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 Th e end of the Cold War has focused increasing atten tion on varia
 
 tion among capitalist sys tems. Now that the stmggle between communism
 
 and capitalism has given way to continual shifts in in tra-capitalist rivalry and cooperation, the diversity among "free-market" economies has be come more apparent than at any time in the last h alf cen tury. Nowhere can one fin d greater variation than in the so-called developing world or Third World ( both terms, in their own way, of distinctly Cold War vintage); the astounding growth of newly industrialized countries in East
 
 it is often
 
 obselVed, offers an especially dramatic co n trast with the stagnation of much of sub-Saharan Africa. Unfortunately, modern political economy often provides little guidance in analyzing this variation . Amid today's widespread praise for the "m agic of the marketplace , " i t is n o t always clear why the tricks of capitalist sorcery vary so e normously from one political setting to another: some states are clearly obstacles to sustained development, while others very successfully guide their economies through the most challenging of externally im posed obstacles. Careful examin a tion of the Philippine political economy, this book demonstrates, offers valuable insights into the relationship be twee n political and economic developmen t in the Third World as a whole. Most of all, analysis of the Philippine experience highlights t h e cen trality of sound political foundations to successful economic development. My interest i n the Philippines significantly predates any particular con cern with intra-capitalist variation, governmen t-business relations, or the politics of ban king. This work emerges out of a long journey, tracing its origins to my first an-ivaI in the Philippines over fifteen years ago. As part of a c h urch-based program concerned with h uman rights and development issues, I t rave led throughout the archipelago and learned firsthand of the political commitments of a broad range of Filipino society. My ties to the ix
 
 r x
 
 Preface
 
 country were further nurtured in other capacities: as a U.S.-based human rights advocate, freelance journalist, intern for an American foundation in Manila, language student, visiting researcher, and scholar of politics. This longstanding association with the Philippines-a combination of ex tended stays and impatient absences since October 1980-has coincided with the deep crises and popular resistance during the twilight of the Mar('os regime, the democratic exuberance of the early Aquino years, the political disenchantment and economic doldrums of the late Ig80s and 199os, and the new optimism that accompanied the economic up turn under the Ramos administration in the mid-I 99os. Through these years, I have developed an enduring attachment to the archipelago and its people. Although I am an outsider, long association with those seeking change has promoted keen interest in the (:apacity of the Philippine political system to deliver freedom and prosperity to Fil ipinos of all social strata. My initial rnotivation for this study, as discussed below, was to seek an explanation for the country's longstanding difficulties in converting its enormous developmental assets into sustained develop mental progress. Analysis of the particular variety of capitalism fonnd in the postwar Philippines-booty cap italism-not only yields valuable lessons for students of comparative political economy and political development but will hopefully also he useful to those seeking to promote political and economic transformation in the present-day context. To the extent that my analysis may at times focus excessively on structural obstacles to change, 1 would like nothing more than to be proved wrong by the many agents of sweeping reform whose work I so deeply admire. I hope, as well, that insights from this book-based on developments up to late 1996-will prove valuable in analyzing the new challenges confronting the Philippines and its neighbors since economic crisis began to rock Asia in mid- 1 99i. I am grateful to the hundreds of persons who have given generously of their time in assisting the completion of this work, beginning with those who agreed to often-lengthy interviews as well as those who assisted in locating or providing materials essential to my research. It is not possible to list all those who have offered erlcountgement, support, or helpful ideas since this work was first cOlH:eived in 1 9/)9, hut I must highlight the con tributions of Patricio Abinales,Jose Almonte, the late Chester Bahst, Coeli Barry, Cynthia and Germelino Bautista, Emil Bolongaita, Robin Broad, Gerald Burns, Alexander Calata, Sheila Coronel, Nick Cullather, Em manuel Esguerra, Armand Fabella, Raul Fabella, Jaime Faustino, Antonio Gatmaitan (an especially insightful and encouraging early informant), Terence George, James Goodno, Gary Hawes, Eva-Lotta Hedman, Carolina Hernandez, John Humphreys, Erik Jensen, Joseph Lim, V ictor Limlingan, the late Charles Lindsey, Lawrence MacDonald, Alex Magno, Lorna Makil, Roberto Millena, Matt Miller, Kay Mohlman, Resil Mojares,
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 Fr. Theodore Murnane, Yoshiko Nagano, Vitaliano Naiiagas, Lin Neu mann, Romulo Neri, Ramon Orosa, Esther Pacheco, Emerito Ramos, Noet Ravalo, Cooper Resabal, Temario Rivera, Sixto K Roxas,James Rush and Asuncion Benitez-Rush, Sheila Samonte, Steven Solnick, Filomeno Sta. Ana, Edita Tan, Rigoberto Tiglao, David Timbemlan, Ramon Tiaoqui. Carlota Valenzuela,Jeflrey Winters, David Wurfel, and Josef Yap. Particular thanks to Antonio Abaci, Emmanuel de Dios, Donald Emmerson, Barbara Goldoftas, Amado Mendoza, Joel Rocamora, Mark Thompson, and the anonymous readers of Cornell University Press and Ateneo de Manila University Press for providing comments on some or all portions of earlier drafts of the manuscript, as well as to Roger Haydon of Cornell University Press for valuable guidance throughout the process of revision. Any elTors, of course, are mine alone. Additional thanks to Philippine institutions that have, at various points, offered refuge and assistance: both the Third World Studies Center and the School of Economics at the LJniversity of the Philippines-Diliman, the Philippine-American Educational Foundation, the Philippine Social Sci ence Council, the Philippine Center for Policy Studies, and the University of San Carlos in Cebu City. Also much appreciated is the assistance pro vided by the staffs of the libraries of the Ateneo de Manila University; Business World; the Central Bank of the Philippines; lbon Databank; the Lopez Museum; Sycip, Gorres & Velayo; and the University of the Philip pines (particularly at the School of Economics). Valuable research as sistance has been provided by Illany persons, most notably Gina Bene merito, Ben Endriga, and EdgarJovero. lHamming saimnal s a inyong lahat! In the United States, heartfelt debts of gratitude extend back to prcficld work graduate student days ill New Haven, ,vhere Kay '\1anstield of the Yale Council on Southeast Asia provided "matron-client" nurture to us all, Edita Baradi kindly polished our Tagalog, and Charles Bryant guided us through Stirling LibrAry's fine Southeast Asian collection. After returning from field research, T benefited enormously from the collegial and sup portive environment of the Harvard Academv f()r International and Area Studies. Most recently, a host of colleagues a t the Department of Political Science and the Center I()r Southeast Asian Studies of the Universitv of Wisconsin-Madison-in particular Donald Emmerson, Edward Fr ed man, Herbert Kritzer, T..J. Pempel, V irginia Sapiro, Michael Schatzberg, Bernard Yack, Crawford Young, Michael Cullinane, Daniel Doeppers, and Alfred McCoy-have offered hearty encouragement and much useful ad vice toward the completion of this work. Cee-quarters of all financial assets. Even when th� investment houses (merchant banks) were at the height of their strength, in the mid-1970s, the combined assets of com mercial banks were eleven times those of investment houses.
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 dominated; and four highly profitable branches of foreign banks, all of which have been in operation since at least the late 1 94os. 1 5 First priority in loan allocation by government banks generally goes to those with great est proximi ty to the political machinery. Within private domestic banks, the historical pattern is for related en terprises of the extended family (or families) owning the bank to enjoy first priority on loans. The basic build ing blocks of the Philippine business community are extended family conglomerates, and among the surest means for such groups to secure credit is through ownership (or partial ownership) of a commercial bank. These loan abuses, in which families milk their banks to support related enterprises, are compounded by other types of distortion in credit alloca tion . Bankers often use their powers of loan allocation to bolster their patronage networks and to strengthen ties with political allies who could reciprocate in some way at a later time. A banker "dispenses l argesse and favors," explains one former bank president. 'To be given a loan [ is] to be given a great favor," and builds on the "reciprocity [ that] is a part of the fabric of Philippine life . " 1 () Because bank ownership also advances familial interests by yielding a wealth of useful information about political and economic developments, it is commonly referred to as "the next best thing to tapping into a confessional booth. " Third, the banking system has created a high degree o f financial in stability, the root cause of which is regulators' inability to curb the milking of loan portfolios by bank owners, directors, and officers for related family enterprises. As early as 1 970, one economist noted that the Philippines "has probably had more financial scandals or financial institutions in distress than any other Southeast Asian country. " 1 7 Problems later inten sified, with major episodes of bank failure in the mid- 1 970s, the early 1 980s, and the mid- 1 980s. Banking reforms have been largely unsuccess ful either in curbing these loan abuses or in altering the ownership pat terns that encourage the m . Fourth, the banking system provides enormous profits t o those banks that are primarily in the business of banking for the sake of banking profits (and not for the sake of financing related family enterprises) . According to the World Bank, pretax profit margins in the Philippines in the late 1 980s were roughly 300 percent higher than the average of such margins in eight other countriesY' Bankers enjoy oligopolistic power that is un challenged by the Central Bank, and prices for important banking services I ' By year-end 1995, as discussed in Chapter Nine, PNB was more than
 
 50 percent pri
 
 vati/ed and ten new foreign banks were allowed to open branches in the country. 1 6 I nterview, Ramon S. Orosa, former president of Philippine Commercial and Industrial
 
 Bank and f()rmer chainnan of International Corporate Bank, April 30, 1990. 1 7 Robert F. Emery, Thr Finan cial Institutions of Southm;t Asia: A Country-by-Country Study (New York: Praeger, 197° ) , 482. IH World Bank, Philippine Financial Serior ( 1 98 8 ) , iii,
 
 73.
 
 \
 
 11
 
 seem t o b e set by the actions o f a cartel. Large spreads between interest rates for loans and deposits (initially enforced by regulation, but more rec ently maintained, it seems, through collusive actions) guardntee high levels of profitability for those banks whose loan portfolios are less fla grdn tly milked by their directors, officers, and stockholders. As a result, the four foreign banks have found profits from their Philippine brdnches to be among the highest in their entire international branch network. 1 onomy nnd S"rid)', I I : 1 092 , I 1 03. But as discussed helow, such i n ternational ties are qualitatively different ti'om those fou n d in the Third \\'orld today. and
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 the need to guard against external threat and ( because of a steady flow of external resources) from the need to develop a self-sustaining economy. Only by looking at this postcolonial international environment can we understand how the central state persisted despite its inability to tame the power of "local patrimonial lords"; how a decentralized form of pa trimonialism persisted amid a modernizing economy; and how neo patrimonialism arose in the wake of a relatively more "rational-legal" col onial state. In elfect, client relations with the Un ited States created and sustained a hothouse within which patrimonial features have flourished. I n sum mary, it is unlikely that Weber would ever have imagined anything quite approximating the Philippine political economy, since the perpetua tion of its weak central state is a phenomenon seemingly unique to the colonial and postcolonial period. In describing the Philippines as a polity with strong patrimonial features, therefore, i t is important not to forget that we are transplanting '-\leber's framework into a setting that he did not anticipate.
 
 CHAPTER THREE
 
 Patrimonia l States and R e nt Capitalis m : The Philip pines in Com parative Perspective
 
 H ow does tbe Philippines compare with other Third World polities that exhibit strong patrimonial features? Clearly, the Philippines provides only one example of a polity that has been unable to bring "political arbitrariness to heel," and only one example of how capitalism can be "pol i tically oriented." Weber devotes great efIort to analyzing variation among patrimonial structures, and explains that some are more advanced than others in developing "bureaucratic features with increasing func tional division and rationalization" and operating "according to definitive procedures . " Moreover, he suggest5 that some patrimonial polities provide a clearer distinction between the '"state' '' and the "personal authority of individuals" than others, and thus begin to approximate certain aspects of the modern bureaucratic state. In other words, the ease by which an incli vidual bureaucrat can "squirm out of the state apparatus into which he has been harnessed" (and pursue individual. rather than corporate, goals) varies greatly even among patrimonial polities. Some display far more internal cohesion than others. 1 In addition, Weber employs many terms to describe capitalist systems that are hampered by the weak degree of calculability in the political sphere, and distinguishes among various forms of ( not fully rational) capitalist activity according to whether their "sources of gain" originate i n I "l ax Weber, Erollomy and !'jori!'l)" (Ikrkdey: I T niversity of California Press, I 9 7 H ) , I I : I 02 H , loHg, �19 H . 9H7-Hil. While \"",,her', complex treatment of variation among patrimonial pol
 
 lUes IS beyond the s,ope of this work, he focuses on such criteria as whether ( I ) the mlcr's pOwers are relatively more stt'reotyped or (see, for example, Emnmny and SOfidv I: 232 , I I : I 03 H , 1 °"1 0, and 1 (70) : ( 2 ) polities are more celltralized or decentrdlized (see I : I I : 1 02;-" I 03 1 -:\ � , 1 °'10 ) : and (:{ ) tht' patrimonial bureaucrdCY i s COJlfrol1 ted hv
 
 or
 
 free of counterva i l i n g social pressures (see I I :
 
 1045 and t o"!7 ) .
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 "trade, war, politics, or administration. "2 Moreover, Weber writes that "po litically oriented capitalism, just as capitalist wholesale trade, is very much compatible with patrimonialism. " 3 Central to his analysis, of course, is a focus on the political tc)Undations of variation among capitalist systems. It is useful to extend Weber's broad categories to a discussion of the variation that exists within modern-day patrimonial polities and capitalist systems, and place the Philippine political economy in larger comparative context. I n doing so, we return to a consideration of the two dimensions of capitalist variation that were introduced in Chapter One, and combine our foclls on the nature of the state with a discussion of the relative strengths of state apparatuses and business interests. Certain patrimonial polities, I argue, seem to evolve much more readily than others, and Weber's theory of capitalist development oflers clues as to why. The first section of this chapter compares the Philippine polity with other states that have strong patrimonial features, and Philippine-style capitalism with other forms of rent capitalism. The second section argues the need for a more differentiated view of state apparatuses and capitalist systems, and the third section provides an initial framework in which to understand better why patrimonial katures are more likely to evolve in some settings and persist in others.
 
 Comparing Patrimonial Polities
 
 For the purposes of present analysis, we can confine the discussion to two broad types of patrimonial polities,4 First, there is the patrimonial ariministmtivf statf', exempiitled by such diverse examples as the former ''''"l)('r, "Author's Introduction," i l l
 
 The Pro'l',, 'anl nlli( and
 
 IiiI' Spiril oj Capilaiism
 
 ( :\n\'
 
 york: Charles Scribl1er'� Sons, 1 9:;1< ) , 2 ,) - 2 4- Callaghy l ists the wide array of terms " m n d i n
 
 \Yeller's texts: " colllmercial capitalism." "political capital i s l l l , " "boots ('apitali�m." '\I\:11ile the present analysis does not presume to capture all variations of capitalism within these two dimensions, it does attempt to take analysis beyond the usual laissez-faire versus statist continuum which, as discussed earlier, fails to capture adequately the wide variation found i n capitalist systems throughout the developing world. By focusing on cross-national differences such as those f()und in the matrix shown on page 20, it is possible to understand better why ren t seeking behavior predominates in some settings, yet is far more con strained in others. Economists who theorize about rent seeking generally confine their discussions to micro-level behavior within "the ren t-seeking society, " and have very little to say about the state stmctures in which this behavior most thrives. To the extent that rent-seeking theorists do exam ine cross-national differences, they tend to make the mistake of presuming of ren t seeking is dependent on one simple variable: the that the more government i n tervention in the economy, the more rent seeking. As Buchanan writes, "Rent-seeking activity is directly related to the scope and range of governrnental activity in the economy, and to the relative size of the public sector." I 'I I f one were to rely on this framework, i t would be hard to fathom how the actions of developmental states have often been very successful i n guiding the process o f economic transf(mnation . Moreover, laissez-faire prescriptions for patrimonial states would probably do little to address theil' basic deficiencies; it is of little value to preach the virtues of a freer market and the evils of government intervention when what is needed is a
 
 state apparatus that can finally provide the calculability necessary to sup port more advanced forms of capitalism. Careful examination of the politi cal foundations of capitalist systems not only strengthens our understand ing of c ross-national variation in the prevalence and character of rent seeking behavior, but also helps us to analyze the social dynamics by which rent capital isms may be transformed. Peter Evans has provided an important critique of "neo-utilitarian " ap proaches to political economy, highlighting the need to examine variation among state apparatuses. The expectation among utilitarians "that a state run by an undisciplined collection of individually maximizing incumbe n ts will tend to become a predatory monster are plausible, but i t is patently false that some natural law of human behavior dictates that states are invariably constructed on this basis"; some states are actually "corporately coheren t organizations" that do more to promote economic transforma tion than to ObSIHICI it. "A differen tiated view of Third World states," Evans concludes, "suggests . . . that the constntCtion of a ' real' bureaucratic apparatus (as opposed to a pseudobureaucratic patrimonial apparatus) is a crucial developmental task . " When prescribing solutions for economies hobbled by rent-seeking behayior, i n other words, state bashing should give way to state building. In his analysis, Evans classifies state apparatuses along a continuum of "predatory" (� la Mobutu's Zaire) to "developmental" (a la the East Asian NICs and Japan ) . Most Third World states, he explains, fal l somewhere between these two extremes ( and are dubbed "intermediate states") . I n focusing attention on variation among developmental states and i n ter mediate states, however, Evans has overlooked important elements of vari ation among patrimonial polities. In particular, by presenting Zaire as his archetypal example of a state that fails to promote development, he does not consider other cases that would also be patrimonial but be properly placed elsewhere according to the relative strengths of state apparatllses and business interests ( that is, along the horizontal axis of th e matrix presented on page 20) .20 The Philippines is not plagued by the overpower ing strength of a predatory state but rather by the overpowering strength of a predatory oligarchy; as discllssed earlier, the primary direction of rent 20 Peter B . Evans, "Predatorv, Ikvc l opIllC'll tal, and Other '\pparatuses: A Comparative
 
 POli t i ca l Ecouomy Perspeniv'e 011 the Third World State." S()(io[of,";w[ hmml 5 (} t -S H 7 , a t 565-5 X � . Evaus's continuullI basi cal ly (OI1I'I1C's irself to th
 
 1 '1 am s M. Buchanan , "Rent Seekinfi and Profit SeC'kinfi." in Toward 11 Throry of thr Jifnt· .l Srrkinf( SOtift�, cd . . IamC's M. Buchanan, Robert D. Tol l ison, and Gordon Tullock (CollC'fiC' Station, Texas: Texas A&M Press, (IX,,) , 9. Similarly, Kmeger seems to assert that the fireater
 
 e
 
 I
 
 the presence of govC'rnment·imposed restrictions on the economy, the more "all·pervasive" one can expect of the RC'lJt-SC'eking Society,
 
 0. Knteger. "The Political Economy Til!' i\,menran J:'mnolllic RnJinll t>4, no. 3 ( 1 974 ) : 29 1 -:,°3 , at 30 2 .
 
 behavior to become. Anile
 
 57
 
 He
 
 e
 
 4 . !lO, 4
 
 (I
 
 left side
 
 my
 
 n o t onlv fai l s to incorporate the patrimonial oligarchic state; i t is also unclear where hC' would place l h e m i n imalist refiulatorv state asso,iatC'd with laissez-bire capitalism . In fairness, however, Evans's foctls 011 variations amollfi developmental and i n termediate matrix.
 
 states ( rather than patrimonial states) is entirC'ly consistent with his overa l l i n terest in the role played by states in industrial transformation. The fullest exposi tion of his excellcnt thesis is
 
 EmlJedded iiu/onolfl'-l': Slate.1 and Intius/rial Tmnljonnalioll ( Princeton: Princeton l:n i versity Press, )
 
 9!JS ) .
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 extraction in the Philippines is the opposite of that in Zaire. Few would dispute President Ramos's obselVation that the "Filipino State has h is torically required extraordinarily little of its citizens"; in fact, the over riding concern is how a few of its c itizens can so systematically plunder the state for private ends. 2 1 The distinction between the "patrimonial administrative state" and the " patrimonial oligarchic state" highlights at least one key difference in types of predation obstmctive to capitalist growth. Nonetheless, Evans velY clearly points analysis in the right direction, beyond the minutiae of individual bureaucratic behavior and toward a focus on the enormous cross-national variation that exists among the in stitutional contexts in which bureaucrats act. I t is COITect to presume rational actors, in other words, but a big mistake to presume the presence of a rational-legal state. Such recognition is a critical initial step for the Philippines-and many other Third World nations-to overcome long standing obstacles to sustained developmental success. The next section further examines the possible paths by which states might begin to climb fro m the lower to the upper portion of the matrix, that is, be transformed into relatively more rational-legal stmctures.
 
 Prospects for the Evolution of Patri monial Features
 
 One of the leading scholars of patrimonial features in modern Third World states, 'T'homas Callaghy, readily acknowledges that "no theOlY exists about how . . . shifts [from personalized to hureaucratic administration] occur." This section does not attempt to create such a theory, but seeks rather to offer an initial comparative framework in which to analyze certain possibilities for transformation. In doing so, one must heed Callaghy's caveat to both scholars and poliCY1nakers: "Change is usually slow, incre mental, uneven, often con tradictory from a given analytical or policy point of view, and dependent on the outcome of unpredictable socioeconomic and political struggles. vVe cannot afford to stop looking for changes or trying to bring them about, but we must retain a sense of the historical complexity involved. "22 Y I I n a ugu ra l speech of President Ram os, June ,)0. 1 9t) � . i n Phili/J/!illl' Nnos. J ul v H- I 4, 1 9\)2. Certain S(,l1alors in the Aquino el�1 actually consi d e re d phmder of the state such an
 
 t'nciurillg plague upon the l a n d that they i lltroduccd a measure dectlring it punishable by death, Anv persons amassing m i l l io n or $+6 m i l l ion in "i l l-got te n "eahh "-the spon· proper I h reshold-would h e executed b y t h e s tate they SOl'S were in disagreement as t o had sacked. Ala n i/a Chmnirll', June I , 1 91\9. Thomas M. Cal l ag hy. ''Toward State Capabil i ty and Embedded Liberali s m in the Third "Vodd: Lesson s for Adjustm e n t , " in Fm{!jlp Coalitions: Thp Politic, of EWliomir Adju �lmf'r/l. ed. Joan '.1. N e l so n (New Brunswick: TranS 7; see also n,1:'R. August 1 6 , t 974, I n telyiew. Fabella, J un e 1' , 1 990, There were, of course. mallY banks that were fami lv-owllcd-and supporting family pn�jects-but improving them seems not to have been nearly as important a goal of the rcfoI1ners. The Chinese-Fi lipino banks were not, however. ben'ft of support; as we shall see. ( �ovenlOr Liearns provided many of them with \,eIJ' favorable access to Central Bank resources through the course of the decade. Fabell a also noted that Ihere was one Filipino hank, Far East Bank and Tmst Company, with fairly broad ownership. !
 
 tors often t'ought over the allocation of loans-and the ultimate problem of weak, fam ily-con trolled banks re mained u n resolved. Licaros observed in 1 976 t h a t there was often a fundamental i n compatibi l i ty between local
 
 bankers and their foreign partners; i n h is view, the foreign investor was more l i kely to obserye objec tive, impersonal !1lles in making decisions about loans, while t h e Filipino banker was more l i kely t o be i n fluenced by I n terview, Fabella, J une il. 1 990; Presidelltial Decree No. 7 1 , ;-J",emhel' O!tj. 1 9 72, In FabeIl,,'s ac{'ou lI t , theref{)re. it was lIot the IMF t hat jimNi t h e eHUY offoreign banks; rather. i t ' , was Ucaros who invilPiI them i n . Despite this general policy. however, Licaros granted a license to the Co familv ( from the Mariki n a shoe industry) for Producers Bank in !l7 1 . This, along with other speci,;1 htvors to ot her hanks later ill t h e decade, contrihwed 10 widespread gossip regarding relationship to certain Chinese-Filipino /iunilies. Anonymous intelview, f(,rmer ranking Central Balik ollicial, 1 ')90,
 
 I
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 personal factors. Subsequent disputes over loan portfolios h ave often ended in the exit of the foreign investor: of the eighteen equity infusions in the two decades after 1 97 3 ( the bulk of which were in 1 97 3 through 1 975) , a full one-third ended in divestment. As Fabella concludes, "there's not a single case of divorce that didn't result from [ disputes over] lending policies. "27 In short, the presence of foreign investors did little to reduce the milk ing of the loan portfolios of many family-controlled banks. There was, however, one side benefit of the policy that helped support the debt-driven growth of the 1 970s: for every dollar that a foreign bank invested in the Philippine banking industry, it was required to provide its domestic part ner with $ 1 0 worth of loans, half on commercial terms and half on conces sional terms. I ndeed, Licaros was a master at bringing in the foreign loans that both sustained the entire system of crony privilege and fed the growth of the local banking system; in the course of his tenure, from 1 970 to 1 98 1 , foreign loans ballooned from $200 million to $ 1 2.3 billion. ( Licaros also permitted foreign banks to establish offshore banking units, or OBUs-the major purpose of which was to facilitate the country's large scale borrowing in Eurocurrency markets. Because OBUs were restricted from carrying out onshore peso lending and deposit taking, they did not pose a threat to local banks.) 21:1 The encouragement of mergers seems to have achieved even less success than foreign equity infusion in resolving the problems of weak banks. I n 1 9 7 3 , when the minimum capitalization levels were raised to P I 0 0 million, some confidently predicted that the majority of commercial banks would go out of business.29 In fact, the reduction in n umbers was far more modest: by year-en d 1 97 7 , mergers had reduced the n umber of private domestic banks from thirty-three to twenty-six. Fabella explains that the �7
 
 P'EER, August 1 7, 1 976. 76; l n telview. Fabella,June fl , 1 �)9o. In one instance. hoodlums
 
 were used by majority i n terests i n
 
 a Chinese-Filipino bank to intimidate the officials of an
 
 American partner bank that was felt to be exercising an excessive degree of control within
 
 the bank. SOOI1 thereafter. the American bank sold out its interests to a close associate of President Marcos. According to this source, the American bank became a laughingstock and
 
 was considered weakhearte d . Anonymous i nterview, former bank president, 1 990. �H lEER, July 1 5 . 1 97 4 . 50 and April 25, 1 97r), 57: CB Memorandum to All Commerci al Banks, August 6. 1 97 �\ . III 1 97 4 , one of the earliest
 
 of the growth in resources of the commercial
 
 of t'xtensive bon'owings, two-thirds
 
 came from external loans. Asian lVali 1 I ; N�ER. April 2 5 . ] () 7 5 , 5 6 . See alsoJamesI{.. 81mtJournai (hereafter AH�)j) , January 1 A ea.le Study (1 the Philippines ( Maml�: Boyce, The Political Emnomy oj F�'xtemal Philippine Institute for Development Studies, 1 !:190) . OIl OBUs, see FEER, October I .,) " 1 9 Z6, 5 7 -() 1 . April I , 1 l1 7 7 . 30-3 1 and April 7 . 1 97 8 , ami The Bankn; Decemher 1 978. 6 1 -6 5 . :19 A Fl:'ER con-esponde n t said, " the n umber commercial banks is certain to drop from 39 [ that is, 33 private domestic banks, 2 public banks. and 4 foreign banks1 . . to about one· third of this number." Fl:.'ER. April 9. 1 973. 86. In 1 974, the Monetary Board stated that It planned to reduce the number of commercial banks to "around eighteen . " FEER, May 2 7 . _
 
 1 974· 4 5 ,
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 initiative for mergers came from the banks themselves; his Advisory Group acted more as an "officiating priest" than as a " marriage broker." The stronger banks had little incentive to absorb the weaker banks particularly those whose assets included large quantities of bad ( often DOSRI) loans. "I guess the owners of the banks were not willing to give up control, " notes one senior bank supeIVisor, "and you cannot force them to sell out." "''here mergers did occur, they often merely united weak en tities-and the sUlviving entity in many cases ended up facing serious difficulties in later years. Some of these mergers were last-minute "shotgun marriages" to meet the September 1 975 deadline by which all banks were to have increased their paid-up capital to P I OO mil1ion.30 Many, however, failed to meet the capitalization requirement until the end of the decade-and even then relied on infusions from government banks.3 1 Finally, new regulations seeking to restrict the holdings of a particular family within a bank were especially ineffective. Bank owners could easily ignore or circumvent the rules requiring that no stockholder own more than 20 percent of outstanding shares; as a 1 97 9 internal Central Bank memorandum acknowledged, "it is common knowledge" that some of the stockholders o fficially listed are "dummies . . . of the controlling stock ' holders. " According to Fabella-the primary overseer of the reform effort-"no family in it') right mind would diffuse ownership . . . . There was no incentive." Some of the technical people wanted to force diffusion, he recalled, but "anyone with any political savvy . . . said that's not going to fly. " Central Bank officials were afraid to enforce the mles, Fabella ex plained, because of concerns over economic destabilization. If families thought they were going to lose control of their banks, they would siphon off funds and perhaps trigger a bank nm-the fear of which, he said, "has always been paramount" within the Cen tral Bank. "We didn't want to rock the boat," Fabella acknowledged, especially given ongoing problems of bank instability.32 30 I n terview. Fabella,June 1 2 , 1 990; Intel'.�ew, Feliciano L. M i randaJr managing d i rector of the Central Bank's Supel'.·ision and Examination Sector, May 1 7 , 1 990. Five of the six .•
 
 mergers faced difficulties i n subsequent years: three (Associated-Citizens. Filipinas Manufac turers, and I'CIB) required large quantities of assistance from state institutions in the early
 
 1 9805, one ( Pacific) closed down in 1 985, and one ( I BAA) was itself absorbed by a larger
 
 bank in 1 98 5 . Despite its years of trouble, I'CIB received large equity infusions from the government in the late 1 970S and emerged as olle of the strongest banks by the late 1 9808. I t
 
 was, i n tact. the bank that absorbed I BAA i n 1 98 5 . See Appendix 2 . .' 1 Republic Bank and Producers Bank were among the banks having ditliculties meeting the requirement. and reportedly accepted equity fi'om DBI' to reach the 1' 1 00 million level.
 
 As late as 1 97fi, four banks had yet t o reach the goal; the last to succeed was Filman Bank,
 
 assisted by a n equity i n fusion from PNB i n March 1 980. FEER. September 26. 1 97 5 , 6 2 ;
 
 October
 
 24, 1 97 5 , 63; August 1 2 , H 1 7 7 . 8 1 ; April 7 , 1 97 8 , 79; and A p r i l 4 . 1 980, 9:\.
 
 32 I n terview, Fabella. June 1 2 ,
 
 I �19o; Memorandum of Arnulfo B . Aurellano. special assis
 
 tam to Governor Licaro�. discussing the Joint I M F -World Bank Mission, October
 
 fl, 1 97 9 . 6. Related restrictions on i nterlocking directorates. imposed throughout the 1 960s and " 970s,
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 As noted earlier, the reforms of the early I �)7os aimed not only to encourage banks to improve themselves; they also sought to increase the regulatory powers of the Central Bank and finally enable it to curb the worst tendencies of the fam ily-dominated banking system. The Overseas Ban k of Manila debacle laid bare the regulatory deficiencies of the Central Bank, and even before the Joint Commission convened there had been halting attempts to try ( once agai n ) to curb continuing DOSRI abuses.'l�l The commission made several recommendations intended to strengthen the powers of bank supelvisors, including the ability to impose administra tive penalties and sanctions without going through the court system and to disqualify directors and ofticers guilty of bank fraud. The subsequent presi dential decree put the bulk of these powers in the hands of the governor himself. '14 From the standpoint of top bank supervisors, however, the impact of these measures was less than satisfactory. The eflectiveness of bank supervi sio n became dependent to a greater extent than ever on the governor for whom supervision was only one of many responsibilities.'l5 Most of all, bank supervisors resented instances in which bankers (especially commer cial bankers) could use their connections to lobby the governor and his aides and ensure that regulations were thoroughly diluted and bank super visors were "sobered up" (that is, their vigilance was curbed ) . In their view, provisions for disqualifying bank officers had little practical value in disci plining the banks because their recommendations were often ignored by an influential upper-level ofticial who had "many friends [from the bank ing sector] all around." I n one instance, a lower-level bank examiner's rec ommendation for disqualification of an errant banker was reportedly re ferred up to this executive, who called up the bank examiner and told h im to quit harassing the banker. Later, the banker informed the bank exam iner that he was actually present in the ofticial 's office \\The n the call was tried to restrict hunilial ties among different banks, between banks and al li ed en terprises, and hetv.'CC'n banks and invC'stment houses. The lise of dummies, h owever, seems to hav·e made these regulations just as ineffective as the regulatiolls 011 diffusion of ownership. CB Memor,mda, December 6, 1 91)0, January 6, 1 9G 1 , July 24, 1 96 2 ; and 'July 2 , 1 965; CB Circular No. 3 7 H (August 1 5, l tl/'I ) ; an d fluana, May 1 5 , 1 976, 73. fin Data of th e Securities and Exchange Commission o n corporate organization and own ership ( he reafter "5 1':( : data" ) ; FEA'R, March 3, 1 978, ')2. 67 Thes e charges were made by the PCGG. which claimed that equ ity shares were provided to Marcos in exch;mge for "presidential favors an d other con ce ssi ons," iVlanila (;hronirLP, J"ly 28, 1 91'\9, and Nnt·srlaY, .Ianuary 2 2 , 1 99 1 . It is not known when and to what extent Marcos acq ui re d a stake in the bank, but ac cordi n g to Rolando Gapud. M arcos' s financial ad\-iser, Marcos had bv J !lR!) "form al ized " a 1)0 pcrcent eq u ity stake in Shareholdings. Inc .. a holding CO mpany that, in turn, owned shares in many Tan en te rp ri ses ( i ncluding Allied Bank) , Rolando Gap ud , "Sworn Statement." Hong Kong. Jan uary I .J. , ' 9R7- Tall himself acknowl edges that Marcos took a Slake i n his firms. In response to c h a rges that he was a M arcos cron}'. Tan "insisted that he was not a c rony and was in ract a victim of the l'Jnner president who look Over hugr shares in his !mslnessps. " Manila Chronic/I', ;'\ ove m be r 9. 1 9R9 (emphasis added) . One possibility i s that Marcos simply assumed the (lin percent) Land Bank sh are of Al l ied . �nd Tan and h i s associates purchased wh at was form e rly the (40 percent) "ujuico family tnterest. \-\'hile it is not possible to identily the d u mmies t h a t Marcos may h ave used, it is Worth n o ti n g that one s to ckholde r was fonn er l y head of :Vletrocom , Marcos's " special para mili tary and police unit" and another the husband of the presi de n t 's p rivat e secre tary. Newsdav, Ja n uarv 2 2 , J 99 ' ; Ricardo Manapat, Som, Am Smarin Thall Othrt:\·: The Hi.ltmy of Marros ' Cmn, CajJitalism (:'.Jew York; Aletheia Publications, 1 99 J ) . 347; PhilippirlPs Daily (;uI1I('. October 2 3 , 1 990. and fraudulently" took
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 cially beneficial: Allied was among the most favored commercial banks in selective credit allocation between 1 97 7 and 1 980, with over 36 percent of its assets financed by two key sources of largesse.6H Moreover, Allied had the most favored access to both government-guaranteed foreign loans and the 'Jumbo loans" of the "Consolidated Foreign Borrowing Program" (a source of riches, between 1 978 and 1 98 3 , in which the Central Bank contracted large amounts of foreign debt, assumed the currency risk, and disbursed the loans to favored banks) . In effect, Allied was able to bypass the painstaking process of building up a large deposit base, financing its assets instead through booty readily grabbed from the Central Bank. The bank enjoyed swift growth in total assets, and wen t from thirteenth-to third-largest bank between year-end 1 97 7 and year-en d 1 979 (exceeded in size only by PNB and Citibank) .69 Allied Bank, of course, is only one of many examples of banks that ended up in crony hands and received special favors from the Central Bank and the Palace. Because Marcos had more power and longer tenure than any other Philippine president, he and his associates had unprece dented opportunities to reap patrimonial largesse-an important part of which was the acquisition of a major chunk of the private banking system. These acquisitions, however, were not part of a general policy of expropri ating the assets of the banking community as a whole. As the regime's chief ideologue explains, the impulse toward crony capitalism was present from the start, but Marcos often had to take "measured steps" and wait for opportunities to present themselves. The fact that oligarchs controlled crucial independent resources meant that he could not afford to antago nize them as a group; in a world of mobile capital, Marcos knew that he would undermine overall business confidence if he acted too generally and too rashly against his rivals. Those who "stay [ed 1 in the middle of the stream" faced no clear threat of losing their banks to regime forces. The regime 's acquisitions seemed to follow a "kick 'em when they're down " approach: as opportunities presented themselves, the regime did not hesi tate to move against selected targets-most of all bankers swimming 6H Interview, Leo Gonzaga, f()[mer business correspondent of the FEER, February 6, I ggo. The two selective credit programs-rediscounting and swaps-are discussed further later in this chapter. Fonner senior Central Bank officials have confirmed that the Licaros-Willy Co relationship was central to these favored allocations-particularly swaps. Anonymous inter views, 1 99o. W Allied tops all other private commercial banks in the amount of medium-and long-te nn foreign dir"ct borrowings: $6H million, or I H percent of all direct borrowings in which priva te commercial banks are listed as original obligor. The loan guarantor was the national govern ment. Central Bank of the Philippines, TotaIForeign f>'xrhange Liabilities as ofDrcemhl'T 3 I, 1986, vol. IV ( Manila: Central Bank of the Philippines, n.d. [ 1 9S7? ] ) . The vast bulk of ':jumbo loans" went to PNB, OBP, and the national government, but the Central Bank acknowledged th" unique role of Allied in the program. eB Rrview, August/September I gH2, p. 2 3 ; see also Central Bank, Statistical Bulletin, various issues. See Appendix 2 for a ranking of banks by size.
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 against the prevailing political currents, or bankers whose banks had hit the rocks. 70 Some twelve banks-almost all of which were in a weak position ended up in the hands of Marcos and his cronies during this period: Continental Bank was reopened as International Corporate Bank under the control of crony Herminio Disini. Pilipinas Bank of crony Ricardo Silverio ( the successor to a bank formed from a 1 976 merger) was kept alive with generous equity assistance from state banks. Jose Cojuangco's First U nited Bank was purchased by his nephew, Eduardo "Danding" Cojuangco, on behalf of the Philippine Coconut Authority and with funds provided by the coconut levy, renamed United Coconut Planters Bank, and controlled by a small group centered on Cojuangco. Genbank became Allied Bank, un der a group of i nvestors led by Lucio Tan . Emerito Ramos eventually sold Overseas Bank of Manila to a group close to Herminio Disini, which re named the bank Commercial Bank of Manila. The Philippine Bank of Com munications was steadily acquired by a group of investors led by Ralph Nubia, the main liaison between Marcos and the Chinese-Filipino business community. Controlling interest in the Philippine Commercial and Industrial Bank of the powerful pre-martial law clan of Eugenio Lopez was assumed by regime interests led by Benj amin "Kokoy" Romualdez (the brother of First Lady Imelda Marcos) . Philippine Trust Company ended up in the hands of Emilio Yap , a friend of the First Lady's family. Philippine Veterans Bank, a bank nominally owned by World War I I veterans and almost entirely be holden to the government for support, had most of its shares "held in trust" by the veteran with all the bogus medals, Ferdinand Marcos. Re public Bank, after the death of Pablo Roman in 1 97 8 , was transferred to Roberto S. Benedicto, a fraternity brother of Marcos who was head of the Philippine Sugar Commission, and renamed Republic Plan ters Bank. Traders Commercial Bank also wen t to Benedicto, was renamed Traders Royal Bank, and used to handle financial transactions for the regime. Finally, Security Bank reportedly came to be controlled ( through front companies) by Marcos himself, and took major responsibility for the presi dent's personal financial transactions. Each case, of course, is a story unto itself; together, they reveal how Marcos and his cronies were quick to seize the many opportunities that 70 Interview, Cristobal, June I g, 1 gH9; Interview, Chester Babst, fomler president, Pacific Banking Corp., April 27, 1 990. Babst's swimming metaphor was advice he gave to his fonner boss, the Chinese-Filipino founder and chainnan of Pacific Banking Corp(wation, Antonio Roxas-Chua. After the cieclaration of martial law, Roxas-Chua was detained for about a week (.apparently on charges of "economic sabotage") . He had supported Macapagal in the clec twn of 1 965 , and gotten on the wrong side of the regime. After Babst helped him get out of Jail, he listened to the advice and subsequently supported Marcos-"at great cost." The benefits, however, seem to have exceeded the costs: with Babst', help, Roxas-Chua never agam tangled with the Marcos regime.
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 5 . The Central Bank of the Philippines headquarters, an imposing structure on the shore of Manila Bay,
 
 constructed during the term of Governor Gregorio S. Licaros (1 970-1 981 ) . Photo credit: From the Business World collection. prese n ted themselves. After acquiring their banks, Marcos and his cronies used them in much the same manner as the earlier bank owners had: to support diversified fam ily conglomerates and to extract a s m uch boot.y as possible from state agencies. ( A crony conglomerate, obselVes Fabella, i s m e rely a fam i ly conglomerate "with additional clout thrown i n . ) 7 1 The "
 
 ;
 
 major d i fference i s t h a t martial law provided particularly sustail e d and u n hampered access to patrimonial largesse. This "addi tional clout" enabled them to grab large quanti ties o f selec t ive credit and other benefi ts. The m o s t i m portan t privileges to be gained from the Cen tral Bank, aside from the bank l i cense i tself, were redis counts, foreign exchange swaps, foreign loans, government deposits, and branch licenses-all o f which were disbursed with a great deal o f favor itism. M oreover, troubled banks w i th good connections enjoyed emer gency loans and generous e q u i ty i n fusions hom state banks-while other u n fortunates i n sim ilarly dire straits were taken over. Examples i nclude the receipt of bank l i ce n se s by All i e d and Producers, con t rary
 
 10 general pol
 
 icy; Allied's very favorable allocations o f foreign loans , rediscounts, and swaps; equity infusions for Pilipinas Bank a n d Republic B an k ; and {J CPB's 71
 
 Interview. Fabel la, .June
 
 I � , 1 990.
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 6. First Lady I melda R. Marcos, President Ferdinand E. Marcos, Finance Secretary Cesar Virata, and Central Bank Governor Gregorio S. Licaros (1 970-1 981 ) at the blessing of the Central Bank mint in Quezon City, September 1 978. Photo credit: From the Business World collection. interest-free deposit o f the coconut levy. M etrobank, furthermore, was given a highly disproportionate number o f branch license s between and
 
 1 97 4 I g7 7 ; other Chinese-Fili pino banks also d i d very well for t h e mselves
 
 during the Licaros years. Rediscounting, the most i mportan t source of selec tive c re d i t over time, became i m portant to private banks i n the
 
 I g605. As i n earlier years, h ow
 
 ever, l i s ts o f priorities remained n e arly all-encompassing-and the selec tion o f rec i p i e n ts had l i t tl e to d o with any o bjective development c r i teria. 72 There was particularly clear-cut favoritism in t h e allocation of Central Bank redisconnts during the Marcos years. Crony banks such a s Allied Bank, Imerbank, and Republic Plamers Bank were at times able to fi nance one-quarter t o one-half o f their assets fro m subsidized credi t-a level that far exceeded t h e average o f all private domestic c o m mercial banks. The disbursement o f foreign exchange swaps was especially i m portan t . m the late I �)7 os and early 1 gHos-and in early 1 gt h became a m ajor 72 Anonvmous interview, tonner bank president, mid-1 99°. The list i s d iscllS,cd a n d re pn n ted in Winifrida V. Mt;jia. "Financial Policies and Industrial Promotion," in fndu.I/lilll Promo/iml Policies in the Philippines, ed, Romeo M. Bautista, John H. Power. and Associates
 
 (Manila: Philippine Insti tute
 
 t()r Development Studies.
 
 1 979) . 409-zx. at "1 1 6- 1 7 . 4 2 I -Z K .
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 hlCtor i n Licaros's resignatio n. Swaps occur when "a commerci al ba nk obtains a foreign currency loan or deposit. converts t h e currency ( typically dollars) i n to pesos, and purchases forward dollars at a favorable rate from the Cen tral Bank"-e ffectively shifting currency risk from the p rivate sec tor to the public sector. This privilege accorded high profits to beneficia 
 
 ries, and was disbursed on a highly discretion ary basis. Patrick and Moren o reported that "control over large amounts of rediscoun ts and even modest amounts of swaps has been centralize d at the highest levels , " and that Licaros seemed to have "persona lly approved every swap transactio n over $ 1 million . . . . Favoritism , rather than equal opportun ity to Central Bank credi t by objective criteria, seems importan t . " Again , among the largest recipients were crony banks (PCIB, Allied, and Security ) . Other beneficia ries reportedl y paid kickbacks for favordble allocation s.
 
 There is strong evidence that controversy over the allocation of swaps forced Licaros to resign h is post in early 1 98 1 . Licaros's successor ,Jaime C. Laya, acknowle dged soon after taking office in 1 98 1 that there was a "house-cl eaning" effort within the Cen trdl Bank in the wake of alleged irregular ities in allocation s of 'Jumbo loans" and swaps . One ranking C e ntral Bank official explained that Licaros's son was involved in the
 
 allocation of swaps . ( "I t was understan dable if you go to someone in the C e ntral Bank [ to arrange swaps ] , " he said, "bu t to go to the son ? " ) Another senior official freely discusses how Licaros "got caught .\li th his hand in the ti ll. "7:,
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 m ight initially presume that the distribution of such largesse would be an
 
 opp ortu n i ty to increase i n stitutional leverage in such areas as bank refonn and ban k supervision.
 
 The power to dispense privilege, however, was squandered for particu
 
 laristic gai n , and the Cen tral Bank failed to acquire such leverage. Al though Marcos professed the need to curb the powers of "an oligarchy that
 
 appropriated for itself all power and bounty," his dominant goal was merely to reappropriate the power and bounty i n to the hands of a new
 
 oligarchy based within his own regime. The ban k reforms were ultimately unsuccessfu l , and the problems of bank instability deepen ed. Just as
 
 Marcos's modest land refonn p rogram was coun teracted by the regim e ' s
 
 rampant l a n d grabbing, so were Marcos's m odest bank reforms count
 
 eracted by the bank grabb ing of Marcos and his cronies.74
 
 As con tradic tory as his actions may appear to be, however, Marcos proba
 
 bly saw a real complemen tarity between reform and plunder; indeed, he
 
 seems-quite rationally-to h ave vi ewed reform merely as a means of
 
 expanding opportunities for capturing whatever booty the system had to
 
 offer. It is as if Marcos grabbed power with a long-term vision of plunder, and knew that the more he built up the system the more booty there would
 
 be for him and his associates to e nj oy. In the same way that Weber allows for a "bureaucratic rationalization of patrimonial mlership" that does not undermine the essential nature of that mle, o n e can say that Marcos's
 
 efforts at refonn were i n tended to streamline the plunder of the state.75
 
 An i mportant consideration , i t seems, is a regime's security of tenure. If
 
 there is a feeling that the regime wiII endure i n to the long term, there is no
 
 necessity to maximize gains i n the short tenn. After the declaration of
 
 Conclusion If there was one period in the postwar Philippin es when the state might h ave been able to effe c t serious reforms i n the banking industry, it was after
 
 th e declarati on of martial law in 1 97 2 . The powers of state regulator s were h e ightened relative to the longstan ding power of the social forces in the Phi lippine banking industry, and it might have been possible to begin to resolve some of problem s created by a han king system so thorough domi ly nated by the particula ristic interests of oligarchi c families. Moreover by , the late 1 9 70S the Central Bank was handing out particular ly l arge quan
 
 tities of foreign loans and other instmm e n ts of selective credit, and one
 
 martial l aw, Marcos seems to have fel t secure e n ough to know that he,
 
 personally, would be able to reap the benefits o f a better-nm state appa ratus. He and Licaros wanted enough reform to help curb the crippling
 
 problem of bank instability and to improve the fun c tioning of the banking system as a whole-but a t the same time wanted to ensure their ability to
 
 milk the svstem selectively for their own benefit. Both of them began their careers o
 
 f booty-gatherir�g with
 
 close involve men t in the Cen tral Bank's
 
 allocation of f()reign exchange licenses in the 1 950S, and both had an
 
 intimate knowledge of the enormous opportunities and fundam e n tal
 
 weaknesses of the Philippine fi n ancial system . The more the weaknesses
 
 70' Patrick and Moreno. 3 2 2 ; Laya. "A Period of Adjustmen t," Fookil'1l TiT/IPS Ph ilij,pine5 }i:ariJook 1 98 ,-84, 1 6 1 ; Fmtlliu:. Julv 2 7 , I 9f1 I , ,\4; Anonymous i nterviews, 1 990. Moreover, Fortunppinrs ( Berkeley: sity of California Press, I lJH R ) . 1 77 . � Broad, 1 47 (quoting Benito Legard a J r. , former Central Bank deputy govern or) .
 
 1 World Bank-IMF,
 
 Thp Philippine,l; ihtlft/I '1 thf Final/cial Sedor (Washington.
 
 World Bank, 1 980) , i i , vii, 7 1 , 76 (quote from vii ) ; ell Rr{}iew, Se p tember
 
 1 9, 1 9So, 1 2 ,
 
 D . C. : The
 
 4, 1 9 7 9 , 6 ; Augnst
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 loan applications of finns vvith special relationships with the bank" and most bank failures could be traced to excessive DOSRI loans-the report warned of increased "probability of abuse in the extension of credit. " There were already problems controlling insider loans, noted the adviser; "to allow banks to acquire equities of private corporations would give rise to similar or perhaps more difficult pmblf:ms. "'\ While Fabella's committee was unwilling to break down all functional differen tiation between banks and i nvestment houses, it did propose that a new category of larger, better capitalized banks (officially known as ex panded commercial banks, or ECBs, but popularly known as universal banks, or unibanks) be enabled to move into investment banking func tions. In Fabella's view, it was dangerous to adopt the German pattern of enabling all commercial banks to become universal banks ( as the multi laterdl institutions were proposing) because it ignored the fact that while German banks "are professionally controlled by managers, " Philippine banks "are almost entirely fam ily-controlled" and sometimes " made to bleed to support other problems. " Given such realities, Licaros and his adyisers urged t h at only the larger banks be eligible for universal bank licenses. \Vhile the World Bank subsequently expressed disappointment at the Central Bank's "cautious approach , " it seems to have eventually re signed itself to the modification of its recommendations. The Central Bank, in the process, began to strong public support to the implemen tation of the finan cial reform package.!i The issue of universal banking was widely discussed and debated in business and political circles. The Bankers Association of the Philippines gave its broad support to the new entities in a Noyember 1 979 memoran dum to the Central Bank. \'\'n ile nor.ing concern-likely among the smaller banks-that banking would become an "Exclusive ' Big Boy's , Game ,' . the BAP probably viewed the reforms as a way of finally squashing what was left of the challenge from investment houses. Fabella n otes that although there were divisions within the BAP along the lines of big banks : small banks, and foreign banks, "they were monolithic as far as threats' from investment houses were concerned. The bankers showed little en thu siasm for the goal of promoting longer-term lending, merely n oting that
 
 they already provided such finance through the common practice of roll i ng over short-term loans. 7 The I nvestment Houses Association of the Philippines, on the other hand, viewed the reforms as unfair. V nibanks would retain their cheaper sources of funds ( regular deposits) and the right to expand into investment houses' turf, while investment houses would enjoy n o ex pansion in their scope of activity. To be sure, the innuence of this sector had rapidly declined over the past decade; from their freewheeling, un regulated origins in the late 1 960s, they were i ncreasingly squeezed out by Centrdl Bank regulations (especially the 1 97 6 curbs on the money market) and overshadowed by the commercial banks. Sensing that the reforms would give commercial banks the opportunity to come in for the unibanking was that it would kill, perhaps, their major argumen t bring a "politically dangerous concentration of economic power. " Others-including elements of the Left, the elite opposition to Marcos, and the Philippine Chamber of Commerce and I ndustry-voiced similar fears, I nvestment houses also challenged World Bank-I M F claims that uni banking would promote competition between commercial banks and in vestment houses8-a problematic claim indeed for a plan that actually encouraged commercial banks to absorb, not compete against, the invest ment housesY 'While the investment houses had basis for complaint, how ever, they had little power to stop the reforms. I n any case, those owned by families that also owned commercial banks had little cause to worry: the net impact on the family conglomerdte was likely to be slight. In April 1 980, legislation drafted by th e Fabella committee sailed through the rubber-stamp parliament-after Marcos threatened to pass the seven laws by presidential decree in the event that the lawmakers would not act favorably on them. I n their final form, the reforms allowed 7
 
 Bankers Association o f the P h i lippines, "St;,ltement of Views Re: Proposal to Permit/
 
 Encourage the Development of M u lti-Purpose Financial Institutions," November 20. 1 979; I n lelview, Fabella, julle H , 1 990.
 
 H Investment Honse Association of the P h i lippines, "JHAP Position on U niversal Bank-
 
 ,', I n ternal Central Bank Memorandum o f Arnulhl B. Aarellano, special assistant to Lie t h e P h i lippines." October
 
 il,
 
 1 979.
 
 1 -;1 . G
 
 (emphasis added ) . Thanks to Robm Broad for
 
 sharing this and other documents frolll the period.
 
 " BI�.\infS.\ " CB of
 
 thp
 
 21 , l l)Ho. rep rin t ed in
 
 ' 91\0, 7: and '"The Financial Ref{)!1lls of 1 9Ho, " a Centra l
 
 agains t excessive domi n an c e of banks i n i n d ustry; there was also a p ro h i b i t i o n OIl [CBs
 
 imTst i n g more than 50 percent of their OWII total net worth i n non allied e nterprises. "
 
 Liearos resigned one year hefore completing his seco nd six·year term as governor:
 
 a ccord i n g to
 
 FEER.
 
 some "hankers and politicians" suggested that "Virata. in a private con
 
 fron tation with Marcos,
 
 was
 
 p revai led upon to remain ill the cabinet if Licaros were
 
 to
 
 resign . " Virata, in 1>1(t, fel t confident enough in h i s puwer to boast that " [ if ] I [had] wanted [ th e Centrdl Bank govern orshi p ] ' I would han' got it and there's llO doubt about that . " Ten
 
 veal'S l ate r. when asked about h i s relationship wid1 L ic aros. Virata remarked that he had a "difficult period" " ith Licaros in l CJ79 an d l ClXo. when "we had differcnces of opi n i ons about
 
 swaps" -n:portedly the issue O\'er which Licaros was {(need 10 re si g n . j'EER, January 23, "IX " :\H; I n tel yi ew. Virata. '\1ay 2 4 . 1 99 1 . ' " As noted, I .aya was Central Bank de p u ty go\"(�rll()r for supervision hetween 1 974 and 1 97 X ; i n additioll. ll·olll 1 vith which Dee had earlier been
 
 affiliated ( including I n terbank and Security Bank) turned out to he
 
 among his higgest creditors. But it eventually became clear that Dee's
 
 firms were by no means the only large casualties of the financial crisis, and
 
 four leading economic empires were i n deep trouhle: Herm i n io Disini's Herdis group of companies, Bancom D evelopmen t Corporation and its
 
 related en terprises, Ricardo Silverio ' s group of automobile and financial
 
 firms, and Rodolfo Cuenca's construction-based group. \Vi th the excep tion of Bancom, all these empires were controlled by Marcos cronies
 
 whose success had depended critically upon their access to the Palace. For many years, their political connections had been readily translated into
 
 easy access to money market borrowing, and in the process their flnancial
 
 position became h ighly leveraged and very precarious. The Dee crisis threatened to bring them down in one fell swoop. 2 1
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 Laya put i n place an elaborate rescue operation, with the goal of re
 
 hahilitating the distressed financial i n stitutions and i n dustrial firms. As
 
 Laya said at the outset, "we want ( the financial institutions) to survive, but a
 
 l i ttle bmised. " 22 In the end, the banks did indeed survive but each of the
 
 four major empires hit by the crisis had been greatly transformed. One
 
 m�jor impact of the rescue operation was to increase the government's
 
 direct i nvolvement in the banking sector, Government agencies and banks
 
 assumed a majority stake in four banks ( In terbank, Combank , U nion Bank, and Pilipinas Bank) ; a fifth bank ( Leonardo Ty's Associated Bank,
 
 seemingly unaffected by the Dewey Dee crisis) also had the good fortune
 
 of gove rnment rescue.23 Although the banks were still officially classified
 
 as private e n tities, " [ c ] ri tics screamed that government was taking advan tage of the recession [and using public funds] to expand its private sector
 
 control an d to enrich itse lf."24
 
 Even more vociferous criticism came from the tact that the biggest
 
 beneficiaries of the bailout h ad been crony-owned firms. Jaime Ongpi n ,
 
 president of a major mining firm ( and-quite interestingly-the brother of Industry Minister Roberto Ongpin, who headed one of the rescuing
 
 agencies, the National Development Corpordtion ) , led the charg� i n ac . cusing the govern ment of "th rowing good money after bad . " In hIS VIew, the inco m pe te n t firms had little going for them aside from their political
 
 connections. and pumping more money into them would "merely prolong
 
 their agony. " Ongpin called the bailout "the most obscene, brazen and
 
 d isgraceful misallocation of taxpayers' money in the history of the Philip pines. " At a time when many businesspersons considered h igh interest rates a major problem, they resen ted the fact that relatively cheap funds
 
 1 9.
 
 at
 
 1 1;
 
 Intelview. Fabe l l a , J u ne 1\,
 
 1 990. As chief ofbank supelvision
 
 in the
 
 J 9 705 .
 
 it will be
 
 r�called. Laya seemingly spent more time worrYing about the i n ternal efficiency of his department than the overall effectiven ess o f bank �o The decree
 
 (P.D.
 
 I 79'!)
 
 supervision.
 
 were going to the president's friends and fel t that the money could be better spent on supporting healthy tlrms. 2 5 Anger over the bailout became
 
 .
 
 was promulgated i n mid-Febmary but antedated to nud
 
 January in order to be given a date
 
 jJr7{ff to
 
 the Jan uary 1 7 "lifting" of martial law. Although 1 (72) to give the appearan ce
 
 M arcos form ally l i fted martial law (first i mposed in Septemher
 
 most of the e mergency powers of martial law in prac cOlltmry (AWS/. February 1 7 , I 9H I ) . Laya confinued that the decree was antedated (Interview, May 2 1 . 1 990) . Foreign c u rrencv deposits were excluded hom the decree. FFI:R, !\larch '27, 1 9H 1 , H9; AW'Ij, February 1 3 and 1 7 , I 9S I ; (.'8 U.I'view, January I gR2. 1 2 . and January 1 !jR4. Jean-Claude Nascimento. "Crisis in the Financi al Sector and the Authorities' Reacti o n : Philippines." in Ba llh i ng Crises: Cases {[nd hsw's cd. V. Sundararajan and Tom�lsJ . T. Bahlio (Washing-fon. D.C.: International :Vlonetary Fund, l (9 1 ) , 202-3· � I HER, January 30, 1 9H I . ()3; FehlllalY 1 3 . 1 9S I , 64 ; and /une I 2, I US I , H I . Bancom had independent slanding in the financial nllllmuili ty, and call not be conside red a crony firm' , But its close lies to the Palace must nOI he overlooked: one of Bancom s top executives. Rolando Gapud. was Marcos's personal financial adviser, and ils f()ullder, Sixto K. Roxas, was said to be "velY close" to President and :ViI'S. Marcos. Mahal Kong Pilipinas, IIlL, VIPs oj. PhilijJfJiriP Busi.,im (Me tro Manila: Mahal Kong Pilipinas, Inc., I g 8 H ) . 2 8 1 . Other major Dee creditors included Atrium Capital ( Disini's investmen t house, fomleriy controlled by the Orosa family in the mid- 1 970S with Dee as a minority stockholder) . DBP. Citihank, and ' several Chin ese-Filipino banks. of political liberalization, he retained
 
 tice. Despite earlier statements to the
 
 The overall design of the
 
 June 1 2 , I l)H I. '
 
 1 l)?l I
 
 , Ho-H I ;
 
 and
 
 plan
 
 AW'if.
 
 is described i n Laya, "End of the Crisis,"
 
 August
 
 IS, 1 98 1 .
 
 Laya i s
 
 quoted
 
 in
 
 AH!.S'f,
 
 1 2 - 1 5 : f7:'ER, Febmary 1 :\ ,
 
 "' The DBP provided equity i n and took control of Associated i n late I g?l l . Once DOSRf was left with a mere 2.5 percellt share o f lhe bank-btlt nonethe loans were written oil, Tv ' less. i n early I qH 2 , given " right of nrst refusal " to reclaim the insti lHtioll lw had p l u ndered.
 
 Tv. a mono �odium glutamate tvcoon , held the influential positioll of chair of the Federalion ' o f F i l i pino-Chinese Chambers of Commerce and Industrv between 1 9 76 and 1 9 9 1 . FFJ,R, . December 4, I CjH t ; Yoshihara Knnio. Tltl' [(is!' of f:rmlz Cal}llalis m in SOllth,/':a.'/ ASia ( Quezon City: Ateneo de Manila Press. December
 
 FEER,
 
 March
 
 I !)Hil ) , 1 8 H : 1 2 . I 99!i. 1 9, t 9 8 2 , 74; March 2 6 ,
 
 Bu,illPss
 
 1 91\ 2 ,
 
 World,
 
 RH.
 
 March
 
 1 . 1 9HH; I'll/lil}1}lnf
 
 Dad)'
 
 . Another private hank. RepublIc P l an 
 
 Bank. came [mder the joint ownershi p of DBI' and the Philippine Sugar CommiSSIOn III the late 1 9 705, The U.S. E mbassy was later. in April 1 98 :" to publish a confidential smd)
 
 ters
 
 A.W'if. November H. 1 98". ' 98 1 , 60; AII:'if, November i'\, I QH3. August 20. I t)H l and AlIgllSt I H, 1 9K I . As president of the Bengllct Corporation, Ongpin was hy no means a dlslTlterestcd p�rty i n making- these criticisms. On the one hand, he was a victim of � r()nyism: Cuenca'.' constnlC!ion firm. CDep. was the major competitor of Bengllct's subSIdiary com pany. £11g-1neering Equipment and had 101lg- been favored in the granting of gove rnment contracts. On entitled "Creeping State Capitalism i n the Philippines . " 2 ', FEER, July 1 0 ,
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 one of the major issues to energize business opposItIOn to the Marcos regi m e ; in late 1 98 1 , the Makati Business Club (named after the premier
 
 cente r of finance and business) was formed to give vent to growing con cerns about cronyism and the overall ill health of the econo my. Jaime Ongpin argued that Laya would h ave been wiser to "place the
 
 companies in receivership and wind duwn their affairs in orderly fash ion . "26 Similarly, some n o te that Lava could h ave adopted a strategy of l iquidating distressed fi nancial instit ltions and providing funds for ose
 
 :
 
 �h
 
 who wished to withdraw their money fro m them; in th is way, th e distressed financial institutions could have been liquidated while i � vestors' nerves
 
 were calmed at the same time. 27 In the end, however, Laya adopted a bailout strategy that rescued most crony e n terprises a n d a t the same time resulted in the marked decline of the three crony empires. The best way to
 
 understand the eventual configuration of the bailout, it seems, is to view i t from the perspective of Marcos. I n the wake o f the crisis, i t was i n Marcos's i n terest to restore business confidence, retain the diversified holdings he
 
 had so studiously built up with the h e l p of his cronies, and give intern a tional obselvers the i m p ression that the technocrats had the upper hand over the cronies. Laya, widely known for his close ties to the regime,
 
 crafted a strategy that achieved each of these goals.2H First, it addressed the crisis of confidence that could h ave threatened Marcos's e n tire political and economic realm. Laya explained that n e i ther
 
 the public nor "better managed" e n terprises could withstand "such a string of failures" among financial insti tutions and corporate borrowers. Th e crony firms had to be "serviced" first, he said, because it was their borrowing that put the greatest stra i n o n the investme n t h ouses and the
 
 fi n ancial system in genera!.2!! Second, by rescuing rather than liquidating the crony en terprises and facilitating their transfer fro m the hands of declining crony empires to regime-con trolled government e n tities, Laya
 
 the other hand, the fimls that Ongpin managed were not themselves bereft of crony influence: after it was learned that Ben);uet had been secretly controlled by Iknjamin Romualclcz brother of the First Lady) from 1 ()74 to HIR5, One might suppose that the Romualdez link was not an entirely useless asset in the day-to-day oper,nions of either Benguet or Engineering Equipment. H'ER, July ,\ 1 , 1 9R I , 79; AHZY, April 1 , I gH!1. �" H}'.R, September 11 1 , I g R 2 , 1 07-9; A Hey, August 20, 1 91' 1 . Other major grievances were the COCOll ut I('vy and the generally depressed outlook for the economy as a whole. 27 One of Llya's former colleagues at the Central Bank not('s that benlUs� there was a policy not to close banks, the weak institutiol1sjllsl cont.inued to endure on borrowed funds. The institutions survived.. but the ov('rall system emerged no stronger, Ai'VS'j, December 1 4, HIR I ; Anonymolls interview, fonner senior Central Bank official, 1 990. �H On Lava', close relationship to the First Couple, see, for example, A.WY.Jalluary 1 5 and December 1 4, 1 9� I , One former colleague remarked that "Laya had always to think what the powers-that-be would want." Anonymous i n terview, fonner Central Bank official, 1 99(), �" Laya, "End of the Crisis, " 1 5 . 1 9, 1 6; FFIo'R, June 1 11, 1 91\ 1 , Ho; A WY, August 1 R, 1 9� 1 .
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 helped the regime retain a strong grip on the enterprises i t had so assidu
 
 ously acquired through the years; the premier crony empire, the Marcos empire, was very much i n tact. At the same time, it should be recalled, the
 
 still-healthy crony e m p i res of Benedicta, Cojuangco, Tan, and others con tinued to e n rich the regime as a whole.
 
 Third, the eventual course of Laya's bailout strategy gave him a good
 
 defense against charges of favoring the three cronies. He claimed that "all of those cronies were really wiped out . . . [ and] not rehabilitate d . " On
 
 closer examination of each bailout, it see ms that the decline of c rony
 
 empires was accomplished with considerable ambivalence, and decided
 
 o n a n ad hoc, case-by-case basis. Disini, for example, was at first allowed to
 
 retain a share i n I n terbank and his businesses, but later fo rced to sell off nearly everything ( even his second ban k, Combank, which was n o t directly
 
 affected by the Dewey Dee crisis) to pay off his debts. For reasons that are
 
 not e n tirely cle ar, Disini was in the end given worse treatment than non
 
 relative Alejandro Ty; after their firIns were rescued by government en tities, Disini was forced to sign a no-buy-back agreement while Tywas given the right of first refusal to reclaim what he had lost. Disini was much
 
 aggr ieved, and Laya even claims (apparently in a n effort to dispute fre
 
 quent observations that he was close to the Palace) that "1 got scolded by
 
 Mr. and Mrs. Marcos, particularly over [ my treatment of] Disini. "3o Sil
 
 verio's empire was un derm ined with much less hesitation, no doubt in part because h e lost favor with the Palace. Once again, government e n tities
 
 acquired its m�jor eleme n ts.:> I Overall , while there seems to have been an
 
 :{" AW?J, April 0!2 and July 2:;, 1 9H I : Hcr:R,July , :; , 1 98 1 , 7 8 and May 1 4, J 982, 86-87; Victoria S. Licuanan, All Ann lysis of /he Institu/ionaIFramt'work of lhe PhilijJjJine Shon-term Pin an fial Alarkets (Manila: Philippine I nstitute for Development Studies, 1 986) . '11 ; Laya, "End of the Crisis," 1 ;,)- 1 G; Interview, Laya, May 11 I , 1 990. Disini was forced to provide assurances that he would never "buy back allY of the [transferred] fi rms . . . and that he could not expand into businesses which would compete with anyo fthe companies just absorbed by the govern men t . " I n a setting where f;liled bank owners are commonly given a second chance to mismanage their institutions, this was u nusual indeed. Although Laya had earlier provided assurances that the fOllner owners would be given a "right of lirst refusal " to purchase back those assets taken over by the governmc·nt and statec! that government banks "stand ready to dispose of their investment to private interests," he was now sealing the fate of a crony empire and protecting the investments of government corporations. It is not known who extracted til(· aSSllrance lium Disini. but the {(lllller president of Com bank noted that "Laya wanted nisini out of the financial system." I nteryiew, Antonio p, Gatmaitan. September I H, I C)R\). :>1 His troubles were reportedly compounded by large debts to Mrs, Marcos's Ministry of Human Settlements (MHS) and by Ih" displeasure of the Marcoses over the course of a romance between Silverio', son and their daughter, Imee. I n rnid- 1 9H 1 , Marcos ordered Laya to "throw the hook" a t the Silverio grollp for alleged violations of banking regulations, and on an official visit to \Nashing'lon i n latc 1 91' 2, Marcos (trying to deny charges of cronyism) called Silverio a "nobody." fH:'R, July 10, "IR 1 , 60: September + uJR I , 79; April I 'i, 1 9Rz, 50, 62 -(i�\; May 1 4 , 1 91'2, R7-H�; Octoher I , 1 9H2, 91; .Jannary G, 1 9R3, 6 1 ; and March ii , 1 9H4' 1 0;') ; Richard F. Doner, Driving (j Bargain: Automobi!r' Industrialization rmd /ajJanrl(' Firms in Soulhmsl Asia ( Berkeley: University of Calit\ Day, April 1 7 and .'.tay 1 [ , I q 8!i; and A.W1/, August 1 �" the
 
 1 990; AW\j,
 
 1 986.
 
 3A Yo shi h ara Kunio. The Rise o{Rrsatz Capitalism i71 South-East ,1sia (Quezon City: Ateneo de Manila Press, 1 988) , 1 60-6 1 ; The VIPs of Phili/l/lin" BusirlPJs 1988, (Manila: Mahal Kong Pilipinas, I nc . ) , 21)8-li9; Manila Chronlciespecial report 011 Manila Banking Corporation, n.d .
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 By 1 9H 3 , however, the hank began to experience serious ditliculties . Whether consciously or not, it seems that Teng Puyal followed the much dist!Usted 1 979 World Bank-IMF recommendation of "term transforma tion ": he was using the short-term deposit base of the hank to invest in long-term projects. Throughout the early 1 9805, Puyal gave loans to him self, which were then invested in a number of agricultural ventures; as one Puyal "was a great visionary who went to banker was later to observe, big projects and forgot all along that Manilabank had short-term funds not suited for development projects such as agricultural ventures. "'\!) When i n terest rates rose sharply in 1 98 3 and 1 984, the bank was squeezed in two ways: first, many lending assets were in jeopardy, since Puyat's projects depended on low in terest rates, and second, the bank did not h ave the liquidity to take advantage of the high-interestJobo bills that began to be floated in early 1 9H4. For those banks that were liquid, of course, the Jobo bills provided an opportunity to reap windfall profits in l ow-risk invest ments. But Puyat made the mistake of investing in long-teml productive enterprises, and the bank's health was quickly imperiled. Puyat and Fernandez reportedly had longstanding ill feelings toward each other, so there was little hope of ready assistance from the Central Bank. Indeed, Fernandez obstrncted Manilabank's efforts to obtain funds from the interbank loan market in May 1 984, contending that the bank was already too heavily overdrawn. Puyat, on the other hand, accused Fernandez of purposefully instigating a !Un on the bank. Three weeks later, the Monetary Board placed Manilabank under comptrollership and forbade it from extending any new loans.�10 The Puyat family, however, had decades of experience in adroit manip ulation of the political machinery, and they quickly cultivated their ties with those who could save them . In a move widely perceived as an effort "to assure that the bank received all the CB support it needed, " Puyat made Marcos's son-in-law vice chairman of the bank at some point in 1 984. After Araneta III ( husband ofI rene Marcos the entrance of Gregorio and scion of a prominent clan) ::VIanilabank was once again in the money. There was complete reversal in its relationship with the Central Bank and the proportion of bank assets t1nanced by the monetary authority
 
 May 2 7 , 1 !)i"\7. As discussed i n Chapter Se'e n , many in the Central Hank pri\alelv considered t h e technocrats' and Ilm l ti l aterals' advice foolish, but publicly embraced the reform package as a way to ensure an u n i m peded flow of external credi t . The next m,�or World Bank study of the banking sector, in 1 !lilli, dism issed the possibilities of promoting "term transformation" i n a setting with such a recent history ofl iqllidity crises. Sec World Bank, PhiiijJjJint· Filial/rial SPrlor, xvi ii, 1 7- 1 R. Anonymous i n terview, 1 990; PhilifJjJine:,Dazlv Globf, March 23, 10 FHm,J u n e I I , I gil7, 1 1 990; Asinwpek, .Jun Max "reber, r:mnomy
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 The second part of the argument is to examine both patrimonial pol ities and "politically deterrnined " fonns of capitalisrn in comparative per spective, an exercise entirely in keeping with Weber's own complex treat ment of variation among such polities and among such fonns of capi talism. Because all capitalism is in some sense "politically detennined," this study uses the term rent capitalism to describe systems in which "money is invested in anangements for appropriating wealth which has already been produced rather than in [arrangements for actually] producing i t." 3 For the purposes of analysis, I confined discussion to two broad types of pa trimonial polities, and two corresponding categories of rern capitalism. In the patrimonial administrative state, the dominant social force is a bu reaucratic elite, or political aristocracy, and countervailing social forces are strikingly weak. Because the major beneficiaries of rent extraction are members of a bureaucratic elite-based within the state apparatus-I h ave labeled its corresponding economic system bureaucmtic capitalism. I n the patrimonial oligarchic state, on the other hand, the dominant social force-an oligarchy-has an economic base quite independent of the state apparatus, but access to the state is nonetheless the major avenue to private accumulation. Both forms of patrimonial polities exhibit a weak separation between the official and the private sphere; in the patrimonial oligarchic state, however, extrabureaucratic forces overshadow the bureau cracy The type of rent capitalism that corresponds with the patrimonial oligarchic state- booty capitalism reflects the relative power of the state apparatus and business interests. The principal direction of rent extrac tion i s the reverse of that found in bureaucratic capitalism: a powerful oligarchic business class extracts privilege from a largely incoherent bureaucracy. The third and final aspect of my theoretical argument deals wit h com parative prospects for the evolution of patrimonial features. In short, I assert that over the long term, obstacles to will tend to be far more problematic in the patrimonial oligarchic state t han in the patrimonial administrative state, or bureaucratic polity. The patrimonial oligarchic state is less likely to foster new social forces able to encourage change from within; economic growth tends merely to strengthen the oligarchy that is already the m�jor beneficiary of patrimonial As explained in Chapter Three, there has been l i ttle incentive for oligarchs to press for a more predictable political order, and no other countervailing social force h as yet emerged that is able to challenge effectively either the patrimonial features of the political economy or the longstanding dominance of the oligarchy. Instead of being a "container for fundamental transformation , " -
 
 ;1 Stanislav Andreski, e d. . A1ax Weber on Allen and Unwin. 1 91-\3 ) , 9,
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 the patrimonial oligarchic state and its booty capitalism are a "develop mental bog" in which the postwar Philippine economy-its enormous resources and talents nOt:\vi.thstanding-has repeatedly become mired. The last section of this chapter continues this discussion by examining prospects for future transformation of the Philippine political economy especially in light of recent c h anges in external conditions. Before doing so , h owever, it is important to proceed to a summary of what has been learned from the major focus of this work: the politics of the banking sector.
 
 State and O l igarchy i n the Philippine Banking Sector
 
 Long besieged by the particularistic demands of powerful oligarch ic interests, the P hilippine state has rarely been able to formulate or imple ment a coherent policy of economic development. Only by understanding the internal logic and coherence of familial strategies of patrimonial plu nder, it was argued in Chapter Two, can we comprehend the continuing incoherence of national development strategies. This combination of coherence and incoherence became readily apparent at least as early the second decade of American colonial rule, when families in agricultural export industries raided the resources of the newly established and pub licly supported Philippine National Bank to suc h a degree that it not only threatened the existence of t h e bank, but drained the treasury and left the currency in a shambles. As families enjoying most favorable access to the political machinery pursued the booty of state, developmental goals were trampled underfoot. I n the midst of widespread economic, political, and social change, simi lar patterns of interaction between state and oligarchy have endured into subsequent decades. In the postwar era, oligarchic families began to diver sify i n to new industrial ventures as new sources of booty became available after the 1 949 imposition of import and exchange controls. Those who possessed or could purchase favorable access to the machinery of state were able to obtain import and exchange licenses that guaranteed windfall profits-whether or not productive ventures were established, In the pro cess of creating and responding to new sources of enrichmen t available within the state apparatus, the economic i n terests of oligarchic families became widely diversified through the 1 950S and 1 96os, The major focus of this book is the new source of booty that became available t h rough the ownership of private domestic commercial banks. Although a few families went i n to private banking in the prewar years and many more families started banks in the 1 950s, it was not un til the early 1 960s that commercial banking became the widely enjoyed "open sesame"
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 unlocking countless treasures for the major oligarchic families. Just as Ali Baba and his forty companions were able to open the robbers' den, the oligarchic families and their thirty-some banks were able to open the coffers of the state and enjoy a wide range of benefits. Ownership of a bank became among the surest means of securing credit for other components of the family conglomerate, and most major families flocked to the industry. From the start, it was clear that government regulation of the new finan cial institutions was woefully inadequate. The new banks pirated staff from the Central Bank's office of bank supervision, and owners could pretty much use their banks for whatever purposes best suited the family con glomerdtes. Within a few years, two of the new institutions faced bank nms amid scandals related both to how tlle banks raided the resources of state and how the families raided the resources of the bank. Despite awareness of the problems, there was little that the regulatory authorities could do; the fac t that the fOIDIer governor and a brother of the current bank supervisor went to work for one of the eITing banks, one can also presume, did little to promote the cause of effective bank supelvision, In trying to cajole the banks into following Central Bank regulations, Governor Andres Castillo had little recourse but to appeal to a sense of "professional responsibility" among bankers, even as he himself acknowl edged that such a sense of professionalism was poorly developed. Despite his impotence, however, Castillo expressed faith that somehow, someday, the banking system would advance rather than detract from developmen tal goals: "The unrelenting requirement,> of our economic development and demands upon the banking system will in time cause these family banks to come together and combine their resources in order to sUlvive the intense competition that is developing i n the Held of banking. ",,' hen that time comes much of the complaints about tight credit and the preva lence of pawnshop banking will have disappeared from the financial scene. " 4 Subsequent experience bas belied this blind faith. Development imper ,Hives were not enough to refonn the banking sector; without effective regulation, the major families generally-and quite rationally-con tinued to respond instead to the unrelenting appetites of their own diver siHed conglomerates for cheap credit. When martial law was declared, some expected that the chaotic free-for all of Philippine capitalism would at last be harnessed toward sound developmental goals. Marcos sounded the alarm against the excesses of the "old oligarchy," and promised a "new society" of opportunity for all. 1 Andres V, Castillo . "Bankers and Their Responsibilities," ' 4 ' -4 2 , 1 78, at 1 78.
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 Indeed, if there was ever a time in which tI1e oligarchs and their banks might have been redirected toward greater goals, it was during the martial law years. A m,yor bank reform was promulgated, and such longstanding objectives as increasing minimum capitalization , curbing DOSRl loans, and promoting bank mergers were given new prominence. As we have seen, however, i t soon became apparent that the primary objective of the martial law regime was not to promote more effective regulation try the state but rather to create and respond to new oppor tunities for plunder of the state. I t is true that martial law gave the state far greater power over the citizenry: the assets of certain families could be expropriated, former senators could languish i n jail, and previously con tentious economic policies and refonn packages could be promulgated by fiat. The exercise of these heightened state powers, however, remained highly arbitrary, First, among bankers, some errant souls got nailed to the wall, while others-guilty of precisely the same offenses-knew that the regime would place no fetters on their activities. Second, some banks were favored with enOIDlOUS quantities of Central Bank credit, while others were denied assistance in the midst of crisis. Decisions had little to do with such objective criteria as tI1e soundness of management or the develop mental impact of a bank's credi t allocation; rather, to paraphrase Weber, practically everything explicitly depended upon personal considerations." The contrasting cases of pwo Chinese-Filipino entrepreneurs illustrate how the favor and disfavor of the regime could result in greatly contrasting outcomes. Lucio Tan 's rise highlights the enonnous advantages that come to those who can plunder the state for particularistic advantage. Vicente Tan's decline, on the other hand, highlights both the enormous limita tions of wealth accumulation in the Philippines for those lacking access to the political machinery and the harsh punitive powers that the Marcos regime was able to exact on its enemies. Despite three years in j ai l , Vicente Tan was never fonnally prosecuted for his "shenanigans" in the banking industry. Third , the powers of martial law were translated into sweeping acquisi tions of banks that were 'vulnerable because of poor perlonnance or the weak political position of their owners. Bet\veen 1 97 2 and 1 980, some r.velve banks were taken over by Marcos and his associates; in the early 1 9808, Marcos-controlled state agencies acquired st'veral more banks. I n short, martial law did little either to promote effective state regulation or to harness the energies of the banking sector for developmental goals; the patrimonial features of the state apparatus only became more pro nounced, and it became easier than ever for those close to the political machinery to reap enormous gain from unproductive endeavors. The
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 patterns of plunder were familiar; as Armand Fabella explained, a crony conglomerate is nothing more than a family conglomerate "with addi tional clout thrown in." The magnitude of plunder, however, was unpre cedented. Martial law did permit the technocrats to enjoy a new prominence, but their roles were so carefully circumscribed by Marcos that they had little lasting impact on the shape of the economy. In the banking sector, Fi nance and Prime Minister Virata and other technocrats became especially prominent when Marcos most needed their help in securing foreign loans and assistance. With the 1 980- 1 98 1 financial refonns, Virata and his allies in the World Bank and IMF overrode the initial objections of Central Bank Governor Licaros and brought about the promulgation of a textbook-style reform package that had little relation to the actual problems that plagued the banking sector. In the interest of obtaining international credit, even Licaros eventually supported it. But before the ink had dried on the new regulations, the reform package was undercut by precisely the problems its major backers had naively neglected: the deficiencies of bank supelVision, the longstanding problems of bank instability, and the morass of cronyism in which they were promulgated. Indeed, one can argue that cronyism alone would have dragged down even the best-formulated set of reforms which this reform package clearly was not. Eventually, it became clear that while Virata played a crucial role in pleasing the international crowd, his inf1uence at home was compartmentalized in such a way that he would never be able to threaten the essential interests of the regime. He could, for example, get himself lauded in Business Week for "trying to spur greater efficiency by shaking up the family-run business groups," yet there was no chance that he would be able to raise a finger against the most important conglomerate of all: that of Ferdinand E. Marcos.1i I n the wake of the Aquino assassination in 1 98 3 , even the multilateral institutions began to understand the calculus of power in Manila: the resilience of cronyism and the impotence of their technocratic allies. When Laya's Central Bank was caught overstating its international reselVes that same year, the vaunted technocrats themselves became tainted crea tures. WithJose Fernandez's ascendence to the post of Central Bank gover nor in early 1 984, there was a clear shift in inf1uence from scholars of business administration (Virata and Laya) to real practitioners of rough and-tumble business. In the midst of the worst economic crisis of the postwar era, Fernandez declared a crusade against the ills of the banking system, and-unlike his predecessor-clearly understood how the system really worked. Ii
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 The World Bank was called in to help construct yet another reform package. Although no more successful than earlier reforms, it did at least begin to address the major problems facing the banking sector: deficien cies of supelVision and dangers of instability. Concurrent with Fernandez's efforts, the incoming government of Corazon Aquino had two other cru sades that affected the banking sector: a drive for privatization ( to sell off the assets acquired by government agencies under Marcos) and a selective attack on Marcos cronies by the Philippine Commission on Good Govern ment. The first of these has eventually yielded major sales of state assets (while its proponents rarely ref1ect on the character of privatization within a state that displays strong patrimonial features) ; the attack on the cronies, meanwhile, has merely proved that political arbitrariness continues to plague the Philippine state-the fall of Marcos notwithstanding. Fernandez's declared objective of cleaning up the system was most suc cessful in creating opportunities for the big banks to clean up. Even as the system of selective credit allocation was being narrowed in scope, new opportunities for reaping quick and unproductive gains were made avail able through such means as the purchase and trading ofJobo bills and the conversion of low-interest government deposits into high-interest govern ment securities. Some of the old opportunities endured as well, in partiCll lar the acquisition of the prized assets of failed banks. By the end of Fernandez's term, the largest banks enjoyed unparalleled profits and prominence but the system as a whole remained sadly deficient in promot ing larger developmental goals. The banks' gain came at the expense of a public treasury already overburdened by the costs of rehabilitating PNB and DBP in 1 986. The Fernandez crusade included the closing of three commercial banks and one major savings bank, but supporters and detractors alike could discern little objective basis for Central Bank decisions to rescue some ailing banks and let others drown. When the World Bank complained of the inconsistencies in procedures for assisting troubled banks, it was merely echoing the protests of erran t banks in years gone by. For those bankers who had earlier experienced what Vicente Tan called the "uneven hand" of Central Bank regulations, the major question is, Why me, and not the other person? "That's where discretion comes in," says Emerito Ramos, "whether they throw [ the book] at you or not. "7 Finally, as analyzed in Chapter Nine, a two-pronged reform effort was initiated beginning in 1 99 3 . While the first part of the reform was forced by the death of the Central Bank, the institution that took its place was not 7 As noted above, Tan entitled his doctoral dissertation "The Uneven Hand: The Exercise of Central Bank Powers to Close Banking Institutions" ( University of Santo Tomas, 1 98 2 ) ; I n terviews, Antonio P. Gatmaitan, September 1 8 , ' 989, and Emerito M . Ramos, March 1 7, ' 990.
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 e n tirely new. T? e public was once again forced to pay for bankers' past . sms, thus ensunng that the Bangko Sentral could begin life with a sound balance sheet. But key aspects of past regulatory weakness endure, through death and resurrection , and will in all likelihood hobble the BSP's ability either to guard against or respond to future rounds of bank in stability. In the more volatile and uncertain con text of globalization , unfor tunately, the need for effective supervision is actually heightened. The second element of the refonn was liberalization, spurred on by larger Ramos administration efforts to curb "cartels and monopolies. " The process of opening up the system, however, proceeded on the terms of t? ose �lready do inati �g it. Foreign banks with any ambitions of expan : sIOn wIll be stymI ed by tlght restrictions on brdnches, and the new domes tic entrants lack the capital, personnel, or technology to offer any real competition to the big players. The major banks, bolstered by the very hefty profits of the past decade, have become far more professional and increasingly "universal" in the scope of their investments; indeed, the gleaming new bank headquarters towering over the skyline of Makati are sturdy testimony to their recent gains. The impact down below, however, is as yet difficult to discern , as banks continue to do a poor job of either mobi!izing savings or servicing the credit needs of much of the economy. DespIte new rhetorical commitments to the virtues of competition-and hopes that foreign banks' concentrdtion on prime accounts will at last force domestic banks to pay greater heed to less affluent segments of the marke�-regu�ators still do little to confron t oligopolistic privilege. Untll there IS greater development of the state apparatus, the two over arching characteristics of the banking sector noted in the Introduction r�m�ant fa:,oritism and the largely ineffectual nature of state regulation wl ll 1� all hkelihood continue to undermine further attempts at reform. . Wlt� m th e banking sector these two chardcteristics-resulting from the . patnmomal nature of the state and the weakness of the state appardtus in . relatI On to the predatory oligarchy-have hindered developmental goals for decades, and endured despite a number of potential sources of trdns �onnation : ( 1 .) regime change (in 1 97 2 and 1 9H6) ; ( 2 ) four major bank m� reforms (m 1 97 2 , 1 980- 1 98 1 , 1 988, and 1 993- 1 994, three of which qUlte explicitly sought to improve the effectiveness of regulators vis-a-vis regula�ed) ; and ( 3 ) the allocation of very high levels of foreign loans and other mstruments of selective credit ( particularly in the heyday of debt driven growth in the late 1 97 0S and early 1 980s) , which one might expect to h ave given the major allocator of this largesse, the Central Bank, in creased institutional leverage in implementing its stated reform agenda. While the dismantling of oligarchic control over the state and the creation of a more effective state apparatus is a critical prerequisite to the success of long-frustrated developmental goals-both for the banking sector and for
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 the political economy as a whole-the actual construction of such a state is a task of momentous historical proportions.
 
 Reforming the Philippine Pol itical Economy
 
 This analysis raises questions about a number of common prescriptions for promoting sustained economic success. At certain points in the past, many have advocated regime change as the solution to lackluster eco nomic performance. In early 1 970s, authoritarianism was declared a nec essary prelude to development; in the mid- 1 980s, democrdcy was widely seen as an essential means of curbing the excesses of the rapacious leaders; and in the early 1 990S there were those who once again doubted the compatibility of democrdcy and development. In 1 99 2 , Singaporean Sen ior Minister Lee Kuan Yew told the Manila business community-at that point especially frustrated over their country's laggard status-that the Philippines faced a choice between democracy and discipline. "The exu berance of democracy, " he declared, "leads to undisciplined and disor derly conditions which are inimical to development. "H Quite conveniently, Lee neglected to note that the exuberance of the martial law regime had also failed to produce much discipline, order, or development. Unfortunately, neither Philippine-style democracy nor Philippine-style authoritarianism have strong records in tenns of promot ing developmental goals. There are indeed major differences in their impact: democratic regimes ( elite-dominated though they may be) not only provide greater scope for expression of the popular will and a greater degree of space for political dissent but also enable a far greater number of families to claw for the booty of state. I n addition, democratic procedures reorient patronage systems toward electoral competition rather than the consolidation of a dictatorial regime. But the choice between authoritar ian or democratic regimes has made no dramatic difference on the coun try's ability to develop more advanced fonns of capitalist accumulation. Lee also neglected to factor in the degree to which the Singaporean civil service has acted as a bulwark for his city-state's economic success; until a more effective bureaucratic apparatus exists in the Philippines, neither democracy nor authoritarianism is likely to produce the type of discipline that he deems essential to development. A second common prescription for reform has been the bolstering of technocratic competence in key economic policymaking agencies. But placing more technocrdts in strategic positions is not, in and of itself, likely to provide a major stimulus for change. Without their own base of power, technocrats' decisions and agendas can easily be swamped by a host of H
 
 }1':ER, December 10, 1 99 2 , 29.
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 particularistic actions on behalf of regime interests ( as occurred under Marcos) . Moreover, technocrats would continue to be hobbled by the absence of support from an effective bureaucracy below them. The third and most (:ompelling prescription for change is liberdlization and economic reform, and it is precisely this course that has been under taken by the Ramos administration since 1 99 2 . Under the rallying ClY of "Ph i lippines 2000," Ramos and the ref()rmers around him have sought to propel the country into the ranks of the newly industrializing countries by the end of the century. The boldest measures have been concerted attacks on the cartels and monopolies of major oligarchic family firms that have long had a stranglehold over key segments of the national economy; a wide range of measures of economic liberalization, privatization, and infrastruc tural development, however, have also been an essential element of the larger crusade. It is important to analyze the motivations, impact, and sustainabil i ty of this far-reaching program in greater detail.
 
 Assessing Phil ippines 2000
 
 I n broadest perspective, Philippines 2 000 represents the first major strategic vision of Philippine political elites since the early years of Ferdi nand Marcos's martial law regimeY In analyzing the origins of this reform program, the first question is how it ever came to be. Liberdl ideas have been floating around in Philippine policy circles for decades-and have commonly been batted down quite decisively by those who most stand to lose from their promulgation and implementation. As discussed in Chap ter Three, attempts at top-down refoml have often been inhibited by lack of bureaucratic coherence and the concerted opposition of oligarchic interests. While such obstacles have certainly been well exhibited in the Ramos refoml program, many key successes have at the same time gener ated widespread hopes that the momentum for reform might be sus tained. \Vby and how has Philippines 2 000 been different? U nderstanding this success requires, first of all, careful examination of the larger context in which Ramos gained power in 1 99 2 . We know in hindsight that reform of the political economy was a top priority of key elements of the incoming Ramos administration, but victory i n the ,\,lay ] 992 campaign (with just under one-quarter of the votes) in no way rested on any clearly articulated program of reform: as in previous elections, concern over personalities and the building of pragmatic alliances with m ajor powerholders generally crowded out careful debate of real issues among various constituencies. Many businesspersons supported Ramos, but probably more because "steady Eddie " was thought to be "predictable " Joel Rocamora, Breaking l1mJUgh ( Metro Manila: Anvil Publishing, I n c . , 1 994) , 1 73·
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 and not given to rash decisions" than because of any strong sense of what sort of economic program his administration would bring forth; another candidate, in any case, also boasted significant business backing. It is quite likely that many key business supporters would have been far more hesi tant about Ramos had they known what was to come. IO After gaining power, some top Ramos advisers displayed l i ttle notable commitment to novel ways of doing business. Controversy over the grant ing of particularistic tax exemptions and import privileges to prominent business supporters rocked the administration only weeks after Ramos's inauguration, and competition among rival blocs created early turbulence in the Ramos Palace. Despite the presence of major businesspersons in the initial cabinet, however, the "unofficial power centre" was not thought to be from the corporate world: it comprised instead a group of former military officers led by Presidential Security Adviser Jose Almonte. l l Almonte, known a s the administration's "chief ideologue, " often ex pressed marked distrust of the Philippine business elite. The roots of rebellion in the Philippines, he proclaimed in ] 993, are found not in the mountains but in the key business districts of Manila. I n designing Philip pines 2000, Almonte sought to promote "economic democracy," and ad dress "overconcentration of wealth and power i n a few groups of people . " Such an empbasis is probably impossible to understand without examin ing Almonte '5 own background. In his own analysis, he and many military officers come from "poor beginnings , " and through their experience have "the opportunity to see the real conditions in the countryside. " Their training at the military academy teaches them of "duty . . . to protect the country and the people, " and their awareness of how elections are conducted and how martial law had operated "made us realise that we Filipinos needed to liberate ourselves from very difIicult social concli tions. . . . [As] President Ramos explained [in a 1 98 8 speech, while Aq uino's Defense Secretary] . . . no government, no armed forces in the world can continue to protect the few who are very rich from the anger that arises out of the fmstrations and disappointments of the many who are poor. . . . especially if the wealth of the few are acquired through means that are unacceptable to the nation as a whole." In 1 99 3 , he told 1 0 FI'ER, April 2[, . 1 9�)l . and March 1 9 . 1 99 2 . 2+ "Fear" of mallY businesspersons toward Eduardo Cojuangco. f(lrmer Marcos crony who took over San Migut'l CorpOl�ltion in the early 1 9Hos . also seems to have played into Ramos's hands. Ffl�R, May 2X, 1 99 2 . 1 1 - !) · Ramos himself felt that "predictability" had been the decisive factor in his election. but oue post·election analysis dubb("d him "til{" most inscnIlahle candidate," and noted "doubts about how he would go about solving the countIy's problems." FE.ER June 4. 1 99 2 . 1 6. 1 1 FEER, August 27, 1 99 2 , I I , and September 3. 1 99'" IX and Manila ChwlliciR, July 1 H, 1 99 2 . The tax exemptions were eventually overturn("d. a top aide resigned. A member of a major family that would allegedly benefit from the order permitting d uty-free import of cement, however. remained i n the cabinet.
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 business leaders that while reform "may hurt your small finger, it wil l certainly save your necks. " 1 2 I f the refom1 efforts of Ramos and Almonte were inspired by past experi ence, they were encouraged further by at least three other factors that coincided with the beginning of the new administration . First, there was a widespread sense that new approaches were needed to reverse the coun try's poor economic performance. Worldwide trends of liberalization and privatization greatly influenced the choice of new strategies, particularly to the extent that they were perceived as central to the success of the coun try's rapidly developing neighbors. The Philippine business community was by no means demanding to be reformed, but after the laggard growth of the 1 9Hos many fel t that things were gravely wrong and somehow needed to be fixed. In more concrete terms, the country found itself faced with decisions as to how it might participate in a series of associations that demanded greater commitment to economic openness-notably the Asia-Pacific Eco nomic Cooperation (APEC) , the General Agreement on Tariffs and Trdde ( GATT) , and the free trade area of the A�sociation of Southeast Asian Nations (ASEAN) , known as AFTA In each case, the Ramos reformers were eager to jump on the bandwagon-and able to garner the support of important sectors ready to try something new. Less tangible but most important in terms of long-term national strate gic perceptions was the 1 992 withdrawal of the U.S. bases. To many Fil ipinos, the Philippine Senate's 1 99 1 refusal to renew the bases treaty was a triumph of Philippine nationhood after nearly a century in the shadows of American power. As part of this assertion of independence, the departure of the bases left the country more exposed-and encouraged greater awareness of the country's surroundings. With the security umbrella no longer providing as extensive an overhang, one might say, there was sud denly more of a tendency to look around the neighborhood. I n the pro cess, Filipino observers commonly perceived their own house-once widely admired-to be in disrepair, and were often surprised to realize how extensive were the improvements in their neighbors' abodes. Ramos sought to compensate for the end of the "special relationship" by embark ing on a series of trips to strengthen Philippine ties with its own region, and even U.S. officials-when able to go beyond feelings of resentment at being ejected from a premier global basing facility-acknowledged that the Philippines wil l now "have a shot at achieving independence of mind."
 
 1 2 FE/oR, April H, 1 993, H 6 ; Presidential Task Force, "Philippines 2()OO: A Vision and Strategy of Development," ( Manila: n . d. ) . 4: Business Times (Singapore) , July 9- 1 0, 1 994: Speech, .lose Almonte, Asian Institute of Management, Metro Manila, April 29, 1 993.
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 For the first time in the postwar era, Almonte similarly explains, "we must deal with [ domestic and international pressures] on our own . " I:l Indeed, the new post-bases era brings unprecedented challenges to the Philippines. On the domestic front, there will no longer be an external guardntor for the continuation of the prevailing social imbalance within the Philippines. For most of this century the oligarchy's major external concern has been how to ensure continued U.S. sponsorship for its domes tic hegemony; in the future, however, the oligarchy will no longer enjoy such ready foreign support. On the external front, client relations with the United States seem to have insulated Philippine elites from any real sense of in trastate competition-competition that has often been the historic starting point for serious state-building projects. 1 4 Until recently, the avail ability of external resources has greatly curbed any need for reform: the country's role as host of the U . S. military bases has helped ensure repeated rescue from the balance-of-payment crises that have plagued the postwar economy. With the withdrawal of the bases from the Philippines, the coun try wil l face increasing pressure to begin to orient its economic system toward more internationally competitive modes of operation. Moreover, the country may have increasing need to protect itself against external threats. In short, the deal cut at the turn of the century, wedding the interests of the United States to those of the major oligarchic families of the Philippines, has at last come unraveled at century's end. The country is indeed at a crossroads. To summarize the impetus behind Philippines 2000, one can note that-although there have been efforts at reform in earlier years-it was only under Ramos that new perceptions of the Philippines' place in the world combined with new leadership to produce major goals for the wholesale transformation of the political economy. From the very begin ning of his presidency, Ramos expressed a keen sense of the need for the Philippines to effect such a transformation so that the country might com pete more effectively in the international economy. An early presidential order strengthening Almonte 's National Security Council, it is significant to note, provided a mandate to work "towards attaining broader national goals. " I :; Fr.'ER, April 1 , 1 993, 1 5 . Almonte, speech to the Philippine Economic Society, Metro Manila, February 9, 1 996 . The bases' departure was "psychological but very importan t , " says Almonte. \\11en under the V.S. securit\' umbrella, "we were very complacent." In terview,Jose Almonte, June G, 1 996. On the "sour" feelings marking U.S. withdrawal, see He'FR, April '�o, 1 ()!)2 , 1 9. 1 4 As Joel Migdal explains, "a prime motivation for state leaders to attempt to stretch the state's nile-making domain within its fomlal boundaries, even with all the risks that has entailed, has been to build sufficient clout to survive the dangers posed by those outside its boundaries, from the world of states." Joel S. Migdal, Strong Societies and Heak State.1 ( P rince ton: Princeton U n iversity Press, 1 988) , 2 1 .
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 The ideological influence of such a military perspective differentiates the Ramos-Almonte prognun from a conventional agenda of liberal re form , and makes for a sometimes peculiar combination of advocacy of a "strong state" ( to combat oligarchic dominance and absorb developmen tal lessons from l\ortheast Asian newly industrializing countries) with the more conventional "minimalist state" prescriptions of U.S.-trained tech nocrats and multilateral institutions ( to curb state regulation and promote market solutions) . Behind the unusual combination of rhetoric, h owever, lies a fortuitous alliance of economic agenda and political savvy. ""'bile the "free market" perspective has been most important in defining the spe cifics of economic policy, the political strategies necessary for the imple mentation of new approaches were crafted primarily by Almonte and his close associate, presidential legal adviser Antonio Carpio. The tech nocrats' economic ideals, in other words, were backed up by very clever and well-planned maneuvers in the rough-and-tumble arena of real politics. Political savvy aside, it would be a mistake to overemphasize the differ ences between Almonte and more conventional liberal reformers in the Ramos camp. First, they express a common commitment to demonstrating the mutually supportive relationship between democracy and develop ment. In seeking to build up a "strong state," Almonte stated that his goal is a democratic entity able to "make decisions for the nation as a whole and not for the few. " While "the authoritarian approach has been effective elsewhere in Asia, " he said in 1 994, it is not appropriate to the Philip pines-which had such an opportunity under Marcos but "messed it up." As a result, Ramos has to do under democratic conditions what Marcos should have done under "constitutional authoritarianism . " Second, Al monte believes that Philippine development will have to be more market oriented and "less interventionist" than was that of the East Asian NICs, "if only because the Philippine Government's capacity to intervene is less than [ that] of our neighbors." Like his more conventional allies, Almonte sees markets as a democratizing force, able to promote the "transfer of power from the few to the many. " I !i \vnile a comprehensive analysis of the various reform efforts is beyond the scope of this work, it is important to summarize key achievements. Building on certain initiatives of the late Aquino years, the Ramos reforms began with liberalization of foreign exchange in 1 99 2 , and in subseque nt years involved significant strides toward trade liberalization (long a priority of local technocrats, the IMF, and the World Bank, but n ow encouraged further by Philippine participation in APEC, GATT, and AFTA) . Foreign . :, N'l-:H, April ll, I mn . 1l6; Rocamora . 1 8:-1 , 1 92: I n telViews, Almonte.June 6 and l �i . 1 �J96; B'Hlnesc\ Timel. July 9- J 0, ' 994; and speech of Almonte to the Philippine Economic Society. Makati, February 9. 1 �19(i·
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 investment has also been liberalized, and a host of major firms have been at least partially privatil.ed. By 1 994, tbe rival stock exchanges were at last forced to unite in the midst of extraordinary growth in the long-dorn1ant Philippine stock market. Greater political stability has emerged in the wake of major agreements with milital), rebels and Muslim secessionists, and the decline of the Communist Party. Finally. Ramos is credited with ending the crippling power shortages that were depriving Manila and other areas of electricity for as long as eight to twelve hours a day in 1 99 2 and 1 993-the velY existence of which attests t o the extraordinary neglect of the COUIltIy'S infrastrncture in the previous decade. I !) The freshest initiative of the new administration , led by Almollte, was its concerted attack on cartels and monopolies and the oligarchic privilege that nurtured them. The first target was the moribund and inefficient telecommunications industlY, in particular the monopoly of the oft disdained Philippine Long Distance Telephone Company-controlled by the family of Corazon Aquino'S nephew, Antonio Cojuangco. While Co juangco reportedly assisted Ramos in the 1 99 2 elections, efforts to bring competition to the telephone industry produced a m�jor political struggle between the two sides and their supporters. Some viewed the administra tion's rhetoric as "a cloak for Marcos-style corporate takeovers"; others feared "a military man's anti-business sentiment. " The head of the huge Ayala conglomerate,Jaime Zobel de Ayala, spoke for many in the business community when at the height of the battle he denouIlced " a determined on the part of some officials in sensitive places, to look upon busi ness, particularly large and established ones, as detrimental to the national interest. " 1 7 Within just a few years, however, PLDT was "selving as a model for deregulation of other sectors similarly dominated by oligarchic, hlmily controlled finns. " The former monopoly is now providing better selvice and quite happily making more money than ever (although many of the new competitors complain that it has often been uncooperative in facilitat ing interconnections for rival systems ) . Impressive new elements of com petition are also found in other sectors, most clearly airlines and ship ping. ] H While other reform efforts-such as the challenge to the banking cartel-were ultimately not very effective, the fact that they were even attempted signaled a new orientation of the political leadership. Thanks to measures liberalizing foreign exchange and foreign investment, many 1 (\ Moreover, the crisis highlighted the extraordi nary capacity of the country's en trepre neurs to continue to function-alheit at impaired levels-amid an often highly llIKertain ellvironment. , 7 Fi';t:R, May 28. H }92, l .1 - 1 5, and May !l. 1 99,\, 44- 45. Perceptions that rertain Ramos appointments to the PLDT hoard were patronage-hased did little to dispel doubts ahout administration motives. See, for example, FE�'R. October I fl, 1 993, 30. , B Fi';t:R, June 1 3 . 1 996, 46, 48 -49 (quo re at 46) .
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