its specifics. This became 
most apparent in 1 993, when the Ramos administration proposed its ma
jor initiative toward liberalization of the banking sector: allowing more 
foreign banks to establish wholly owned opel-ations in the Philippines. The 
number of banks er�joying such privileges was restricted to four in the late 
1 940s, at a time when, as noted in Chapter Four, many felt  that the "for
eign banks were not using their resources, derived in large measure from 
local deposits, to promote the growth of the national economy. "  Forty-five 
years later, many fel t  that the banks-foreign and domestic banks alike
were still not using their resources to promote national economic growth. 
Particularly offensive was the fact  that the banks' resources were now 
derived not just from "local deposits" but also from massive plunder of 
public resources ( the painful details of which were being highlighted, at 
this time, by the ongoing bailout of the Central Bank) . 

As debate over the entry of more foreign banks shaped up in late 1 993 
and early 1 994, the key question was not whether the reform would take 
place but how. On one side of the debate were those favoring more liberal 
terms of entry: Ramos and his key advisers (particularly the powerful na
tional security adviser,J<)se Almonte, a vocal critic of "cartels and monopo-

1 2 Citibank "Bank Intt'l1llediation Spreads." unpublished manuscript. n.d.  [ 1 99 1  ?] ; 
Letter h'om Xavier Loinaz, president of the BAP (and the Bank of the Philippine Islands) . 
to William Ferguson, vice-president, Citihank, N .A . •  February 1 .  1 99 1 ;  H:;ER December 9. 
l tl9:{ . i:\ (se(' also N,'t]�, March :.:8, 1 99 1 ,  6�-(3) ·  
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lies" and oligarchic privilege) ,  the House of Representatives (in general 
very supportive of Ramos's economic liberalization program) ,  the four 
foreign banks, multilateral institutions, and the U.S. government. "Even 
the Central Bank [ sic] , "  explained a BSP spokesperson with perhaps unin
tended candor, "has taken the position that it is amenable to some degree 
of liberalization . "  The side seeking to restrict the terms of entry was led by 
the BAP, which relied in turn on vital assistance from key allies in the 
Senate. 

Major issues in the debate included how many foreign banks would be 
allowed to enter, how much capitalization would be required of the new 
entrants, and how many branches each would be entitled to open up. The 
bill enacted by the Senate in April 1 994 was far more restrictive than that 
earlier passed by the House: it permitted only six to eight new entrants 
(rather than leaving the matter up to the Monetary Board, as did the 
House bil l ) , required $ 1 6  million in capitalization ( I-ather than the 
roughly $5 million required by the House ) , and sanctioned only six 
branches (rather than giving the foreign banks the same privileges as the 
domestic banks) . Uniting the two sides were promises that liberalization 
would both promote competition and encourage foreign investment. 13 

The major argument of the BAP was that, to ensure a "level playing 
field," foreign and domestic banks should have the same minimum capi
talization requirements ($27 million for non-unibanks) . On the question 
of branches, however, they desired a field most unlevel: retention of the 
three-branch limit for foreign banks, thus ensuring that the vast bulk of 
depositors would remain outside the reach of external competition. As the 
debate heated up, the BAP " [waged] a media campaign to weaken" the 
extent of actual liberalization and support the more restrictive Senate 
version of the legislation. Ramos aideJose Almonte later recalled that "the 
bankers . . .  really put up a fight, " and even warned that liberalization 
could bring bank mns and the possible collapse of the financial system. 
Ramon del Rosario, a banker who had earlier served as Ramos's finance 
secretary, countered BAP proposals by commenting that "it would be very 
comical, if not pathetic, if we liberalise in name but no bank actually came 
in because the entry requirements were stringent. It would be l ike throw
ing a party and having no one come." 

The foreign banks already in the system-in particular Citihank, by far 
the largest and most influential of the four-actively supported the less 

l eI H;;ER, December 9. 1 99:\. i:{; Joint Philippine-American Finance Commission. 
Busine,j W(JrM. August 26, 1 993 (emphasis add('d) .  April 1 5, ' 994, December 1 9�13. 
U.S. government position was ma<le known in a November 1 993joint le!!er from the trcasnry 
secretary and tmde representative to the acting secretary of finance, ('mphasizing that " the 
U.S. objective is  substantial l iberal izatioll and we <10 not consider [satisfactory] a standstill 
that locks in present kvels of discrimination and insuflicient 'KCe5>." Afalaya. December H. 
1 993· 
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restrictive terms of entry. In a joint statement, they claimed that while they 
would be "most directly impacted competitively by new entrants, "  they 
nonetheless supported liberalization out of a "conviction that . . . [ it] 
brings economic dynamism and growth. "  A strong desire for more 
branches, one might guess, also stimulated their enthusiasm. 1 4  

As the conference committee convened to reconcile the differences 
between the two bills, tensions escalated between House and Senate, for
eign and domestic banks, avid and reluctant reformers. Mter deadlocks, 
"frayed nerves," and "acrimonious debates" among key sponsors, the 
House and Senate forged a May 1 994 compromise allowing a total of 
ten foreign banks to begin operations in the Philippines, and-most 
important-sticking with the Senate's earlier six-branch restriction on the 
scope of their operations. Minimum capitalization of roughly $9 million 
bought the rights to three branches, and $ 1 3 . 5  billion the rights to six. The 
new law also provided a second mode of entry for those banks not among 
the ten granted rights to wholly owned operdtions: up to 60 percent owner
ship of a domestically incorporated bank (as compared to the 30 percent 
to 40 percent permissible since the early 1 97°S) . Chief House sponsor 
Margarito Teves said negotiations for the bill were more strenuous than 
those for the previous year's creation of a new central monetary authority, 
and lamented the Senate's rejection of more liberal provisions. A top BSP 
official acknowledged that the Senate version had prevailed, and the BAP 
made no effort to hide its pleasure over a compromise package that turned 
out to be very favorable to the interests of domestic bankers: the final law, 
explained the association's  president, "met [our] standard in terms of 
balancing the national interest with the country's need for globalization 
without making too many unnecessary concessions. " J !)  

Twenty-one banks applied for entry, and in early 1 995 the "magic ten" 
were selected. A year later, all had opened shop-and by the way they did 
so it was quickly evident that their direct impact on competition within the 
banking sector would likely be confined to the very top end of the market. 
In general, they established offices on the upper floors of Makati sky
scrapers, and did not bother with the expense of lobbies or tellers. As Far 
East Bank (and past BAP) president Octavio Espiritu explains, "The new 

14 FEER, December 9, 1 993, 73,  and r\ovember 2, 1 995, 2S;  Intelview,Jose Almonte,June 

6, 1 996. The BAP's ")94 position papc:r on the issue does not take a stand on how many 

{()reign banks should be allowed to enter, although in 1 99 1  the BAP responded to Cuisia's 

initial talk of new foreign banks bv suggesting that the number of entrants be limited to 
three, with each required to lend out $ 1 00 million to the country on concessional tenns. See 

Philippine Exporters Confederation, ed. ,  "On the Liberalization of the Entry of Foreign 

Banks: To Be or Not to Be" ( Manila: Phil export, 1 9(4) , 3- 1 6; Manila ChroniriR, October 2 2 ,  

1 990 and January 1 7 , 1 99 1 .  • 

I' Malaya, May 7, " )94; Republic Act 7 7 2 1 ;  Business World, May 1 2 , 1 994; Rafael B. 
Buenaven!tIra, "At the Forefront of Change," Fookien Times Philippines Yearbook [994, 1 80. 
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foreign banks can only make a dent in corporate banking and trade financ
ing, where there :5 already been keen competition. " 1 6 With such institutional in
frastructure as large branch networks already in place, the domestic banks 
would have no problem retaining their dominance in other (by clear 
implication, far less competitive ! )  segments of the banking market. 

The only foreign bank that even began to have the institutional strength 
to tap a larger segment of the market and offer new competitive pressures 
was long-established Citibank, whose total assets in 1 994 were nearly twice 
those of the other three existing foreign banks combined. With the new 
law in place, the U.S. bank expressed plans to put up new brdnches. Even 
with such horizontal expansion , however, Citibank seemed likely to stay 
away from lower segments of the market; indeed, the bank continued to 
require minimum deposits Of $ 1 0,000 and P300,ooo (for dollar and peso 
accounts paying 2 percent and 3 percent per annum, respectively) and was 
noted for its "arrogance and discriminatory attitude. "  Citibank's top of
ficer acknowledged that while retail operations would be expanded there 
would be no effort to operate on "the same scale as local banks. " 1 7  

With few exceptions, leading bankers have expressed little concern over 
the new entrants. Ramon del Rosario, president of a small bank targeting 
corporate accounts, predicted that "we will be forced to be on our toes a 
little bit more . "  But the p,'esident of PNB, the largest bank, said there will 
be "no threat to us [because] most of them will concentrate on wholesale 
banking, except maybe Citibank."  Rafael Buenaventura of PCIB explained 
that the new banks "wil l  be cherry picking," concentrating on multina
tional corporations and wealthy individuals and bringing no direct bene
fits to small-and medium-scale enterprises. The entry of foreign banks has 
created "false hopes," he continued, and should not be treated as "the 
panacea to all our problems. " Noting the foreign banks' past preference 
for the top end of the market, he declared it "highly unprobable that they 
will change their ways. "  Similarly, the officer of one of the British banks 
complained of "so many false expectations on the entry of foreign banks," 
and suggested that lending rates might be unaffected. The most hopeful 
predictions of change came from those who speculated that new foreign 
banks, by heightening competition at the top end of the market, would at 
last force domestic banks to provide sound financial selvices to small-and 
medium-scale enterprises. Echoing Buenaventura, however, one may rea
sonably question whether domestic bankers will so easily change their 
ways. 

1 6 FFJ,,'/� November 9, 1 99.�,  65 (emphasis added ) .  In addition to the areas mentioned bv 
Espiritu, new entrants may also become active in the financing of infr,lstnlcture, as well as i;l 
particular niches in which they have special expertise. 

1 7  Business World, December 2, 1 993; Manila Chronicle, November I S, 1 993. 
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If the new foreign banks were unlikely to have a major irnpact on com
petition, the otber promise of liheralization-promotion of foreign 
investments-bad far more hope of success. After all the talk of enhanced 
competition, in fact, the first BSP circular on the entry of foreign banks 
listed greater foreign investment, not enhanced competition, as the first 
objective of the measure. I ndeed, the "magic ten" were strategically se
lected from countries thought most likely to bring in new investment 
(Japan, Taiwan ,  South Korea, Thailand ,  Singapore, Germany, the Nether
lands, Australia, and the Cnited States) .  Facilitating such investment 
would be the "biggest impact of bank liberalisation," predicted a top fi
nance department  oflicial in 1 99:1 ,  because potential investors would "feel 
more comfortable" dealing with compatriot banks operating in the 
Philippines. I I>  

The entry o f  foreign banks was accompanied by a quieter process 
of liberalization in the dispensing of domestic commercial banking 
licenses-the most significant expansion in three decades. In 1 994, two 
so-called Chinese-Filipino taijJans were beneficiaries: Henry Sy's Banco de 
Oro was elevated to the status of commercial hank, and Andrew Gotianun 
(who had sold out of two banks in the 1 980s) reentered the industry by 
opening East-West Bank. In  1 995 and early 1 996, two additional licenses 
were granted to domestic investors, and there were three new hanks 60 
percent owned by foreign banks (one each from Taiwan, Hong Kong, and 
Spain) .  Meanwhile, further sale of government shares in PNB turned it  
into a majority private-owned bank in late J 995.  Including the ten new 
foreign banks, the number of commercial hanks expanded from thirty-two 
at year-end 1 993 to forty-seven in early 1 996Yl 

The willingness of the BSP to expand the number of domestic banks was 
propelled hy the Ramos administration's larger momentum for liberaliza
tion, but other considerations also made the timing right. Efforts to priva
tize the banks acquired hy the government a 1 988 

I x  Manila Times, November 29, 1 994: BII 'lmss n�".ld, December 2 .  PhiIexpnrt, "Lib· 
erAlization,"  45: lHalaya, November I n, 1 91m: Enrico L Basilio, on SMEs." Center 
for Research and Communication, Economic Policy Papers No, K ( Metro Manila, 1 �}95 ) :  
Philippine SlaT, September 2 0 ,  1 995; FEER, December 9, 73, Early in  the debate, 
Singson publiclv douhted whether morc foreign banks a reduction i n  interest 
rates. Philippine Slar, January 1 9. 1 994: Phil  export , "Liberalization,"  See Appendix " for a 
listing of the ten banks. 

1 '1 SGV, A. Slud,' o(Commmial Bank, in Ihe I Oll the rise of tbe laipans, see 
Temario C. Rivel� �n d  Kenji Koike. The Families Under Ramos GOt·em-
lItent, Institute of Developing Economies, Joint Rescarch Program Series No. I 1 4  (Tokyo, 
1 995 ) .  The IWO other locally controlled domestic banks are International Bank 
and Bank 01 Southeast A,ia; the three foreign-owned and locally are 
Chinatmsl Bank, Dao Hcng Bank, and Santander Bank. Mergers the number of 

l icenses bv two: Union Bank absorbed I n terbank i n  May 1 994. and Metro Pacific's PDCP 
Deve!oprr:ent Bank ( not a commercial bank) took over First Philippine International Bank 
(successor of the long-troubled Producers Bank) i n  September 1 995-
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World Bank deadline-into the early 1 9908. Because restrictions on new 
bank ( and branch) licenses served to increase the value of these generally 
weak institutions-and thus facilitate their eventual sale-there were 
strong vested interests helping to perpetuate the barriers to entry. These 
interests included not only existing banks hut also government institutions 
trying to unload what was often damaged property and private investors 
who had recently bought into banks (and who knew they had paid a 
premium for the bank license ) .  I t  is no coincidence, therefore, that new 
licenses were not made available until well after the bulk of the weak banks 
had been privatized. 

While their very presence signals an important change in policy and 
does bring an elemen t of new competition, it is unlikely that any of the new 
players-domestic or foreign-will he a significant threat to the 
oligopolistic structure of the banking sector. The top five hanks continue 
to control nearly 50 percent of total assets ( see Appendix 3 ) ,  and their 
advantages in terms of capital, personnel. and technology will make it 
diflicult for new domestic banks-all small players-to offer any signifi
cant threat in the short term. A former BAP president notes that, new 
entrants notwithstanding, "the gap in terms of resources between the top 
four or live banks and the rest is widening. " While it is possihle that some 
newcomers may someday decide not to play by the mles of the game, there 
is likely little incentive to risk the ,vrath of the major players by doing so, 
Although observers noted some narrowing of spreads between lending 
and deposit rates by 1 996, Philippine banks remain notorious for the hefty 
margins they enjoy. 

Not only have the largest banks consolidated their dominant position, 
hut they retain the sort of cozy ties-both internally and in their relations 
with the BSP-that can easily perpetuate "canel-type practices. " The 
bankers are often reported to consider Governor Singson friendly: not 
only is he one "whom they can play soft music with" (in the words of the 
leading business daily) but he is also someone with whom they regularly 
play a round of golf. Moreover, while capable of confronting bankers over 
such issues as foreign exchange speculation, he is at the same time con
sidered "humble enough to listen to counsel ."  In mid- 1 995, for example, 
Singson discussed bringing in another group of foreign hanks at a time 
when "Palace strategists" were reportedly "mapping out a way to introduce 
further liheralization without unduly alarming local bankers. "  But the idea 
was quickly shot down by BAP officials who warned of "policy wavering" 
and "overbanking"-and Singson later said the idea would be shelved. 

In any case, as the chief BAP economist pointed out at the time, adding 
more entrants does not necessarily bring a greatel� degree of competition. 
It is entirely possible, as pioneer investment banker Sixto K. Roxas pre
dicted in late 1 993,  that the entry of foreign banks ':just increases the 
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membership of the cartel. "  Despite liberalization ,  there is little indication 

that cartel-type prdctices have faced any systematic challenge from regula

tory authorities. BAP officials, for example, are not contested when they 

speak of overbanking-even as national levels of financial development 

lag far behind the rest of the region (indicating the weak capacity of the 

banking system to attract increased levels of savings) , and the credit needs 

of a hl1"e chunk ofthe countrv's businesses remain un met. "'foreover, after � I 

years of complaining that high reserve requirements contribute to high 
spreads between deposit and loan rates, the reduction in requirements 
from 25 percent in early 1 993 to 1 7  percent in 1 99!) seemingly brought no 
pressure from the BSP to increase deposit rates offered to savers. In the 
midst of the more liberalized environment, there were charges in early 
1 996 that the bankers were initiating creative new ways of exercising 
oligopolistic power over loan rate determination. Although Ramos and his 
advisers can be credited with considerable success in confronting cartels 
and monopolies in other parts of the economy, they have unfortunately 
barely made a dent on the banking sector.20 

Enduring Problems of Bank Supervision 

In May 1 994, just as President Ramos was the bill permitting the 
entry of new foreign banks, the realities of supervision intTIlded upon the 
heady promises of liberalization: A new scandal related to the trading of 
T-bills, the "Ban cap scam," hit the banking sector. -While it was-unlike the 
Dewey Dee caper-easily contained with little threat to the financial sys
tem as a whole, the affair nonetheless served to highlight ongoing deficien
cies in the basic state role economists commonly call "prudential 
regulation. " 

It is no surprise that T-bills were at the heart of the scam. As we have 
seen,  it is in this realm that the system derived some of its biggest profits in 
the late 1 980s and early 1 �J90S. Bancapital Development Corporation-a 
small company with considerable financial wizardry-established itself as 
the largest secondary dealer by promising financial institutions and several 

�" FEl:,'R, l'\ovember (j, 1 99;,. 64-65: Busint'." W()rld, !>tay I ,  and Julv 1 2 . 1 :1 and 26. 1 99", 

January 2 2  and August ' 9, ' 996; Philexport, "Liberalization." 67; Phiii/l/lint' Star, Septembe,
r 

20, ' 995; Philippill" Dail" IU!{l1irn; November ! o. 1 99:,; BusirlPSS DIlII)-, July h, 1 995. I n  Roxas s 
view, univer�al banking's merger ofinvestment houses and commercial banks "killed the only 

rmnpetition" that might force the latter to reduce spreads. BIISIIlI'SS �'odd, December " 1 993-

For further data on  spreads, see Joseph Y Lim, "Financial Intermediation and Monopoly 

Practices in the Banking System," Issues and LettnCl 2, (November 1 9( 2 ) :  ! - I I ;  and Carlos 

Hamista, Rov C. \1)afleZ, and Gerardo Agulto Jr., "A Study of the Philippine Financial System: 

Focus on th�' Commercial Banking System" (Quezon City, unpublished ms . . 1 995) , R, 4 7 .  On 

compardtive levels of financial decpening (growth i n  liquid liabilities as a proportion of 

GDP) , see Bautista et aI., 4. 
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agencies a higher return on T-bills. "''hile it was not actually 
authorized to sell T-bills and the government agencies were supposed to 
course all trading through state banks, both kickbacks and kiting opera
tions lIsing clever new instruments seemingly maintained the scam for five 
or six years. '''''hen Bancap suddenly closed up shop without delivering at 
least P I  billion in T-bills on which it had already collected payment, its 
ronnel' customers were left holding the bag. 

Soon thereafter, certain banks received emergency aid from the BSP 
and the crisis was contained. Most revealing about the scandal, however, 
was the subsequent failure of the regulators to proseclite any of the per
petrators. A fmstrated National Bureau of Investigation official accused 
the BSP of being " the prosecution ' s  biggest stumbling block," but even if 
Singson had wanted to sort out the mess he was greatly hobbled by the 
1 993 tightening of restrictions on the examination of bank deposits. Es
sentially, he had only two tools at his disposal: emergency loans and moral 
suasion. "Nothing can prevent another similar scam," declared Business 
l'lln'id, "because the highest monetary policy making body of the land is a 
toothless ":! I 

Earlier in the decade, the monetary authority's weak position relative to 
the bankers had been made clearer than ever by continuing legal and 
political challenges arising from the 1 985 closure of Banco Filipino ( the 
most contentious of the banks shut down by Governor Fernandez) .  The 
House of Represen tatives held June 1 990 hearings on the case in which 
the bank's chairman said Fernandez had instrncted him to deliver 5 1  
percent of the bank's shares to the Central Bank. Special prosecutors filed 
graft and criminal charges against Fernandez later the same year, charging 
not only that Fernandez had instigated the initial bank TIm, but also that 
he had violated the deposit secrecy law and "criminally become interested 
in acquiring directly or indirectly personal control over the bank. " Fer
nandez refuted the charges, insisting that the shares were obtained not for 
personal gain but rather to encourage a strong bank to invest in Banco 
Filipino. 

The coup de however, came with a 1 99 1  Supreme Coun decision 
ordering the Central Bank to reopen Banco Filipino and castigating the 
monetary authority for an "arbitrary" closure " committed ,\lith grave abuse 
of discretion. "  This mling, admitted Governor Cuisia, "would have a crip
pling effect not only on the credibility of the Monetary Board . . .  but also 
on the capability of the central bank to administer the banking system as a 
whole." The high court noted that the Central Bank had earlier 

21 FFER.J unc 2. 1 9 fH ,  5R; I1usiness norM. May 20 and 2 ') _  ' 99+ and an excellent tl\'c·part 
i nvestigation, "The Bancap Scam-One Year After," Mav 1 5- ' 9. 1 995- Beca1lse of restrk-
tions 011 it concludes. '·no one has vet conw out  with an accurate 
figure" 011 the scam. 

' 
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emergency assistance to Banco Filipino, and thus in what the Far Eastern 
Economic Review described as "reverse logic . . .  held that the central bank 
could not have regarded Banco Filipino as insolvent, because the central 
bank cannot legally lend to an insolvent institution."  Other owners of 
failed banks were known to be greatly encouraged by the Aguirres' remark
able success, while continuing legal snags led one Central Bank official to 
predict that none of his colleagues "would now risk mnning after an erring 
bank. We're helpless now if [any crises hit  the banking sector] . "'!:! 

Despite the Supreme Court mling, negotiation over the disposition of 
some P3 .7  billion earlier advanced to Banco Filipino by the Central Bank 
and the Philippine Deposit I nsurance Corporation delayed the reopening 
of the bank for another two and one-half years. Cuisia found Banco Fil
ipino proposals unacceptable, but Singson-soon after taking over the 
new BSP-declared himself to "have an open mind" in dealing with Banco 
Filipino (as well as with two weak hut never closed banks under close 
supervision, Associated Bank and Producers Bank) . In  late 1 �)93, he gave 
permission for the bank to reopen-which i t  did the following year with
out paying a single centavo of its debt, and without restnlCturing either the 
board or management earlier charged with large-scale insider ahuse. Sub
sequent negotiation and litigation has focused on how much debt Banco 
Filipino will repay (the hank itself claims only P l . 2  billion in debt, and has 
asked to be released from the ohligation of paying interest) . In 1 995, 
Cuisia and another former Central Bank ofi1cial were charged with graft 
for allegedly delaying the reopening of the bank, and the old Central Bank 
was sued PI 8.8 hillion for damages arising from its closure. Industry ana
lysts joked about Singson's shrewdness in avoiding lawsuits himself, and 
the governor actually offered a public defense of Banco Filipino's newest 
suit, saying it was '�just a consolidation" of earlier cases and "not a delaying 
tactic"  to avoid repaying its debt. Meanwhile, the bank reported nearly P3 
billion in profits from treasury bills during the period it was closed, and 
declared a stock dividend of �5 percent within one year after its 
reopening. '!'I 

A second insti tution fonnerly closed, Veterans Bank, was reopened in 
May 1 992 after considerable negotiation and litigation ( thus appeasing an 
important political constituency) , and in 1 995 Manilabank was involved in 

22 The first action agaiml the Central Ban k  was in 1 9117.  Soon after becoming 
governor in 1 990, Cuisia ordered a review of the circumstances sun-ounding the closure, but 
said there was no for reopening the bank. Afanila Chronicb-, November 
,j . H )H7 .  April 4 and \10. :1 I .  and December 5. 1 990; Philit1Jine., Dail, Globe, Febmary 27,  
June I ,  and December 1 990; December 7, ' !l!i0; Manila Bulb-lin. December 1 2 , 
1 9!1 ' ;  FHHR, Den:mber 26, 1 99 1 ,  (quote at 6H ) ,  andJuly I H, 1 99 ' , 54-5.', (quote at 

brae kets in original ) .  
Philippinr Slar, March 9 ,  1 99:1; PhilijJf)inr Tirne'1ouTllal, July 1 5, 1 993; Busiwss WI)rld, 

Febmary I f), I G, and 1 7 , April June 2 and 6, and November 2 2 ,  1 995. 
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more problematic negotiations over how to repay a massive debt of P8'3 
billion to the Central Bank and resume operations. The impact of these 
actions and negotiations on future supervisory capacity is problematic, to 
say the least, since in each case the hanks were formerly accused of (but 
never prosecuted for) massive insider abuse. If  the monetary authorities 
are unable to allow past closures to endure, there is little reason for owners 
of banks dosed down in the future to accept their fate with any sense of 
finality. Owners inclined to milk their banks to death can reasonably ex
pect their institutions either to be sustained or resurrected ( despite the 

1 989 circular promising to "refrain from sustaining weak hanks") , and can 
enjoy further comfort from Ramos's proclaimed policy of not allowing any 
bank failure during his term (a clear intrusion on the BSP's supposed 
independence) . '!4 

Moreover, as noted the charter of the new BSP did little to 
strengthen supervisory capacity: it provided only a thin shield of protection 
against lawsuiL<;, and the ability to examine deposits in search of fraud was 
actually weakened. Woile the revamped hody was given the right to pay 
higher salaries to its personnel, observers noted that-as of mid- 1 99S
many positions remained untilled. The BSP was supposed to have been 
able to tap " the hest and brightest in the whole kingdom hecause they offer 
the best reltes in government,"  complains economist Mario Lamberte. "We 
expected new hlood, those with master's degrees and PhDs. But where are 
they? " With the entry of technologically sophisticated foreign banks, he 
warns, the BSP has " a  lot of catching up to do. "  Technical capacity remains 
low, laments former Aquino hudget aide Benjamin Diokno, yet the ones 
"benefiting from this present pay scale are those responsible for the ex
cesses of the past. . . .  [ I  t' s] old dogs, old tricks. " :!;, 

In  the midst of such signs of continuity, "new tricks" have nonetheless 
been employed in efforts to redress enduring regulatory deficiencies. Most 
important, the Philippine Deposit Insurance Corporation was given en
hanced supervisory responsibility in 1 992 ,  and taken over by a reformer 
seeking to make his staff as competen t as that of the banks and ensure that 
his agency would no longer be a mere "stepchild" of the Central Bank. 
Initial direction for the revamping of the agency came from the 1 988 
World Bank report, and late in  the Aquino years it was given a new legal 
charter and new infusions of capital from the government. The new lead
ership was proud to differentiate itself from the "fogies" at the Central 
Bank, and expressed frustration over the failure of that institution to chal
lenge banks to lend beyond a narrow "urban, rich" clientele. Lnfortn
nately, however, PDIC's personnel remained vulnerable to lawsuits and 

N BU,linl'ss World, November 7 and 9, 1 994, Julle I and JlIly 1 3, 1 995. 
25 Business Wmld, July 13 and 1+ 1 995. 
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forced to accept low salaries. Even if a distinct culture emerges internally, 
the strength of the newly reconstructed agency will not be tested until the 
country taces its next major banking crisis. 

A second initiative in regulatory reform came in August 1 995, when 
Governor Singson convened a committee to undertake a full revamping of 
the banking laws-the first major effort at amendment since the early 
1 970s. A major priority was to reverse the 1 993 tightening of restrictions 
on examination of bank deposits. Many years earlier, it will be recalled, 
Singson told Congress that "We have good, beautiful rnles and yet fail . "  
Although better and more beautiful nIles provide n o  guarantee o f  en
hanced regulatory capacity, the effort nonetheless highlighted the need 
for continuing attention to longstanding problems.:!6 

While efforts to improve the quality of supelvision continue, the banks 
can boast many positive developments in their ranks. Years of government 
support-most recently profits from treasury bill s-have bolstered the 
overall stability of the banking sector. As Governor Fernandez intended 
with the policies he promoted from the mid- 1 980s, this has been most 
evident among the largest banks . .  Even so, a 40 percent to 47 percent 
across-the-board increase in minimum capitalization requirements in late 
1 994 ( following a 50 percent increase only two years earlier) posed few 
problems for the vast majority of banking institutions. There has also been 
a marked increase in professionalization, particularly among the top 
banks. The system now has far more officers in the mold of the Jobo 
Fernandez who started up Far East Bank in the I 960s, that is, bankers 
who treat their banks as profit centers in their own right rather than as 
sources of cheap loans for related family enterprises. \Vttile there have 
always been some banks that-despite ineffectual state regulation-were 
not heavily plundered by their officers and shareholders, it is indeed heart
ening that their numbers seem to have increased in the course of the 
enormous prosperity of banking since the mid-1 980s. Additional signs of 
hope are found in common reports of Filipino nationals, long regarded as 
"the most sophisticated and internationalised corps of bankers and finan
ciers" in all of Southeast Asia, returning from overseas assignments to 
employ their skills at home. Technological advances have accompanied 
this process of professionalization, and contribute further to the com
manding advantages of the top banks. Finally, with the rehabilitation of 
two banks in the doldrums since the early 1 980s, Singson could proudly 

26 I nterview. 1\aiiagas, April 23 ,  1 9�t.j; Republic Act (as amended) ;  BusirIPss World, 
Allgllst 24 and 25 ,  1 99:,). A former Central Bank confirmed heightened tensions-
and potential dangers of turf battles-in relations with a new PDIC thollght to be "flexing its 
muscles" too much. Allonymous interview, ' 993. 
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proclaim in late 1 995 that there is "no more weakling in the banking 
system."27 

Unfortunately, however, more than a few dark clouds remain on the 
horizon. A combination of reform ( albeit limited) and globalization have 
created a greater likelihood of risk for particular units of the system. One 
major reason that barriers to entry were retained in the past was a fear that 
more banks would exacerbate the difficulties of regulators. Unlimited ease 
of entry brings the danger of unlimited entry of new family-controlled 
banks, precisely the type of units that have been so difficult to regulate 
through the years. Not surprisingly, the number of new entrants is repor
tedly a "very real concern" to the monetary authorities. Singson himself 
has noted that increased capital inflows accompanying globalization have 
expanded bank balance there is a danger, he warned, that both the 
availability of such new resources for lending and increasing competition 
might lead to "poorer credit choices" and eventually to a "systematic cri
sis . "  Similar fears about developing countries in general were expressed by 
the head of the IMF in late 1 996: in the midst of recent liberalization and 
privatization, said Michel Camdessus, many central banks have not taken 
"the necessalY precautions to ensure that banks and supelVisors have the 
expertise and resources needed to cope in the new environment. "28 

Although Singson assures the public that " [al rnid the excitement of 
deregulation, we have not lost our focus in ensuring the basic safety and 
soundness of the banking system,"  leading figures continue to voice con
cern over future instability. Certain past sources of easy profit are di
minishing at mid-decade: spreads between loan and deposit rates remain 
substantial, but interest rates for T-bills have declined, the profitability of 
foreign exchange operations has been reduced by the liberalization of 
slich transactions, and a lucrative loophole exempting trust funds from 
reselVe requirements has been closed. At the same time, the entry of 
foreign banks has brought widespread "pirating" of officers, and person
nel costs were expected to increase 20 percent to 25 percent per year 
between 1 995 and 1 998. There is also a costly and growing problem of 
bank robberies since the early 1 9905 (in which police and militarr com-

Y7 /3u,inpss WiJrld, December 29, H 194; lEER. September 28, I \)1'19, 1 0,), and July 1 1'1, ' 99 ' ,  
f>4 -5:, (quote at 5') : Pltilippint' /)aily IlIqllirrr, September 25.  1 99'). Associated Bank, which 
worked out a rehabilitation plan with the PDJC and tied up with Malaysian investors, assumed 
new l ife as Westmont B,lI1k in 1 Businf'.ls lVoritl. May �t). 1 994. Producers Bank was taken 
over by PDCP Bank of the Metro t;roup in 1 99'). 

2H Bllsine.ls WmM, January l G, 1 995 and 1\ovemher 2 5. H)94- Globalization has exposed 
mallY developing countrv banks to risks, warned Camdessus; "increased capital flows 
have put new strains on unsound systems" and i t  is n ecessary "to improve external 
oversight and sllpport, especially unt i l  internal and market discipline become 
more effective . "  The next iuternational nis;" he said, "(ould well begin with a 
banking crisis." n,e Busi;wsl Daily, September 30. 1 99G. 
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plicity is widely suspected) . The growth of the stock market, meanwhile, 
creates a new source of competition to bank lending since compan ies now 
have readier access to an alternative source of funds: stock market capital
ization increased almost ninefold between 1 990 and 1 994, and the ratio of 
total commercial bank assets to stock market capitalization declined dra
matically (from 3 . 1 to 0 . 7 )  in the same period. This poses the greatest 
threat to non-unibanks (which are barred from u nderwriting activities) . 

Combined with an element of new competition among banks ( forth
coming both from new domestic banks and from the possibility that the 
foreign banks will induce a shift in the attention of domestic banks from 
top to middle market) , some banks could face major problems of adjust
men t. Increased costs and competition could bring "a banking crisis 
maybe three, five years down the road," warned Bank of the Philippine 
Islands (and former BAP) president Xavier Loinaz in late 1 995. "To survive 
some bankers may loosen up on their credit standards, and son,e of them 
could be hit. " Other analysts, moreover, fear that the BSP h as not given 
adequate attention to banks' increasing involvement in more speculative 
lines of business; in particular, some express concern about the potential 
risks accompanying growing ties between banks and the property market, 
as families in property development diversity into banking and many uni
banks invest more heavily in real estate subsidiaries.29 

Tn the midst of new pressures, old problems such as DOSRI abuse are yet 
to be resolved. Such abuses, of course, are h istoricallv a central cause

' 
of 

bank i n stability; as Armand Fabella explain s, through�ut the modern his
tory of Philippine banking there is "not a single case where the CB moved 
[again st a bank] where it didn 't  find signs of family operati ons involved. " 

Although data on the problem remain closely guarded by supervisory 
authorities, Fernandez ackn owledged continuing problems with insider 
loans at the end of his term, and a top supervisor says that banks can still 
circumvent the limits with little problem: "We only know it's DOSRI if  
[banks] report it as  such,"  h e  said. The president of the PDle, meanwhile, 
sees some decline in the relative size of the problem due to overall growth 
of loan portfolios-"but not too much . "  The banking system has had to 
make room for more families, and owners are now more likely to refer to 
"our bank" than "my bank. "  While families now "h ave to take longer to get 
what they want" out of their banks, he said, they remain the basic unit of 

"" Businp.IS World, July ' 3  and November 6.  ' �J9r, and AUKust ' 996; Philippine Dail, 
In'l"in'r, September J 6, 2 I ,  2 3 .  and 29. ' 995; SGV data; Eduardo los Angeles. "The Stock 
Market as FinancillK Source," in RodriKuez. ed" ;)9; FEFR, November 9, 1 995. 65.  Fonner 
Central Bank adviser Armand Fabella also adm i ts to continuing worries about a "nice bank
ing crisis." B!L,inF.'-\ World, JlIly 20. 1 994. On tmst regulation, see Bautista et aI . ,  "Philippine 
Financial System , "  48, RH. The i mpact of foreiKI1 exchange liberalization o n  bank profits is 
discussed i n  a USAID-funded report, "Foreign Exchange Liberalization i n  the Philippine 
Economy, " ed. Trent Bertrand (Arlington, Virginia: IMCC, 1 99 2 ) ,  1 1 . 

Death, Resurrection, and Renovation 227 

own ership-and DOSRI loans remain a "drag on the system."  I ndeed, the 
goal of maximizing familial control of banks remains strong: despite very 
rapid growth in overall stock market capitalization in the early 1 990s, 
public listing of bank shares remains notably sparse at mid-decade.30 

'Vhile in many cases professionalization of the banking sector will pro
vide a greater degree of internal regulation of DOSRI abuses, in other 
cases better trained bankers may simply become more sophisticated in the 
means by which they milk loan portfolios, raid state resources, and collude 
with each other. As Governor Licaros remarked in 1 9 77,  "many Philippine 
tinancial managers . . . fail to exercise their technical sophistication in 
safeguarding the soundness of their institutions," and instead apply their 
expertise to " uncovering loopholes in mles and regulations . . .  [and] 
misleading their various publics through window dressing of financial 
statemen ts. " 

The larger banks are generally viewed as the most professional, but even 
in their ranks the possibility of instability endures. I n  future years, it will be 
particularly important to watch trends among the unibanks, which
simultaneous to the entry of new foreign banks-were gran ted the right to 
own larger percentages of both insurance companies and other commer
cial banks. It will be recalled that the 1 980 laws creating unibanks con
felTed broad powers to own so-called non allied enterprises and diversity 
into investment banking. The Central Bank had earlier warned that this 
could merely legitimate i n sider abuse-but in the course of the 1 980s 
unibanks actually took l i ttle interest in the new privileges granted them by 
law. In the 1 9905, however, many unibanks seem to be jumping at the 
c hance to become more tntly un iversal in scope. Moreover, previous re
strictions seeking to promo te wider ownership of banks have now been 
junked: j us t  as foreign banks can now own up to 60 percent of a single 
bank, so now may domestic corporations ( some of which may be very 
familial i n  nature) own up to 60 percent of a single bank.31 Should their 
investmen t  decisions be made on wise criteria, the unibanks will only 
increase in strength ( an d  perhaps, through clearer loyalty to banking as a 
profit center in i ts OVVll righ t, come to be seen as a coheren t  " fin ance 
capital" segment of the bourgeoisie) ; to the extent that familial consider-

:\0 IntClyiews, i\nnand Fabella . .June H, 1 990; Ramon Tiaoqui, April 26, 1 99:r and 
Naliagas . April  23, 1 99,\ .  Some expect that local banks will increasingly seek to expand their 
equity base throuKh public offerings in the stock market; the fact that the CUITem limiteci 
group of bank listings ( usually "tightly held shareholdings," according to a leading broker) 
register the biggest return-on-equity among listed firms would likely contribute to such a 
trend. Busin!!" IVorltl, December 3, J 993. Even so, there colllinlles to he only a "very limited 
nnmber of stocks available to the investing puhlic." Philippine j)aily fnquirf'r, January 2, 1 996. 

I nterview, Antonio P. Gatmaitan. Jan uary 3 1 ,  J 990; Licaros. Philippin, }'vIm/plm)' Polii)'
iHaking in the Seventies, 3 ' 2 ; Philippine Daily Inquirn; September 25 and December 1 ,1, 1 995; 
Business War/d, January 3, 1 996; Republic Act 772 ! .  
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ations cloud financial judgment, however, the potential for instability cer
tainly increases. 

In short, while the banking sector is in a relatively healthy state in the 
mid-1 990s, there are a number of factors that could promote future in
stability. The liberalization of bank licenses puts greater strain on super
visory authorities who have yet to resolve old problems, and the banks 
themselves face higher costs. new competition (both from capital markets 
and from other banks) , and a reduction of profits in foreign exchange 
transactions, T-bills, and tnlsts. Globalization ,  new privileges for unibanks, 
and more permissive mles on bank ownership provide both oppor
tunity and heightened risks. 

In the face of such changes, an optimistic scenario foresees a wave of 
mergers that \\-il l  not only weed out the weak members of the system but 
also strengthen those remaining. Far East Bank (and former BAP) presi
dent Octavio Espiritu, for example, predicts "a major consolidation of the 
industry" in the late 1 9905. Other observers, as we have seen, speak more 
in terms of instability and banking crises than consolidation. Many note 
the formidable obstacles to bringing together two distinct groups of 
owners and managers-especially in a family-dominated political 
economy-and how rare actual unions have been despite the many 
mmors of intended nuptials. Since the liberalization of branching, big 
banks themselves have generally lost any incentive to acquire small banks; 
indeed, the only two mergers between 1 990 and 1 995 involved small-and 
medium-sized institutions. Although earlier reforms have been accom
panied by widespread predictions of mergers, it was only with clear Central 
Bank encouragement in the early 1 970S that even a modest number of 
mergers were achieved. The BSP has apparently had some ambivalence as 
to whether to promote actively the merger of banks; this, of course, makes 
the ultimate goal of consolidation even more dubious.3� It is too early to 
tell whether the proliferation of the mid-l 990S will induce consolidation 
or instability by decade's  end; unfortunately, however, the ongoing weak
ness of supervisory capacity makes an optimistic scenario far from likely. 

Limits of liberal ization: The Banking Sector at Mid-Decade 

Behveen 1 993 and 1 995, the Philippine banking sector experienced a 
degree of change rivaling that of the mushrooming of banks in the 1 960s, 

,,� Philij,pim Vaih Inquim; OC!oher 3 1 ,  1 Business 'World, Noyemher 2 .  1 993, and 
February I '). q)g,,,' In the months before the approved the foreign bank bill, as the 
SSP was dis('ussing how to bolstf'r the overall strength of the domestic banks. BSP officials 
reportedly lost hope in their initial plan-to promote mergers among existing domestic 
banks-and decided instead to give out more domestic bank licenses, More recently, the BSP 
has reportedly been trying to encourage Philippine Daily Inquirer, November 1 9, 
1 993, and September 25. 1 995; Busin�ss 6, 1 994. 
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the rei()rms of the early 1 9708, and the banking crises of the 1 98os. As is 
often observed in many realms of Philippine politics, however, there was 
striking continuity amid the change. First, the monetary authority itself 
emerged financially stronger when transformed into the Bangko Sentral, 
but remained weak in relation to both the private sector and the executive 
branch.  As in the past-going all the way back to the Philippine National 
Bank scandal seventy years public realm is forced to shoulder 
the cost of private plunder. Bailing out the Central Bank ( the institution 
long responsible for bailing out other banks) loads particular burdens on 
the citizenry, and will encourage both cuts in infrastructural expenditures 
and higher taxes well into the next century. 

Second, baITiers to entry were lowered, but the manner in which it was 
done served to highlight the substantial political power of the domestic 
banks; as one House leader complained, the bill permitting the entry of 
foreign banks "bears the fingerprints of the BAP." The scope of operations 
of even the most ambitious foreign banks is constrained by limits on 
branching privileges, and the new domestic banks begin operations with 
an enormous amount of catching up to do. One can hope that bolder, less 
risk-averse banks may emerge to offer higher deposit rates and seek out 
new clienteles of borrowers, but at least in the short term it will be far easier 
for new banks to let themselves be absorbed into the cozy clutches of the 
cartel. "Let's face it, "  explained the treasurer of a small bank of a new 
price-fixing strategy of the larger banks, "80 percent of the market is 
controlled by the major players and we in the 20 percent cannot swing the 
tide." The entry of new banks is unlikely to create fresh competition for the 
vast bulk of the market, and the oligopolistic power of the biggest banks 
remains very much intact. Much of their current strength, of course, 
derives from easy sources of profit available throughout the late 1 9808 and 
early 1 990s: as one British banker complained in 1 993, the local banks 
"get lots and lots of cheap deposits. a big fat margin and huge sums in 
tmst funds and Treasury bil ls. " 

Third. in the midst of major reform of both the monetary authority and 
the PDIC. many patterns from the past endure: the regulatory agencies 
and even the regulators themselves remain vulnerable to legal challenges, 
the competence of the banking community continues to facilitate 
the outwitting of regulators, and major legal constraints still hobble the 
efforts of even the most skilled and dedicated regulators to combat fraud. 
�While it is heartening to note that many banks now enjoy increased profes
sionalization, capitalization ,  and technological capacity, self-regulation 
alone does not offer sufficient protection the considerable poten
tial for future instability. Old problems such as DOSRI abuse are unre
solved, even as recent moves toward liberalization and globalization pre
sent new challenges to supervisory capacity. Given the cost of past bailouts 
and the country's "precarious fiscal position," explains Mario Lamberte, 
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"we cannot afford to commit more mistakes."  U nfortunately, however, the 
Banco Filipino ruling, the weak provisions of the hill creating the central 
mone tary' authority, and the recent Bancap scam all attest to enduring 
regulatory deficiencies in the 1 99os.:B 

This book began with an broad overview of five major areas in which the 
Philippine financial system fails to serve larger developmental goals. As of 
the mid- I 99°S, unfortun ately, the system has yet to achieve much success 
in any of these areas. First, levels of fi nancial development lag far behind 
the rest of the region both in absolute levels and in rates of growth. The 
capacity of the system to mobilize savings improved in the early 1 990S 
(probably encouraged hy the expansion of branches and automatic teller 
machines) , hut was still not significantly higher than that recorded in 
1 983.  As through most of the 1 970S and 1 980s, real i n terest rates for small 
savers remain negative .'l4 Second, lending continues to be restricted to a 
narrow clientele, biased not only toward extended family conglomerates, 
but also toward large, urban firms. This h as hindered the growth of both 
agricultural and small-and medium-scale en terprises; frustrations over lack 
of credit are exhibited by continuing congressional initiatives to develop 
specialized banks to meet the needs of workers, teachers, and others.:{:; 
Third, as discussed earlier, the fi nancial sector as a whole continues to 
have a high poten tial for instability. Fourth, high intermediation costs 
notwithstanding, big spreads between deposit and loan rates are a power
ful testimonial to oligopolistic power, and it is likely th at the banking sector 
as a whole will continue to fi nd cooperation far more lucrative than com
petition. Fifth, the excesses of private sector plunder continue to be a 
drain on public sector coffers. The public is forced to bear the enonnous 
costs gen erated by a self-selving and inefficient banking sec tor, but gets few 
benefits in return. 

:n Business HlilM, December 2 ,  1 9tJ:l: Fcbmary I [)  and July I :), H)95: January 2 � .  1 996. 
:II  Bautista el al .  note M3/GNP ,�ltios of 26.2 percent in 1 9S3. dipping to a low of 1 9. 9  

percent. i n  1 9S5. a n d  then cl imbing to � 7  percent i n  I t)')') and 2 9 - 4  percent i n  1 99'1 . See 
"Ph i lippine Financial System," 33-:15. (:\,1:1 is the slim of demand. sa\-ings, and time 
deposits.)  
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Moreno, "Philippine Private Domestic Commercial Banking, 1 946-Ho, i n  the Light of]apa
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Ohkawa and Gustav Ranis (New York: Basil Blackwe ll, 1 (85 ) ,  35 1 .  
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Liberalization has brought great promise of change, but its actual pros� 
peets are in fact far from rosy. Even after the reforms, comp lains one 
corporate manager, "commercial banks in this country are still one of the 
most protected industries from external competition. "  Not only was the 
scope of policy change constrained by the realities of bankers' political 
power; more fundamen tally, the prospects for liberalization are limited in 
potential by continuing weaknesses in institutional and political founda
tions. If reform is not accompanied by a concerted effort to strengthen 
capacity, "pmdential regulatio n "  will remain weak and the likelihood of 
further instability will remain strong. Moreover, until the government 
develops both the will and the capacity to actively challenge the perpetua
tion of the ol igopoly, it is highly doubtful that genuine competition will 
find its way into the Philippine banking seclor. Recent price-fixing strat
egies were dismissed by a Treasury official as beyond the scope of govern
ment concern: "since it is p rivate-seclol- driven and we 're on [sic] an era of 
liberalization , "  she said, "we . . .  tell them to go ahead. "36 As long as 
liberalization is defined in such narrow laissez-faire terms, it'> benefits to 
the public will remain niL Without concerted government pressure, the 
developmental contributions of the financial sector as a whole will remain 
insufficient to the nation's  needs. 

In larger perspective, the most important commen tary on the nature of 
power in the Philippine banking sector comes from the ignom inious 
death of the Central Bank in 1 993.  The demise of a cen tral bank is not  an 
ordinary' event, and its resUlTection under a new name should not obscure 
what it says about the longstanding weakness of state institutions in the 
Philippines. Programs of renovation intended to strengthen the Bangko 
Sentral, as well as those i n tended to lower barriers to entry, were obstructed 
by the same basic imbalance of power that put  the Central Bank under a 
state of siege in earlier times. U n til basic institutional and political defi
ciencies are resolved, the entire program of liberalization rests on shaky 
foundations. More substantial reform of the banking sector, it seems, must 
go hand-ill-hand with more fundamen tal change in the Philippine politi
cal economy. Th e final chapter explores some of the factors that may 
someday encourage such a transformation-away from booty capitalism 
and toward a political economic order more responsive to the develop
mental needs of the nation as a whole . 

% Manuel V. Pang;linan, "A Corporate Fund User's View." i n  Rodriguez, cd., 9; Bwinp.Is 
v\hrld, ]anu ary 2 2 .  1 996. 



C H A P T E R  T E N  

The Ph i l i p p i ne Pol itica l Economy a t  the 

Crossroa ds 

My initial motivation for this study was to explain why the tremen
dous developmental assets of the postwar Philippines have often failed to 
produce sustained developmental success. A major part of the answer can 
be found in the deficiencies of the Philippine political sphere; weaknesses 
of political development are a major obstacle to the country's long
frustrated hopes of successful economic development. This final chapter 
summarizes the argument and the evidence in the previous 
chapters, discusses the general lessons the Philippine case teaches us 
about basic political prerequisites of economic development, and con
cludes with a broad assessment of prospects for fundamental change. 
Confronting a greatly transforrned external environment in the 1 990s, the 
Philippines is quite clearly at an important crossroads. 

The Theoretical Argument 

There are three major aspects to the theoretical argument presented in 
the opening chapters of this work. First, patrimonial features hinder the 
development of more advanced forms of capitalist accumulation; second, 
it is necessary to focus attention on critical distinctions among patrimonial 
polities; and third, the forrn of patrimonial ism found in the Philippines 
presents particularly obstinate structural balTiers to the creation of a more 
rational-legal state (and hence to the development of more advanced 
fomls of capitalism) .  

The first part of the argument derives many insights from Weber, who 
highlights the dependence of modem capitalism on an administrative and 
legal stmcture able to promote "political and procedural predictability." 
Within patrimonial polities, where bureaucratic actions are by definition 
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highly arbitrary, it is only possible for "politically determined" forms of 
capitalism to thrive. While such forrns of capitalism often attain "a very 
high level of development, " according to Weber, weak degrees of calcula
bility in the political sphere present major obstacles to the development of 
more advanced fomlS of capitalist accumulation. 1 

A great deal of additional research is necessal}' if we are to understand 
the precise composition of the political prerequisites for developmental 
success; such efforts are "likely to be onerous and fmstrating," warns Evans, 
but "are cmcial if we are ever to discover how Third World states might 
become less part of the problem and more part of the solution."  There are 
indeed many states that should be far more selective in the tasks that they 
take on, but the curbing of state roles, Evans explains, needs to be accom
panied by "equal attention to reforms that will help reconstruct state appa
r<ltuses themselves." Similarly, E. A. Brett asserts that it is incorrect to 
presume that bureaucratic failure will always lead to worse results than 
market failure; in many cases there is no choice but to improve "the 
political and administrative mechanisms which h ave failed." The state, he 
concludes, "is the only institution in society which is even potentially capa
ble of controlling private power and ensuring that it is exercised in a 
manner which safeguards the integrity of the community as a whole . "2 

The Philippine experience highlights the importance of moving be
yond the blind state-bashing of neoliberal ideology, toward a more sober 
and balanced examination of the role of the state in the process of 
development. Nowhere in the Third World, it can be argued, has a country 
received larger and more sustained closes of American antistatist ideology 
than the Philippines; throughout this century, to be sure, oligarchy build
ing has very dramatically overshadowed state building. It was under Ameri
can colonial mle that the oligarchy consolidated its control over a weak 
central state whose administrative machinery was never well developed. In 
the postwar era, the country's strategic importance ensured the survival of 
a state that had little need to guard against external threats, tame local 
powerholders, or develop a self-sustaining economy. In large part due to 
such feeble political foundations, the country has had difficulties achiev
ing sustained developmental success. 
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The second part of the argument is  to examine both patrimonial pol
ities and "politically deterrnined" fonns of capitalisrn in comparative per
spective, an exercise entirely in keeping with Weber's own complex treat
ment of variation among such polities and among such fonns of capi
talism. Because all capitalism is in some sense "politically detennined," this 
study uses the term rent capitalism to describe systems in which "money is 
invested in anangements for appropriating wealth which has already been 
produced rather than in [arrangements for actually] producing i t. " 3 For 
the purposes of analysis, I confined discussion to two broad types of pa
trimonial polities, and two corresponding categories of rern capitalism. In 
the patrimonial administrative state, the dominant social force is a bu
reaucratic elite, or political aristocracy, and countervailing social forces are 
strikingly weak. Because the major beneficiaries of rent extraction are 
members of a bureaucratic elite-based within the state apparatus-I 
h ave labeled its corresponding economic system bureaucmtic capitalism. In  
the patrimonial oligarchic state, on the other hand, the dominant social 
force-an oligarchy-has an economic base quite independent of the 
state apparatus, but access to the state is nonetheless the major avenue to 
private accumulation. Both forms of patrimonial polities exhibit a weak 
separation between the official and the private sphere; in the patrimonial 
oligarchic state, however, extrabureaucratic forces overshadow the bureau
cracy The type of rent capitalism that corresponds with the patrimonial 
oligarchic state- booty capitalism- reflects the relative power of the state 
apparatus and business interests. The principal direction of rent extrac
tion i s  the reverse of that found in bureaucratic capitalism: a powerful 
oligarchic business class extracts privilege from a largely incoherent 
bureaucracy. 

The third and final aspect of my theoretical argument deals with  com
parative prospects for the evolution of patrimonial features. In short, I 
assert that over the long term, obstacles to will tend to be far more 
problematic in the patrimonial oligarchic state than in the patrimonial 
administrative state, or bureaucratic polity. The patrimonial oligarchic 
state is  less l ikely to foster new social forces able to encourage change from 
within;  economic growth tends merely to strengthen the oligarchy that is 
already the m�jor beneficiary of patrimonial As explained in 
Chapter Three, there has been l i ttle incentive for oligarchs to press for a 
more predictable political order, and no other countervailing social force 
h as yet emerged that is  able to challenge effectively either the patrimonial 
features of the political economy or the longstanding dominance of the 
oligarchy. Instead of being a "container for fundamental transformation, "  

;1 Stanislav Andreski, e d  . . A1ax Weber on Capitalism, Bureaucracy and R£ligioll (Boston: George 
Allen and Unwin. 1 91-\3 ) , 9, 
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the patrimonial oligarchic state and its booty capitalism are a "develop
mental bog" in which the postwar Philippine economy-its enormous 
resources and talents nOt:\vi.thstanding-has repeatedly become mired. 

The last section of this chapter continues this discussion by examining 
prospects for future transformation of the Philippine political economy
especially in light of recent changes in external conditions. Before doing 
so, h owever, it is important to proceed to a summary of what has been 
learned from the major focus of this work: the politics of the banking 
sector. 

State and Ol igarchy i n  the Phil ippine Banking Sector 

Long besieged by the particularistic demands of powerful oligarch ic 
interests, the Philippine state has rarely been able to formulate or imple
ment a coherent policy of economic development. Only by understanding 
the internal logic and coherence of familial strategies of patrimonial plu
nder, it was argued in Chapter Two, can we comprehend the continuing 
incoherence of national development strategies. This combination of 
coherence and incoherence became readily apparent at least as early the 
second decade of American colonial rule, when families in agricultural 
export industries raided the resources of the newly established and pub
licly supported Philippine National Bank to such  a degree that it not only 
threatened the existence of the bank, but drained the treasury and left the 
currency in a shambles. As families enjoying most favorable access to the 
political machinery pursued the booty of state, developmental goals were 
trampled underfoot. 

In  the midst of widespread economic, political, and social change, simi
lar patterns of interaction between state and oligarchy have endured into 
subsequent decades. In the postwar era, oligarchic families began to diver
sify into new industrial ventures as new sources of booty became available 
after the 1 949 imposition of import and exchange controls. Those who 
possessed or could purchase favorable access to the machinery of state 
were able to obtain import and exchange licenses that guaranteed windfall 
profits-whether or not productive ventures were established, In the pro
cess of creating and responding to new sources of enrichment available 
within the state apparatus, the economic interests of oligarchic families 
became widely diversified through the 1 950S and 1 96os, 

The major focus of this book is the new source of booty that became 
available through the ownership of private domestic commercial banks. 
Although a few families went into private banking in the prewar years and 
many more families started banks in the 1 950s, it was not un til the early 

1 960s that commercial banking became the widely enjoyed "open sesame" 
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unlocking countless treasures for the major oligarchic families. Just as Ali 
Baba and his forty companions were able to open the robbers' den, the 
oligarchic families and their thirty-some banks were able to open the 
coffers of the state and enjoy a wide range of benefits. Ownership of a bank 
became among the surest means of securing credit for other components 
of the family conglomerate, and most major families flocked to the 
industry. 

From the start, it was clear that government regulation of the new finan
cial institutions was woefully inadequate. The new banks pirated staff from 
the Central Bank's office of bank supervision, and owners could pretty 
much use their banks for whatever purposes best suited the family con
glomerdtes. Within a few years, two of the new institutions faced bank nms 
amid scandals related both to how tlle banks raided the resources of state 
and how the families raided the resources of the bank. Despite awareness 
of the problems, there was little that the regulatory authorities could do; 
the fact  that the fOIDIer governor and a brother of the current bank 
supervisor went to work for one of the eITing banks, one can also presume, 
did little to promote the cause of effective bank supelvision, 

In trying to cajole the banks into following Central Bank regulations, 
Governor Andres Castillo had little recourse but to appeal to a sense of 
"professional responsibility" among bankers, even as he himself acknowl
edged that such a sense of professionalism was poorly developed. Despite 
his impotence, however, Castillo expressed faith that somehow, someday, 
the banking system would advance rather than detract from developmen
tal goals: "The unrelenting requirement,> of our economic development 
and demands upon the banking system will in time cause these family 
banks to come together and combine their resources in order to sUlvive 
the intense competition that is developing i n  the Held of banking. ",,'hen 
that time comes much of the complaints about tight credit and the preva
lence of pawnshop banking will have disappeared from the financial 
scene. " 4  

Subsequent experience bas belied this blind faith. Development imper
,Hives were not enough to refonn the banking sector; without effective 
regulation, the major families generally-and quite rationally-con
tinued to respond instead to the unrelenting appetites of their own diver
siHed conglomerates for cheap credit. 

When martial law was declared, some expected that the chaotic free-for
all of Philippine capitalism would at last be harnessed toward sound 
developmental goals. Marcos sounded the alarm against the excesses of 
the "old oligarchy," and promised a "new society" of opportunity for all . 

1 Andres V, Castillo. "Bankers and Their Responsibilities," The Fookien Times }i'arboak 1964, 
' 4 ' -42, 1 78, at 1 78. 
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Indeed, if there was ever a time in which tI1e oligarchs and their banks 
might have been redirected toward greater goals, it was during the martial 
law years. A m,yor bank reform was promulgated, and such longstanding 
objectives as increasing minimum capitalization, curbing DOSRl loans, 
and promoting bank mergers were given new prominence. 

As we have seen, however, i t  soon became apparent that the primary 
objective of the martial law regime was not to promote more effective 
regulation try the state but rather to create and respond to new oppor
tunities for plunder of the state. I t  is true that martial law gave the state far 
greater power over the citizenry: the assets of certain famil ies could be 
expropriated, former senators could languish in  jail, and previously con
tentious economic policies and refonn packages could be promulgated by 
fiat. The exercise of these heightened state powers, however, remained 
highly arbitrary, First, among bankers, some errant souls got nailed to the 
wall, while others-guilty of precisely the same offenses-knew that the 
regime would place no fetters on their activities. Second, some banks were 
favored with enOIDlOUS quantities of Central Bank credit, while others 
were denied assistance in the midst of crisis. Decisions had little to do with 
such objective criteria as tI1e soundness of management or the develop
mental impact of a bank's credit  allocation; rather, to paraphrase Weber, 
practically everything explicitly depended upon personal considerations." 

The contrasting cases of pwo Chinese-Fi l ipino entrepreneurs illustrate 

how the favor and disfavor of the regime could result  in greatly contrasting 

outcomes. Lucio Tan's rise highlights the enonnous advantages that come 

to those who can plunder the state for particularistic advantage. Vicente 

Tan's decline, on the other hand, highlights both the enormous limita

tions of wealth accumulation in the Philippines for those lacking access to 

the political machinery and the harsh punitive powers that the Marcos 

regime was able to exact on its enemies. Despite three years in jai l ,  Vicente 

Tan was never fonnally prosecuted for his "shenanigans" in the banking 

industry. 
Third , the powers of martial law were translated into sweeping acquisi

tions of banks that were 'vulnerable because of poor perlonnance or the 
weak political position of their owners. Bet\veen 1 97 2  and 1 980, some 
r.velve banks were taken over by Marcos and his associates; in the early 
1 9808, Marcos-controlled state agencies acquired st'veral more banks. I n  
short, martial law did little either to promote effective state regulation or 
to harness the energies of the banking sector for developmental goals; the 
patrimonial features of the state apparatus only became more pro
nounced, and it became easier than ever for those close to the political 
machinery to reap enormous gain from unproductive endeavors. The 

" Weber, Economy and Sor:iety, II:  1 04 '  
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patterns of plunder were familiar; as Armand Fabella explained, a crony 
conglomerate is nothing more than a family conglomerate "with addi
tional clout thrown in."  The magnitude of plunder, however, was unpre
cedented. 

Martial law did permit the technocrats to enjoy a new prominence, but 
their roles were so carefully circumscribed by Marcos that they had little 
lasting impact on the shape of the economy. In the banking sector, Fi
nance and Prime Minister Virata and other technocrats became especially 
prominent when Marcos most needed their help in securing foreign loans 
and assistance. With the 1 980- 1 98 1  financial refonns, Virata and his allies 
in the World Bank and IMF overrode the initial objections of Central Bank 
Governor Licaros and brought about the promulgation of a textbook-style 
reform package that had little relation to the actual problems that plagued 
the banking sector. In the interest of obtaining international credit, even 
Licaros eventually supported it. But before the ink had dried on the new 
regulations, the reform package was undercut by precisely the problems its 
major backers had naively neglected: the deficiencies of bank supelVision, 
the longstanding problems of bank instability, and the morass of cronyism 
in which they were promulgated. Indeed, one can argue that cronyism 
alone would have dragged down even the best-formulated set of reforms
which this reform package clearly was not. Eventually, it became clear that 
while Virata played a crucial role in pleasing the international crowd, his 
inf1uence at home was compartmentalized in such a way that he would 
never be able to threaten the essential interests of the regime. He could, 
for example, get himself lauded in Business Week for "trying to spur greater 
efficiency by shaking up the family-run business groups," yet there was no 
chance that he would be able to raise a finger against the most important 
conglomerate of all: that of Ferdinand E. Marcos.1i 

I n  the wake of the Aquino assassination in 1 983,  even the multilateral 
institutions began to understand the calculus of power in Manila: the 
resilience of cronyism and the impotence of their technocratic allies. 
When Laya's Central Bank was caught overstating its international reselVes 
that same year, the vaunted technocrats themselves became tainted crea
tures. WithJose Fernandez's ascendence to the post of Central Bank gover
nor in early 1 984, there was a clear shift in inf1uence from scholars of 
business administration (Virata and Laya) to real practitioners of rough
and-tumble business. In the midst of the worst economic crisis of the 
postwar era, Fernandez declared a crusade against the ills of the banking 
system, and-unlike his predecessor-clearly understood how the system 
really worked. 

Ii I nterview, Armand Fabella, June 1 2 , ' 990; Business Week, May ' 7 , 1 98 2 , 5 ' -53 (quote at 
53) · 
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The World Bank was called in to help construct yet another reform 
package. Although no more successful than earlier reforms, it did at least 
begin to address the major problems facing the banking sector: deficien
cies of supelVision and dangers of instability. Concurrent with Fernandez's 
efforts, the incoming government of Corazon Aquino had two other cru
sades that affected the banking sector: a drive for privatization ( to sell off 
the assets acquired by government agencies under Marcos) and a selective 
attack on Marcos cronies by the Philippine Commission on Good Govern
ment. The first of these has eventually yielded major sales of state assets 
(while its proponents rarely ref1ect on the character of privatization within 
a state that displays strong patrimonial features) ; the attack on the cronies, 
meanwhile, has merely proved that political arbitrariness continues to 
plague the Philippine state-the fall of Marcos notwithstanding. 

Fernandez's declared objective of cleaning up the system was most suc
cessful in creating opportunities for the big banks to clean up. Even as the 
system of selective credit allocation was being narrowed in scope, new 
opportunities for reaping quick and unproductive gains were made avail
able through such means as the purchase and trading ofJobo bills and the 
conversion of low-interest government deposits into high-interest govern
ment securities. Some of the old opportunities endured as well ,  in partiCll
lar the acquisition of the prized assets of failed banks. By the end of 
Fernandez's term, the largest banks enjoyed unparalleled profits and 
prominence but the system as a whole remained sadly deficient in promot
ing larger developmental goals. The banks' gain came at the expense of a 
public treasury already overburdened by the costs of rehabilitating PNB 
and DBP in 1 986. 

The Fernandez crusade included the closing of three commercial banks 
and one major savings bank, but supporters and detractors alike could 
discern little objective basis for Central Bank decisions to rescue some 
ailing banks and let others drown. When the World Bank complained of 
the inconsistencies in procedures for assisting troubled banks, it was 
merely echoing the protests of errant banks in years gone by. For those 
bankers who had earlier experienced what Vicente Tan called the "uneven 
hand" of Central Bank regulations, the major question is, Why me, and not 
the other person? "That's where discretion comes in," says Emerito Ramos, 
"whether they throw [ the book] at you or not. "7 

Finally, as analyzed in Chapter Nine, a two-pronged reform effort was 
initiated beginning in 1 993 .  While the first part of the reform was forced 
by the death of the Central Bank, the institution that took its place was not 

7 As noted above, Tan entitled his doctoral dissertation "The Uneven Hand: The Exercise 
of Central Bank Powers to Close Banking Institutions" ( University of Santo Tomas, 1 98 2 ) ;  
Interviews, Antonio P. Gatmaitan, September 1 8 , ' 989, and Emerito M .  Ramos, March 1 7, 
' 990. 
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e
.
n tirely new. T?e public was once again forced to pay for bankers' past 

sms, thus ensunng that the Bangko Sentral could begin life with a sound 
balance sheet. But key aspects of past regulatory weakness endure, 
through death and resurrection,  and will in all likelihood hobble the BSP's 
ability either to guard against or respond to future rounds of bank in
stability. In the more volatile and uncertain con text of globalization,  unfor
tunately, the need for effective supervision is actually heightened. 

The second element of the refonn was liberalization, spurred on by 
larger Ramos administration efforts to curb "cartels and monopolies. " The 
process of opening up the system, however, proceeded on the terms of 
t?ose �lready do: inati�g it. Foreign banks with any ambitions of expan
sIOn wIll be stymIed by tlght restrictions on brdnches, and the new domes
tic entrants lack the capital, personnel, or technology to offer any real 
competition to the big players. The major banks, bolstered by the very 
hefty profits of the past decade, have become far more professional and 
increasingly "universal" in the scope of their investments; indeed, the 
gleaming new bank headquarters towering over the skyline of Makati are 
sturdy testimony to their recent gains. The impact down below, however, is 
as yet difficult to discern , as banks continue to do a poor job of either 
mobi!izing savings or servicing the credit needs of much of the economy. 
DespIte new rhetorical commitments to the virtues of competition-and 
hopes that foreign banks' concentrdtion on prime accounts will at last 
force domestic banks to pay greater heed to less affluent segments of the 
marke�-regu�ators still do little to confron t  oligopolistic privilege. 

Untll there IS greater development of the state apparatus, the two over
arching characteristics of the banking sector noted in the Introduction
r�m�ant fa:,oritism and the largely ineffectual nature of state regulation
wl

.
ll 1� all hkelihood continue to undermine further attempts at reform. 

Wlt�m th
.
e banking sector these two chardcteristics-resulting from the 

patn
.
momal nature of the state and the weakness of the state appardtus in 

relatIOn to the predatory oligarchy-have hindered developmental goals 
for decades, and endured despite a number of potential sources of trdns
�onnation:  ( 1

.
) regime change (in 1 97 2  and 1 9H6) ; ( 2 )  four major bank

m� reforms (m 1 97 2 ,  1 980- 1 98 1 ,  1 988,  and 1 993- 1 994, three of which 
qUlte explicitly sought to improve the effectiveness of regulators vis-a-vis 
regula�ed) ; and ( 3 )  the allocation of very high levels of foreign loans and 
other mstruments of selective credit (particularly in the heyday of debt
driven growth in the late 1 970S and early 1 980s) , which one might expect 
to have given the major allocator of this largesse, the Central Bank, in
creased institutional leverage in implementing its stated reform agenda. 
While the dismantling of oligarchic control over the state and the creation 
of a more effective state apparatus is a critical prerequisite to the success of 
long-frustrated developmental goals-both for the banking sector and for 
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the political economy as a whole-the actual construction of such a state is 
a task of momentous historical proportions. 

Reforming the Phil ippine Pol itical Economy 

This analysis raises questions about a number of common prescriptions 
for promoting sustained economic success. At certain points in the past, 
many have advocated regime change as the solution to lackluster eco
nomic performance. In early 1 970s, authoritarianism was declared a nec
essary prelude to development; in the mid- 1 980s, democrdcy was widely 
seen as an essential means of curbing the excesses of the rapacious leaders; 
and in the early 1 990S there were those who once again doubted the 
compatibility of democrdcy and development. In 1 99 2 ,  Singaporean Sen
ior Minister Lee Kuan Yew told the Manila business community-at that 
point especially frustrated over their country's laggard status-that the 
Philippines faced a choice between democracy and discipline. "The exu
berance of democracy, " he declared, "leads to undisciplined and disor
derly conditions which are inimical to development. "H 

Quite conveniently, Lee neglected to note that the exuberance of the 
martial law regime had also failed to produce much discipline, order, or 
development. Unfortunately, neither Philippine-style democracy nor 
Philippine-style authoritarianism have strong records in tenns of promot
ing developmental goals. There are indeed major differences in their 
impact: democratic regimes ( elite-dominated though they may be) not 
only provide greater scope for expression of the popular will and a greater 
degree of space for political dissent but also enable a far greater number of 
families to claw for the booty of state. I n  addition, democratic procedures 
reorient patronage systems toward electoral competition rather than the 
consolidation of a dictatorial regime. But the choice between authoritar
ian or democratic regimes has made no dramatic difference on the coun
try's ability to develop more advanced fonns of capitalist accumulation. 
Lee also neglected to factor in the degree to which the Singaporean civil 
service has acted as a bulwark for his city-state's  economic success; until a 
more effective bureaucratic apparatus exists in the Philippines, neither 
democracy nor authoritarianism is likely to produce the type of discipline 
that he deems essential to development. 

A second common prescription for reform has been the bolstering of 
technocratic competence in key economic policymaking agencies. But 
placing more technocrdts in strategic positions is not, in and of itself, likely 
to provide a major stimulus for change. Without their own base of power, 
technocrats' decisions and agendas can easily be swamped by a host of 

H }1':ER, December 10, 1 992,  29. 
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particularistic actions on behalf of regime interests (as occurred under 
Marcos) . Moreover, technocrats would continue to be hobbled by the 
absence of support from an effective bureaucracy below them. 

The third and most (:ompelling prescription for change is l iberdlization 
and economic reform, and it is precisely this course that has been under
taken by the Ramos administration since 1 992 .  Under the rallying ClY of 
"Phi lippines 2000," Ramos and the ref()rmers around him have sought to 
propel the country into the ranks of the newly industrializing countries by 
the end of the century. The boldest measures have been concerted attacks 
on the cartels and monopolies of major oligarchic family firms that have 
long had a stranglehold over key segments of the national economy; a wide 
range of measures of economic liberalization, privatization, and infrastruc
tural development, however, have also been an essential element of the 
larger crusade. It is  important to analyze the motivations, impact, and 
sustainabil i ty of this far-reaching program in greater detail .  

Assessing Phi l ippines 2000 

In broadest perspective, Philippines 2000 represents the first major 
strategic vision of Philippine political elites since the early years of Ferdi
nand Marcos's martial law regimeY In analyzing the origins of this reform 
program, the first question is how it ever came to be. Liberdl ideas have 
been floating around in Philippine policy circles for decades-and have 
commonly been batted down quite decisively by those who most stand to 
lose from their promulgation and implementation. As discussed in Chap
ter Three, attempts at top-down refoml have often been inhibited by lack 
of bureaucratic coherence and the concerted opposition of oligarchic 
interests. While such obstacles have certainly been well exhibited in the 
Ramos refoml program, many key successes have at the same time gener
ated widespread hopes that the momentum for reform might be sus
tained. \Vby and how has Philippines 2000 been different? 

U nderstanding this success requires, first of all, careful examination of 
the larger context in which Ramos gained power in 1 992 .  We know in 
hindsight that reform of the political economy was a top priority of key 
elements of the incoming Ramos administration, but victory in  the ,\,lay 
] 992 campaign (with just under one-quarter of the votes) in no way rested 
on any clearly articulated program of reform: as in previous elections, 
concern over personalities and the building of pragmatic alliances with 
major powerholders generally crowded out careful debate of real issues 
among various constituencies. Many businesspersons supported Ramos, 
but probably more because "steady Eddie" was thought to be "predictable 

" Joel Rocamora, Breaking l1mJUgh ( Metro Manila: Anvil Publishing, Inc. ,  1 994) ,  1 73· 
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and not given to rash decisions" than because of any strong sense of what 
sort of economic program his administration would bring forth; another 
candidate, in any case, also boasted significant business backing. It is quite 
likely that many key business supporters would have been far more hesi
tant about Ramos had they known what was to come. IO 

After gaining power, some top Ramos advisers displayed l i ttle notable 
commitment to novel ways of doing business. Controversy over the grant
ing of particularistic tax exemptions and import privileges to prominent 
business supporters rocked the administration only weeks after Ramos's 
inauguration, and competition among rival blocs created early turbulence 
in the Ramos Palace. Despite the presence of major businesspersons in the 
initial cabinet, however, the "unofficial power centre" was not thought to 
be from the corporate world: it comprised instead a group of former 
military officers led by Presidential Security AdviserJose Almonte. l l  

Almonte, known a s  the administration's "chief ideologue, "  often ex
pressed marked distrust of the Philippine business elite. The roots of 
rebellion in the Philippines, he proclaimed in ] 993, are found not in the 

mountains but in the key business districts of Manila. In  designing Philip

pines 2000, Almonte sought to promote "economic democracy," and ad

dress "overconcentration of wealth and power i n  a few groups of people."  

Such an empbasis is  probably impossible to understand without examin

ing Almonte '5 own background. In his own analysis, he and many military 

officers come from "poor beginnings , "  and through their experience have 

"the opportunity to see the real conditions in the countryside." Their 

training at the military academy teaches them of "duty . . .  to protect 

the country and the people, "  and their awareness of how elections are 

conducted and how martial law had operated "made us realise that we 

Filipinos needed to liberate ourselves from very difIicult social concli

tions . . . .  [As] President Ramos explained [in a 1 988 speech, while Aq

uino's Defense Secretary] . . .  no government, no armed forces in the 

world can continue to protect the few who are very rich from the anger 

that arises out of the fmstrations and disappointments of the many who 

are poor . . . .  especially if the wealth of the few are acquired through 

means that are unacceptable to the nation as a whole. "  In 1 993 ,  he told 

10  FI'ER, April  2[, .  1 9�)l . and March 1 9 .  1 992.  2+ "Fear" of mallY businesspersons 
toward Eduardo Cojuangco. f(lrmer Marcos crony who took over San Migut'l CorpOl�ltion 
in the early 1 9Hos . also seems to have played into Ramos's hands. Ffl�R, May 2X, 1 99 2 .  1 1 -!)· 
Ramos himself felt that "predictability" had been the decisive factor in his election. but oue 
post·election analysis dubb("d him "til{" most inscnIlahle candidate," and noted "doubts 
about how he would go about solving the countIy's problems." FE.ER June 4. 1 992.  1 6. 

1 1  FEER, August 27, 1 99 2 ,  I I ,  and September 3. 1 99'" IX and Manila ChwlliciR, July 
1 H, 1 99 2 .  The tax exemptions were eventually overturn("d. a top aide resigned. A 
member of a major family that would allegedly benefit from the order permitting d uty-free 
import of cement, however. remained i n  the cabinet. 
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business leaders that while reform "may hurt your small finger, it wil l  
certainly save your necks. " 1 2  

I f  the refom1 efforts of Ramos and Almonte were inspired by past experi
ence, they were encouraged further by at least three other factors that 
coincided with the beginning of the new administration . First, there was a 
widespread sense that new approaches were needed to reverse the coun
try's poor economic performance. Worldwide trends of liberalization and 
privatization greatly influenced the choice of new strategies, particularly to 
the extent that they were perceived as central to the success of the coun
try's rapidly developing neighbors. The Philippine business community 
was by no means demanding to be reformed, but after the laggard growth 
of the 1 9Hos many fel t  that things were gravely wrong and somehow 
needed to be fixed. 

In more concrete terms, the country found itself faced with decisions as 
to how it might participate in a series of associations that demanded 
greater commitment to economic openness-notably the Asia-Pacific Eco
nomic Cooperation (APEC) , the General Agreement on Tariffs and Trdde 
( GATT) , and the free trade area of the A�sociation of Southeast Asian 
Nations (ASEAN) ,  known as AFTA In each case, the Ramos reformers 
were eager to jump on the bandwagon-and able to garner the support of 
important sectors ready to try something new. 

Less tangible but most important in terms of long-term national strate
gic perceptions was the 1 992 withdrawal of the U.S.  bases. To many Fil
ipinos, the Philippine Senate's 1 99 1  refusal to renew the bases treaty was a 
triumph of Philippine nationhood after nearly a century in the shadows of 
American power. As part of this assertion of independence, the departure 
of the bases left the country more exposed-and encouraged greater 
awareness of the country's surroundings. With the security umbrella no 
longer providing as extensive an overhang, one might say, there was sud
denly more of a tendency to look around the neighborhood. I n  the pro
cess, Filipino observers commonly perceived their own house-once 
widely admired-to be in disrepair, and were often surprised to realize 
how extensive were the improvements in their neighbors' abodes. Ramos 
sought to compensate for the end of the "special relationship" by embark
ing on a series of trips to strengthen Philippine ties with its own region, 
and even U.S. officials-when able to go beyond feelings of resentment at 
being ejected from a premier global basing facility-acknowledged that 
the Philippines wil l  now "have a shot at achieving independence of mind." 

1 2  FE/oR, April H,  1 993, H6;  Presidential Task Force, "Philippines 2()OO: A Vision and 
Strategy of Development," ( Manila: n .d. ) .  4: Business Times (Singapore) , July 9- 1 0, 1 994: 
Speech, .lose Almonte, Asian Institute of Management, Metro Manila, April 29, 1 993. 
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For the first time in the postwar era, Almonte similarly explains, "we must 
deal with [domestic and international pressures] on our own . " I:l 

Indeed, the new post-bases era brings unprecedented challenges to the 
Philippines. On the domestic front, there will no longer be an external 
guardntor for the continuation of the prevailing social imbalance within 
the Philippines. For most of this century the oligarchy's major external 
concern has been how to ensure continued U.S.  sponsorship for its domes
tic hegemony; in the future, however, the oligarchy will no longer enjoy 
such ready foreign support. On the external front, client relations with the 
United States seem to have insulated Philippine elites from any real sense 
of intrastate competition-competition that has often been the historic 
starting point for serious state-building projects. 14 Until recently, the avail
ability of external resources has greatly curbed any need for reform: the 
country's role as host of the U .S. military bases has helped ensure repeated 
rescue from the balance-of-payment crises that have plagued the postwar 
economy. With the withdrawal of the bases from the Philippines, the coun
try wil l  face increasing pressure to begin to orient its economic system 
toward more internationally competitive modes of operation. Moreover, 
the country may have increasing need to protect itself against external 
threats. In short, the deal cut at the turn of the century, wedding the 
interests of the United States to those of the major oligarchic families of 
the Philippines, has at last come unraveled at century's end. The country is 
indeed at a crossroads. 

To summarize the impetus behind Philippines 2000, one can note 
that-although there have been efforts at reform in earlier years-it was 
only under Ramos that new perceptions of the Philippines' place in the 
world combined with new leadership to produce major goals for the 
wholesale transformation of the political economy. From the very begin
ning of his presidency, Ramos expressed a keen sense of the need for the 
Philippines to effect such a transformation so that the country might com
pete more effectively in the international economy. An early presidential 
order strengthening Almonte 's National Security Council, it is significant 
to note, provided a mandate to work "towards attaining broader national 
goals. "  

I :;  Fr.'ER, April 1 ,  1 993, 1 5 . Almonte, speech to the Philippine Economic Society, Metro 
Manila, February 9, 1 996 . The bases' departure was "psychological but very important,"  says 
Almonte. \\11en under the V.S. securit\' umbrella, "we were very complacent."  Interview,Jose 
Almonte, June G, 1 996. On the "sour" feelings marking U.S. withdrawal, see He'FR, April '�o, 
1 ()!)2 , 1 9. 

1 4 As Joel Migdal explains, "a prime motivation for state leaders to attempt to stretch the 
state's nile-making domain within its fomlal boundaries, even with all the risks that has 
entailed, has been to build sufficient clout to survive the dangers posed by those outside its 
boundaries, from the world of states." Joel S. Migdal, Strong Societies and Heak State.1 (Prince
ton: Princeton University Press, 1 988) , 2 1 .  
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The ideological influence of such a military perspective differentiates 
the Ramos-Almonte prognun from a conventional agenda of liberal re
form, and makes for a sometimes peculiar combination of advocacy of a 
"strong state" ( to combat oligarchic dominance and absorb developmen
tal lessons from l\ortheast Asian newly industrializing countries) with the 
more conventional "minimalist state" prescriptions of U.S.-trained tech
nocrats and multilateral institutions ( to curb state regulation and promote 
market solutions) . Behind the unusual combination of rhetoric, however, 
lies a fortuitous alliance of economic agenda and political savvy. ""'bile the 
"free market" perspective has been most important in defining the spe
cifics of economic policy, the political strategies necessary for the imple
mentation of new approaches were crafted primarily by Almonte and his 
close associate, presidential legal adviser Antonio Carpio. The tech
nocrats' economic ideals, in other words, were backed up by very clever 
and well-planned maneuvers in the rough-and-tumble arena of real 
politics. 

Political savvy aside, it would be a mistake to overemphasize the differ
ences between Almonte and more conventional liberal reformers in the 
Ramos camp. First, they express a common commitment to demonstrating 
the mutually supportive relationship between democracy and develop
ment. In seeking to build up a "strong state," Almonte stated that his goal 
is a democratic entity able to "make decisions for the nation as a whole and 
not for the few. " While "the authoritarian approach has been effective 
elsewhere in Asia, "  he said in 1 994, it is not appropriate to the Philip
pines-which had such an opportunity under Marcos but "messed it up." 
As a result, Ramos has to do under democratic conditions what Marcos 
should have done under "constitutional authoritarianism."  Second, Al
monte believes that Philippine development will have to be more market
oriented and "less interventionist" than was that of the East Asian NICs, "if 
only because the Philippine Government's capacity to intervene is less 
than [ that] of our neighbors ."  Like his more conventional allies, Almonte 
sees markets as a democratizing force, able to promote the "transfer of 
power from the few to the many. " I !i 

\vnile a comprehensive analysis of the various reform efforts is beyond 
the scope of this work, it is important to summarize key achievements. 
Building on certain initiatives of the late Aquino years, the Ramos reforms 
began with liberalization of foreign exchange in 1 992 ,  and in subsequent 

years involved significant strides toward trade liberalization (long a priority 
of local technocrats, the IMF, and the World Bank, but now encouraged 
further by Philippine participation in APEC, GATT, and AFTA) . Foreign 

. :, N'l-:H, April ll, I mn. 1l6; Rocamora. 1 8:-1 , 1 92: In telViews, Almonte.June 6 and l �i .  1 �J96; 
B'Hlnesc\ Timel. July 9- J 0, ' 994; and speech of Almonte to the Philippine Economic Society. 
Makati, February 9. 1 �19(i· 
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investment has also been liberalized, and a host of major firms have been 
at least partially privatil.ed. By 1 994, tbe rival stock exchanges were at last 
forced to unite in the midst of extraordinary growth in the long-dorn1ant 
Philippine stock market. Greater political stability has emerged in the 
wake of major agreements with milital), rebels and Muslim secessionists, 
and the decline of the Communist Party. Finally. Ramos is credited with 
ending the crippling power shortages that were depriving Manila and 
other areas of electricity for as long as eight to twelve hours a day in 1 992 
and 1 993-the velY existence of which attests to  the extraordinary neglect 
of the COUIltIy'S infrastrncture in the previous decade. I !) 

The freshest initiative of the new administration,  led by Almollte, was its 
concerted attack on cartels and monopolies and the oligarchic privilege 
that nurtured them. The first target was the moribund and inefficient 
telecommunications industlY, in particular the monopoly of the oft
disdained Philippine Long Distance Telephone Company-controlled by 
the family of Corazon Aquino'S nephew, Antonio Cojuangco. While Co
juangco reportedly assisted Ramos in the 1 99 2  elections, efforts to bring 
competition to the telephone industry produced a m�jor political struggle 
between the two sides and their supporters. Some viewed the administra
tion's rhetoric as "a cloak for Marcos-style corporate takeovers"; others 
feared "a military man's anti-business sentiment. " The head of the huge 
Ayala conglomerate,Jaime Zobel de Ayala, spoke for many in the business 
community when at the height of the battle he denouIlced " a  determined 

on the part of some officials in sensitive places, to look upon busi
ness, particularly large and established ones, as detrimental to the national 
interest. " 1 7  

Within just a few years, however, PLDT was "selving as a model for 
deregulation of other sectors similarly dominated by oligarchic, hlmily
controlled finns. "  The former monopoly is now providing better selvice 
and quite happily making more money than ever (although many of the 
new competitors complain that it has often been uncooperative in facilitat
ing interconnections for rival systems) . Impressive new elements of com
petition are also found in other sectors, most clearly airlines and ship
ping. ] H While other reform efforts-such as the challenge to the banking 
cartel-were ultimately not very effective, the fact that they were even 
attempted signaled a new orientation of the political leadership. Thanks 
to measures liberalizing foreign exchange and foreign investment, many 

1 (\ Moreover, the crisis highlighted the extraordi nary capacity of the country's entrepre
neurs to continue to function-alheit at impaired levels-amid an often highly llIKertain 
ellvironment. 

, 7 Fi';t:R, May 28. H }92, l .1 - 1 5, and May !l. 1 99,\, 44-45. Perceptions that rertain Ramos 
appointments to the PLDT hoard were patronage-hased did little to dispel doubts ahout 
administration motives. See, for example, FE�'R. October I fl, 1 993, 30. 

,B Fi';t:R, June 1 3 .  1 996, 46, 48-49 (quore at 46) .  
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of the new competitive pressures have come from a m<\jor influx of inter
national investment that, until recently, tended to bypass the Philippines 
for other locales. 

By the mid-1 990s, the Ramos reformers were lauded internationally for 
the fruits of their reform efforts. Annual GNP growth returned to respect
able levels (5 . 1 percent in 1 994 and 5 .7  percent in 1 995, and nearly 7 
percent for 1 996 ) .  Government economists now emphasize that current 
growth patterns-unlike those of earlier years-are driven not by external 
debt and aid but by foreign and domestic investment. Furthermore, the 
growth extends far beyond Manila to include major new regional centers, 
including Cebu and General Santos City in the south as well as Subic Bay 
and other areas near Manila. There are many fresh faces on the business 
scene, most notably an innovative group of exporters, as well as height
ened prominence of Chinese-Filipino conglomerates (whose emergence 
seems to display the usual range of reliance on special privileges, but 
whose operations are distinguished in part by often extensive infonnal ties 
to rapidly growing neighboring economies) . After years of frequently stal
led reform initiatives, many observers are now confident that market
oriented, outward-looking policies have at last emerged "as the un
challenged paradigm of Philippine development. " 1 9  

The Limits o f  Liberal ization 

These m�jor achievements of policy reform. however, should not ob
scure enduring political and institutional obstacles to sustained economic 
growth and development. The ref()nn measures do indeed provide a pow
erful stimulus to an economy long stifled by privilege for a few, but it has 
become increasingly apparent that even concerted efforts toward liberaliz
ation will not, in and of themselves, guarantee sustained economic growth. 
At one level, one must note that liberalization remains limited in scope: 
not surprisingly, the Ramos administration-despite a clear commitment 
to refonn-has lacked the political strength to break all key cartels and 
monopolies and thus level the playing field in the economy as a whole. 
Alongside the successes, there have also been initiatives-such as that in 
the banking stifled by those who were supposed to be 
reformed. As noted, the major push for change has come not from a 
business sector anxious to alter often unproductive modes of operation, 
but rather from a committed core of refomlers within the Ramos admin
istmtion. By effective and persistent leadership at a propitious 
crossroads in the countty's history, they have begun to effect change. But 

I " Alex Magno. "The Market Consensus," Far Eastern Ecunomic Rrvirw, August 10, 1 995, p. 
3 1 .  
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they have often encountered major resistance from segments of the busi
ness community that may voice support for liberalization in general but 
oppose key elements of specific liberalization measures. 

At times, careful  political strategies have resnlted in major victories for' 
the reformers; at other times, those who resisted reform have prevailed. 
Fortunately for the reformers, the business community has little experi
ence in effective collective action on behalf of business as a whole, and has 
rarely defined it'>elf or behaved in temlS of any clear segments thereof. As 
analyzed in previous chapters, one can observe that although certain ad 
hoc coalitions have developed in recent years ( most evident in the anti
Marcos agitation of the early and mid- 1 980s ) , businesspersons are far 
more accustomed to flexing their muscles for the sake of particularistic 
familial interests than for more broadly defined interests. When faced with 
a detennined political leadership not averse to hurting the "small fingers" 
of big players, parts of the loosely organized and fractionalized Pbilippine 
business community were at times reformed against their own will. In any 
case, as noted, longstanding economic woes made many businesspersons 
open to trying new for change.�w 

At another level, there is as yet l ittle evidence of the creation of a broad 
social coalition able to sustain refonn pressures into future years. 'While 
top-down reforms can help initiate major political economic transforma
tion, it was argued in Chapter Three, a more comprehensive and sustained 
degree of transformation seems to require the emergence of concerted 
pressures from below. Application of Weber's "conflict theory" to the Phil
ippines suggests a particular need to build up countervailing power able to 
challenge the longstanding dominance of the oligarchy. Ideally, such a 
challenge might arise not only from state leaders emboldened by external 
pressures " to stretch the state' s  rule-making domain within its formal 
boundaries" ( to quote Joel Migdal) ,  but also from groups in society with 
sufficient standing to "balance" and "stmggle" against the power of the 
oligarchy ( to draw on Collins' insights ) .  Ramos himself likens the process 
of development to the cooking of the bibingka, a traditional Philippine rice 
cake: just as bibingka is cooked both from the top and from the bottom, so 
development must proceed from both top-down and bottom-up 
initiatives.21 

20 Unfortunately, no one has yel undertaken a comparative analysis of the polit ics of refonn 
across sectors-and such a project is beyond the scope of this book. In gel1tTal, however, it  
seems that combating monopolies ( for example. i n  telecommunications and <lirlin!:',) has 
been more sllccessful than battling oligopolistic structures (for example. in banking) . In the 
latter case, a� we have seen, concerted opposition by a range of domestic banking cOl1cerns

nC1''''''''''p'iv well Ol'ganized through the Bankers Association of the Phi lippines-proved all 
for the well-crafted strategies of Ramos refomlers and their allies, 
of Cielito Habito, director of the National Economic Ikvelopment Authority, 
Council of Northern California, San Fr,mcisco, june 2H,  ' 995, 
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Throughout most of this century, the Philippine elite has displayed a 
remarkable degree of consensus on major issues of national policy, even as 
it fights with passion (and often violence) over the division of spoils, This is 
of course reflected in the highly nonprogrdmmatic, weakly institutional
ized nature of Philippine political parties. As noted earlier, one of the few 
times this consensus was broken was with the "great monetary policy 
debate" of the 1 950s, engendered by the tentative differentiation of 
agroexporter and emergent industrial interests. As more and more fam
ilies diversified their conglomerates across a rdnge of economic sectors, 
h owever, they came to share a certain homogeneity of interests on major 
issues of economic policy. In this process of homogenization, one domi
nant (albeit loosely organized) segment of capital emerged and remains 
dominant today: the diversified conglomerates of oligarchic families. 

Might groups emerge to challenge this longstanding consensus? Thus 
far, Ramos's selective reforms from above show only the most tentative 
signs of being accompanied by the emergence of new types of entre
preneurs that might seek to sustain and deepen the refom1 program in 
future years. The occasional assertiveness of a new group of exporters
organi�ed by the CSAID-funded Philippine Exporters Confederation,  or 
Philexport-provides a certain glimmer of hope that the diversified con
glomerates of the major oligarchic families, nurtured by favordble access 
to the government, may at last be challenged by entrepreneurial elements 
whose emergence has depended far less on special privileges)!2 In the 
short term, however, just as the entry of new banks need not rock the 
banking sector, neither does the emergence of a new group of 
neurs necessarily do much to challenge the dominance of the diversified 
family conglomerdtes. The hegemony of the oligarchy also seems quite 
secure, at present, from any sustained challenge originating from else
where (whether the professional middle class, small-and medium-scale 
entrepreneurs, or popular forces) . 

Alternatively, might there be elements of the oligarchy itself that, in the 
course of liberalization, will be encouraged to eschew rent-seeking be
havior in favor of more production-oriented entrepreneurship? Here the 
evidence is even more inconclusive, but one can obselve very encourdging 
signs of a significant shift in the attitudes of many established Philippine 
businesspersons: overall ,  analysts note a new consensus in favor ofliberaliz
ation, market discipline, and integration into the world economy. Jaime 

n One frequent demand from this newly organized group is a devalued peso. Exporters 
trustrated with "the prohihitive cost of borrowing money from local banks," �ureover, have 
made plans to set up their own bank. Philippine Daily inquirer, September 20, 1 995. ·Whlle 
such initial signs of assertiveness from a newly organized section of the business class do not 
by themselves suggest the beginnings of the smt o� "institutionalized strife" prescribed by 
Collins (see Chapter Two) ,  even the most tentatlve signs of challenge can be taken as signs of 
hope. 
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Zobel de Ayala, for example, had by 1 996 cast aside his earlier criticisms of 
anti-big business tendencies among top officials, and spoke with 
enthusiasm of the Ramos reforms. The administrdtion 's  progrdffi is clearly 
associated with renewed growth, and a desire to sustain the economic 
momentum feeds into a desire to sustain the momentum of reforms. 23 It is 
significant that the major concern of business leaders in preparing for the 
1 998 presidential and congressional elections is ensuring the continuity of 
the reform process into the next century. One can further hope that as 
more foreign investors develop a long-tem1 stake in the Philippines, they 
as well may support ongoing restmcturing of the political economy toward 
more internationally competitive modes of operation. 

The creation of a broad pro-reform coalition would certainly be en
hanced by ensuring that the benefits of economic expansion are felt  by a 
larger element of the population. This task is made all the more urgent 
and difficult, however, by the historical absence of any thorough program 
of land redistribution; unlike Sonth Korea and Taiwan at similar stages of 
their industrialization process, the Philippines exhibits a particularly im
mense gulf in levels of wealth and income between the elite and the 
millions of Filipino workers, urban poor, and peasants below them. 
Despite Ramos's  strong rhetorical commitment to reducing poverty, those 
at the bottom of society have yet to find much reason to cheer his eco
nomic program. While attacks on cartels and monopolies and oligarchic 
privilege show the potential to build a populist coalition for change, the 
Ramos administration has not sought to do so. Other Ramos policies
particularly those that perpetuate regressive revenue stmctures and seek 
to curb civil liberties-further undercut any hope for such an "inclusion
ary process. "24 

One can further hope that the presence of democratic institutions 
might promote the creation of a broad social coalition able to sustain 
measures of economic reform into future administrations. From the out
set, the Ramos administration has treated its economic policy reforms as 
an element of "people empowerment, " building on the restoration of 

21 Business }todd, October I ,  Alexander R. :\c1agno. 'The Philippines in 1 995: Com-
pleting the "vlarket Transition," i n  Affairs H)96 (Singapore: Institute o f  South-
east Asian Studies, 1 996) , In praising the refonn program, Ayala called it "a 
breathtaking ride our counln' has not known since . . independence in 1 946 . . . .  The 
Philippines is faring better t�day because we have Iitcrally the road map to thc 
future . .. 

24 Temario C. Rivera, Landlords and Capitalists: Cia.ls, Family, and Slale in Philippine lVfanu{ru:
luring (Quezon City: Unive'rsity of the Philippine'S Press, 1 994) , 1 ,1 1 -3:1.  See also Rocamora, 
1 79-80; and "Dodging the Authoritarian Temptation," Politik, November 1 995.  40-43. De 
Dios discusses the government's "puzzling" tendency to reduce its tax base through a range 
of spedal exemptions at the same time it supports a new value-added tax; see Emmanuel S. 
de Dios, ''The Philippine Economy: What's Right, "Vhat's Wrong," [Hues and Letters 4, no.  4-5 
(April-May 1 995) :  1 - 1 0, at 3-4. 
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democratic institutions since 1 986. Yet while democratic institutions are 
indeed consolidating themselves more firmly, many sectors of Philippine 
society remain marginal to the overall democratic process-and decidedly 
undemocratic forces hold sway in many localities. Democr,itS the world 
over applaud the Ramos administration's explicit efforts to show that 
democracy and economic growth can go hand-in-hand, but one must 
recognize that Philippine-style democracy is handicapped not only by the 
continuing dominance of strong oligarchic forces but also by the weak 
institutionalization of both its party system and its bureaucracy. If Philip
pine democracy is indeed going to deliver the goods, economically speak
ing, it will probably require thoroughgoing political reform as well as the 
careful nurturing of institutions more conducive to the promotion of long
range developmental goals. Moreover, it is important not to forget-as do 
some officials and businesspersons when occasionally tempted to resort to 
repressive and anti-democratic measures-that Philippine-style authori
tarianism proved highly inimical to the country's developmental efforts. 

Sustaining the process of economic reform will require reform of a 
political process still dominated by traditional politicians (disparagingly 
referred to as trapos, or dishrags) . In the first three years of his term, Ramos 
displayed considerable skill in using old-fashioned horse-trading and 
Philippine-style pork barrel politics to push liberalization measures 
through the Philippine Congress, but he subsequently faced major hur
dles when a jerry-built legislative coalition (based on a loose pact among 
poorly institutionalized political parties) suddenly disintegrated. As Joel 
Rocamora observes, the administration's "continuing vulnerability to the 
requirements of trapo politics has made it difficult to clinch a thoroughgo
ing reform image. "  The price of this dependence has been remarkable: 
the total cost of discretionary funds granted to legislators grew to consume 
nearly $ 1  billion of the annual budget by 1 996, and scandals involving 
persons appointed by Ramos to satisfY political debts tarnished the admin
istration's reputation .2') 

Given the many obstacles to reform, however, it is indeed remarkable 
that the Ramos administration has nonetheless succeeded in pushing 
through such a wide array of reform measures. Contemplating the 
breakup of the telephone monopoly, the liberalization of foreign ex
change and foreign investment and the further liberalization of trade, the 
uniting of the rival stock exchanges, and the restoration of electric power, 

�5 Magno. 'The Philippines," 2 9 1 ;  Joel Rocamora, "The Political Requirements of Eco
nomic Reform , "  Issues & I�ettprs 4 (October 1 995 ) ,  1 -4 ·  On controversy over the discretion
ary "Countrywide Development Fund" and "Congressional Initiative Allocation" granted 
legislators, see Philippine Dailr Inquirer, July 26 and 2 7 ,  August 4 and 1 8, 1 996. For further 
analysis of political trends under Ramos, see Paul D. Hutchcroft, "The Philippines at the 
Crossroads: Sustaining Economic and Political Reform, "  Asian Update (New York: Asia So
ciety, 1 996) . 
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many observers-both foreign and local-were confident that the country 
had now resolved its economic woes. Much of this confidence was nur
tured by neoliberal sorcerers who promised that the "magic of the mar
ketplace" would pop out of the liberalization hat. Further hope of basic 
change emerges from a major devolution of authority from Manila to local 
governments since 1 99 1 ,  recasting major aspects of the country's govern
ing structure ( toward outcomes that are as yet unknown) .  

Unfortunately, a number of very fundamental political and institutional 
obstacles are likely to limit the impact and sustainability of even these 
highly impressive top-down initiatives. Just as liberalization of the banking 
sector by no means resolves ongoing deficiencies in regulatory capacity, 
neither do broader programs of economic reform obviate the need to 
address other political and institutional problems. The limits to liberaliza
tion are found not only in continuing difficulties in bank supervision ,  but 
also in many other arenas as well ;  amid the intoxication of relative success, 
one can note a multitude of hangovers. As efforts to address the country's 
notoriously poor tax collection effort remain in the balance, the future 
fiscal picture does not look promising. Although Ramos readily acknowl
edges that the bureaucracy is the weak link in national developmental 
efforts, little has been accomplished to improve its often lagging capacity. 
Stock market regulation remains weak, infrastructural improvements lag 
far behind the economy's needs, and 1 995 rice shortages revealed long
standing neglect of agriculture. A seemingly unstoppable rash of kidnap
pings and bank robberies (widely thought to involve law enforcement 
officials) highlights the conuption and incompetence of judicial and po
lice officials (commonly called "hoodlums in robes" and "hoodlums in 
uniform") . Business leaders warn of the fragility of recent gains, and de
mand more attention to poor infrastructure and rampant crime.26 

On many fronts, Philippine state institutions are showing themselves to 
be incapable of providing the necessary political and institutional founda
tions required even by the laissez-faire model of development that the IMF, 
World Bank, and the former colonial power have long been trying to 
peddle to the country. While this book does not presume to provide a 
general agenda for political and institutional reform across these various 
fronts, the previous chapter has highlighted the very fundamental types of 
change necessary within the major focus of this work: the banking sector. 
Overall, it is difficult to instill long-term investor confidence when a high 
degree of arbitrariness reigns in the political and legal spheres; until there 
is greater attention to such underlying constraints, liberalization initiatives 
rest on less-than-secure long-term foundations. As Almonte himself has 

2" For a brief analysis of the goals and prospects of the devolution experiment, see 
Hutchcroft, "The Philippines at the Crossroads," 1 5- 1 6. On broader concerns of political 
stability and regional tensions, see pp. 1 0- 1 2 , 1 7 ·  



254 Booty Capitalism 

emphasized (in a tone seemingly at odds with the more exuberant opti
mism of his colleagues in the Ramos cabinet) , the hardest reforms-those 
requiring sustained administrative capacity-are yet to come. "If our coun
try is to organize the rational economy that will move us into the main
stream of regional development," he warned, "the State must first free 
itself from the influence of [ the] oligarchy . . . .  The paradox of market 
reforms is that they require capable states." Despite the clear impetus for 
change, he further cautioned, the "rich and powerful families" could still 
"prove stronger" than the forces of reform.27 

Bui ld ing Strong Political Foundations 

While the renewed hopes of the mid-1 990s generally ignore the limits to 
liberalization posed by the weak political foundations of the Philippine 
economy, the fact remains that few observers in 1 992 would have expected 
Ramos and his reformers to succeed with anything near the level of liberal
ization that they have achieved. Much remains to be done, to be sure; 
merely cutting back the role of government through a conventional pro
gram of liberalization does not in and of itself ensure either an improve
ment in the quality of government services or a reduction in the power of 
the oligarchy that has long plundered that government for particularistic 
gain. But in pushing through a more market-oriented, outward-looking 
policy framework, the Ramos reformers have taken the vital first step in 
shaking up the old system. 

In an optimistic scenario, one can hope that by reducing the sphere of 
rent-seeking opportunities, liberalization will disrupt old patterns of pri
vate sector plunder, nurture new patterns of entrepreneurial behavior less 
reliant on special privileges, and-through both the reorientation of al
ready established business groups and the growth of new elements of the 
business class-create a stronger constituency in favor of developing a 
more capable and predictable political, administrative, and judicial appa
ratus. The momentum for reform has been created, and many express 
confidence that there is no turning back. 

In a less optimistic scenario, reformers will be unable to sustain this 
momentum-and their past efforts will be undermined by ongoing weak
nesses of political development. As this book has pointed out, there are 
indeed many structural obstacles to the transformation of a patrimonial 
oligarchic polity, and it is too early to predict whether the myriad agents of 
change-operating both within the government and outside it-will suc-

27 Jose Almonte, "Building State Capacity for Reform," a speech to the Philippine Eco
nomic Society, Metro Manila, Febmary <), 1 <)<)6. Sweeping changes in the tax and judicial 
systems were his top priorities for ongoing reform. 
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ceed in their ambitious goals. All too often in the past, ongoing deficien
cies in the political sphere have hampered the country's efforts to convert 
its enormous developmental assets into developmental success-and in 
the process illuminated the centrality of strong political foundations to 
sustained economic growth. Unlike in the past, however, this time many 
key reformers have demonstrated a keen awareness of the structural obsta
cles that they face and the need for clear long-term strategies to overcome 
them. Such awareness not only promotes effective remedies but also 
discourages unnecessary demoralization. 

The emergence of more advanced forms of capitalist accumulation will 
likely depend on the prolonged and turbulent process of dismantling the 
oligarchy's control over the state apparatus and constructing a state that is 
able to provide a greater degree of calculability in its adjudication and 
administration. State building arises out of a long historical process; in the 
Philippines, it seems, the imperatives that force such an ambitious task are 
only now beginning to have an impact on the nature of struggles in the 
country's political arena. 



Appendix 1 .  Total Assets, Philippine Commercial Banking System, 1 900-1 995 

Commercial Banks 

All Domestic Government Private Domestic Foreign 
Year-End (mill. pesos) (%) (%) (%) (%)' 

1 900 40 29.4 n.a. n.a. 70.6 
1 925 264 74.6 n.a. n.a. 25.4 
1 950 1 ,079 69 7 n.a. n.a. 30.3 
1 955 1 ,4 1 3  85 8 48.9 36.9 1 4.2 
1 960 2,337 85.1  35.8 49.3 1 4.9 
1 965 6,786 92.8 36.3 56.5 7.2 
1 970 1 3 ,841 91 , 1  34.0 57.1 8.9 
1 975 49,980 89.7 36.8 52.9 1 0 .3 
1 980 1 46,026 87.2 28.4 58.8 1 2 .8 
1 985 ZZ5,578 84.6 26.7 57,9 1 5 .3 
1 990 497,488 87,1  1 3.6 73.6 1 2 .8 
1 995 1 ,282 , 1 74 90.6 0.0* * 90.6 9 .3 

* Totals may not add up to 1 00 percent due to rounding. 
* '  As of December 1 995, the Philippine National Bank became majority-owned (52.6 percent) by the 
private sector (Philippine Daily Inquirer; December 24, 1 995). It should be noted, however, that public 
sector control endures in two "specialized government banks," neither of which is classified as a 
commercial bank in either this study or SGV studies: the Development Bank of the Philippines and the 
Land Bank of the Philippines. 
Sources: Nicanor Tomas, "Banking in the Philippines from 1 925-1950," The Fookien Times Yearbook 
1951, 7 1 , 73; Sycip, Garres & Velayo, A Study of Commercial Banks in the Philippines, various issues; 
Philippine National Bank, The Philippine Commercial Banking System, 1 990. 
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Appendix 2. Tota l Assets, Phil ippine Commercial Banks (by Rank and by Percentage of Total Assets of a l l  Commercial  Banks), Year-End 
1 955-1 995 

Years 
of 1 955 1960 1 965 1 970 1975 1980 1 985 1 990 1 995 

Bank Operation Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank " 10 

Allied 1 977 -present 4 5.0 9 3.2 1 0  3.1 9 4.0 

relicensed 1 977) 
General 1 963-1977 25 0.8 26 10 20 15 

Asian Bank 1 990-present 30 0 4  1 8  1 .3 
Banco de Oro 1 994-present 1 6  1 .7 
Bank of Commerce 1981 -present 29 0.7 26 0.7 27 0.6 

and 
Bank of Boston, 
renamed 1988 
and 1 992) 
Overseas 1 964-1 968 1 7  1 .5 

BPI  1 851 -present 3 5 .3  4 4.4 5 3.3 5 3.7 3 4.2 6.1  5 5.7 2 9.1 6.9 
Peoples 1 926-1 974 8 2 .7  12 2 .2  1 1  2 . 1  20 1 .7 
Comtrust 1954-1981 1 2  0.9 1 1  2.8 9 2.4 9 3.0 1 6  2.3 n.a.  

1 981-1 985 
1 920-present 2 7.8 2 7.5 4 4.2 3 4.1 7 3.1 1 3  2.4 1 9  1 .6 1 4  2 4  1 1  2 .7  

Chinatrust 1 995-present 40 0 1  
1961 -present 29 0.7 36 0.6 28 0.7 27 1 .0  1 6  1 .8 1 1  2.9 13 2.2 

Y Feati, 
1 1 977) 

East-West Bank 1 994-present 36 0.2 
Equitable 1 950-present 3.2 3 5.7 2 4.6 4 3.9 8 2.9 1 7  2.0 20 1 .4 9 3.3 1 0  3 3  
FEBTC 1 960-present 1 6  1 .3 1 5  1 .6 1 3  2.0 4 3.5 5 4.0 7 4.4 4 8.5 4 7.1  

Pacific 1 955-1985 1 1  1 .4 1 3  2.1  13 1 .9 1 0  2.8 1 2  2.5 1 5  2 .3 
Progressive 1964-1 975 34 0 .5  38 0.4 35 0.2 

FirstBank* 1 97 1 - 1 995 
29 0.7 28 1 .0 25 0.9 27 0.7 33 0.4 

(formerly 
Producers, 
renamed 1 993) 35 0.3 

IBank 1995-present 
Manila 1 961-1 987 1 8  1 .5 1 4  1 .9 1 0  2.7 14 2.3 1 0  2.8 

Metrobank 1962-present 22 0.9 22 1 .6 5 3.2 6 3.8 4 5.7 3 S.S 2 1 2.4 

PBCommunications 1 939-present 4 4.7 6 3.7 8 2.7 1 1  2 2  2 2  1 .3 1 9  1 .9 23 1 . 1 20 1 .4 1 9  1 .3 

Philbanking 1 957 -present 1 4  1 8  1 4  1 .7 1 9  1 .7 1 5  2.3 2 2  1 . 5 24 0.9 22 1 .2 24 0.8 

PCIB 1960-present 9 3.0 3 4.4 6 3.6 9 2.7 8 3.3 3 5.8 6 6.7 3 7.7 

PBCommerce 1 938-1976 7 3.1 7 3.4 1 0  2.3 1 7  1 . 8  2 5  10 

Merchants 1 963-1976 32 0.5 32 0.8 31 0.7 

IBM 1974-1 985 
1 3  2 .4 20 1 .9 

first Insular 1 961 -1 974 28 0.7 25 1 .0 

Asia 1 963-1 974 27 0 .8  30 0 .8  

Philtrust 1 916-present 6 3 .1  8 3 . 0  1 6  1 .5 27 1 .0 30 0.7 30 0.6 2 8  0.8 24 1 .1 23 0.9 

pilipinas 1 976-present 
29 0.7 30 0.6 2 8  0.6 22 1 .0 

(formerly Filman. 
renamed 1 980) 
Manufacturers 1957-1976 1 5  1 .4 1 9  1 .3 28 0.9 34 0.3 

Filipinas 1 964-1976 36 0.3 37 0 .5  33 0.5 

PNB-Republic' • 1961 -present 6 3.2 1 6  1 .8 32 0.6 7 3.3 1 2  2 . 1  1 5  1 .8 34 0 4  

(formerly 
Republic and 
RPB, renamed 
1 978 and 1992) 

Prudential 1952-present 9 2.4 5 4.0 7 3 .1  8 3.1 1 4  2.4 23 1 .5 1 7  1 .7 1 2  2 .8  17  1 .5 

RCBC 1 963-present 26 0.8 2 1  1 .7 6 3.1 11 2.5 1 3  1 .9 8 4.2 6 5.5 

Security 1 9S1 -present 1 0  2.3 1 0  3.0 1 2  2 . 1  1 2  2.1 24 1 .0 21  1 .8 1 1  2 . 1  1 9  16 1 5  2.1 

Solidbank (formerly 1 963-present 20 1 .2 7 3.3 1 1  2 .5 1 6  2 .0  1 5  1 .9 1 3  2.7 13 2 4  

Consolidated. 
renamed 1988) 

Traders Royal 1963-present 24 0.9 34 0.7 26 1 .0 1 0  2.6 1 8  1 .7 25 0 9  25 0.8 

(formerly 
Traders, 
renamed 1 974) 

Union 1 982-present 
21 1 4  21  1 4  1 2  2 .5  

Interbank 1977-1 994 
24 1 .1 1 4  1 .9 1 7  1 . 8  

Continental 1963-1 974 30 0.7 33 0.8 



Appendix 2. Continued 

Bank 

UCPB (formerly 
First United, 
renamed 1 975) 

Urban Bank 
Westmont 

(formerly 
Associated-
Citizens and 
Associated, 
renamed 1 981 
and 1 994) 
Citizens 
Associated 

Tolal, Private 
Domestic 
Commercial 
Banks 

PNB" 
PNCB 
Veterans" 

Total, Government 
Commercial 
Banks 

ANZ Bank 
Bank of America 

Chemical 

Citibank 

ING Bank 
Korea Exchange 

Bank 
HSBC 

Foreign 
Branches 

TOTAL, ALL 
COMMERCIAL 
BANKS' "  

Years 
of 
Operation 

1 963-present 

1 99 1 -present 
1 975-presenl 

1 962-1975 
1 965-1 975 

191 6-present 
1 960-1 972 
1 964-85, 

1 992-
present 

1 995-present 
1 94 7  -present 
1995-present 
l a73-present 
1 995-present 

1 91 5-present 

1 995-present 

1995-present 
1 995-present 
1 995-present 
1 995-present 
1 995-present 

1 875-present 
1 995-present 

1 955 
Rank % 

36.9 

48.9 

48.9 

n.a, 

n.a. 

n.3. 

n.a, 

1 4.2  

1 00 .0  

1 960 
Rank 

n.a 

% 

49.3 

35,8 
n,a 

35,8 

n.a. 

n.a, 

n.a. 

n.3, 

1 4 9 

1 00.0 

1 965 1 970 1 97 5  1 980 1 985 1 990 
Rank 

21  

23 
33 

1 
31 
35 

% Rank 

1 ,1 29 

0.9 23 
0 .5  35 

56,5 

35.2 1 
0,6 39 
0.5 1 8  

36.3 

n ,a .  1 5  

n,a,  3 1  

n ,a,  2 

n.3. 2 4  

7.2 

1 00.0 

% Rank 

0,9 21  

19 

1 . 1  
0 .7  

57.1 

32.1 
0,2 
1 .7 1 7  

34,0 

1 .9 1 8  

0.8 23 

5 . 1  

1 . 1  27 

8,9 

1 00.0 

% Rank 

1 ,3 9 

1 , 5  2 6  

52.9 

34,5 

2.2 18 

36 8 

2 , 1  1 2  

1 . 3  31 

6.1 2 

0.8 2 5  

1 0.3  

1 00.0 

% Rank 

3,2 6 

1 .1 27 

58.8 

26,5 

1 .9 

28.4 

2.5 8 

0 .6  26 

8.7 2 

1 , 1  2 2  

1 2,8  

1 00.0 

% Rank 

4,9 7 

O,g 29 

57.9 

26 7 

26.7 

4,0 1 8  

0,9 23 

9.2 5 

1 .2  1 6  

1 5,3 

99.9 

% 

5,0 

0.5 

73,6 

1 3.6  

1 3. 6  

1 ,6 

1 .1 

8.3 

1 .8 

1 2.8  

1 00.0 

* F irstBank was taken over by PDCP Development Bank (not a commercial bank) in September 1 995 ( Philippine Daily Inquirer, September 1 1  and 29, 1 995) . 

1 995 
Rank % 

8 5 2  

31 0,5 
2Q 1 . 1  

76,9 

1 3,2 

30 0.5 

1 3,7" 

n ,a .  n.a, 
26 0 7  
39 0.1 
28 0.5 
43 0.0 

7 5.6 

44 0.0 

37 0.2 
38 0.1 
41  0.1  
42 0.0 
29 0.5 

21 1 1  
32 0.4 

9,3 

99.9 

** PNB became majority-owned by the private sector in December 1 995, PNB-Republic briefly became a government bank when it was taken over by PNB in 1 992, and was 
reprivatized with its majority owner in 1 995, Veterans Bank was reopened as a private bank in 1 992. Therefore, while the total year-end 1 995 assets for PNB and Veterans Bank 

tiled 1 3.7 percent, as shown, the actual total assets for the category "government commercial banks" became 0.0 percent. See Appendix I .  
Total may not add u p  to 1 00 percent due to rounding. 

Abbreviations' ANZ = Australia and New Zealand; BA Bank of America; BPI = Bank of the Philippine Islands; Chartered = Standard Chartered Bank; Comtrust = Commercial Bank 
and Trust Co.; Combank = Commercial Bank of Manila; FEBTC Far East Bank and Trust Co.; F irstBank = First Philippine I nternational Bank; FNCB = First National City Bank; HSCB 
= Hongkong and Shanghai Banking Corp,; IBank = International Exchange Bank; IBAA = Insular Bank of Asia and America; ICBC = International CommerCial Bank of China; ING 
Internationale Nederlanden Groep; PBCommerce Philippine Bank of Commerce; PBCommunications Philippine Bank of Communications; PCI B  Philippine CommerCial and 
Industrial Bank (after 1 983, Philippine Commercial International Bank); PNB = Philippine National Bank; PNCB = Philippine National Cooperative Bank; RPB = Republic Planters 
Bank; RCBC = Rizal Commercial Banking Corp.; UCPB = United Coconut Planters Bank. 
Sources: Sycip, Gorres & Velayo (SGV), A Study of Commercial Banks in the Philippines, various issues; Philippine National Bank, The Philippine Commercial Banking System, 
1 990, 
N.B. I ndentation of a bank's name denotes absorption by or merger into the bank listed above it. For example, First Insular and Asia merged to become IBAA in 1 974; IBAA, in turn, 
was absorbed by PCIB in 1 985, 



Appendix 3. Concentration Ratios (Based on Total Assets of Largest 
Commercial Banks). 1 960-1 995 

Five Largest 
Private 

Five Largest Five Largest Domestic 
Five Largest Private Domestic Commercial 

Five Largest Domestic Domestic Commercial Banks to All 
CommerCial Commercial Commercial Banks to All Private 
Banks to All Banks to All Banks to All Domestic DomestiC 

Year Commercial Commercial Commercial Commercial Commercial 
End Banks Banks Banks Banks Banks 

1 960 n.a. 57.4 25.3 67.4 51 .3  
1 965 n.a. 5 1 .7 1 9 .7 55.7 34.9 
1 970 49.0 47.4 1 8.6 52.1 32.6 
1 975 5 1 .6 48.6 1 7 .2 54.2 32.4 
1 980 50.1  45.2 22.1 51 .9 37.6 
1 985 53.1 48.7 26.4 57.6 45 6 
1 990 48.2 46.6 38.0 53.8 52.0 
1 995 47.3 47.3 47.3 52.2 52.2 

Sources: Data extrapolated from Sycip, Gorres & Velayo, A Study of Commercial Banks in the 
Philippines, various issues; Philippine National Bank, The Philippine Commercial Banking System 
1 990. 

' 
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executive committee" to take the decision while he was out of the country (p. 540). This 
could be technically correct, but even if it is it ignores the fact that Lee was, according 
to his own account, back in the country before the decision was announced (p. 540). 
Furthermore, Toh Chin Chye has told Lam Peng Er that he and Rajaratnam discussed 
the issue with Lee before announcing it and that they -let alone the CEC -did not take 
a firm decision until after seeing Lee. [Lam Peng Er and Kevin Y.L. Tan (eds), Lee's 
Lieutenants: Singapore's Old Guard, (Sydney: Allen & Unwin, 1999), p. 196, fn. 38.] 
This accords with the evidence provided by Maurice Baker who told me of a conversa
tion he had with Lee afterwards in which Lee clearly acknowledged that the decision 
was his own. [Michael D. Barr, "Lee Kuan Yew in Malaysia: A Reappraisal of Lee 
Kuan Yew's Role in the Separation of Singapore from Malaysia," Asian Studies Re
view, 21 (1), 1997, p. 3.] Goh Keng Swee has also confirmed in an interview that the 
decision was Lee's. [Ibid., p. 2.] It is difficult to avoid the conclusion that Lee is being 
deliberately disingenuous by trying to blame his colleagues for his own mistakes. Lee 
might be able to justify his words by using semantics (if there was a formal vote on the 
PAP central executive committee, it was certainly taken while Lee was away), but this 
does not diminish my concern. I am left wondering how many similar distortions lay 
hidden in the text. 

These concerns, however, cannot seriously diminish the value of The Singapore 
Story as a major historical source. The writing is high quality and the book is very 
readable. Like many other students of the region, I eagerly await the second volume. 

Michael D. Barr, Centre for Community & Cross-Cultural Studies, Queensland Univ. of Tech. 

AUTHORITY RELATIONS AND ECONOMIC DECISION-MAKING IN VIETNAM 
Dang Phone and Melanie Beresford (eds.) (Copenhagen: Nordic Institute of Asian Studies, 1998) 

BOOTY CAPITALISM: THE POLITICS OF BANKING IN THE PHILIPPINES 
Paul D. Hutchcroft (ed.) (lthacalManila: Cornell University PressiAteneo de Manila University Press, 1998) 

This monograph was written as part of the Australian Vietnam Research Project in 
collaboration with the Economics Association of Vietnam. Its objective was to present 
the results of studying the process of transition of Vietnam since the late 1970s. Meth
odologically, it is largely a function of oral history interpreted via the detailed observa
tions, unofficial documents, and field-based knowledge of the authors. Although offi
cial documentary sources were not ignored, the authors realised that deep understand
ing would require going beyond the superficialities of official documents to the "hid
den truths" of decision-making in Vietnam. 

Journal IIfContemporary Asia. Vol. 30. No.2 (2000) 
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The authors began the study armed with three fundamental questions: (l) what are 
the political traditions on which new, or revamped, state institutions are being founded? 
(2) what are the continuities in the way the political system functions? and (3) to what 
extent has rapid social change altered the authority relations and decision-making pro
cesses? In sum, it involves an attempt to understand the role of the State through histori
cal, participant-observation analysis. Rather than focus on psycho-biographies or per
sonalities, typical of "anti-Communist scholarship" written throughout the 1980s, these 
authors provide a substantive, and indeed, more sophisticated socio-historical analysis. 

Phong and Beresford divide the period of examination into three broad historical 
phases: 1945-55, from the August Revolution to the Geneva Accords; 1955-86, the 
period of the introduction, consolidation and disintegration of central planning; and 
post-1986, the period of doi moi following the Sixth Party Congress. 

In the first phase the emphasis in Vietnam was on nation building and the consoli
dation of legitimacy of the "Party-state." A climate of national reconciliation was pro
moted, given the external threats - particularly the Chinese and French. State involve
ment in the economy increased slowly, mainly via the army's establishment of defence 
enterprises and increasing market regulation. During this period the Communist Party 
remained distant from civil society, but Ho Chi Minh worked to ensure the Party's 
leadership in the spheres of politics, administration and defence. 

The second phase is gi ven the greatest attention (half of the monograph) and looks 
closely at the transition to socialism after the Geneva Agreement. The evolution of 
relations between the Party and the State apparatus, as well as the reciprocity required 
between them to enable the structure decision-making, is presented in a detailed and 
insightful fashion. Not too surprisingly it is shown to be a "top-down" process. How
ever, the authors are quick to mention, and portray, the latitude for authority and deci
sions at the local, lower levels of the bureaucracy. 

The "High Reform Period" from 1986 to the present is identified as a period in 
which the State has increased its role in political and economics spheres at the expense 
of detailed control by the Party. Coterminous with economic change since the 1980s, 
the scope of market relations has broadened with a noticeable shift towards "arms length" 
economic management. In no way is this to be seen as a return to the past, but as a more 
pragmatic preparation for the future. 

The integration of the Vietnamese economy into the world market system contin
ues to provide threats to political and economic stability, and the State remain;; in a 
condition of flux and transformation. Economic restructuring remains the top priority 
on the socio-economic agenda, but international investors are becoming increasingly 
impatient with the slow development of the private sector and the inadequacy of com
mercial law. 

This is not a book for someone with minimal knowledge of Vietnam. It might be 
better to start with Beresford's excellent book published in J 988 by Pinter, Vietnam: 
Politics. Economics and Society. Completing this would give one the capacity, and very 
likely the interest to proceed with this volume. This book is mainly written for those 
specialists in Vietnam who have the adroit ability to see, and hopefully to utilise a 
different and very significant contribution to the literature. 
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Like the previous monograph, this book also requires considerable knowledge about 
the country under consideration. The author has spent over fifteen years gathering in
formation, using the banking sector as the focal point for a dissection of the Philippine 
political economy. The author also hopes that the work will yield general lessons for 
students of comparative political development and/or "third world" transformation. 

The primary goal of Hutchcroft is to explain the stagnation of the Philippine economy 
in the 1970s and 1980s compared to what is otherwise distinguished as a comparative 
Asian miracle in surrounding countries. Experiences of the late 1990s have revitalised 
optimism amongst economists, but the question remains, and is pursued in this text, 
whether revitalisation can be sustained in the longer term. Rather than be limited to an 
anthropological case study of the Philippines the author insists on seeking lessons for 
other developing nations. 

The banking system is used as a prism for his empirical analysis of the state and 
various economic agents. The analytical content is Weberian and the primary assertion 
to be pursued is whether "the Philippine's developmental quagmire can be traced in 
large degree to the endurance of a predatory oligarchy and a patrimonial state" (p. 11). 
I am confident that the author would not want to be seen as analytically separating the 
"State" and "economic interests." But this is exactly what he does, irrespective of the 
fact he regularly suggests interaction between the two spheres. I think this weakens his 
case somewhat, but if read as a "Weberian" construct, this concern should not detract 
from a careful, scholarly effort. According to Hutchcroft, the main problem of the Phil
ippines is a lack of a strong, reliable State apparatus to direct economic transformation 
or to even carry out minimally defined socio-economic functions. The economy is pre
sented as made up of agents whose entire economic existence is based on a rent seeking 
quest. The oligarchs, according to Hutchcroft have been, and still are, plundering the 
State apparatus for their own particularistic advantage. 

It would be generally accepted that legal and administrative predictability is one of 
the more basic conditions for the reproduction of capitalist social formations. This, 
according to Hutchcroft, is exactly what is lacking, specifically, in the Philippines and, 
more generally, in patrimonial states as defined. The particular patrimonial hothouse in 
the Philippines was created and sustained by the United States government for years, 
guarding the nation against external threats and providing a steady flow of resources to 
develop the economy in the interests of United States hegemony. 

There are two broad types of patrimonial politics as outlined: a patrimonial admin
istrative state (of which Indonesia is deemed an example); and a patrimonial oligarchic 
state (best described by the Philippines). In the latter, the economic base is separated 
from the State and the existing ruler is simply first amongst landlords ext.racting rent 
from an incoherent bureaucracy. 

From the beginning, the Philippine National Bank was seen by the oligarchy, as 
put by Hutchcroft, as "easy pickings." When the Bank was first established, it was 
made "hopelessly insolvent" with great damage spilling over into the economic activi
ties. The extremities of "rent extraction" are portrayed by the tale of Marcos holding a 
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gun at the head of a Central Bank official until papers were signed to license imports of 
one of his Chinese business allies. This must have given new meaning to "money cre
ation" and "withdrawals" in the Philippine banking system. 

Basically, the book is tightly argued and well-written. On its own analytical terms 
(Weberian), it is a thoughtful contribution to the literature and deserves scrutiny by any
one who remains wrongly convinced that a stable, directive, and legally and administra
tively predictable state is irrelevant for developmental purposes. In fact, Hutchcroft makes 
it abundantly clear that unless the dominant classes of any developing nation work within 
the State to assist capitalist reproduction, it will not happen. This is the lesson he brings 
to understanding the comparative Asian miracle of economic development. 

Deriving his insights from Weber, his theoretical argument is that patrimonial fea
tures hinder the development of more advanced forms of capitalist accumulation. How
ever, there are critical distinctions among patrimonial politics (Indonesia vs. the Philip
pines); and the Philippines' form of patrimonial ism presents a particularly obstinate struc
tural barrier to a rational-legal state and capitalist reproduction. The Philippine experi
ence highlights the importance of moving beyond the blind state-bashing of neoliberal 
ideology. It also requires recognising the damage done to the economy given an oligar
chy, assisted under American rule, to consolidate its control over a weak central state. 

If capitalist accumulation is to seriously take place so as to overcome the feudal 
anachronisms remnant in the Philippines, a proloriged and turbulent process of disman
tling the oligarchy's control over the state apparatus is essential. Without a state that is 
able to provide more predictability in its adjudication and administration, Hutchcroft 
remains pessimistic about the future of the people of the Philippines. 

Herb Thompson, Dept. of Economics, Murdoch University 

KINDREDS OF THE EARTH: BADAGA HOUSEHOLD STRUCTURE AND 
DEMOGRAPHY by Paul Hockings (New Delhi: Sage Publications, 1999) 

REVITALIZING THE STATE: A MENU OF OPTIONS 
by Pradip N. Khandwalla (New Delhi: Sage Publications, 1999) 

THE DYNAMICS OF SOUTH ASIA: REGIONAL COOPERATION AND SAARC 
by Eric Gonsalves and Nancy Jetly (eds.) (New Delhi: Sage Publications, 1999) 

Most knowledge of history is culled from the study of dead archives. Living through a 
relative long span of history, usually half a century of active intellectual life, would 
allow scholars to register history as it actually develops. Anthropologists who, at a 
relatively young stage in their life, have started their career with a detailed study of a 
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