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ABSTRACT
PRIVATE AND STATE OWNERSHIP IN TELECOMMUNICATIONS:

A COMPARISON OF SAO PAULO, BRAZIL
AND MANILA, PHILIPPINES

By
Consuelo Campbell

This study analyzed the structure and Performance of the
main regional telecommunications sectors of the Philippines
and Brazil under different ownership structures. Poor
performance was the common thread between these two companies
and was analyzed in the context of three variables: ownership,
market structure and regulation at the primary level, and
contextual variables such as culture, and political and
economic structure at the secondary level.

The study found that institutional idiosyncracies at the
state and the firm level in Brazil and the Philippines largely
explained the performance of the telecommunications companies
in both countries.

Specifically, the historically poor performance and low
investment of the Philippine Long Distance phone company in
the Philippines can be attributed, for the most part, to
profit-maximizing measures that meant the exclusion of non-
profitable areas such as the local telephone network; corrupt

practices that siphoned and shifted profits elsewhere; and a
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weak regulatory and political environment that was unable to
enforce compliance with positive incentives.

The performance and investment patterns of the Sao Paulo
state company, Telesp, can be attributed for the most part, to
the political and economic policies at the national and state
level and the political/requlatory structure of the Telebras
system. Mismanagement and corruption at the ministerial and
firm level, while exacerbating the poor performance, playedAa
less crucial role in the firm's overall performance than.it

did in the case of the Philippine Long Distance Company.
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INTRODUCTION

At the most general level, the purpose of this research
project is to analyze the factors that underlie the differential
performance of the telecommunication sectors in the developing
world. More specifically, this study analyzes the structure and
performance of the main urban regional telecommunications sectors
of the Philippines and Brazil because these two countries provide
us with a unique opportunity of comparing an inconsistently
performing public system with a weakly regulated private one. Both
systems, despite their diametrically opposed ownership structures
(public vs. private) exhibited poor performance and flagrant
inefficiencies (albeit more inconsistently in Brazil).

The gist of this research lies in the analysis of the
processes and forces which, beyond ownership, shaped and
constrained the growth and development of telecommunications in
Sao Paulo, Brazil and Manila, Philippines from 1973 to 1995. Some
common problems include a low telephone penetration ratio when
compared to other countries in the region, high installation
costs, long waiting time, and poor service quality. While much of
the privatization 1literature in telecommunications focuses on
ownership issues as the primary determinant of performance, this
dissertation will discuss the interaction of other primary
variables such as regulation and market structure as well as their

interaction with contextual variables such as politics, economics,
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and cultural environment.

Ownership will be defined as either private or public (state).
Market structure is the number of firms operating in a sector and
regulation is defined as public control of private market related
services and regulation by directive, i.e., public enterprises.
Performance will be defined both operationally and financially.
Operational performance indicators include teledensity ratios,
percent growth of local telephone lines, distribution of urban and
rural telephone lines, number of public telephone l;nes, unfilled
applications for telephone lines, congestion rate, call completion
rate, and restoration time. Financial performance indicators
include a company's profitability as measured by the rate of return
on equity, investment in the sector, and evolution of wurban,
interurban and domestic and international long distance tariffs.

Economic conditions include the inflation rate, foreign debt,
GDP growth rates, per capita and foreign and domestic investment.
Political structure is the existence and relative strength of
legislative, executive, and judicial institutions in the country
as well as the degree of political corruption within these
institutions.

Culture is the ideological climate and environment that
surrounds and influences these other variables and which in turn
have been influenced by historical phenomenon such as colonialism,

nationalism, immigration, linguistic homogeneity, regionalism etc.
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3

Telecommunications in Brazil and the Philippines

The Philippine telecommunications system, for historic
reasons, has always been private. As a former colony of the United
States, the Philippines inherited the ideology of private
ownership, which remained in place even after independence. In
theory, telecommunications markets have been open to competition:
there are some fifty-four local firms providing telephone service
in various regions of the country. In practice, however, one
single company controls most of the phone lines. Established in
1928, the PLDT now controls 94% of the phone lines. After more
than 65 years of private monopoly power, the quality and extent of
the PLDT services have left much to be desired (Sussman, 1992).
Existing networks are insufficient to meet basic communication
needs, and the telecommunications sector remains uncoordinated,
and highly segmented by service, technology and geography. Service
coverage represents only about 16% of the total land area of the
country with an unbalanced concentration of telephone facilities
in Metro Manila. (Benedicto, 1993).

The Brazilian telecommunications sector, on the other hand,
has been and is today still run by the state, although
privatization plans are changing that reality. While the problems
of this state-run system are not identical with the problems of

the private monopoly of the Philippines, they are nevertheless as
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4

grave. Like the Philippines, telephone penetration is low when
compared to other countries in the region. Telephone density
stands at 7 per 100 which puts Brazil in the position of number 42
in the world and 10th in Latin America. The telephony system
serves only 2% of the rural areas, 19.1% of residential areas and
53% of businesses. The waiting period for service in the smaller
cities of Brazil has been as long as 14 years. Even in the largest
and most industrialized city of Sao Paulo, more than 350,000
people have had to wait 7 years for a line to be installed. It has
been estimated that Brazil suffers a telephone deficit of
10,000,000 lines. The average telephone installation cost as

of 1993 was $1,200 and has gone as high as $10,000 (Siquiera,
1993).

Given the fact that there has ©been considerable
dissatisfaction with the performance of telecommunications in both
countries, a study of the two countries may give us certain clues
and shed new light on the factors that affect the development of
a modern infrastructure, in general, and of telecommunications in
particular. The Brazilian case is characterized by state
ownership. In the Philippines, it can be argued that a more free
market approach with weak state regulation has been at work.

This research will concern itself with the impact of
historical and contemporary contextual variables such as
economics, politics, and culture on the ownership structure, the

market structure and the regulatory structure of the
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5
telecommunications sectors of the Philippines and Sao Paulo,
Brazil. These interrelationships will then be examined to see how
they ultimately affected the performance of the sectors.

An institutional theoretical approach will be employed.
Institutions can be defined as the formal and informal
organizations created by humans that shape the historical
performance of national economies and by extension the sectoral or
firm performance (North, 1990). According to
institutionalists like Douglas North (1991), history is the story
of institutional evolution in which the historical performance of
national economies, or on a more micro-level, the firm, can only
be understood as part of a sequential story. I.nstitutions provide
the incentive structure of an economy, and as the structure
evolves, it shapes the direction of economic change towards
growth, stagnation or decline, which in turn may effect the
performance of the firm.

Hence, this theoretical approach seems to be the optimal one
for capturing subtle interrelationships between different
institutional organizations and the effect these relationships had
on the performance of the sector.

A model has been developed to capture these
interrelationships between secondary contextual variables, primary
variables such as ownership, market structure and regulatory

structures and their impact on the performance of the sectors.
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6

The interrelationship between contextual variables, ownership,
market structure and regulation and its effect on the po:foznnna.

of a telecommunications company

Economic Conditions

1. inflation rates
2. foreign debts
3. GDP growth rates
4. per capita
S.investment-foreign
and domestic

I

Political Structure

1. legislature
2. executive
3. Judiciary

4. political partie
~

Histo

1. Colonial Legac§
2. Length of Independence
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7

Chapter one will be a literature review on the three main
variables affecting performance in the sector, the theoretical
framework and the questions and propositions derived from the
theoretical argument.

Chapter two describes the two-country case study methodology.
The qualitative and quantitative techniques used by the researcher
are discussed, including the contextual approach to analysis,
sources, institutions and questions.

Chapter three is the impact of institutional variables on the
primary variables of ownership, market structure and regulation on
the Philippines telecommunications sector.

Chapter four is the impact of institutional variables on the
primary variables ownership, market structure and regulation on
the Sao Paulo telecommunications sector.

Chapter five is an analysis of the impact of the three
primary variables on the performance of the company Telesp of Sao
Paulo and the Philippine Long Distance Telephone company of the
Philippines.

Chapter six will compare the performance of the two companies
and analyze their performance. The study will conclude with a

theoretical model explaining the nature of these relationships.




uriew of the L’w

This chapter 3
zi review the
rriation and it

tecxrinication

Y Y .
e Uiecretical fre

mxsitions derive

)

.

R bnpm o
RiiTlance in Tele

b@doia

The
perfoma.

:GE: fcv
< SOme (Ne?

i Galal, Tag
e-“-..e
“cecL@Pe
“-Y and ¢
LE:Q: ~
S, 1393; E:
C

:?Q -
'~ .0

fean d:g.
ey

e
Fa:‘
~Crs tha*
Tem. o
~a L ana



I

Review of the Literature and Theoretical Framework

This chapter will discuss performance in telecommunications
and review the literature on ownership, market structure,
regulation and its relationship to the performance of the
telecommunications sectors in various countries.

The theoretical framework will be established and questions and

propositions derived from the framework.

Performance in Telelecommunications

The performance of different telecommnunications sectors has
been for some (Nellis & Kikeri, 1989; Vogelsang, 1990; Tandem,
1992; Galal, 1994) the ability of a company to function
efficiently and to maintain positive growth rates. For others,
(Leders, 1993; Harper, 1993; Esfahani, 1993; Stehman, 1995;
Petrazzini, 1995) performance of a telecommunications sector has
come to mean distributional issues as well as the issue of the
quality of services provided.

Factors that may affect the performance of the firm may be
external and would tend to be political and economic in nature
such as political patronage, political corruption in the case of
the Philippines, and macroeconomic and structural adjustment
policies of the state such as in the case of Brazil, to name a
few. Mody (1987:151) has noted: "the performance of communication

8
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9
technology has frequently more to do with the economic, political
and cultural contextual factors than with technical efficiencies".

In his analysis of the competitiveness of the Brazilian
Telecommunications sector Wohlers (1993) noted that poor
performance of the sector in the 1980s was due to the increased
politicization of the sector as well as low investment in the
sector due to decreasing tariff rates and a reallocation of
funding away from the telecommunications sector to other sectors
of the economy. Wohlers suggests that the principle challenge of
Brazilian telecommunications today is the restructuring of the
informatics industry. Telecommunications infrastructure reform
can be done only with the complete digitalization and
universalization of the basic network; the enlargement of the menu
for value-added services; and, promoting the interconnection of
the Brazilian telecommunications network with the international
global telecommunications network.

While political explanations are those that suggest that the
political process and the exercise of power must be essential
elements in the ultimate explanation of performance in a sector,
these tend, in most cases to be exercised indirectly. More direct
determinants of performance of a sector are the ownership, market
structure and the regulation of the system. Also, factors that
are internal to the firm such as fina'ncial, administrative and
managerial changes within the companies will also have an inpact
on performance. However, it can be argued that in both of these
case studies internal changes in the firm were directly related to

external changes in the environment.
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10
This study will look at the impact of contextual variables
such as economic /political environment, and social/cultural
environment on the market structure, ownership and regulatory
structure of the sector. Subsequently, an analysis of the
interaction of these variables and their impact on the performance

of the firm will be undertaken.

Ownership

There are good reasons to believe that the ownership of a
firm is an important determinant of its performance because
changes in property rights will alter the incentive structure
faced by those who make the decisions within a firm (Vickers &
Yarrow, 1988). Because of this, it is reasonable to expect that
the manager of the public enterprise, subject to political
pressure, will perform his/her job under a set of incentive
constraints that is quite different from the one faced by the
manager of a private corporation, who strives to please the
private owners (stockholders).

The roots of the belief in the importance of private property
as an efficiency-enhancing factor go back to the Austrian
approach (Von Mises, 1965). Yet, the separation of ownership from
management in the case of modern corporations complicates the
connection between ownership, incentives and efficiency. The
essence of the Austrian approach is imbedded in the nature of

knowledge, with private property seen as a necessary condition for
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11
providing the incentive for discovery and learning. Therefore,
private entrepreneurs, motivated by private gains, direct their
efforts towards the achievement of potential profits, and by so
doing, make use of their knowledge to discover new opportunities.
Hence, public enterprises are in a disadvantaged position when it
comes to articulating knowledge, which is by definition neither
objectifiable nor codifiable (Vicker & Yarrow:1988).
Yet, as hinted above, this argument is far from being convincing
when it is directed at explaining the operation of modern
corporations. Modern corporations are characterized by the
separation of capital ownership (shareholders) from management.
Hence, the entrepreneurs, armed with their knowledge are
not the managers who control the decision-making process within
the firm. Ergo, the problem of principal-agent and corporate
governance.

Principal-agent theory addresses the question of the
separation of capital ownership and management. It assumes that
the principal (owner) and the manager (agent) of the firm do not
share the same objectives. While a voluminous literature exists
on various principal-agent and monitoring problems, from the
perspective of this study it is important to emphasize that
private ownership is deemed efficient because first, it is easier
to design incentive schemes that would induce the manager of the
firm to act in the interest of the owner of the firm.

And second, it is easier for shareholders to monitor and
discipline managers. More specifically, under private ownership,

it is argued that there are two mechanisms at work that ensure
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12
that managers do not deviate from the efficiency rules.
The first one is the shareholders' control-voting rights-over
managers and the second is the discipline imposed by capital
markets in the form of takeovers. However, the results of
empirical research have been inconclusive in terms of supporting
the hypothesis that these two mechanisms (capital markets and
monitoring of management) are instrumental in enhancing efficiency
in private corporations.

As to public ownership, one can say that the two major
criticisms of public enterprises have been in the area of
financial performance and economic efficiency (Nellis & Kikeri,
1989). The standard inefficiency claims attributed to public
ownership is said to be caused by the lack of capital market
incentives to monitor managers. Furthermore, the "agency" problem
is claimed to be more complex because of the structure of the
polity itself: the general public elects a government; the
government supervises civil servant; they in turn monitor the
managers, who monitor the employees and workers of the state-owned
enterprises (Singh, 1975).

Equally complicated is the issue of financial performance
because public enterprises may post profits despite their
production inefficiencies . In many cases profitable performance
will be due to competent, hardworking managers, or because the
managers are capable of resisting production-reducing or cost-
increasing demands of the government. In other cases, however,
profitable performance may not rest with the efforts of management

but may be due to the exploitation of monopoly powers. Moreover,
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public enterprises make a short-run profit, obtained at the expense
of an inappropriate long-term investment or depreciation policy,
which goes unnoticed or uncorrected by government reviewers
(Nellis, 1986).

While the case for inefficiency in the public sector may have
some empirical support there is also evidence of public
institutions that have, in many cases, outperformed private
institutions. For instance, Bauer (1993) has noted that the
performance of some Eastern European countries'’ public
telecommunications sectors was superior to that of the United
States when one looked at the countries' base or starting points.

In a series of studies done by the World Bank on the impact
of divestitures in twelve countries, Vogelsang argues that in the
case of British Telecom the main winners were the consumers and
those who purchased the stock, including employees (Galal &
shirley, p.36) However, Vogelsang (1990) believes that public
pressure would eventually have forced the British government to
boost its investments in British Telecom had it remained in public
hands. In a commentary on Vogelsang's article, John Moore takes
issue with Vogelsang's assumption that public pressure would
eventually have forced the British government to invest in the
company and says relaxing that assumption would push the
substantial gains from privatizing British Telecom even higher
because privatization would be assumed to make an even bigger
difference.

In a factual and statistical analysis performed by J.M. Harper

(1993) on BT efficiency, the researcher concludes that the
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1984 UK telecommunications regime has had little beneficial effect
on BT efficiency and has been accompanied by a serious decline in
UK telecoms manufacturing. The paper proposed radical changes in
structure to unleash the real potential of competition and to
retrieve Britain's place in manufacturing. Stehman (1995) has
argued that privatization has actually stood in the way of more
campetition by preventing a restructuring of BT and encouraging the
government to put off further liberalization until the second
tranche of BT shares was sold.

In the case of Japan's own privatization attempts Yoshiro
Takano (1992) has noted that while there was some operational
and administrative problems with the privatization process, the
overall result has been beneficial. This is particularly true in
the area of improved managerial efficiency, of a substantial rate
reduction in 1long distance services by NTIT in response to
competition, a restructuring of public finances as a result of
reduced dependency on government bonds, increased productivity of
workers, a reduction of non-operating costs, resulting in a savings
of 2.1 billion dollars and some improvement in service quality.

Galal (1994), in his analysis of the privatization of three
firms (Chile Telecom, Enersis and Chilegener) in the late 1980s,
noted positive performance gains for all three companies. The
biggest gains, however, were made by Chile Telecom. Following
privatization in 1988, the company increased the number of lines
in service in the next four years by 72 percent, the largest
increase in the company's history. The principal variable in the

improved performance of the company was the relaxation of

~———u



et
segrent  COLST!

wexrnications &

“rsiiture brought
Lrley, 1994,

W.lle consumer

6%, Tandom (193

tE::QX's diVesb 3 TUre

e~

T2 were worse ¢
R

T The loss .

S players {Go

Siee.
'\‘5:‘: b:ver' c
- -

8y rean
P33 has
:""‘;e cf



15
investment constraints. There was pent-up demand for
telecommnications and a need for expansion, but the government did
not have the resources to make the necessary investments.
Divestiture brought in a significant flow of capital. (Galal &
Shirley, 1994).

While consumers benefitted from the divestiture of Chile
Telecom, Tandom (1992) points out that this was not the case in
Telmex's divestiture. In fact, consumers were the only losers,
which were worse of by thirty-three billion dollars (Tandom,
1992:35). The loss was due mainly to the price increases. All the
other players (Government, employees, domestic shareholders,
domestic buyer, foreign shareholders and foreign buyers) were
winners.

In general, while the changeover from state to private
enterprise may have contributed to improvements in the sector
Leders (1993) has argued that real improvement has not come from
a change of ownership but to administrative, financial and
managerial changes within the companies, to a relaxation of
political constraints that have impeded investment, and to the
establishment of a competitive environment. Petrazzini has noted
(1995) that in the short run and under certain market, management
and organizational conditions, ownership has less impact on firm

efficiency and performance than has been widely argued.
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Market Structure

A second determinant that interacts with ownership and has an
impact on a firm's performance, is the market structure. Market
structure is defined as the number of entities operating in a
market which include the size of the entities as well as the entry
and exit conditions (Snow, 1986).

While it is recognized that the extremes of monopoly or
pure competition do not exist in an environment, industries that
tend to either of these extremes generally reflect the performance
characteristics of these polar cases. The most obvious of these
effects is that monopoly pricing results in a deadweight loss to
society. This loss has at least three sources. First, because too
little is produced there 1is allocative inefficiency. This
represents a loss of value from monopoly pricing, a loss that is
not gained from any group in the economy, thus a net loss to
society. However, it must be noted that this does not hold if a
monopolist can price discriminate. Second, a lack of incentives to
hold down costs may cause technical inefficiency. In a competitive
environment cost minimization is a necessity. However, a monopolist
may not be under the same constraint. If costs increase, the
survival of the firm will not be in jeopardy, because the business
has a cushion of economic profits. However, a trade-off exists. Any
increase in costs resulting from waste will reduce economic profits
earned by the firm. Managers will typically sacrifice profits by

allowing the firm to operate inefficiently because cost
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minimization requires effort. The search for least-cost resources
and the most advanced technology can be difficult.

Labor contracts are another source of technical inefficiency.
When workers are hired, the agreement is usually concerned with
inputs-the number of hours to be worked rather than a specified
level of effort. A primary task of management is to monitor
performance. However, this is not a costless task so, consequently,
in most organizations there is considerable slack. Although
managers may permit technical inefficiency, it is not consistent
with the objectives of the stockholders. To the extent that the
firm's stockholders can constrain the behavior of managers, the
problem of technical inefficiency will be reduced. However,
monitoring of managers by stockholders is extremely difficult
in today's economic system because of the large number of
stockholders and the lack of control of a large portion of the
stock by any single group or individual. Thus we again come to the
problem of principal-agent. This separation of ownership and
control provides opportunities for technical inefficiency where
monopoly power exists.

Another problem of monopoly is the tendency for rent-seeking
behavior. This is the payment to factors of production in excess
of the minimum amount required to bring them to productive use.
Rent-seeking behavior does not increase the amount of goods and
services, and leads to the dissipation of monopoly profits. Rent-
seeking can take many forms and often involves government
officials. The choices of policy-makers can affect the distribution

of income and the changes of tax laws can increase or decrease
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profits by huge amounts.

Another impact of rent-seeking is the incentive to engage in
corrupt behavior. Because the stakes are so high, bribes for
favorable legislation or agency treatment may be offered (Buchanan,
1980).

Normally, the existence of a monopoly should encourage
other firms to enter the market. This is particularly true when the
performance of the monopoly is poor. However, because of the huge
potential for profits the monopoly will often create strategic
barriers to entry. These include: government policies by the
granting of monopoly patents and restrictions on entry or
licensing; single ownership of an essential input as when a single
firm owns the entire supply of a nonproducible input:; lack of
technical information by potential competitors inhibits their
entry; economies of scale as with a natural monopoly; and market
strategies which include policies such as predatory pricing, excess
capacity and limit pricing (Stiglitz, 1989).

The theoretical debate concerning the trade-off between
dynamic efficiency and sﬁale economies in a natural monopoly is of
great importance in the field of telecommunications. An argument
that is often advanced for restricting entry into industries with
economies of scale is that entry of additional competitors leads
to undesirable duplication of fixed costs and it is better to have
one, or at most, a few large firms than to have many smaller ones.
This leads to increases in allocative inefficiencies (Vicker &
Yarrow, 1988 p. 48). However, Yarrow later argues that the cost

efficiency\ competition trade-off is not inevitable. He claims that
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the empirical literature equating the degree of competition with
the number of firms operating in the market suggest a weak linkage.
For example, collusion rather than competition may occur where a
number of firms exist and there is a dominant carrier.

In the telecommunications industry several distinct economic
activities are required to supply the final product. A long-
distance phone call consists of a trunk line and local links. The
supply of a private branch exchange (PBX) telephone exchange
involves both manufacture and distribution and in such industries
it is often the case that effective competition is more feasible
in some activities than it is in others. For example, competition
in long-distance telecommunications is possible, whereas in the
local networks typically there is natural monopoly and inevitable
market power (However, as the recent deregulation of the Regional
Bell operating companies has shown, this may be changing).

The question for policy in these circumstances is how to promote
and maintain effective competition in activities where it is
feasible while monopoly exists in the related areas. More

importantly, can the problems of dominance be confined to those
activities in which competition cannot exist, or can the dominant
firm thwart competition throughout the industry (Vickers & Yarrow,
1988, p.69)? Both Brazil and the Philippines have recently tried
to liberalize their telecommunications environments partly in
recognition of the trade-off between scale economies and allocative
efficiency. The question then is could competition have existed in
manufacturing related areas (like telephones) or 1long distance

phone calls during this period thereby increasing allocative
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efficiency or did economies of scale exist because of the
underdeveloped nature of the technology?

Secondly, if competition could co-exist with a monopoly,
what might the dominant firm do to thwart competition in related
areas? One thing might be to charge high prices to the new firm for
the section that the incumbent firm controls, like the access fees
charged to competitors for interconnection. Local competitors of
the PLDT have claimed the company is charging exorbitant access
fees for interconnecting to the PLDT trunk line.

While the charging of high access fees may serve as an
important barrier to entry, another thing would be a cross-
subsidization of the dominant firms local phone service. The excess
profits from the long distance part of the company would allow this
to occur. This would be a barrier to entry for a new company who
might have to charge a higher price for their local service. This
would be a form of limit pricing. In fact, the PLDT's argument
against the government allowing new entrants is that the new
entrants could not possibly afford to subsidize the local phone
calls and still remain profitable.

An examination of the relationship between market
structure and performance is also important because economic theory
postulates that private firms seek to maximize profits while
bureaucratic theory posits the maximization of bureau size and
authority (Downs, 1969; Wildavsky, 1964). The desire to increase
bureau size and authority is derived from the incentives of bureau
managers whose power and rewards are positivély related to the

importance of the bureau.
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The profit‘motive, on the other hand, is derived from the
objectives of private sources of capital to the firm, which are
transmitted through the incentive structure of the firm to
employees at all levels of the firm. However, a regulatory agency
generally puts a constraint on a monopoly's unfettered inclinations

toward profit maximization at the expense of distribution.

Regulation

This leads us the final and third determinant of performance,
which is the regulatory arena of the sector. While the importance
of regulation has been explored (Snow, 1986; Brock, 1981) and the
reasons regulation has assumed its present forms (see Jaskow &
Noel, 1981; Pelzman, 1976; Stigler, 1971) been analyzed, most of
these theoretical analyses have been concerned with the traditional
definitions of regulation, i.e. an institution requlating a private
monopoly. For instance, the public interest school holds that
regulation is a public trust to keep monopolistically structured
industries from earning supranormal profits by "contriving a
scarcity and charging higher prices" (see Cushman, 1941; Bernstein,
1955). The capture theory (Redford, 1952) sees regulators as
manipulated by their client industries and therefore serving the
interests of the regulated party instead of the public interest.

These perspectives, valuable as they are, tend to be narrow
in their approach and confine themselves to traditional notions of

regulation. This analysis necessitates a more "generic relation
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extending outside the traditional context of public control of
private economic activities™ (Mitnick, 1981: p). Hence, a broader
approach to regulation will be employed. That is, regulation as
public control of private market related services, which is the
Philippine case, and the most extreme form of regulation identified
by Mitnick as regqulation by directive, i.e. public enterprise,
which is the case of Sao Paulo.

Other subcategories of regulation such as "capture are

considered in the analysis. Capture can be understood as a kind of
reverse regulation. Regulatory outputs tend to correspond to the
interests of the regulated parties rather than the public interest
or those specified in legislation.

Hulsink (1993), in analyzing the effect of Dutch regulatory
reform, illustrates "the paradox of regulatory reform". That is,
he has noted that liberalization of significant parts of the
telecommunications markets and the withdrawal of government
intervention has not yet fully contributed to fair competition in
the domestic marketplace. A new institutional framework was
developed to combat the inefficiency and ineffectiveness of
traditional government intervention as well as to reinforce the
position of the marketplace. However, the newly established
regulatory framework was not able to manage the domestic and
institutional expansion of the former PTT administration.
Privatization and liberalization, on the one hand, have led to less
government interference in general. They have, on the other hand,

created a need for more precise and specific rules to balance the
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the interests of consumers, business users, PTTs and national and
foreign service providers. Thus, the "paradox of regulatory reform"
requires re-regulation to guarantee the universal provision of
dedicated services, reasonable tariffs, fair competition and
interconnectivity.

Spiller & Sampson (1994) looked at the relationship between
regulation, institutions and economic performance in the Jamaican
telecommunications sector. They <concluded that Jamaica's
parliamentary system with two strong parties, with very little
independence of individual members of parliament, and a
decentralized decision-making process based on strong statutory
based procedural requirements may not provide the necessary
regulatory stability to promote private sector investment in
sectors characterized by sunk investments and domestic consumption.
They contend that the regulatory reform of the late 1980s could
have been handled better. The maintenance of a strong monopoly over
all telecommunications segments was not necessary to support the
‘ development of the network based on private ownership. While
breaking the monopoly might have reduced the extensive cross-
subsidy towards the domestic segment and reduced public support
towards privatization, competition could have been encouraged
in other areas that would have promoted the development of a whole
array of new products and increased the competitiveness of
Jamaica's export-oriented sectors. Spiller and Sampson feel that
this clearly articulates a need for a more careful design of
regulatory institutions that take into account both the political

structure of the country and the economic and technological issues
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in telecommunications.

In a comparative study of telecommunications regulations,
institutions and commitment, Levy and Spiller (1996) establish a
framework for resolving the regulatory problems of a country and
argue that credibility and effectiveness of a regulatory framework,
and thus.its ability to support efficiency in the production and
use of services, vary with a country's political and social
institutions.

A country's ability to commit to particular regulatory
processes and institutions is based on its regulatory governance
and regulatory incentives. While the governance structure
incorporates the mechanisms a society uses to restrain the
discretionary scope of regulators and to resolve the conflicts to
which these restraints give rise, the regulatory incentive
structure comprises the rules governing pricing, competition, entry
and interconnection. The decisions of regulatory bodies on who will
be allowed to enter an industry or procedures to be followed in
conducting business can have an enormous impact on profitability.

In the process of matching regulatory systems to a country's
institutions, Levy and Spiller (1996) assert that the first and
most important distinction to be drawn is between countries that
have domestic institutions that engage in arbitrary administrative
actions and countries that do not. An independent judiciary with
a reputation for impartiality, and whose decisions are enforced is
a necessary condition for making credible commitments. The authors
note that domestic institutions in the Philippines have

historically provided an inadequate foundation for a regulatory
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system capable of restraining administrative discretion.

A comparison of the privatization attempts in Trinidad and
Jamaica by McCormick (1995) reveals that in both Jamaica and
Trinidad the predominant factor prompting divestment of
telecommunications was the acquisition of foreign exchange to
service external debt obligations and build their international
net reserves. She notes that while a private telecommunications
monopoly seems to offer more services than a public
telecommunications monopoly, neither country adequately addressed
effective regulatory mechanisms prior to the divestment of the
sector. McCormick believes that had this been done both countries
would have garnered greater benefits from the divestiture.
Dmytrachenko (1994), in her analysis of the performance of
Brazilian telecommunications, looked at the structural adjustment
policies during the years 1975-1989 and its effect on the
microeconomic performance of Brazilian long-distance
telecommunications. The study focused on the effect of regulatory
changes on productivity growth and concluded that regulatory reform
had a significant and negative impact on firm performance starting

in 1980.

The Theoretical Framework

While nations may differ in their economic and political

structure, they all exercise considerable political control over

the communications sector. One potentially valuable use of
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international comparative studies is to provide a more
comprehensive analysis of the relationship between the performance
of policies and the institutional and political environment in
which they are imbedded. This can provide some basis for
constructing reasonable, informed expectations about the likely
consequences of changes in domestic policies. To the extent that
the performance of the communications sector depends in subtle ways
on the interactions between political institutions and market
organization, these factors must be taken into account in a
comparative analysis.

Hence, a general conceptual framework is needed for examining
the role of political and institutional structures in shaping the
performance of the communications sector. The overall objective
would be an enhancement of our understanding of the factors that
affect the growth and direction of change in the sector.

Understanding the process driving the performance of the
sector requires an accurate characterization of this environment
and a theory for relating these characteristics to performance.

Several theoretical approaches have been used by research
scholars to describe this relationship. Some theorists have
emphasized the role of ideology in the crafting of regulatory
policy (Quirk, 1977). From this perspective policy outcomes options
and outcomes are strongly shaped by the ideological framework of
those political parties in power. Electoral and representational
mechanisms have been used as a tool to explain the existence of
certain regulation in the telecom market. Roger Noll (1983), for

example, argues that narrow economic interest coalitions- such as




v pressing for t
wies-aze more likel
mer districts elec
£eatire than in 4
Tisentation.

kother approas

st arrroach., we

Ll Philosophy
.

<8 rroacheg (Mg
Tl the Soclety ¢-

& .
~dr Ciass cr

5 Ty
\5‘1,4)' A §im .
“N“

e s
i8S amat
a‘d.cgmws te

< e State PurSues

b v.caq def.

ey gl

Lo e
wer

¥ " the



27
those pressing for the liberalization of the telecommunications
market-are more likely to succeed in political systems with single-
member districts elected by plurality vote and a fairly autonomous
legislature than in countries with nationwide proportiohal
representation.

Another approach explaining this relationship has been a
statist approach. While much of statist theory is primarily
political philosophy with essentially normative criteria, other
statist approaches (Mody, 1995) view the state as allocating power
within the society for the purpose of serving the interests of a
particular class or group,as say, Marxist or elitist theories
(Lukes 1974). A similar approach by North (1981) posits that the
state is analogous to a business in that it seeks to maximize the
wealth & power of state officials.

The most common approach historically, however, is to assume
that the state pursues the national interest. Political scientists
adopt a broad definition of national interest, incorporating
internal and external stability and the positive assertion of
national power in the international community (Aron, 1966).

The states' power lies in its superiority in largely non-economic
domains such as power, security & stability (Gilpin, 1981). As
such, constant trade-offs are being made between economic

values (e.g. efficiency and distribution) and political

values. Hence, the state, in order to maintain its power and
sovereignty, must cut deals with potentially threatening groups of
constituents that, in the short run, detract from economic

objectives but are essential to retaining internal stability.
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To explain developments in the area of micro-economic policy,
such as communications, statist theory indicates that the relevant
facts are the linkages between the sector and policy, on the one
hand, and the purpose of the state, on the other. Policy will favor
the enhancement of groups and sectors viewed as essential to the
maintenance of state power, internal stability, and the structure
that supports it, as well as of national wealth. Hence, an industry
that is an important source of political stability will - 'be
protected even if it is inefficient, whiie an industry seen as
potentially threatening to the established state structure will be
constrained or even prohibited, regardless of the economic growth
potential it provides.

Telecommunications and broadcasting are important to the state
because of the role communications systems and technologies play
in national security and their importance in the overall economic
system. Therefore, statists, such as the Brazilian military, view
as natural a persistent government policy to promote the sector,
including its protection against domination by foreigners or
potentially disruptive internal groups.

The purpose of government policy will, therefore, be three-fold:
1) To assure that the sector does not become a barrier to the
development of other favored economic activities.

2) To promote development that supports the states' overall
economic & political objectives.

3) To make sure that the use of the communications network is
consistent with goal of promoting state social and cultural

interests.
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A statist approach, however, is made difficult by the
multiplicity of definitions and typologies. Held (1989) claims ﬁhat
the ubiquity and complexity of the state makes it difficult to
comprehend. This is because discussion of the state tends to mix
levels of analysis, as when the state and the international arena
are co-mingled. The uniqueness of historical experience makes it
difficult to generalize, and appropriate and useful data are
difficult to find (Braman, 1995).

A third theoretical approach used and the choice of the
researcher is an institutionalist approach. While the
institutionalist school of thought can be divided into liberal
institutionalists in the Veblen-Ayres or commons tradition; new
institutionalist in the Oliver Williamson and Douglas North
approach; and radical institutionalism in the Dugger and Waller
school (Dugger, 1992), all of these approaches emphasize the matrix
of the cultural and social factors and the political and economic
institutional structures that determine the performance of an
economy and by extension the performance of a sector of an economy.
Institutional structures are primarily economic, political,
cultural and social in nature. As Eggertson (1990) points out "they
are the humanly devised constraints that structure economic and
social interaction”. They consist of both informal constraints
(sanctions, taboos, customs, traditions and codes of conduct) and
formal rules (constitutions, laws, property rights).

According to institutionalists, history then, is the story of
institutional evolution in which the historical performance of

national economies, or on a more micro-level, the firm, can only
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be understood as part of a sequential story. Institutions provide
the incentive structure of an economy, and as the structure
evolves, it shapes the direction of economic change towards growth,
stagnation or decline (North, 1991).

In the same article North points out that divergent paths
established by England and Spain in the New World have not
converged despite the mediating factors of common ideological
influences. In the case of England, an institutional framework
evolved that permitted the complex impersonal exchange necessary
for political stability as well as to capture the potential
economic benefits of modern technology. In the case of Spain and
Portugal, personalistic relationships were the key element to the
political and economic exchange (p.34)

While independence in the Portuguese and Spanish colonies
brought about U.S. inspired constitutions, the results were
radically different than what occurred in the United States. Latin-
American schemes and efforts at decentralization all failed and the
gradual country-by-country reversion to centralized bureaucracy
control characterized Latin America in the nineteenth century
(Veliz, 1980). This was true for the Philippines as well. For while
American colonialism help develop a system that moderately
empowered regional elites, the power of the executive consistently
undermined regional interests.

What developed from this system was the structuring of
property rights in favor of an elite minority, rather than the more
decentralized structuring of property rights in North America

(North, 1991).
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One of the results of this skewed structuring of property
rights in favor of an elite minority in many developing countries
was the creation of the rent-seeking state. As defined by James
Buchanan (1980:7-8), "rents are created when a state gives an
entrepreneur an artificial advantage by restricting freedom of
entry into the market. When extreme restriction creates a monopoly,
the consequences for the economy, as a whole, are decidedly
negative”. Also, a rent-seeking incentive structure is extremely
conducive to the development of corruption.

The importance and centrality of oligarchic families in both
the Philippines and Latin America can be attributed, in large part,
to the rise of rents as a significant share of their nations'
economy (McCoy, 1993:10).

The role of corruption has played a significant role in the
development of institutions in all countries. However, in some
countries it has played a more significant role than in others.
The interaction between corruption and political
institutionalization has played a significant role in affecting
sectoral performance.

In light of the above theoretical framework, the following
propositions are aimed at providing the general framework of

empirical inquiry for the research.
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PROPOSITION 1

The institutional features that directly affected the primary
variables: ownership, market structure and regulatory structure,
warze the relative strength of the state and the level of political
institutionalization. Contextual features that indirectly affected
the three primary variables were the level of industrialiszatiom;
culture and size of the national bourgoisie; autonomy, strength &
culture of the military; and autonomy from core ocountries.

Proposition 2

The poor performance of the Philippine Long Distance Telephone
Cospany can be attributed to low levels of investment caused by an
ownership structure with strong ties to the administration, a
monopoly that focused soley on profit maximisation to the exclusion
of nonprofitable areas, and a weak regulatory structure that was
unable to enforoe compliance.

The inconsistent performance of Telefonos de Sac Paulo can be
attributed to levels of investment that depended on political and
economic policies at the national and state level. The
ownership/management structure was, on the whole, largely
responsive to the current polity, a monopoly structure that
successfully ocentralized and established a national
telecommmuinications infrastructure and a regulatory structure that
was subservient to and tied to political and economic agendas.

Proposition 3

Low levels of political institutionalisation combined with a
monopolist model of corruption in the Philippines resulting in a
performance that was largely unresponsive to political, ecomomic
and regulatory incentives.

Moderate levels of political institutionalization ocombined
with a nonmonopolist model of corruption in Sac Paulo resulting in
a performance that was largely responsive to political, eoconomic
and regulatory incentives.
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Methodology

Comparative Analysis in the Social Sciences

The analytic strategy used in this comparison is an
explanation building strategy whose goal is to analyze the case
studies by building explanations about the phenomenon in the cases
(Yin, 1992). To explain a phenomenon is to stipulate a set of
causal or correlational links about it. Proving causality in case
studies may be complex and difficult to measure, therefore it may
be more appropriate to speak of correlational links (Yin, 1994).

This study has chosen two countries that are neither extremely
similar or extremely different. They were chosen because they were
good representatives of two countries that had a state system and
a private system that had both performed poorly and because of easy
access to data.

In this study we propose to investigate a well-defined and
well-observed phenomenon, namely, the poor performance of two
telecommunications companies in two countries under different
ownership arrangements. Poor performance, therefore, is the common
thread between these two countries and will be analyzed in the
context of three major variables: ownership, market structure and
regulation at the primary level, and contextual variables such as
culture, and political and economic structure at the secondary
level.

33
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Data Collection

The study required quantitative data as well as qualitative
data based on interviews and articles. While aggregate country data
was available from international financial organizations such as
the World Bank, specific regional data was sought from local
sources.

Partial data collection for the Philippines section was done
in the summer of 1993. The researcher conducted interviews with
academics, professionals in the industry and government officials.
Archival and library research was also performed. The researcher
continued this data collection during the summer of 1996 and
conducted similar types of data collection for Sao Paulo in the
fall of 1996.

In the Philippines interviews were conducted with the
following academics: Dr. Onofre Corpus, who has written extensively
about Philippine political history; Dr. Thomas Aquino and Jonathan
Chua, both communication researchers. Interviews were also
conducted withthe following officials ; Pedro Balanga, and Jose
Carrera, who was very helpful in locating data not contained in the
annual reports; Abelardo Sabino (Vice-president
PLDT) and Ricardo Zarate (senior Vive-president of the PLDT)
Richard Pratte, vice-president of Eastern Communications, a
competitor of the PLDT was also conducted. Interviews with people
in the government included Simeon Quintanar, the present

comuissioner of the National Communications Commission; Luiz Alcuaz
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(Commissioner NTC, 1987-1989); Rufino Bomasang (Acting Executive
Directoor, Office of Energy Affairs); Jose Dans (Minister of
Transportation and Communication, 1979-1986); Cathy Heceta(Chief
of Legal Division, NTC); Josefina Lichauco (Undersecretary of
Communications, DOTC) Industry watchers, such as Thomas Aquino and
Jonathan Chua, both of whom work for the Center for Communication
Research were also conducted.

In Sao Paulo, interviews with Dr. Mauricio Barrato, professor
of international trade and business, were conducted. Professor
Barrato has a keen interest in telecommunications development in
Brazil and especially helpful in giving me a broad overview of the
development of para-statal organizations like Telebras, Petrobras
etc. and the historical rationale for their relative autonomy. Also
interviewed was Ethevaldo Siquiera, editor of Revista Nacional De
Telecommunicacoes. Dr. Siquiera is considered one of the most
knowledgeable people about the telecommunications industry in
Brazil. He discussed the historical development of the
telecommunications industry in Brazil and provided a political
analysis of investment by the military during the period in
question. He also provided me with written materials in the form
of books, magazines, and company (TELESP) documents.

Dr. Jose Gordiano, who is working with Dr. Roberto Venosa on
TELESP financial portfolio and is the president of Consultores
Gestao & Negocios, supplemented what Dr. Siquiera said and_also
spoke of the various models for Brazilian telecommunications in the
event of restructuring the sector. He was also helpful in putting

me in contact with people in TELESP. An interview with the
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financial director of TELESP, Dr. Adoaldo Wolf, proved critical in
the acquisition of the annual reports of TELESP as well as other
financial and performance data on the company.

Both general and specific questions asked are listed below.
General questions concerned the socio-political and economic
environment and specific questions were about the sector. The
general questions asked were:

1. What was the role of the state in the development of both
telecommunications systems? How much emphasis was put on the
"national Interest” in the development of policy?

2. Has a strong executive contributed to nondistributive policies
in the telecommunications sector?

3. In the Philippines, what were the social forces and class
alliances that fostered the development of a private system? How
did this class articulation collaborate with American colonialism
to give rise to a private weakly regulated system?

4. In Brazil, what were the social forces that fostered the
development of state system? What pressures were put upon the
bureaucracy to improve the sector? What role did the military play?

Specific questions were the following:
1.How much disatisfaction with the system was there? Who was most
affected?
2.What are the telephone penetration ratios in both states? What
are they in the major cities?

3. What was the price of local telphony service for the urban areas
and rural areas? What was the price of domestic and local long

distance?

T
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3. How did the monopoly structure affect the performance of the
system?
4. Was the ownership/management structure an important factor in
the firm's performance?
S. What were the dynamics in the Philippine regulatory system
and how did they interact with the polity?
6. What were the dynamics of the Brazilian regulatory system and
how did the economic/political environment interact with the
system?
7. In both countries, how much local innovation occurred? How much
money was spent on research and development over the years?
8. What was the share of telecommunications investment in relation
to both countries' GDP? What were the investment patterns of
different administrations during this time period?
9. Who were the principal users of telecommunications equipment?
Was it the military? Was it foreign firms?
10. How would one characterize the relationship between Telebras
of Brazil and Telesp of Sao Paulo? Did the centralized hierarchical
structure of the system lead to a loss of financial and operational
control?
11. Was Telesp able to focus its efforts on specific regional
development projects based on welfare and social interest goals?
12. Was there any attempt by the regulatory authorities in the
Philippines to encourage development projects based on the social
interest and welfare of the region?
13.Has Telesp engaged in unprofitable activities that it has been

unable to abandon because these activities have been attached to
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national policy goals?
14. How have legislative controls over appropriations affected long
term planning?
15. How is the authority of the NTC (National Telecommunications
Commission) of the Philippines defined? Hoﬁ tranparent are the
laws? What are the mechanisms for implementation?
16.Who runs the NTC and how are the leaders appointed? Do they
serve the interests of political leaders or private groups, or are
they long-term, secure employees, such as career civil servants or
judges?
17. What procedures must the organization follow for reaching
decisions? Are its processes open to participation by anyone, or
are they closed to groups strongly affected by them? What resources
does the agency possess relative to the scope of its authority?
Data on the socio-political-economic environment of both
countries was based on documentary and archival material gathered
in the United States, Manila and Sao Paulo. In Manila, sources such
as the library of the University of the Philippines as well as the
Philippine National library were used. In Sao Paulo, information
on the State of Sao Paulo was gathered from the business library
of the University of Sao Paulo, the Instituto Brasileiro Geografica
e economia (IBGE) and the Fundacao Sistema Estadual de Analise de
Dados (SEARDE).
Data on the both telecommunications sectors and the companies
under investigation were gathered from the company libraries and
research institutes such as SEADE and IBGE in Sao Paulo and the

National telecommunications Commission (NTC) and the Department of
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Transportation and Communication (DOTC) in the Phillipines.

The actual analysis and comparison of the performance of
TELESP and the PLDT was performed with data extracted from the
annual reports of both companies and information from research
institutes like SERADE and IBGE in the case of Brazil, and the
Communication Research Center of the Philippines, the National
Telecommunications Commission, the Department of Transportation and
Cammunication and other departments of the PLDT in the case of ‘the
Philippines. It might be interesting to note here the kinds of data
available in the different annual reports. In the case of the
private firm, the PLDT, the information was almost exclusively
financial (a brief mention was made at the the beginning of each
of the reports about the number of lines the company had laid down
that year). All other performance information had to be extracted
individually from various departments of the firm, the NTC and the
DOTC. In the Telesp annual reports, however, both financial as well
as operational performance data was available. The researcher was
able to almost exclusively rely on the annual reports for the
necessary information.

The specific areas of comparison included:

1. A qualitative assessment of both systems made from the media of
both states, which was comprised of critical articles and books as
well as interviews with academics, people in the industry
and people in government. Articles on TELESP came from trade
journals such as Revista Nacional de Telecommunicacoes and
Telebrasil, and newspapers such as Esgtado do Sac Paulo and Folha
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do Sao Paulo, Articles on the PLDT came from journals such as the

Far Eastern Ecopomic Review and newspapers such as The Manila
Bulletin, The Daily Enquirer and The Manila Chronicle.

2. Quantitative comparisons involving a time-series analysis

of performance indicators taken fram the company annual reports and
country research institutes. The years ranged from 1965 to 1995 in
the case of the PLDT and 1973 to 1995 in the case of TELESP.
Performance indicators included urban and rural penetration ratios
in both countries; the price of telephony service for the urban
areas and the rural areas from 1965 to 1995 in the case of the
Philippines and 1973 to 1995 in the case of Brazil; a comparison
of the quality of services was also made. These included waiting
time, existence of a dial tone, party lines, interference, service
response time, rate of completed time for local service and
congestion.

Comparisons were also made on number of public telephones,
annual growth of telephones in service, investments in 1long
distance and local lines.

Financial comparisons were made on the companies' growth or
profitability as measured by the annual rate of return on equity.

All financial information was expressed in U.S. dollars for
the sake of clarity and expediency. While the devaluation of the
currency was a problem this researcher confronted in both
countries, Brazil had the added complexity of currency changes that

occurred throughout the period of investigation. The first change
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occurred in 1983, where three zeros were simply eliminated from the
cruzeiro; the second change was the plano cruzado in 1986,
where one cruzeiro was equivalent to one cruzado; the third was
the Plano verao in 1988 where one thousand cruzados was equal to
one novo cruzado; the fourth was the Plano Collor in 1990 where
one novo cruzado was equivalent to one cruzeiro:; the fifth was in
1993 when three zeros were again eliminated from the cruzeiro;
and the sixth was in 1994 when the currency shifted from the
cruzeiro to the real, where one real was approximately equivalent
to one U.S. dollar (TELESP interview, 1996).

In summary, this study investigated the poor performance of
two telecommunications companies in two countries under different
ownership arrangements. The study required quantitative and
qualitative data. Qualitative data was based on interviews and
articles. Interviews were conducted with academics, industry
analysts, officials of the companies and government officials.
Quantitative comparisons involving a time-series analysis of
performance indicators was taken from company annual reports and

country research institutes.
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Socio-political and economic environment

and dits impact on the ownership. market structure and regulatory
structure of the Philippine Telecommunications sector

While an indepth analysis of the political, economic and

social histories of is beyond the scope of this dissertation,

a discussion of important historical, social, political, and
economic developments in the countries and their impact on the
development of the ownership, market structure and regulatory
structure of the sector will provide a framework for the
analysis of the performance of the Philippine Long Distance
Company. Also, a history of the sector provides us with the
sectoral context as well as the interrelationships and
interactions between the social, political and economic events
occurring in the country and the specific sectoral issues and
politics.

The central question and concern that underlies the
choice of topics and subtopics in this chapter is: What were
the historical, political, social and economic conditions that
led to the creation of a private, monopolist and weakly regulated

system in the Philippines?

42
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Philippines

Development of the Philippine State

Interest in the Philippine state has recently been pursued
by Anderson, 1988; Hawes, 1987; and Stauffer 1985. Judged against
conventional standards of autonomy, which implies independence
from dominant elites, and the capacity or ability of the state to
implement policies that are independent of elite interests, this
dissertation will argue that the Philippines is a weak state.
That, ultimately, the process of state-building has been a
function of both external forces (Spanish and American colonial
rule) and internal forces (weak national bourgeoisie and elite
penetration of the state).

The transformation of Philippine society by Spanish and
American colonial policies, and the penetration of the state by
different regional elites unleashed powerful centrifugal forces
that have fostered fragmented social control and reinforced
regional identities at the expense of a strong, national identity
(Riedinger, 1993).

While it is recognized that geography and lingquistic
diversity play an important role in the centralization of social
control, a primary reason for the historical weakness of the
Philippine state and its institutions have been colonial policies
that encouraged and supported elite penetration of the state and

the institutional structures of power.




suish and Americ

The Philippir
Zxrtant is the wy
Tanized  econom:
xgious and socia
Zshugs, the coll

Llles, the iffere

g,

2 berth Span
e a4 elaber,
= ®ncermns of 1

< le &conori o i

el Mex:co 19

&y
S Ror SPices

PN
..
Nel

<les, Hen:e,

I ang ¢
. he Q-
g



44

Spanish and American Colonial Legacy

The Philippine state is a product of many factors. Especially
important is the way in which the colonial experience shaped and
organized economic activities, political institutions, and
religious and social practices (Hawes, 1987:2). Under the Spanish
Hapsburgs, the colonial bureaucracy was a broker between local
elites, the different native groups and the Spanish crown (Phelan,
1960:47).

In both Spanish America and the Philippines, the crown
created an elaborate bureaucratic structure that balanced the
fiscal concerns of the crown, the religious mission of the church,
and the economic interest of the colonist (Lang, 1979:210). While
Peru and Mexico provided Spain with silver, neither precious
metals nor spices were available in any great quantity in the
Philippines. Hence, subsidies from Mexican silver were continually
needed to prop up the Filipino economy (Burley, 1973:234).

The political hierarchy established by the Spaniards set the
pattern for the structure of society. Power rested with the
administration, church, and the military, and as a result their
leaders became leaders of society (Burley, 1973:236).

The Spanish colonial administration consisted of a
centralized authority( which by definition was almost exclusively
Spanish) and the appointments of local bureaucrats as heads of
barrios and towns. These individuals functioned as willing

middlemen between the colonizers and the townspeople (De Guzman &
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Reforma, 1988: 27). As Phelan notes, "Political office was
monopolized by a small group of bosses in each community.
Venality, widespread but petty flourished. In the hispanic world
this system has come to be known as caciquism" (Phelan, 1959).

The native magistrates gained prestige and influence by the
confirmation of their political authority. This was achieved by
providing the masses with some modest protection against the worst
excesses of colonial exploitation. However, at the same time they
also oppressed their subordinates for their own personal gain
(Phelan, 1959 p.159). Continued prosperity, in addition to the
isolation of the Filipinos from the Spanish community,
strengthened the political and societal leadership of the
magistrates (Phelan, p.133). Gradually, some magistrates gained
entrance into the upper-level bureaucracy, chiefly as a
consequence of status acquired through landownership.

Landholding in the Philippines first became important as a
source of wealth and prestige in the late 1700's, when the Spanish
colony began to export agricultural crops. Following 1liberal
reforms in the 1790's, Spain and the Spanish colonial
administration in the Philippines began to open the economy to
new, more dynamic foreign merchant houses which were primarily
British and American.

This event stimulated rapid growth in the production and
export of sugar and hemp. The advent of large-scale agricultural
exports made land a source of prestige and tremendous wealth
(Bauzon, 1975). As Bauzon indicates there was an element of ethnic

diversity among the members of the landholding elite which
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consisted largely of the Spaniards and Chinese mestizos and upper-
class Filipinos. Because of the small number of Spanish
administrators and settlers, and because of a law that until 1768,
prohibited Spanish civilians from living in the provinces (largely
at the instigation of the religious orders, who wanted to
concentrate on converting the natives) most land was held by a
group collectively known as the principalia. These were primarily
the leading native-Filipino families and the mestizos, most often
offspring of the union of Chinese fathers and native-Filipina
mothers (Wickberg, 1964). Many elite landholding families became
the economic equals of the Spanish colonialists.

Unlike Spanish colonialism, which denied any political
participation to most Filipinos above the magisterial 1level,
American colonial policy granted formal political concessions to
Filipino nationalism, which diffused both the Philippine and
American opposition to U.S. imperial policy, while at the same
time strengthened U.S. economic and political controlling
mechanisms. This was achieved through trade policies that tied the
Philippine economy to the U.S. and a political system that paid
lip-service to democratic principles through the electoral
process, which in reality, reinforced the economic and political
base of the landed oligarchy through whom the U.S. ruled (Schirmer
& Shalom, 1987 p.35).

American rule had three major impacts. The first was the
development of free trade relations between the U.S. and the
Philippines; the second, the establishment of a free enterprise

system based on liberal values of free trade and private




=grests; and the
+f qevernment Gc
w4l Owens (1972

weady looking

=id be arrange

zression and locd
225 and self-ip

Creation of
teions began as

2lenal cffiCe we

sy, by vay of

&

=& Jones Law)

« .,
*, Sp

in an
TR mle gy
29 4~q.~t<da:10n c

T PRilinn

tedine

4

I
(%]

P



47

interests; and the third was the evolution of a democratic system
of government dominated by the landholding elite (Hawes, 1987
p.24). Owens (1971: 29) states "that by 1899 the United States was
already 1looking for Filipino leaders with whom a modus vivendus
could be arranged, a means of saving not only the cost of
repression and local administration, but also what was left of her
ideals and self-image”.

Creation of civilian governments by way of municipal
elections began as early as 1901. In 1907, the first elections for
national office were held, and by 1916, legislative control of the
colony, by way of the Philippine Autonomy Act of 1916 (also known
as the Jones Law) was completely in the hands of Filipinos (Hawes,
P-27). So in an unprecedented way, the U.S. government established
colonial rule in the Philippines with the declared purpose of
self-liquidation of that rule role and enlisted the collaboration
of the Philippine elite to this end.

These policies of concession had the effect of
consolidating a social base for U.S. rule among the Philippine
elite. In 1909 the passage of the Payne-Aldrich Tarriff law opened
the markets of the U.S. to wealthy Philippine landowners. This
resulted in increased wealth and prosperity for this group from
the sale of raw products, as well as completely winning over the
Filipino elite to U.S. rule (Schirmer & Shalom, 1987: 35-36)

As markets for Philippine products opened in America, the
effects of capitalism on the feudal agrarian society sharpened.
The Americans had gradually enlarged the sphere of 1local

government, so that landlords started giving more time to politics
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and public life. Participation in government by a few leading
elite families gradually led to a near monopoly of power by this
group (Constantino, 1978: 146). The passage of the Payne-Aldrich
tariff Act also had the impact of increasing Philippine economic
dependence on the U.S. For example, American exports came to
dominate the Philippine market, rising from one-tenth of total
imports in 1899 to more than six-tenths by 1929 (Brandt, 1993:
153-154).

Tariff policy ensured the profitable development of‘
agricultural products for export in exchange for American
manufactures. American land policy, which perpetuated the
concentration of land ownership, favored the traditional landed
elite, who in turn became the brokers for the continuation of
American colonial control. The elite used their influence with
American colonial officials to shape policy in their favor.
American investments produced increasing control of extractive,
public utility and commercial sectors (Constantino, 1975:312).

However, it is not enough to look at colonial policies
as the only causal agent for the past and present conditions.

As Onorato (1972: 9-10) notes: " As we have seen, the granting of
self-rule is not enough. The indigenous elite must be honest,
efficient and competent. They must assume the responsibility

of answering the legitimate demands of the people. The Filipino
leaders did not take up their obligations".

During the colonial period two important figures emerged,
Manuel Quezon and Sergio Osmena, as the foremost leaders of the

ruling elite. In an interview with Frank McIntyre as early as
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1913, Quezon admitted privately that both he and Osmena opposed
independence because of fears of Japanese expansionism. However,
given his economic interests, the prospect of the loss of the
colonial free trade access to the U.S. domestic market was perhaps
an even more immediate concern (Schirmer & Shalom, 1987: 202)

In the U.S., the move to grant independence to the
Philippines was supported by interest groups with varying motives.
The major pressure came from the American farm 1lobby, whose
members saw in continued Philippine preferences a threat to
domestic agricultural production, which was exacerbated during the
depression years.

Largely in response to these pressures, the Tydings-McDuffie
Act was enacted on March 24, 1934, inaugurating the commonwealth.
The Tydings-McDuffie Act included both political and economic
provisions. On the political side it defined the steps to
independence which was to be granted after a ten year period
(Schirmer & Shalom, p.57). These provisions provided that the
Filipinos elect delegates to a convention that drafted a
constitution which would subsequently be approved by president
Franklin Roosevelt. The results were the election of Manuel
Quezon as president and Sergio Osmena as vice-president under
one party, the Nacionalista Party. With the all-powerful
Nacionalista party leading and with no effective opposition, a
virtual one-party system became entrenched under Quezon's
leadership.

During, and after World War 11, the issue of collaboration

with the Japanese "touched the political, economic, diplomatic,
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social and moral aspects of postwar national development creating
dissonance in all of them" (Steinberg et al, 1971 p.373). Japan
had been able to obtain the cooperation of the majority of the
elite. For much of the elite, collaboration with their new
conquerors provided a means of maintaining their political and
economic power (Schirmer & Shalom, 1987 p.69).

The question of what to do with the collaborators was one of
the pressing issues Washington faced upon the return of the U.S.
to the Philippines. In July of 1944, Roosevelt announced that
"those who collaborated with the enemy must be removed from
authority and influence". However, the administration neglected to
formulate concrete plans for putting the president's declaration
into practice (Brandt, 1993).

In the end, the collaboration issue was resolved in favor of
the collaborators. They assumed their strategic positions in
congress. By and large congress was dominated by the wealthy, who
were intent on promoting their own economic interests. Thus, the
pre-war elite, many of whom had served the Japanese, were firmly
in control as the Philippines was about to achieve its
independence (Brandt, 1993). The Manuel Roxas administration was
committed to both the economic and military aspects of U.S.
intervention. A neo-colonialist policy of special relations, in
the form of the Bell Trade Act and the Philippine Rehabilitation
Act, made war damage compensation conditional upon the Roxas'
government's approval of the parity provision for American

investors (Sussman, 1993).
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The parliamentary machinations and the U.S. pressure that led
to the passage of the Bell Trade Act provoked considerable
opposition from Philippine nationalists. Washington responded,
in part, to mollify the opposition to a new treaty. In 1955, the
Laurel-Langley treaty was signed, which was to govern economic
relations between the two countries for the next twenty years. The
parity agreement provision of 1946 was recast to establish
reciprocity. This agreement gave Philippine investors the same
right to invest in the U.S., as U.S. investors had in the
Philippines. However, a new clause was added that actually
strengthened U.S. interests in the country. It stated that U.S.
investors would now be granted equal treatment with Filipinos in
all areas of the economy, not just the area of natural resources
and public utilities. The question of why public utilities was
emphasized along with natural resources in the Bell Trade Act was,
perhaps, a recognition on the part of the U.S. government that the
primary sources of profit in a war-torn economy lay in these
areas.

Specifically, in the area of public utilities, there was a
substantial demand on the part of the elites of the country, as a
result of war damage, for access to public utilities.

By the end of 1946, the elite, with the help of American
politicians, had set up a party system of politics, had drawn up
a U.S. style constitution, and had held a number of national
elections. Ingrained in these institutions were the objectives of
the U.S. government and the elite's desire to maintain their

privileges. (Esfahani, 1992). In particular, the following
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important features were the consequences of these forces at work:

A. Competitive politics- To gain legitimacy among the population
a system of competitive politics was established. For this

purpose, the constitution envisioned the separation of powers and

stipulated that elections be held for the positions of the
executive and legislative branches of govermment. To restrict
political competition to members of the elite, the qualifications
of the members of congress were made subject to approval by an
electoral tribunal consisting of three members of the Supreme
Court, and three members of the first and second parties with the
largest number of votes in the congress. This set-up was quite
effective in undermining third parties and especially in keeping

non-political entrepreneurs out (Wurful, 1988 p.92).

B. Dominant executive and weak legislative and judiciary- To
maximize the control of the government by the elite, a great deal
of power was concentrated in the hands of the president. The
potency of the presidential office was embedded in a number of
constitutional provisions (Esfahani, 1993). As far back as the
first Philippine constitution (Malolos Constitution of 1935)

the executive office was invested with considerable power

(De Guzman & Reforma, 1988). The president could legislate in
certain areas by issuing decrees, veto legislation subject to
overrule only by a two-thirds majority in both houses of congress,

and appoint a variety of municipal officials or suspend the

ek
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elected ones for a just cause (Wurfel, 1988 pp.76, 77, & 90). The
president could also declare martial law without the consent of
congress. Finally, the budget items proposed by the president
could not be increased by the congress, while the president could
treat the budget approved by the congress as fungible (Esfahani,
1993).

The weak legislature of the Philippines, like the strong
executive, also has historical roots. The definition of politics
that emerged under American colonial rule tended to emphasize
pragmatism and a complete commitment to the ideology of non-
ideoclogical politics. It was the politics appropriate to the
support of a narrow elite. A system that would have supported
greater ideological heterogeneity would have threatened the elite
political hegemonic structure as well as American interests.The
political style that developed was one that relied heavily on
eloquent rhetoric while carefully eschewing any commitment to any
ideoclogical position. The pork barrel system of American politics
was also adapted and as Stauffer notes " seems to have been
perfectly designed to bring about the modernization of traditional
clientelism" (1975, p.15).

Stauffer (1975), in his study of Philippine legislative roles
and the behavior of house members (based on interview data) found
that "Philippine legislators tended to see the purpose of their
jobs as being much more particularistic and non-legislation
oriented than their counterparts in the United States". His study
consistently pointed to legislator perceptions of constituent

demands that were centered on having the congressman perform
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personal service of a non-legislative variety, and not on securing
the passage of either local or national laws.

The judiciary's weakness is manifested mainly in the control
of its resources by the congress and by the president.
Traditionally, the president has appointed, with the approval of
congress, Jjudges at all 1levels. Congress 1is responsible for
setting the budgets of the courts and the salaries of the judges.
This system seriously impedes the judiciary but serves the
interests of the elites well because it allows them to control the
judicial process vis-a-vis the non-elite, who are frustrated by
the inordinate delays and costs of pursuing justice. The system
also gives the president a relatively free hand in issuing
executive orders and taking arbitrary action without being

challenged (Wurful, 1988 p.77).

C. Two-Party system with weak indistinguishable parties

alternating in power.

As a result of the immense power invested in the executive,
competition for the presidency was intense. Those in the elite who
were in power, could channel enormous resources to themselves and
their clients. As a result, the elite groups outside the ruling
coalition were constantly looking for ways of replacing those
inside (Esfahani, 1993).

After the Second World War, a two party system emerged (the

Nacionalista party and the liberal party) which were
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indistinguishable by their platforms and programs and played no
serious role in policy-making (Tancangco, 1988). Belonging to a

party essentially meant declaring allegiance to the patronage
system of a particular leader and benefitting from the spoils of
that relationship. Members switched parties, and took most of
their clients with them to better position themselves for gaining
political office. As a result, parties alternated in power every
four to eight years. The main purpose of the winning coalition

was the distribution of political talents in each generation of

the elites.

D. Econcmic parity rights for U.S. citizens

As mentioned in the previous section, the U.S. intended to
maintain its political, economic and military influence in the
Philippines after independence. Agreements such as the Bell Trade
Act and later the Laurel-langley agreement ensured that the
economic and political ties would remain intact. The U.S. offered
substantial foreign aid, credit, trade, and investment
opportunities for the elite and used these resources to preserve
its interest in the country. In the economic arena, this meant
that American investors had a sense of relative safety in the
Philippines. The leverages also allowed American politicians the
chance to mediate among the Filipino elite and, thus, contribute
to the long-term stability of the system (Sussman, 1992).

Thus established, these features paved the way for an
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alliance between U.S. economic interests and an strong executive
dominated by elites during the early post-war years and the
collusion between the executive and particular elite groups
favored by the executive during the later years of the post-war

era.

Post-war Political and Eoconomic Change

In the period immediately after World War 11, economic
factors began to break down the tight collaboration which had
characterized U.S. -Philippine relations. Economic crises forced
the Philippine government and the elite that dominated it to
implement policies they would never have accepted in normal
circumstances. By the late 1940's the Philippines began to suffer
from growing balance of payments deficits caused by declines in
U.S. governmental spending in the Philippines. The government
responded by imposing import and exchange controls in 1950. These
policies, plus a high tariff enacted in 1957, resulted in a period
of import substitution industrialization that lasted for more than
a decade (Hawes, 1987).

Baldwin (1985) argues that the major beneficiaries of the
government's development policies during the 1950's and early
1960's were those who owned or controlled business in the
industrial sector which were then exploited by a vigorous
Philippine entrepreneurial group. It must be emphasized, however,

that these Philippine entrepreneurs were joined by a rapidly
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growing number of foreign investors-primarily Americans protected
by parity rights (Cheetham & Hawkins, 1976). Bmong the significant
things that occurred were a rise in nationalism, a growing
centralization of political power in the executive branch, and the

diversification of the economic interests of the political elite.

Traditional Elite Culture

The strength and locus of traditional elite culture in the
Philippines is the family. What the church and state cannot
provide, the family meets. It does not only provide economic
security and social identity for its members but also provides the
emotional security of immediate personal relationships. These
personal relationships define morally committing obligations and
locate self-identity and conscience in concrete relationships,
ethical action thus becoming self-centered and very concrete
(Cordero & Pampio, 1967:272). Not only does Filipino culture
articulate strong beliefs about the family in the abstract, but
individuals, as both leaders and followers, are influenced by
kinship concerns in making political decisions (Wurfel, 1988:34).

Consequently, the idea of a common weal, a shared
responsibility, or a transcendent national interest can never be
the product of the class position and world view of the
traditional elite. The idea of the culture of the nation, that
transcends particular, private interests, cannot develop when a

country is seen as a family backyard.
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From this political vision follow ideas about the state and
the role it should play. The state, above all, should serve the
interests of the elite as a collectivity, yet should not interfere
too much in the pursuit of free enterprise which it may protect
and stimulate but should not thwart. Basically the state should be
kept weak and provide the arena in which factions of the elite
fight their battles. Organized on a regional basis and in clan-
like families, exponents of the elite see to it that they get
elected to the various halls of power where they defend their
individual and family interests. It is by dominating the
legislative process that they can exert their hold over the
executive administrative branch of govermment. By emasculating the
executive and manipulating the judiciary, the elite tries to
create its own free room of action and to make these branches

instrumental to its purposes and concerns (Mulder, 1991).

The Breakdown of Elite Cohesion

During the 1960s elite cohesion broke down. Jonathan Fast
(1973) has argued (p.93) that " until the 1late 1960s the
Philippine oligarchy had been remarkable in its homogeneity as a
class". What terminated the elite cohesion that had characterized
Philippine society after independence for twenty-five years was
the growing power of import-substituting industrialists and the
influx of foreign investors. The strength of family ties and the

small size and homogeneity of the elite were no longer sufficient
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to maintain cohesiveness. Also important was the desire on the
part of president Marcos to free the executive from the
stranglehold of the old oligarchy. Emasculating the latter allowed
him to build a strong centralized state (Constantino, 1978:189).

One segment of the new elite was broadly nationalist in
character, favored protection for domestically-owned industry &
curbs on foreign investment. The other segment of the elite
favored a rapid end to government protection of local industry
coupled with new support for agricultural exports, policies to
attract foreign investors, and a foreign policy closely tied to
the U.S. President Marcos was widely believed to be firmly in the
camp of the elite segment favoring an open economy.

Guillermo O'Donnell (1973:292) has noted that the sequence
of industrialization by import substitution with a broadening of
the political spectrum in support of a strengthening of the
domestic market was typical of South America.

Under the import substitution plan, the Philippine experience
was closer to the Latin American experience than to the experience
of other Asian countries, like Taiwan and South Korea. As Cummings
has noted (1984, p.27) "Taiwan and South Korea did not have the
political characteristics that existed in Brazil and elsewhere.
Politics did not stretch to include workers, peasants or plural
competition for power. Labor was excluded in the 1950s and
remained excluded in the 1960's. Neither the squeezed middle class
of bureaucrats nor the small businessmen achieve representation in
either Taiwan or South Korea".

In the Philippine case the political sphere was much
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broader. This was so not just domestically, but also in the sense
that international investors had stronger 1links to local
capitalists and through them more influence in shaping the local
path to development. Also, because the political sphere was
broader in the Philippines, the state had less relative autonomy.
The transition to export-led development consequently involved
greater conflict.

New foreign investment was sought in the 1960's, but most of
it went into the agricultural export sector, not into new
manufacturing for export. The power of the import-substitution
sector of the economy was curbed, but there was no easy transition
to export-oriented industrialization. In this the Philippines was
again more like Latin America than Taiwan and South Korea. It went
through a decade of economic stagnation and political conflict
during the 1960's, before it made a sharp break with the past with

the declaration of martial law (Cheetham & Hawkins, p.12).

Marcos, Martial law and the Strengthening of the Executive

Within the first few months of the establishment of martial
law in 1972 by President Marcos, massive changes were made in the
Philippine political economy. Nationalistic rulings by the Supreme
Court were severely restricted in their implementation or
contradicted by presidential decrees. The president strengthened
his hand against the landholding elite that dominated provincial

politics by closing congress. The power and scope of the executive
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branch expanded substantially and perhaps, more important is the
fact that the military got bigger, and its role in maintaining
civil order and opportunities to participate directly and
indirectly in the economy were all vastly enhanced (Hawes, 1987).

As part of a shift to development based on export-oriented
industrialization, wages were repressed and the power of unions to
organize and bargain collectively was sharply curtailed. The
political sphere, which had expanded in the 1960s, now contracted
with the strict implementation of exclusionary politics. In the
first full year of martial law (1973) foreign investment reached
55 million dollars and in 1974 140 million dollars (BOI report,
1979).

What began to emerge in the early years of martial law,
therefore, was a triple alliance of multi-national, state and
local capital (similar to what Evans (1979) describes in Brazil)
rather than a clearly dominant state that controlled the local and
multinational capital, as in South Korea and Taiwan (Hawes, 1987).

With congress closed and the Supreme Court subservient to the
executive, domestic politics was radically different after 1972.
The power of local politicians to control followers became largely
superfluous because there were no elections to participate in. The
president no longer needed local support for his own election. He
now depended on his power as commander-in-chief of the armed
forces to remain in office, and votes were no longer a valuable
commodity (Machado, 1981).

Philippine politics under martial law were unlike the

politics of the pre-martial law period, when a stable, elite
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politics was based on regular alternation of office-holding
between two very similar political parties. These parties were
pyramidal arrangements of political factions tied together by
patron-clients. The leaders of the elite faction were most often
landowners and had the economic and political resources to resist
controls from the national level. It was not until Marcos declared
martial law that a Philippine president was able to assert
national, executive-branch control over local factions led by a
landowning elite (Hawes, 1987)

Prior to the declaration of martial law in 1972, field
research in the late 1960's and early 1970's began to suggest that
significant changes were taking place in Philippine politics. The
greatly enhanced economic role of the government made control of
the central organs of government vital. The greater intensity of
elections, along with the expansion of suffrage, resulted in
greater mobilization. In many areas of the country the political
leadership of the old leading families was overthrown by
professional career politicians (Machado, 1974).

The decades of the 1960's and the 1970's was characterized
by a growing recognition that the easy phase of Import
Substitution Industrialization (ISI) was over, and a debate over
what policies should be followed to restore rapid economic growth
broke out. The executive branch of government, with its economic
planning offices dominated by technocrats was leading the nation
toward a more open economy in which foreign capital would play a
larger role. The legislative and judicial branches were more

responsive to nationalist, populist pressures, both from the
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public and from certain segments of the import-substituting
industrial bourgeoisie. The declaration of martial law broke the
pelicy stalemate. By choosing to declare martial law, Marcos
cleared the way for the nation to shift its path towards export-

led industrialization (Machado, 1979). At the same time, Marcos

enhanced his own role in the political system, which allowed him .

to reward his loyal family and friends, i.e. his cronies, leading
to a category of capitalism known in the modern parlance as crony
capitalism (Girling, 1985).

In most countries of the region, being a high-ranking
official in the military or civilian bureaucracy opens tremendous
opportunities for joint-venture participation or more direct
economic pay-offs. What distinguished the Philippine wvariant under
Marcos was that most of the cronies were not government officials
but private citizens. A Crony was, as Newman & Ratliff (1989:59)
point out, "a relatively distinct position in the social process
of production and, consequently, its own specific political
economic requirements". The position they occupied in the social
process of production was right next to the first family's. They
all served as important officials in the presidents ruling
political party. Their specific political-economic requirements
included the maintenance of a capitalist, class divided economy
but also, and even more important, the continuation in office of
president Marcos.

Although Marcos posed as a social reformer, his regime rested
upon a coalition of rent-seeking families not unlike those that

had dominated electoral politics before martial law. Backed by an
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expanding military and an influx of foreign capital, Marcos
effectively centralized political power in the archipelago for the
first time since the late 1930's. (McCoy, 1993:17).

Marcos effectively stripped the old political elite of their
power, while simultaneously providing his cronies with
extraordinary opportunities, creating unprecedented wealth among
the chosen few (Manapat, 1991:12).

Instead of using his broad martial-law powers to promote
development, Marcos expanded the role of rents within the economy,
increasing the political corruption that he once promised to
eradicate. Since the basis of crony wealth was accidental personal
ties to the president, rather than economic acumen, many of the
family-based conglomerates proved unstable. Plagued by
mismanagement and corruption, these corporations collapsed when
the economy began to contract after 1981. As Marcos provincial
machinery withered, he sharped reverses in the 1984 and 1986
elections, producing a crises of legitimacy eventually leading to

his ouster (McCoy:18).

Post Marcos Regimes

The fall of Marcos and the assumption of the presidency by
Corazon Aquino in 1986, represented a change of regime but did
nothing to alter the basic pact of domination in the Philippines.
It was a continuation of essentially the same coalition of

dominant class segments and of the same pattern of class
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domination. (Hawes, 1987:52). The only segment to have suffered
immediate damage because of the fall of Marcos were the crony
capitalists. Aquino immediately embarked on a campaign to
decentralize the political structure that Marcos had so carefully
created, thereby reestablishing the relative strength of the
legislature and the former landed elites.

| Under the Aquino administration the business dealings of her
relatives and their cronies were the target of frequent criticism.
Shortly after Marcos' ouster, one Aquino relative obtained, at a
fraction of their market value, controlling interests in thirty-
six companies previously owned by Marcos' brother-in-law
(Reidinger, 1993). Therefore, competition in the Philippines under
Aquino was still constrained by the concentration of wealth and
the domination of a relatively limited number of family-based
economic empires (Tiglao, 1991).

While the positive growth rates from 1986 to 1990 were a
turn-around from the negative growth rates during the last few
years of the Marcos administration, the Aquino government suffered
from severe economic setbacks. By the end of Aquino's term, in
June of 1992, her personal popularity had waned as the reform
hopes of the early days had not been realized. The land reform
program was bogged down in bureaucratic delay and landlord
opposition. Widespread corruption continued and the government was
perceived as ineffectual (the Economist Intelligence Unit, 1994-
1995).

However, on a number of economic fronts the Aquino government

made progress such as the liberalization of foreign investment
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rules, the deregulation of some sectors of the economy, and the
broadening of the tax base and the collection of taxes. After
being derailed for an extended period by the opposition within the
Aquino cabinet, efforts to overhaul the tariff structure moved
ahead. Maximum tariff rates for many items were substantially
reduced from Marcos-era levels (Tiglao, 1991: 48-51).

The election of Fidel Ramos on May 11, 1992 ensured the
maintenance of the political and economic policies pursued by the
Aquino administration and was well received by the country's major
foreign creditors and the local business community. Although deep-
rooted economic and social problems remain largely unresolved, the
resumption of economic growth, particularly since late 1993, and
the prospect of its maintenance at more robust levels through the
rest of the Ramos administration, has enhanced the president's
popularity (EIU, 1995-1996).

Ramos campaigned, in part, with a platform to privatize
inefficient government enterprises and a plan to break the power
of inefficient private monopolies. Privatization has become a core
element of economic policy for the 1990's. By the end of 1992, the
sale of two hundred ninety-three government assets and the sale of
seventy-five companies brought in two billion dollars. (Far
Eastern Economic Review, April 27, 1995).

The present govermment of Fidel Ramos has undertaken a number
of initiatives that promise to create an environment more
conducive to market competition and export-oriented economic
growth. Ramos' election was widely viewed as a backlash against

the passive leadership of Aquino (Reidinger, 1992:2). During his
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campaign Ramos pledged to restore the authority of the Philippine
state in order to govern effectively within a democratic
framework. Ramos has largely restored political stability,
streamlined the bureaucracy, alleviated chronic shortages,
successfully challenged entrenched monopolies, and promoted
export-oriented growth while minimizing the state's economic role
(Tiglao, 1995: 27).

As Reidinger (1992) has noted the key challenges in promoting
market competition and economic growth concern the nature of the
private sector and the weakness of the state, both in an
administrative and organizational sense and in terms of the
structure of the political system.

The new government of Fidel Ramos central tasks is to
establish the authority of the Philippine state in order to govern
effectively within a democratic framework. In the recent
privatization efforts by the Ramos government, the concerns center
on the balance of power between the private sector and the public
sector, as well as the distribution of wealth among firms and
individuals seeking access to public assets (Reidinger, 1992).

Critics of the Ramos regime claim that the president must
build a broader coalition of social forces-urban workers, small
farmers, students and NGOs-to initjiate national development
policies that foster democracy as well as growth (FEER, August 7,
1995) 1In fact, while Ramos' rhetoric has been a stinging attack
on the pervasive system of rent-seeking familial politics, his
actions have not always been consistent with his rhetoric.

In a country where all politics so far has been kinship and
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personality-based, an eradication of this system would seem to be

a herculean, if not impossible, task.

The Military in the Philippines

As an institution, the Philippine military has played an
important role in supporting the political structure of the
country and has been used by various political leaders of the
country to establish and maintain power and has also been used as
a tool to frustrate genuine social reform.

Historically, the Philippine Military has lacked legitimacy.
This lack of legitimacy can be traced to its collaborationist
character (Sturtevant, 1976). During the Second World War only two
senior generals out of nine remained loyal to the U.S. and an
estimated 80% of army officers were said to have collaborated with
the Japanese (Kessler, 1989). The charges of collaboration
constituted a major issue in the post-war Philippines and had a
direct impact on the military.

After the Second World war the military became involved
in politics as a means to assuage the collaborationist taint
and restore some legitimacy. The victory of a presidential
candidate, who was also charged with collaboration would mean
amnesty for military collaborators. Hence, the military backed the
candidacy of Manuel Roxas, thus establishing a pattern for
military involvement in future elections (Goldberg, 1976).

Besides being active in the 1949 elections, the military took
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charge of the judicial system in October 1950 when Habeas Corpus
was briefly suspended (Berlin, 1982). Throughout the 1950s and
early 1960s, military involvement in political and social affairs
grew. However, the military's power really expanded with the
election of President Ferdinand Marcos in 1965. Marcos undertook
the most thorough reorganization of the military's structure and
supervised the largest personnel shake-ups in the military's
history (Kessler, 1989). Both the structural and personnel changes
had the purpose of imposing Marcos' personal control over the
military. Marcos played to the military's inherent factional
weakness under the guise of strengthening it. Marcos feared that
a strong, autonomous and professional army might ultimately
overthrow him. However, control over the military meant also
extending rewards. Thus began military involvement in development
programs. During the martial law period (1972-1983), the military
continuously used their official positions for personal gain
(FEER, March 1983). They became involved in numerous kinds of
legal and illegal business activities for themselves as well as
for Marcos and his cronies.

However, during the 1980's, a reform movement within the
military started to form and was one of the elements that
supported the overthrow of the Marcos administration. The
military's role in restoring democracy was seen in a positive
light by the public and increased their legitimacy. However, an
unintended consequence of the Marcos era was the encouragement of
the involvement of the military in development projects. The

Marcos regime, by corrupting the integrity og the military's
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ranks, strengthened the conviction among younger officers that
they must purify the military and the rest of society of these
pernicious effects. This developmental ideology was an expression
of the emergence of more nationalistic values system within
certain factions of the military.

The Marcos years took their toll on the military's self-
perception and on society's perception of them. However, after
having participated in the overthrow of Marcos, they saw
themselves more as a coequal partner with civilians in government

affairs and finally as the ultimate guardians of the state.

The International Context of Philippine Politics

For the Philippines, the overriding factor in the
international context during the twentieth century has been its
relationship with the United States. Dominant segments of the
elites have been able to extract resources from the domestic
Philippine economy as well as legitimacy, economic aid, military
assistance, prestige and ideological support from the United
States (Hawes, 1987).

While the import-substituting sector was dominant throughout
the 1950's and the 1960's, it was not completely Filipino. Large
parts of the ISI sector were under the ownership or control of
foreign investors (Kurth, 1979).

In the late 1960's, and especially after the declaration of

martial law, the United States joined the International Monetary
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Fund and the World Bank to support a reopening of the Philippine
economy. The Philippines was to become another export platform
for low-wage manufactured goods. Ideological and intellectual
support for this effort came primarily from the World Bank (World
Bank, 1976).

The strengthening of the state through increased
international assistance and the use of martial law powers to
quell domestic opposition, was important to the technocrats within
the state elite. It increased their insulation from the demands of
civil society, allowing them to speak for the interests of
international donors and those segments of the elite interested in

manufacturing for export (Hawes, 1987).

History of the Philippine Long Distance Telephone Company
Inception to Filipinization

As early as the 1870's, communication links within the

Philippines and the outside world were well established.
Starting in 1867, the Spanish colonial government installed
telegraph 1lines linking several provinces in Luzon, the
biggest island of the archipelago where manila is located. In
1878 the first overseas connection, 1linking Hongkong and

Manila, was established (Aquino, 1989: 23).
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In 1898, admiral Dewey cut this connection, which had the
effect of severing coomunication with Madrid and establishing
the political, military and commercial presence of the United
States of America (Sussman, 1992:20). During this period, mail
service was expanded and a new telegraph network was
established by the occupation forces (Sussman, 1992: 21).

In 1903, the Philippines-San Francisco submarine
telegraph cable started operations. It was also in this year
that a new American regime allowed a private telephone company
to operate in Cebu city, the second largest city in the
Philippines. Numerous small provincial companies developed
until in 1905 an American, J.B. Stevenot, set up the
Philippine Long Distance Telephone Company (Aquino, 1989:3).

In 1928, the PLDT was given a fifty year franchise by the
Philippine legislature. During the 1930's, the PLDT acquired
assets and franchises of other telephone companies and started
long distance services to various parts of the country. By the
late 1930's close to 30,000 telephones were installed by the
PLDT. However, many of these lines were destroyed during the
Second World War (Aquino, 1989:4).

Under colonial rule, the administration depended

primarily on American colonial institutions for the regulation

of the sector. These institutions were primarily influenced by

the strategic interests of the United States in the
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Philippines (Esfahani, 1993). The basis for the regulation of
the telecommunications sector during this period was a law
that simply mandated the regulators to approve investments
that contributed to public welfare and to set tariffs so that
utility companies would receive a fair rate of return on their
investments. The franchise stipulated a 1 percent tax on the
companies gross receipts in lieu of all taxes.

The regulation of all public utilities (which included
telecommunications) was assigned to one agency, the Public
Service Commission (PSC). The PSC was a highly centralized
organization where all the decisions had to be made by the
commissioner (interview with Onofre Corpus, 1993). This
regulation placed the regulatory decisions of the PLDT in firm
control of the existing administration as it is easier to
control one man as opposed to a group.

After independence in 1946, no attempts at regulatory
reform were made, even though economic nationalism was a
pervasive Philippine policy objective of the 1950s and the
early 1960s. While there were no prohibitions against state
ownership, most economic assets in the Philippines continued
to be private. This was due, in large part, to legislation
that allowed continued ownership of public utilities by
American companies for a period of twenty-five years.

In the years following the Second World War, Laws such as
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the Bell Trade Act and the Philippine Rehabilitation Act,
guaranteed the continuity of pre-independence institutions as
well as providing a predictable and safe investment
environment for both Filipino and U.S. businesses. In the
telecommunications sector, PLDT realized high profits and
performed well under foreign ownership ( Morales, p.20).

In 1945, the U.S. army, as a result of war devastation,
took control of PLDT's network. In 1947, the control of the
company was transferred to an American enterprise, the General
Telephone and Electronics corporation (GTE), which acquired
approximately 28% of PLDT's common stocks. The rest of the
stocks were mostly owned by a large number of American
corporations, each of which held a small share. The Filipino
elite also acquired a small share of the company. While
numerous independent companies existed in the provincial areas
and supplied the local exchanges, the PLDT controlled the main
trunk 1line and did not allow the smaller companies to
interconnect. By the 1950s, the PLDT had come to dominate 95%
of telephone service (Interview with Richard Pratte, 1993).
This refusal on the part of an American-owned company to allow
for interconnection and the government's acquiescence to these
demands was a clear example of American influence over the
country's domestic policy. A more politically and economically

independent state might have given more support to the smaller
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companies and demanded that they be allowed interconnection.
(Morales, 1990, p.22).

Five years after the war, PLDT's pre-war system was
completely restored, and between 1950 and 1959 the number of
telephones in service grew by 14.4% per year. Telephone
tariffs had been set at relatively high levels to make the
task of rebuilding the system profitable at the beginning of
this period but were kept nominally constant throughout the
1950s (PLDT Commemorative issue, 1978).

During the decades of the 1940s and the 1950s, a number
of factors assured the PLDT that it would receive a reasonable
rate of return on its investments. This was primarily due to
the assurance of the fixed exchange rate stipulation in the
Bell Trade Act that kept the peso pegged to the dollar. A
currency devaluation would have had a negative impact on the
profits of the company. The other reason was the fact that the
PLDT's customers were mainly the Filipino elite and
foreigners, who were concerned about availability and quality
of service and did not seek a confrontation with the PLDT. A
confrontation which could have jeopardized the expansion and
improvement of service at a time when there was still a great
deal of excess demand. (Esfahani, 1993).

By the late 1940's foreign reserves started to dwindle as

a result of industrialization policies and limited U.S.
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investment. The latter was particularly meaningful, as part of
the rationale for passing the Bell Trade Act was an
expectation of increased American investment in the country
which would accelerate rehabilitation and economic
development. However, this did not occur. American investment
in the post-war Philippines was modest compared to its
investment in other countries (Benedicto, 1993).

As a result, the government installed import and exchange
controls in 1950. Balance of payments difficulties forced the
government to ration the foreign exchange demands of many
businesses. However, the government's attitude towards the
PLDT was clearly more favorable. While the government did
impose some restrictions on the remittance of dividends to
the foreign shareholders of the PLDT, they did not restrict
debt amortization. The PLDT could easily circumvent remittance
restrictions by increasing its foreign exchange debt,
especially the amount owed GTE (Esfahani, p.23).

During this period of time telephone service grew. This has
been primarily attributed to the presence of excess demand for
telephones among the elite (Esfahani, p.24).

By the late 1950's, the role of the United States in the
Philippines had changed. Economic nationalism was a pervasive
Philippine policy objective in the late 1950's to early 1960's

with President Garcia's Filipino-first policy, and was
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discernable throughout legislative, executive, and judicial
activity. This was reflected in the use of the powers of the
government to ensure that international trade was in the

national interest (Benedicto, 1993). As a result, the United

States government lost some of its power over domestic
policies.

These new policies resulted in a major conflict between
the PLDT and the PSC following a devaluation in 1962, whereby
PLDT was not given any preferential treatment like it had been
accustomed to receiving in the past. The IMF had recommended
a major devaluation and a decontrol of the foreign exchange
market, which the U.S. approved. The devaluation would be very
costly for the company because the PLDT depended on foreign
equipment and foreign capital and its controlling shareholders
evaluated their profits in terms of U.S. dollars. PLDT
suggested that the PSC allow for an adjustment of telephone
tariffs in conjunction with the devaluation, so that the
company could go forward with its expansion program. However,
keeping the prices of the public utilities low was a way of
controlling inflation, and the government needed to keep
inflation down to avoid further devaluations that could put
the stabilization plan in trouble.

Given the political environment of the time, the PLDT

could not count on the U.S. government to intervene (interview

wen i
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with Minister Gordon, 1993).

The PLDT managers decided to postpone their expansion
plan despite the fact that the peso had not yet been devalued.
The rationale behind such a move, as explained by Minister
Dans (interview 1993) was "had the PLDT continued their
expansion plans, the govermment would have had much less of an
incentive to approve a rate increase. This was perceived by
the company management at the time as an important leverage to
pressure the government into allowing for an eventual rate
increase”.

In 1961, the Central Intelligence Agency (CIA) threw its
weight and money behind Diosdado Macapagal for the presidency,
a proven pro-American with established CIA credentials and a
free trade enthusiast. His election led to a rigorous
enactment of World Bank and International Monetary Fund
policies (Sussman, 1993). On January 21, 1962, three weeks
after his inauguration, the new administration announced a 95
percent devaluation of the peso. The PLDT and other public
utilities immediately filed rate increase applications with
the PSC. Public utility owners argued that without a rate
increase they would have difficulty financing their
expansion projects. The PLDT management publicly announced
that it would not invest in expansion until the requested rate

increase was approved (Ronquillo, 1993).
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The PLDT's slow growth during this period had increased
unmet demand and the company hoped that further delays in
investment would induce the elite in need of telephones to
press the government to grant a rate increase. The government,
however, was more concerned about the failure of the
stabilization plan than about elite demands, and found the
cost of satisfying the demands of the public utility companies
too high. Thus, they instructed the PSC to take no action on
rate increase applications until further notice (interview
with Minister Dans).

The government's policies had the desired effect of
keeping inflation low, increasing exports and keeping a steady
GDP growth rate for a short period. However, soon after, the
decline of import substitution industries together with the
shortages in infrastructure reversed the GDP growth trend
(interview with Onofre Corpuz, 1993). Thus, the weakening
economy, the pressures generated by the shortages, and the
confidence in the stability of prices prepared the stage for
the approval of a public utility tariff increase. In June of
1964, the PLDT received a 40% rate increase for all its local
services and immediately launched its expansion plan
(interview with Minister Dans, 1993).

An important aspect of the PLDT's withholding strategy

during 1960-1963 was its focus on the domestic side of the
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operations.

While local investment dropped during the period between
1960-1963, the PLDT continued to invest heavily in its
international ventures such as a joint venture to build a
submarine cable from the Philippines to Guam, with links to
Hawaii and the U.S. mainland. The Guam submarine project,
which was finished in 1964, boosted the profitability of the
PLDT far more than the 40% rate increase approved for local
services (Esfahani, 1993). One notes that even in a time of
less favorable treatment by the Philippine government and a
period of decreasing influence by the U.S. government, the
company was able to pursue a policy that eventually
forced the hand of the government. The State's inability to
force the company to expand in the face of unmet demand and
company profitability underlines the weakness of the
regulatory institutions as well as the government's ability to
resist the political manipulations of the company. Had a
stronger regulatory regimen been in place the government might
have been able to force the company to cross-subsidize its
local expansion from its lucrative international profits.

In conclusion, during the American colonial period
regulatory policy was dictated by U.S. institutions who ,in
turn, were governed by U.S. economic and political interests.

Immediately after the Second World War until 1959, the
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continuing American economic hegemony (with its implied
political leverages), in the form of the Bell Trade Act and
the Philippine Rehabilitation Act, guaranteed a profitable and
safe investment haven for Americans. Pro-American national
governments, more concerned with rehabilitation and economic
development in the form of U.S.investments, made 1little
attempts to introduce legislation that might jeopardize those
investments. Therefore, the PLDT was routinely exempt from
legislation (for example, foreign exchange rationing) that
other businesses were subject to. In addition, the presence of
excess demand for telephones among the elite assured GTE that
confrontation with the government was a remote possibility.

During the late 1950's and the early 1960's, a new
political wind in the country, in the form of nationalism,
gave rise to a lessening of U.S. commitment capability and the
absence of a friendly relationship between the company and the
administration. Conflict between the company and the
government reached a peak when a devaluation of the peso
occurred and no concomitant price increase was granted. The
government felt a rise in public utility tariffs would have
detrimental inflationary effects, undermining its
stabilization policies, which far outweighed the costs of
shortages in the service. However, when the economy stabilized

and the shortages grew, the government gave in and finally
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approved a rate increase. Throughout this period, however, the
PLDT continued to invest in its international operations and

garner lucrative profits.

Philipinization

With the parity amendment set to expire, GTE would soon
have to divest its PLDT assets. Under the Philippine political
structure allies of the president were able to outbid others
for the divested assets.

In the mid-1960s GTE was negotiating to sell its shares
in PLDT (GTE, 1976; U.S. SEC, 1977). A group of Investors
headed by Jose Cojuangco, Jr. (father of Corazon Aquino)
approached GTE in 1966 and GTE seriously considered the bid.
However, soon after President Ferdinand Marcos was elected
president of the country, high-level government officials
urged GTE for political and security reasons not to sell its
interests to the Jose Cojuangco group (Jose Cojuangco had
supported the opposition party which 1lost in the 1965
elections). (Interview with Thomas Aquino, 1993).

The group which took over the PLDT were all well-known
associates of Marcos. The group was led by Ramon Cojuangco
(Jose Cojuangco's cousin who had supported Marcos in the 1965

elections). Luis Tirso Revilla (Ramon's brother-in-law)
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Alfonso Yuchengco (a banker) and Antonio M. Meer (a lawyer)
(Esfahani, 1993). Other Filipinos involved in the PLDT
takeover were friends and associates of the group such as
Leonardo Siguion-Reyna, a lawyer who up to that point had
exercised an important role in the Philippine
Telecommunications industry; Leonides Virata, an executive of
Philamlife; Gregorio Romulo, a financial director of ITT,
Philippines and Alberto Meer, Antonio Meer's brother and close
business advisor and lawyer of Alfonso Yuchengco (Manapat,
1993).

A plan was devised to transfer the controlling interests
of GTE to PTIC, a corporation which served as a holding
company for the PLDT shares of the four owners. GTE, under
pressure to sell its interest in PLDT due to the impending
expiration of the Laurel-lLangley agreement got extremely
favorable terms. The Cojuangco led PTIC group purchased GTE's
PLDT shares for $11.00 a share, 30 percent over the list price
on the American Stock Exchange. (Manapat, 1993)(On the
surface, it would seem to make more sense for the Cojuangco
group to have bought the shares through the stock exchange
where it was selling for $8.50 a share. However, this was just
another incentive on the part of the Cojuangco group to sell
the shares to them).

GTE also received 22.5% stake in the holding company that
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enabled it to appoint one director to the board of PLDT.
Furthermore, GTE also obliged the PTIC group of Cojuangco to
require PLDT to enter into a fifteen year contract with GTE
for the purchase of telephone equipment. The terms of the
contract provided that GTE's shares in the company would be
bought for approximately $7,000,000 in cash and $7,000,000 in
promissory notes (GTE, 1976; U.S. SEC 1977).

Accérding to Meer (Tiglao, 1993) the loan was guarantéed
by the Development bank of the Philippines. The notes were to
be written off through a five to seven percent commission on
PLDT's purchases of GTE equipment. A further sweetener for GTE
was an exclusive long-term contract to publish the yellow
pages telephone directory.

What made the deal particularly attractive to the
Cojuangco group were the enticements GTE provided. Apart from
the extremely liberal incentives of paying half the price of
the shares with only promissory notes, GTE made direct
payments to the group as well. The money came in the form of
secret commissions, credits and uncollected loans over a ten
year period. The group netted one million in personal loans,
which were never expected to be paid back. In defense against
an SEC charge in 1977 claiming illegal payments were made, the
Cojuangco group argued that the loans were part of a plan to

refinance the company. However, the group was not
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able to prove that the loans were made to the PTIC. The loans
were clearly personal transfers to the four individuals
(Manapat, 1993). GTE also agreed to pay an additional
$2,000,000 fee to Stamford Trading Co., a Bahamian firm used
as a conduit for the secret payments. The deals were clearly
beneficial to PTIC and damaging to PLDT. According to the Wall
Street Journal (1977) "GTE executives have testified that one
of the factors in setting the price for equipment purchase by
PLDT was the amount of commissions GTE paid or credited
through the Bahamian company. When the U.S. SEC filed

suit in 1977 against the PTIC group, they had no difficulty
getting the defendants to agree to the court injunction of
$1,000,000 transfer from PTIC to PLDT".

After the GTE-PTIC deal, other U.S. and Filipino
shareholders in PLDT remained by-and-large passive investors.
The PTIC group dominated the PLDT board and business was
directed to enterprises held directly or indirectly by the
PTIC group. Insurance, construction and many financing
contracts went to related companies. This system created the
possibility for directors and management to transfer the
company's profits to their own accounts rather than sharing
them with other stockholders. The Philippine SEC and the
Public Service Commission never questioned these practices

(Manapat, 1993).
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In 1969 PLDTs franchise was extended for twenty-five
years beyond its 1978 expiration date. Debate in the Congress
ensued about whether the company should be subject to
corporate income tax. There were those who believed that the
franchise tax was insufficient and a final compromise raised
the company's franchise taxes to 2 percent of its gross
receipts (Esfahani, 1993).

During the 1970s PLDTs overall profitability was low and
it had 1little incentive to invest. The company's third
expansion plan (X-3), which it was implementing between 1973
and 1978 was a very small project. Specifically it was less
than half of the previous expansion plan in terms of
installations. This was curious because the mid-1970's were
boom years for the Philippine economy. Yet the company made no
attempt to expedite or enlarge the expansion plan.

In fact the expansion plan was largely completely by 1976
and it was not until two years later that the PLDT started its
next project (Manapat, 1993). It was also during this time
that the governments support was clearly demonstrated in the
form of rate increases, the foreign exchange indexation of
local rates and the mandatory subscriber investment plan
(Esfahani, 193) In fact, the administrations favorable
treatment was in marked contrast to its treatment of Meralco,

the electric company owned by the Lopez family. After martial
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law (1973) President Marcos was wary of the ambitions of the
Lopez family and after martial law appropriated a large part
of their assets. First were the newspapers owned by the
Lopez family, which were closed down after martial law and
were not reopened until they were sold to one of the
presidents relatives. Next, in a measure that the president
called "popular”, electricity tariffs were reduced. In reality
this was a measure to force the sale of Meralco to one of
Marcos' cronies. When this tactic did not work, Eugenio
Lopez's son was taken into custody and accused of trying to
assassinate the president, forcing the older Lopez to sell
Meralco to the Meralco foundation, Inc., a non-stock firm set
up by Marcos' brother-in-law (Tiglao, 1989).

The vfavorable treatment of the PLDT by the Marcos
administration raises the question of the relationship of
Marcos to the company. Although president Marcos had no
interest in the PLDT under his own name, revelations after his
departure in 1986 show that he must have had a major stake in
PTIC, represented by the Cojuangco family. Attorney's
investigating the case found that in May 1978, Ramon Cojuangco
and Luis Revilla had transferred forty-six percent of PTIC
shares, with a value of P 170,000,000 to Prime Holdings
company, at the price of P 6.5,000,000, five percent of

the market value (Sison, 1986). Prime holdings had been formed
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by two Marcos financial advisors, one of whom admitted in 1986
to have acted as a Marcos front. The attorneys concluded that
the sale had not been forced but had belonged to Marcos all
along. The reasons for the transfer are not clear. Some have
speculated that the transfer may have been prompted by Marcos'
disease, as his family became concerned over securing his
fronted assets after his death (Jonathan Chua, 1996).

Interestingly, there was no change in PLDT's board.of
directors between 1977 and 1981, suggesting that the 1978
transaction was not intended to shift control of the company
(Esfahani, 1993).

During the mid-1970's the U.S. SEC began investigating
business misconduct and asked publicly traded corporations to
carry out internal audits about inappropriate trading
practices. GTE's audit uncovered its shady deals with the PTIC
and in February 1976 GTE halted its arrangements with the
Cojuangco group, informing them that commission payments would
stop. (Manapat, 1993).

It also refused to pay some $1.7 million that the group
had earned under the existing arrangements (GTE, 1976 p.22).
However, GTE maintained its stake in PTIC. In January 1977,
the U.S.SEC filed a complaint against PTIC group. PLDT would
find it difficult to borrow and invest while its contracts

with GTE were being terminated and the U.S. SEC was preparing
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an indictment against it. Although the case was quickly

settled out .0of court, the conflict with GTE continued until
December 1977, when GTE abandoned its PTIC shares. This freed
PLDT to resume its investments. However, the only visible
improvements during these years were in the number of
domestic and long-distance circuits. Many of the circuits were
rented from related telecommunications companies-firms that
were franchised as carriers. An important supplier for
domestic long-distance was Domestic Satellite Philippine Inc.
(DOMSAT), a company owned by Ramon Cojuangco and directed by
a2 number of Marcos cronies (De Luna, 1986). The main suppliers
on the international side were Philcomsat, Philippine Global
Communications (Philcom) and Eastern Telecommunications
Philippine inc. (Eastern Telecom). This interrelated structure
of enterprise provided an important channel for directing
PLDTs profits. For example, Philcomsat's profits over the
1966-1989 period were far larger than those of the PLDTs
(Isberto, 1986).

After the martial law period entry of other competitors
into the telecommunications sector increased. Previously,
entry had been restricted because obtaining a franchise from
the congress was politically costly. Under martial law
President Marcos could grant franchises at will, and he used

this power to arrange for entry into the growing long-distance
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telecommunications market for firms to which he had ties. To
avoid conflict among his associates, particularly between PLDT
and the newly established firms, Marcos restricted the new
franchises to message or data communications (Esfahani, 1993).

The last years of the Marcos era, particularly the period
of 1978 to 1985, clearly exposed the fundamental flaw in the
country's underlying institutional structure. The government's
inability to commit itself to anything other than individuals
meant that members of the ruling elite would be compelled to
sharply cut back on investments inside the country as soon as
anything threatened the political balance, even though they
had ample supplies of foreign credits, and could ensure
profitability in their businesses. Favorable treatment from
the governﬁent helped boost real telephone tariffs and provide
access to large foreign loans, yet PLDT's net investment in
local service was modest, and its real rates of return were
negative (Esfahani, 1993).

As the Marcos regime continued to wane cronies 1lost
interest in investments and used every arm of the government
to squeeze as much as possible from the economy. The economy
slowed, inflation mounted and foreign debt and capital flight
soared (Interview with minister Dans, 1993).

The picture that emerges for the period 1978-83 is a

telecommunications company with friendly ties to the
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administration that is given the opportunity to earn high
profits, take over the assets of other companies and borrow
heavily. Since the company was concerned with the stability of
the administration, it hesitated to expand the local network,
except in the area of 1long-distance services. As the
disintegration of the Marcos regime accelerated in the 1984-
1985 period and the economy collapsed, PLDT's investment came
to a complete halt(Sison, 1986). Capital flight increased énd
the PLDT managers failed to remit foreign exchange earnings in

1985 (Friedland, 1988).
Aquino, Political Turmoil, and Regulatory Activism

The ushering of a new coalition of forces represented by
the Aquino administration increased regulatory conflicts
between the PLDT and the new government. The Presidential
Commission on Good Government (PCGG) sequestered PLDT's assets
and appointed a supervisory committee, headed by attorney Luis
F. Sison, to oversee its management. The task of the committee
was to investigate the connections with Marcos and its
business practices. Numerous allegations were leveled against
those in control of the company. The PCGG particularly
identified and expropriated the Marcos holdings in the PTIC.

(Tiglao, 1988). The committee was presented with deeds of
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assignment showing that in 1981 Ramon Cojuangco and Oscar
Africa had attempted to buy the shares of Prime Holdings in
PTIC. However, the deeds were not notarized, did not
specify any payments, and were not recorded in the books of
Prime Holdings. Therefore on May 2, 1986 the sequestration was
lifted (Sison, 1986).

The following month PLDT shareholders elected new members
to the board of directors. Oscar Africa, from a promiﬁent
family with significant interests in other Philippine
telecommunications firms, retired as president and was
replaced by Antonio Cojuangco, Ramon's young son and relative
of President Aquino. PCGG placed two of its members to the
Board of directors. Over the following months, they reexamined
the compaﬁy's business practices and issued a more positive
report about its management. The commission eventually dropped
the case against the PLDT (Esfahani, 1993).

The first few chaotic years of the Aquino administration
were dominated by a wide range of represented interests which
impeded the development of clear policy objectives and left
individual government officials with broad discretionary
authority. The new government seemed to prefer expropriating
PLDTs assets through tax increases rather than rate
reductions. The main interest in these actions was to increase

government resources (Tiglao, 1988).
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Another policy initiative during the Aquino
administration was the National Telecommunications Plan
developed by the Department of Transportation and
Communications. Under the plan the government would use
official development assistance funds to build
telecoomunications facilities in areas where they would not be
in competition with private sector. After the projects were
established they would be transferred to the private sector in
a competitive process. PLDT would be eligible to participate
in the competitive process, but it would have to compete with
other firms. (Friedland, 1988)

In addition to its problems with the new regulatory
environment, PLDT faced difficult foreign borrowing conditions
because of its own accumulated debt and because of debt
rescheduling negotiations between the government and foreign
creditors. This resulted in the PTIC group allowing the
domestic network to stagnate while investment in international
circuits continued (Esfahani, 1993).

By 1990 the new competitive political system had
weathered several crises and become more settled. The "old"
elite regained control and reestablished the institutions
through which they exercised control, although now non-elite
groups, particularly the middle class, had more influence than

in the past. The PTIC group managed to improve its political
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standing with the elite groups that won out in the leadership
struggle. The influence of the Cojuangco family in the
legislature and the bureaucracy and its control of a major
newspaper turned government policies more favorable toward
PLDT and ensured that the PCGG representatives on the boards
of PTIC and PLDT remain inactive (Tiglao, 1993) .

Although PLDT had gained strong support within all the
branches of government, it invested slowly. This did not make
sense as profitability in the company was on the rise. PLDT
even fought to reserve underdeveloped regions and services for
which it had no plans to invest any time soon, clearly showing
that highly profitable investment opportunities existed in the
sector. Industry observers have speculated that their company
must have been concerned about the government's inability to
guarantee them a competitive rate of return beyond the end of

the Aquino Administration (Jonathan Chua, 1996).

Ramos, Monopoly Breakup, Competition, and Interconnecti®n

Under the administration of Fidel Ramos who took office
in 1992 events took a different turn. Ramos decided to support
the entry of new firms into the telecommunications market and

dismantle PLDT's monopoly (Tiglao 1993a). In February 1993 he
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presided at the signing ceremony for a joint-venture between
Globe Telecom of the Philippines and Singapore Telecom
International, which hoped to take over a big part of the
market from PLDT (Tiglao, 1993b). At the same time president's
office also reversed the decision by the previous
administration on rebidding the disputed privatization
projects and allowed Digitel to operate them (Tiglao, 1993c)
By the end of 1993 PLDT, in response to administration

pressure, undertook an ambitious "zero-backlog”" program. Its
backlog had reached 800,000 lines. It was also in 1993 when
effective deregulation of the industry was initiated. New
players included Globe Telecom, owned by the Ayalas ( one of
the most prominent families in the Philippines); a company by
Eugenio Lopez called Communication International corporation
(CIC); Digital communications owned by shopping-mall and
manufacturing magnate John Gokongwie and Cable and Wireless of
Britain; Smart Information technologies, 63% controlled by a
group of Filipinos and 37% held by a local subsidiary of the
Indonesian-owned, Hongkong based First Pacific Group (Tiglao,
1993d).

Nineteen ninety-four was the year the NTC decided to
divide the country into eleven service areas which would then
be assigned to the different telecommunications firms existing

in the country. Under the new rules no single operator could
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control Metro Manila's telecomminications needs since the NTC
had required each company to develop both an urban area and a
rural area that had been matched to it (Business World, 1994).

The government also broadened access to international
satellite systems by creating policy that would allow local
telecommunications operators direct access to international
satellite organizations. Up to that point Philcomsat was the
country's sole signatory to two international satellite
consortia-Intelsat and Inmarsat. The administration's
broadening of NTC powers during this period augured well with
its plans of liberalization and de-monopolization of the
industry (Clifford, 1994).

PLDT's response to the new regulatory environment and to
the increased competition was initially introverted and
defensive. However, a poor public image coupled with the
inevitability of increased competition pushed the PLDT to
reassess its tactics.

Gradually, the PLDT substituted its weaker defensive
posture for a decidedly more aggressive one. The zero-backlog
program was one response. Another was the strengthening of
Piltel, a once obscure subsidiary of PLDT. Investment in
Piltel (the cellular mobile arm of PLDT) catapulted the
company to leadership in the cellular mobile market, claiming

eighty percent of the country's users(Tiglao,1994).
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Ironically, the Ramos government's campaign to dismantle
the monopoly of PLDT enhanced its shares value. The PLDT was
not only awakened from its inertia, prompting it to embark on
a crash program to fill unmet demand but also awakened the
interests of investors in the company, both foreign and local
(Perez, 1994). By 1995 the PLDT stock was trading at six times
what it was before the Ramos government was inaugurated in
June 1992 (Tiglao, 1995). In October 1995 a hew
telecommunications bill was passed-the Public
Teleconmmunications Policy Act of 1995 (or Republic Act 7925).
Weeks after the new implementing and regulations were
released, the new players accused the PLDT of monopolistic
conduct, sparking a battle over exclusivity arrangements. At
about the same , negotiations for interconnection arrangements
were underway and many of the new players complained that the
arrangements tended to favor the PLDT.

Under the new regulatory environment telecommunications
firms are no longer subject to a multitude of regulations.
Many of the latter have been either done away or replaced with
market-oriented ones. Industry players can now take numerous
initiatives previously reserved for government (Chua, 1995).

Critics of the new telecommunications Act argue that the
bill has effectively weakened the power of the regulator by

allowing more decisions to be decided by the marketplace, thus
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tacitly undermining the new entrants in an already uneven
playing field and empowering the dominant player (Interview
with Jonathan Chua, 1996). A good example would be the access
charges that the PLDT charges for interconnection. Companies
have complained the access charges are too high and that the
cost could effectively put the competitors out of business
(Interview with Richard Pratte, 1996).
In a case like this the NTC can not directly intervene becaﬁse
the new Telecommunications Bill limits the NTCs power in this
regard. The dispute must be resolved at the industry level
(interview with Jonathan Chua).

Apart from the cost of interconnection, companies like
ICC (Intermational Communications Corporation are complaining
about the quality of interconnection the PLDT has provided the
companies with. The ICC is complaining of customer
dissatisfaction because of a lack of circuits to PLDT lines.
While ICC has fared better than many of the other companies in
its phone installation requirement (40 percent of its 1996
target), its lack of connecting circuits to the PLDT network
has hampered Bayantel (ICCs service) subscribers from making
calls and has been responsible for confidence erosion. ICC
prodded the NTC to require PLDT to submit its provisioning
schedule till year end and to penalize PLDT if it fails to

comply with its obligations (Pano, 1996). A week after the
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complaint the NTC responded with a memorandum requiring all
carriers to undertake traffic studies to determine
interconnection trunking with the PLDT as well as with inter-
service area operators. (Marcelo, 1996).

As for compliance to the roll-outs or installation
mandates by the government, the president chided the DOTC and
the NTC for not remedying the situation of the poor performers
in the industry. President Ramos was reacting to reports that
10 carriers had so far installed in the first half of 1996
only 20 percent of the combined commitments of 1.35 million
lines for 1996. This represents only 3.75 percent of the 7.2
million lines targeted during the three year implementation of
the Service Area Scheme (SAS) according to statistics released
by the DOTC (Pano, 1996). Local Exchange Carriers (LECs) which
are suffering from slippage in telephone line installation
would be in danger of losing their contracts if they did not
meet the 1998 deadline (Philippine Star, 1996).

Meanwhile the PLDT surpassed its target for the
installation of telephone lines for the first half of the
year. Investment in service improvement and expansion
continued to grow. The additional plant investment for the
period brought the net value of PLDT's property, plant and
equipment to P82.8 billion at the end of the years first half

(Star, September, 2 1996). The PLDT earlier in 1996 reported




3 25.3 percent
year to 2.92 kL
saxe period in

dercent to 13.7

tmparative perx
dstance networ
“¢ sane perjo
¢ mmber of t
“tional long

In summa;
Hetarchy set
2ower Was veg
'ilita:y' wit
bet‘ween the S

“ .



100

a 25.3 percent r