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August 2, 1961

MEMORANDUM FOR: Mr. James R. Fowler, Acting Reglonal Director
. Office of FZ zaﬁOperations
"FROM: Byron T. Jolg /' £or the Philippine Study Team

SUBJECT: Report of “the Philippine Study Team*

Your Study Team is pleased to present the attached report, con-
taining & development program for the Philippines, .

In accordence with your instructions, the Study Team sought o
Jearn from Filipinos what theilr hopes and plans for the Tuture were,
what steps they were taking to accomplish their objectives, what their
problems were, what approaches were being taken to -these, and what
Filipinos thought the United States could or should be doing to assist
in the acceleration of Philippine development. )

After extensive preperatory study in Washington by part of the
Team, and after Philippine study, travel and conferences by the entire
Team from May 20 through July 1%, we recommend this program as present
priority in Philippine development.

Our report finds great potentialities for developwent in the
Philippines. Both in human and physical resources, the cowntry is ripe
for accelerated development. This poges the fundsmental gquestion: Is
it in the U.S. interests 4o accelerate the rate of progress in the
Philippines? If the answer is affirmative, as the Team recommends,
the cost is certainly within the cepabilities of the U.S., Tor it
requires a minimum of grants and a reasonsble infusion of -loans.

The chances for success of Philippine development move into ‘high
probability if the U.S. will now decide to provide leadership and
support, suited to the tagks. The limitations which now hawper develop-
ment can be removed as the U.S. Mission insists on a certain amount of.
rationality as the price of cur participation. The structural reforms
recomended. in the report will help speed the process. The Team recom-

~ mends that the U,.S, Government agree to act favorably in support of-

. This program.

We bhelieve that this program reflects & substantial consensus of
the views of informed Filipino leaders and That it provides a basie for
a significant turn-sround of the U.S. ATD efforts in the Philippines.
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The body of ocur report discusses the goals, the obstacles, the
recommended program and the administrative action needed to implement
the progryam, The Team has also prepared o series of appendices dealing
&8t greater length with individusl programs and special problems that
it found.

Each of us joins in appreciation to you, to the Washington and
field staff who were so helpful to us, to the many in the Embassy who
lent us every aid, and especially to the Filipinos whose warm friendii-
ness, and candid and courteous reception made the entire experience an
"unparalleled pleasure.

Attachment: Report - "A Development Program for the Philippines”

Hiembers of the Philippine Study Team

Byron L. dJdohnson, Director of Study Team,
Assistant Deputy Director for Progrem, ICA/W

Arturo Costantino, Program Office, O/FE, ICA/W

Lawrence B. Myers, Deputy Director, USCM/Japan

Selig A. Taubenblatt, Loan Officer, DLF

- L. Albert Wilson, Consulvent, O/FE, ICA/W



TABLE OF CONTENTS

Chapter

I. The Setting
Introduction
_The U,.S. in the Philippines

IL. - Philippine Development Effort
Philippine Goals
Planning
Plamning for Mindanao
The Actual CGosgls

Major Obstacles and Strategy for the New Program

Political and Econocmic Obstacles
Capital Needs
Improving Capitel Formation
l. Mobilizing Own Capital
2. Import Reduction
. Export Expansion

. 3.
k., Private Foreign Tnvestment

5. TForeign Assistance -~ Granbs
6, Foreign Assistance - Toans

.Overcentralization

Decentralization of Government
Controls
Decontrol

Socio~Political. Obstacles

Inadequate Sense of Commmity

Tnadequate Distribution of Wealth

Insdequate Hospitality for the Innovator
Inadequate Edugation for a Democratic Fubure
Inadequate Estete for Citizens of the Future

ITI. -Programs Promising Philippine Progress

Decontrol and Decenbrelization
Unite The Islands

Iight the Islends

Feed Filipinos First

Forests for Filipinos' Fubure
Encourage EQucational Excellence

4

iT -

WO o~ vy T o VO ol

&



TABLE OF CONTENTS - 2

Chapter

v,

1

IV. Financing and Admlnlsterlng the Program

Philippine Priorities
Development Financing

An Economic Summary

Project Priorities

Sources of External Lapital

1. Private Foreign Investment

2. Export-Import Bank

IBRD '
h. Jdapanese Reparations-
5. OECD Financing
~ 6. DIF and AID

7. IMF

Debt Service Capacity

Development Grants

1. Education

2., Health

3. Decentralization

i, Preloan Surveys

5. Public Administration. - Executive Seminars
6. Philippine Youth Corps
Administering AID in the Philippines
Cooperative Philippins-American Adminisiration

z

" Summary and Conclusions

Appendices Completed:

1.
2.

3e

Orientation to the Philippine Scene
The United States in the Philippines
A Review of U.S5, Aid in the Philippines .
A. Technical Cooperation Projects
B. Industrial Development Center
C. Food for Peace in the Philippines
D, Military Construction FPrograms
Forrnmlation and Implementation of Foreign Aid Policy

JCRR (Taiwan) Fxperience and Cooperative Aid Administration

in the Philippines )
Approach, Methodology and Procedurs

Elaget

E;tj135353~0\o @0 OVOy VT I W



[T P R )

PRI,

¥ A Wy oa

PR

[N ST SN R

'
T AU Y}

A Report of the
Philippine Study Team

July 31,.1961

A DEVELOPMENT PROGRAM FOR THE PHILIPPINES

Chapter I - The Setting

Introduction

The Philippine nation has come a long way. The damsge sustained
during World War II is alwmost erased. The financial institutions have
been growing rapidly, doubling in the past decade. New industry 1s in
evidence; efucation is popular. There are more holders of some kind
of college diploma in the Philippines than in any country save the U.S.
Even the smaller -towns have public and private schools. Schools run
for profit, from tuition, are common and well patronized.

The population is not pressing heavily on resources. Although

'pdpula.tion growth is rapid, the country is so rich in resources that

the growth can be easily absorbed. While much of the population seems
not to move about, Manila is growing rapidly. The Island, of Mindanao

is receiving abou’b 1,000 persons a week, one indication that its po-tentla.l
is being recognized.

The First National City Bank of New York, in its recen® letier on
the Philippines, is properly enthusiastic. It says,. in part:

"Output in all sectors is rising; a restless spirit of progress
pervades the nation .... There has been steady Progress in the
struggle to diversity production and strengbhen the economy .....
Forelgn exchange reserves are being replenished .... The Government
budget has been brought into belance .... Among Ffavorable Tactors
are bountiful netural resources, political stability, and a relatlvely
high level of public health and education. The literacy rate is the
second highest in'Asia; mortality rates are among the lowest.....

They have sdopted free enterprigse with its market-oriented economy ....
The patent need ig for investment capital to step up the development
process.

' "The Filipino people have responded well to the challenge of
-these formative years. They have achieved political ghability and
growing mabturity of- government. They have made conbinued progress

in widening the economic base and improving living standards, They
have willingly assumed interrational responsibilities .... The

primary task now is to mobilize the nation's resources -- human,

. [natural
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netural , and finsncial -- in a concerted effort .... If present
congtzuctive volicles continue, there ie every hope thet Filiplno
aspiration for a betiter life will be realized.”

The Study Team did not attempt a detdiled economic suxvey for two
reasons. An IBRD Team was in the .Philippines for that purpose during
the same period, and its forthcoming report will no doubt provide an
excellent current econmomic survey. Incidentally, the Study Team held
informal consultation with the IBRD team, both in the field and in

‘Washington, about many aspects of development in the Philippines. Secondly,

an excellent historical apalysis covering the mejor economic facts and issues
has Jjust been published by Cornell University Press. IYerscons interested

in this background are referred to The Philippines: Public Policy and Nation-
gl Fconomic Development, by Dr. Frank EH. Golay.

The U.8. in the Philivppines

The peculisr history of Filipino-American relations provides a unigue
opportunity for effective cooperative *zction which could substantially
influence all of Asia. UGeography and history have both contributed unusuel
bonds of mituality of great current value to both countries.

Four thousand years of individualistic Malay-Filipino tradition,
L0O years of interaction with the Hebraic-Christian values of the Western
World and 40 fruitful years of intimate participation in dynamic American
life have uniquely- equlppecl the Filipino for leavening the loaf of aubthori-
varian Asian society.

Filipinos regard Americans as part of the same family. This dimension
of deep and continuing sentiment has its roots in the Malayan bilaterzl
kinship system very similar to Western European and Amsrican societies
but very unlike other Asian cultures, and in the "compadre" system arising
from the requirement of the Church for a co-sponsor of one's child during
the Sacrament of Baptism. (See Appendix 2 for more complete discussion' |
of the U.S. in the Philippines. )

Hence, Filipinos regard Americans as an intimate part of thelr family.
They project toward them either fraternal or compadre sentiments with the
network of responsibilitles and obligations inherent in these sentiments.
Tt would be difficult to overstate the degree to which this is & fact in
Philippine 1ife or to exaggerate The opportunities which these gentiments
provide for effective Fil-American cooperative action.

When one Filipino friend, an editor and writer, said to us, "Do not
underestimate your power here and do not hesitate to use itl", he was '
speaking of the depth of these sentiments.

The 'veri‘ty with which he spoke has been validated repeatedly during
the last few years by various measurements of public oplnion among

*[legislators
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levlslators, university students, and the general population. The degree
%o which Filipinos have identified themselves with Americens and with the
policies of the U.S8. is startling. The degree to which official U.S.
policies, programs and: persommel have ignored this most elementary fact
during the last few years is almost ag amazing.

In all soberness, we need each other; each quite as mmch as the other.
Our troops enjoy the use of Philippine bases. Our regional couriers are
centered there. Our regional USIA press operates there. Oud civiliansg
participate profitably in their affairs. TImdispensable elements for the
defense of our meinland communities as well as the barrios and cities
o:E‘ the archipelago are there.

Therefore, U.S. purposes in the Philippines include the stubborn

need that our sister republic not only prosper but move Porward with vigor,
releasing the creative potential of its people.

Ours is one of the z-eally Tew cholice relationghips among peoples

‘which megnificently transcend political ties, preferential treaties and

military alliances. This relationship, established during the last 60
years, mist be nurtured with wisdom and insight. To do lessg would be
te betray both our heritege and our estate.

Whether we wish it or not, every Asian who looks to the Philippines
sees not only the flag which ig its own but algo the Stars and Stripes of
the U.S8. In this fact there are inescapable obligations and opportunities.

This Study Team believes with conviction that creative policies and
programs rooted in the historie depth of American involvement in the
Philippines, in the warmth of personal relationships between our peoples,
can enable our sister republic to project the American revolubtion into
Tthe Tfortresses of Asian oligarchy and imperialism,

-
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Chapter IT - Philippine Development Effort

The exigencies of war, the Jepanese occupation, the widespread de-
gstruction, and the Huk movement after the war, all served to underline
the urgency of concern for economic development in the FPhilippines. As
© a result of This, the Philippires have undertaken and accomplished not
only a major %ask of reconstruction, but launched .significant further
steps in economic development. By Asian standards, greet strides have
been taken. By U. S. standards, much more remains to be dope.

Philippine Goals

Planping.

. The Philippines have a de facto plan, prepared by the National
Economic Council, whichlns been serving as a general guideline o their
development. Officially, the plan has not been formally approved by the
NEC, but it is informally operative in guiding govermmental action, and

in influencing private action.

The NEC serves as the planning instrument. TIts staff is of a high
level of competence. However, the structure places limits’ on what can be
accomplished., The NEC is a conglomerate board with a Chairman named by
the President. (The present chairman, Dr. Jose Locsin, is a Tarmer-
physician, an ex~Congressmen and an ex-Senator). Majority and mipority
congressmen and senators serve, along with the Governor of the Central
Bank, the Governor of the Development Bank, and public representatives from
Industry, BAgriculture and Labor. Other public officials sit in, as ap-
propriate. The chalrman serves on the fiscal policy committee of the
government. '

The NEC has some powers to approve foreign loans, but its success
is largely dependent upon informal relationships between itself and the
Budget office, upon the prestige of the Council in the Congress, and on
the skill of the chairmsn and the staff in securing appropriate action in
the private sector to accord with their plans —- in this they are aided
by the bank representatives.

The WEC has not only-the office of national planning, but alsc the
office of foreign aid coordination, the reparations group, and an office of

statistical coordination and standards. The foreign aid coordinator sits
with the couneil. Offiecially, ICA operates with and through the NEC in
its Philippine contacts, negotiations, and decisions.

The present emphasis of the WEC, according to the chairman, is to
determine and follow up as governmental responsibility the priorities for
infrastructure. The emphasis is also to encourage private sector activity
in accordance with their priorities. Hence the encouragement to iron and

[steel, .
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steel, mining; chemiezls, and power.

The NEC is now engaged in up-dating its plans and cost estimates.

The Philippine planning process is working but at less than mgxﬁmnn
efficiency. There is reason to believe that the planning effort can be much
more significant where the chief executive serves as the head of the plan-

ning wnit., He cannot, of course, attend every meeting but his presence
will be felt when he is absent.

The Philippine Government may wish to consider neming the President

as Chairmen of the NEC and it may wish to convert some of the present mem-
berships into ex~officic, non-voting, and liaison status. Under the present
structure, the executive function of plamning will remain.an open inviva-
tion to debate policy proposals’in the wrong forum, and it confuses legis-
lative and administrative staff roles. A bebier pattern might well be to
create a separate presidential council of economic advisers and an execu-
tive planning organization, working closely together,

-

At this point it may be in order to enter a caveat.

The Study Team heard some critical remarks about NEC, contrasting it
to the tight planning of the Govermment of India. This is a deceptively
simple generalization which ignores the profound differences in socizl tra-
ditions and political operations between individual countries.,

Peculiar and particular characteristics of the Fhilippine society are
presented in Appendix 1. It is sufficient here t0 say that Fhilippine so-
ciety is individualistic, non-authoritarian, almost anarchical; by conbtrast,
Indian society is relatively collective and ordered. For thousands of years
the Malay-Filipino family has been bilatexl and extended; the Indien family
unilateral and eircular. Consequences of this ancient social structure in
the Thilippines result in a dynamic, shifting political scene, inherently
individuelistic and democratic, Legal and administrative power in the Philip-
pines is indeed over-centralized; but actual political power is highly dif-
Tused and tentative. To the amazement of Latinos and neighboring Asians,

the gentry seeking Philippine political office are at the mercy of the votes.
of their tenants, workers and servants,

Congressmen and governors are expected to deliver conCrete governmental
benefits to thelr localities or they may not be re-elected. Their opposition
is alweys present, always voeal, and always campaigning to unseat them.

Hence real political power rests with the provincial and municipal leaders.
The political power of the President derives from his ability to hold the
support of local leaders. Conseguently, tight centralized planning snd

/regulatiqn
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regulation is a political impossibility because of the essentially demo-
eratic character of FPailippine polities.

Fortunabely there is another kind of pleaning which is indigencusly
possible in the Philippines. It has a familiar American quality. This is
plamning for the release of the creative ensrgy and imaginstion of individu-
als in the exercise of their private initiative in a free competitive
economy .

The planning endorsed by the Study Team for the Philippines is of this

.kind, providing opportunities, releasing creative energy, establishing con-

ditions and climate for economic growbh and adventure, inviting participation
of all Filipinos individually- asmnagers or workers, or collectively as
corporations or unions. On the broad cutlines of this, tThey are doing gquite
well and with a modest amdunt of help along technical lines, in a few areas
of interest, they will do very well.

Planning for Mindanao.

‘Attention currently is especislly concentrated on planning for the
development of the Island of Mindanao (an idea which goes back to the year
1936, at least), the plan which is in fipal sbeges of preparation will re-

-portedly relate to all such matters as:

Roads, bridges, ports, and harbors;
Power, industrial and agriculturai development;
Water systems;
Bural health units and hospitals, and malaria eradicabion;
- BEducation, school buildings, vocational schools and colleges;
And other social and economic development.

The Study Team visited extensively across the Island of Mindanao, hold-
ing privete and public conferences on development at Zambuonga, Iligan,
Cagayan, de Oro, and Davao. In addition, the Team visited Cotebato, and
Marawe City, and cobserved much of the island from the air. The Team was
deeply impressed by the richness of the egriculbtural and forest land, by
the enthusiasm and drive of the people, by the abundance of power and min-
eral resources, and by the sense of adventure that permeabtes the island.

The recent passage of the Mindanao Development Act is a most favorable
angury for the fubure of the island, which is the "new frontier” of the!

Fhilippines. The Team has full confidence in the wisdom of identifying this
as s geographic area worthy of more intensive national interest in development.

However, the Tesm has taken as its focus the development of the

.

1
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Prilippines. This report contaelns a program for the Fhilippires. Hence

the Team does not recommend special atbtention to development in Mindanao
except as part of nabtional development. To choose otherwise appears a most
unlikely course of action. Conditions among the Moros on the Sulu Islands
mey be more worthy. The destruction of forests on Cebu may be more seri-

ous. The population pressure in Iuzon msy be greater.

The Team hopes that the Philippine Goveroment will make good, prompt-
ly, in Mindanao. However, the Team recommendations are directed at con-
ditions throughout the country, not Just at conditions on individuwal is-
lands. Money to finance development on Mindanaso will be forthcoming from
the regular departmental budgets, from Japanese reparatbions payments, the
IBRD, the Ex-Im Bank and other credit sources, for infrastructure end for
power installations, inter-island shipping, and basic industrial plants.
Pablic and private development spending and lending would accelerate the de-
velopment of the region. AID grants and loans should he made at any given
time, on the basis of priority stabus in the total development program of
the Fhilippines, not just becanse of their regional location.

@he Actugl Goals

Typical Filipino response to inguiries sbout nabtional goals were like
Gompers' response ag to the goals of labor, to wit: MORE.

Almost everyone agrees on priority for transportation to Unite The
Islands, and on power to Light The Islands. Concern for improving produc-
tion and income in rural aveas is fairly widespread, but seems to suffer
from substantial frustration because of repeated fumbles and failures in
past official programs, such as promotion of rural credit, irrigation and
Pertilizer. )

There is generel recognition and agreement that a dalry industry and
livestock promotion progrem (herds were drastically depleted by the war)
would iwmprove income and diets, ard reduce the drain on foreign exchange
for these purposes, thus indirectly contribubing this support to the de-
velopment process.

Almost no mentioh is made of education and health as goals for immedi-
gte attention (except as these relate to population growbh and population

movement to Mindanaso), and little atbtention is given commmications. In-
deed, even when asked about education outright, most respond that there are

plenty of trained or skilled manpower, or that ample facilitles exist to com-
plete any needg‘that arise.

Some stbention is given by local officials and businessmen to the im-
provement of public services, especially policing in areas where banditry

_and piracy are -being practiced.

/In
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.In the industrial sector, attention.is most frequently focused on
power, iron and steel, chemicals (especially fertilizer), mining, and
petroleum.

The Fhilippines.have had a pericd in which they made substantial
public investment ir industry, partly because the private sector was
hesitant. The record of operation has been sufficiently spotty so that
private management of many of these public investments is now being se-
cured, and new private development is generally welcomed.

]

Major Obstacles and The Strategy for Thé New Program

Political and Economic Obstacles

The chief politicel and economic obstacles to the accomplishment of
the goals of the Philippines appear.to include inadequate capital, over-
centralization of government, and controls that inbibit development. Each
Oof these will be discussed in order, together with the steps necessary to
overcome these obstacles.

Cepital Needs.

The need for capital is felt in all sectors. However, it is especi-
ally significant in the development of transportation and power, Tfor with-
out these, the development of industry, mining, agriculture, forestry, and
all forms of commerce are delayed. PAL, the Philippines Air Lines, is
prompt, efficient, and almost everywhere. It doeg very well on a modest
invegtment. It is a natural -development in an archipelago of more than
7,000 islands, over 800 of which are ivhaebited. But the highway system
is incomplete, and the secondary, feeder, and farm-to-market roads are
wvery inedequate. Rail lines are even more inadequete. AlThough the islands
have the greatest highway in the world, which needs no maintenance -- the
seas == their ports and docks are inadequate, ships Too few, and rates too
high. Practically everyone mentioned that it costs less to ship from’ the
United States To Menila than from Manila to ocutlying Phllippines ports!
Civilization follows tremsportation, and transportation builds markets.

The great power potential in the Philippines lies in falling water.
Alnmost every island is really a mountaintop. Hence, the larger ones in-
clude greabt hydro-power potential, of which little is now exploited. ILow
cost hydro-power is essential, and could greatly accelerate econcmic de~

velopment. Only limited amounts of coal, o0il, and gas have been found thhs
far.

Capital is needed for both the basie purposes of tramsport and power,
as well as for other development.

/Tmproving
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Improving Capital Formation

Capitel is the product of many forces. Development loans or grants
should be the last resort, after every reasconsble effort has been made to
generate capital by internal finaneial practices, by import substitution
or reduction, by export expansion, and by the attraction of foreign capital.

Filipinos Tully understand that domestic capital is needed to pay for
local labor and material, and that foreign capital or foreign exchange is
needed in procurement of goods and services from countries overseas, for the
external components of a development project.

1. Mobilizing own capital.

In recent years the rate of growth of investment funds through
banking and insurance in the Philippines has averaged almost 15%, which indi-

cates that much is being done. Matual funds- are also growing; yet savings
and loan associations, credit unions, and various ‘types of savings banks
are barely known here. Active promotion of such additional forms of sav-
ings generating institutions would help teach the virtues of thrift, the
sanctity of contract, and the need for monetary integrity. 3By ridding the
country of currency controls and of the export tax, and keeping tariffs to
the minimum, it is likely that more of the earnings from exporis would be
availeble for use in developmends.

The Central Bank has shown substantial .sophistication in the handl-
ing of the money supply. The current high level of unemployment has caused
the Bank to look with favor upon expansion of private and public credit.

The Central Bank ig the prime buyer of government bonds, so that public deii-
cits are alwmost entirely equivalent to new money. Insofar as this course of
action can be used to generate capital, the government is competent to use
it. Events during 1959 and 1960 show that it is equally capable of credit
restraint to fight inflationary tendencies as these develop. 5

The tax structure suffers from weakness in assessment and collec-
tion, especially of the property tax, but also, reportedly, of the income tax.

It has been suggested that AID wmight help by support for aerial
mapping, to be used in conjunction with land mapping for both title registra-
tion and property tax assessment. If in addition, the local units of govern-
ment had a larger interest than the 10% of yield now shared with them, the
property tex yield might be significantly improved, and finance more public
capital.

Tncome tax compliance might be improved in conjunction with a shift
in the public works budget from "pork‘barrela to shared revenues, so that
taxpayer morale would not be hurt by what appear to some to he waste and
gbuses. {Discussed st greater length under decentralization, below. )

/2. Tmport
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2. Tmport Reduction.

The supply of capital in the form of foredgn exchange needed fox
machinery, ete., could be substantislly improved by encourajing the pro-
duction within the Philippines of those items now purchased oubtside, but
easily capable of belng produced internally. Foremost among these are
foodstuffs. Nobtwibthstanding the productivity of the soil, Filipinos are buy~
ing Poreign rice, at times, a5 well as dairy products and meat. Though
- next to the sea, they also buy Tish. -

Feed Filipinos ¥First ought to be the cry. Actually, the country -
is approaching self-svufficiency in rice. And it is Just beginuning to
launch a deiry industry, with govermment encouragement. The beef cattle
industry is getting a new start. Cattle shoriages arising from the wertbime
slaughter caused FPresident Megsaysay to secure passage of a 1law prchibiting
slaughter of the carabao, the ubiguitous water buffalo. This animal is a
docile cow, slow but willing draft enimal, and practically a children's pet.

Its milk yield is small. Not very efficient for milk, work, or meat, it does
well as a compromise. :

Pigs and chickens are getting increased attention, aided by past
technical cooperation projects. These have now caused an increased demand

for corn -~ which, in abundance, can be also an export crop to Japan. b

. The Filipino's favorite way to fish is from fish ponds, traps,

“with nets, and with dynamite! The Moros are good Tishermen, but do not have
training or eguipment to become commercisgl fishermen in major duantity. The
widespread use of dynamite is deplored, but continuing. Every hospital near
the sea has its maimed fishermen. The method is opposed in theory and by
law, but continues notwithstanding that it destroys fish yields for the
fubure. Some estimabes are that only 10% of the kill are harvested.

Yeb a floaling fish cannery, secured as reparations from Japan,
sat unused, together with tender boats, in the Manila harbor for so long

it was a gcandal, Finally, the canning equipment was rewoved, so that the
boat could be used in inter-islend shipping! Perhaps a technical coopera-
tion program from Japan, Okinawa, or Icalend might be tried. IT the Moros
could become interested, this would be a significant industxry to develop
among the Sulu tribes, who are by-passed in most discussions of development.

) Total food imports exceed $70 million anmually. Most of this
could be avoided with improvement in Philippine agriculture. The single
most significant improvement would be more widespread use of fertilizer --
preferably manufactured within the FPhilippines. Mechanization will also
increase yields by as much as 60% in ricde, according to one planter. Mech-
anization is slowly coming, but it should not be forced, at least until
a labor shortage replaces the present unemployment. Irrigation development

[in
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in the dry areas is getting goverrnment encouragement, and had TCA Encourage=.

. ment. The need for capital shows up-here, too, in redquests for pumps and
pipes. )

.

The development of their ovn iron and steel mills will greatly save
on imports, as will development of oil and gas potential.

3. Xxport Expansion.

Sugar provides $120 million of the $530 willion earned in 1959
from exports. Oil seeds, nuts, and kernels provided $14%3 million (larzely
copra). Wood, lumber, cork, and wood products earned another $100 million.
The few large sugar interests have bsen complaining sbout their sugar quota --
they would gladly supply more, if the increased guota could be assured over
a period of years. Fhilippine abaca sales are down from pre-war, and they
could increase this producticn. Febtilizer would sharply increase copra
yields without planting additionel trees ~- but oil Beed demand may not
warrant heavy increases here.

Rubber trees in the Fhilippines are high yield trees. This might
be encouraged, at the outset for domestic use, and later for export as
world demand increases. C

. Philippine mahogany msakes up into beautiful plywood and other
lumber products. Their hexrdwoods are among the best and toughest in The
world. The 12-months growing season frees their trees from sharp growth
rings. They have bamboo of a type thet can gel as much as 100 feet of
growth in six months (shades of Paul Bunyon!), and maskes into pulp and
paper. Bamboo can elso be split and treated into a fine hardboerd, at low
cost. ILumber, plus lumber products,. how earn about $100 million in for-
eign currency, and could easily wyield more. But flights over the islands
show great areas of slash cutiing, of burning of hillside timber stands ==
merely to grow crops worth far less then the timber yield. Watersheds are
already being damaged badly, and floods are increasing.

Forests for Philippine'’s Future must become The theme of a much

. . stronger conservation program. Official policy is swinging this:way, -but

reguires & much more zealous effort if these earnings are even to be mainbained,
to smy nothing of being increased.

Young people, especially Boy Scouts, are being recruited for refores-
tation. But the Xamingeneros, a. tribe that systematically burns forest cover
to plant crops for a few years -in virgin soll, and then nomadically moves on
{having, perhaps, been paid to change forest land into agricultural land),
are doing more damege then can be undone by reforestation,

- ) /The t
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The President has recently recommended a Philippire Youth Coxps,
patterned after our CCO, to work in Just such a progrem. DPassage in thg
next Congress is expected. '

Loggers complain of encroachments, of squatters, and of careless~
ness. Short-term leases have caused many loggers to slash cut, rather than
rractice sustained yield forestry. Presept policy is to favor longer term
leases, to secure better practices. But none of the revenue from logging

.8oes 1o local governments so these often favor changing forest land into

sgricultural use. And the politicians always favor the larger number of
vogters, even 1f squatters. Hence; it may be essential that the forest tax
be increased and shared with local government so that local officials are

encoureged to take the "Long View", and support Forssts for Philippines
Fature. K

"Iron ore is leaving here for Japan, and much more export of minerals
can be expected in the future. A great laterite deposit contains a rich
nickel supply along with iron. Molybdenum has been found here, and much
minersl wealth is yet locked in these volcanic hills. 85% of the U.S.
chromite supply comes from the Philippines, and ICA hes proven an additional
L years supply to the 10 years otherwise kmown. Exploration continues.
¥uch could be done to expand minerasl exports by further exploration, and
by laws that would favor more foreign capital for this purpose.

4, Private Foreign Investment.

It is alleged by various persons who should be in a position Go
speak authoritatively that various potential foreign investors, including
American firms, have been unwilling to invest in the Philippines at this
time, largely because of the exchange controls., Naturally, any investor
would like assurance that he could transfer earnings back home, on a reason~

able basis free of discretionary controls and similar ‘assurance as +o his
right of repatriation of capital.

The official climete of opinion favors legislation that will help
clarify rights of foreign inyestors, and upon the final step of currency
detontrol, the williisgness of investors to ©me in should be much gredter.

0il and minerals are smong the most likely to attract attention, along
with chemicals and fertlllzer.

5. TForeign Assistance -- Granis.
There is only & limited demand for grents either from government

or other interests gt this time. A discussion of priorities for remaining

/Foreign
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6. TForeign Assistance -~ Loans.

There is silgnificent demand for Fforelgn losns, and a willingness
i 2bsorb substantial sums in basic utilities, basic industries, and some
infrastructure. There is a recognition that these loans are needed only
for the portion of the activity that cammot be financed out of pesos.
With the attenbtion already being given to reduction of imports, and ex-
pansion of exports, there is every reason to be opbtimistic about the ability
of the Philippines to support significant additions o their foreign loan
account at reasonsble terms.

"Overcentralization

The Philippines is a highly centralized government; notwithstanding
the instructions of President McKinley to favor local government, the U. 5.
euthorities perpetuated the Spanish system of high centralization. VWhen
povwer was handed over to the Filipinos, they carried forward the same pat-
terns -- some would say they immedistely added to the centralization, es-’
pecially in education. .

The United States cannot and does not try to make 21l its decisions
in Weashingbton. Our Federal-stabe-local system encourages widespread dif-
fusion of decision msking. It liberates and energizes any nucleus of
creabive people in any given community. In recent years the program of
commmity development, started under President Megsaysay, has resulted in
giving to the barrios (little villages), to the cities and the provinces
the beginnings of autonomous power to tax and spend, vwhich is the essence
of goverrmenbtal power. Manila and & few other cities have charters giving
them significant independent power. But as a rule, so muchlas to be decided
by the central govermment that the habit of looking to Malacdian, (Philip-
pine executive offices) is encouraged rather than discouraged. Initiative
and self-help are virtuelly prevented by the strucbure of government.

The United States has itself to blame for the heavy centralization of
this government.

Decentralization of Government.

With the appointment of the Presidential Assistant on Commanity De-
velopment {PACD) in 1956, and the passage of the Barrio Act of 1960, there
is & most significant, if modes®t, beginning of the process of decentraliza-
‘tion. The little village which is the barrio, is & gathering of people
who walk out to their farm land, or work at village or even cottage in-
dustries. These barrios are now given 10% of property tax collections. Bub
assessments are so low, and collections so poor, that this gives them very

/little



PO Y

4%
o

ir-11

1ittle real financial support. Most of the improvements that barrios are
now undertaking are the joint product of local labor voluntarily mobilized
by the barrio, and materials contributed by -PACD out of ICA support and
growing FPhilippine national budget appropriations.

The regl importance of this commmity development is that it is en-
couraging the habit of self-help and local initistive. But it needs much
more encouragement, help in the form of broader powers, and training in
the process of self-government. The excellent field staff of the PACD
are acclaimed widely bthroughout the country, except by the other government
agencies of the national govermment who are a bit jealous of encroachment
on their own powers and functions.

ICA help‘to PACD is beiﬁg Phased oﬁt, and this agreement should be
kept, because this program ought to be supported by national and local
funds., The final contributions by ICA may be breated as a loan fund by

- PACD, in order to maintain it intact as a pool of =id through loans. In

this case, it may be appropriste to place additional pesos, generated
‘through PL 480, into such loan fund, as evidence of our continuing. interest
in PACD.

The Poblaciones, or larger communities (small cities) need similar
strengthening. Both barrios and poblaciones are within the structure of
the provinces. The cities in the Philippines become Independent of the
provinees, and operate directly under the national governmment. As a re-
sult, the cities recognized by law here are among the largest, in area,
in the world. A city may embrace quite a number of barrios, and even
poblaciones. In that sense, a city is really an urban prévince -- and
may be free from the annexation problems that plague American cities.

The public works budget of the FPhilippines is called, officially, the
Tork Barrel bill. The funds are appropriated to each Congressman, to

allocate among claimants within his district. However, the release of
these funds is within the discretion of the Malacdnen. It is alleged that
members of the minority parties heve wore difficulty in securing their
share. One waggish politician observed %o the Study Team that the title
meent that while the politicians get the pork, the citizens get the

barrel. This item is roughly 30% of the national budget.

Clearly, decentralization in the Philippines means that the responsi-
bility for more of the basic functions of government must be.. given to the
lesser units of government in conjunction with appropriste changes in
government budget policy. It may be desiresble to have some grants=-in-aid
from the central government, but the bulk of the funds ought to be raised
by the local units of government. A possible solubion might take this
form: . .

o

/a. Give the
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a. Give the local units a larger share of certain central
government tex collections -- say 50% of property taxes, and 25% of income
texes, and make other adjustments that would encourage taxpayer compliance
and encourage local support for effective collections.

b. Abolish the pork barrel, and itransfer the bulk of responsi-

bility for secondary roads, water supply, policing, ports and bridges to
local govermmental units. )

¢. Give the local government independent tax power o
permit them to go beyond the national support levels in public functions,.
and to undertske such added functions as they wish to support.

i d. Permit every city to have its own port asuthority, and
* pledge port and wharfage fees in support of local bonds or port outlays.

. The national govermment could keep responsibility for any port that was

not organized as a local suthority.® But if the local authority was
responsive to representatives of exporters, importers, shipowners, local
government, and the community at large, it can be expected that each
local authority would improve its own harbor and port just as quiekly

as circumstances warrant. Now, the local interests must await national
budget action, and the public works budget for all port purposes is only
some 20 million pesos generated from fees and charges. Iocal authorities
should be given permission to alter fees and charges to meet local needs.

e. The national govermment now finances the entire cost of opera-
tion of the elementary school (first four grades) -- wherever local
officials have provided a school building. Tocal govermment finances a
2-year intermediate school, end a lL-year high school, but mostly out of
tuition. .If local units had better tax sources and powers, they could
improve education. Now if the cenitral goyermment considers any improve-
ment, it must consider the cost nation-wide., If local units would be free
to add to national levels, there could be substantisl . improvement in edu-
cational activity, and raising the standards in those areas that wanted
to go shead of national standards.

. Every effort should be given to improving the quelity of education,
ineluding the adoption of acerediting practices.

-One of the areas for which grant assistance has been mentioned is
public administration. A.I.D. assistance in support of decentralization,

/and

¥ As illustrative of attitudes, a bill 4o permit Manile to have its own
yort authority was rewritten in commitiee to create a National Port
Authority. The bill was dropped, and the govermment will start again.
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and help to institutions that will continue to build patterns of stronger
local democracy, self-help, and local initiative are worthy of support.

Controls

Significant patterns of control have been developed to protect the
limited supply of foreign currency against the high propensity & the
Filipinos to consume luxuriouns foreign goods. 'Fhis practice is aided by
a highly liquid money supply (45% is currency), by the evident habit of
conspicuols consumption, by the inordinate wealth of certain landed
interests and traders, and by the lack of a strong sense of responsibility
to use wealth for the good of the whole community.

The most important present control. 1s the requirement for approval
by the Central Bank of any expenditure of foreign exchange and of foreign
loans. A second control is enti-alien legislation; the success of the
Chinese merchants has fed a widespread opposition to them, and leads to
such. anti-alien legislation., Although Americans enjoy eguality of oppor-
tunity for another 13 years, the Filipino First movement has also led to
legislation preventing any new foreign banks, to requirements for Fnilippine
participation in owmership and management of concerns. Uncertainty as to
the application of controls in future remittance of earnings and repatria-

tion of capital are fredquently cited as limitations on forelgn investment
here.

There is a further control in the form of a tax upon exports. This
has encouraged forms of smuggling of exports out of the country, easily
accomplished with so vast a coastline. This, in turn, has encouraged
piracy. The differential exchange rates are open to sericus criticism.
Theoretically, the peso is rated at 2:1 with the dollar. Most exports
are given 2.75, while the official exchange for imports is 3:1, with an
added 15% tax. The black, or free, market rate of 3.45 up t3 3.75,
therefore, means there exists adeguate incentive to try to earn dollars
or other foreign exchange by underestimating shipments out, and hiding
the dollars out of the country.¥ So long as the central banks persist in
supporting differential rates, in which preferred imports get to buy
dollars at 2.75, while others pay 3.45 or more, there will be difficulties.

The consequences of these controls is, of course, significant evi-
dence of graft and corruption, both to teke advantage of the opportunities
they present, and to "expedite" favorable govermmental action.

/Decontrol

¥ Hstimates of the extent of such evasion run as high as 25 of exports.
This would mean that the real loss to the economy through hidden export of
capital exceeds $100 million per year!

X
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The official position appears to be that by 196k, there may be Full
decontrol, or a unitery exchange rate instead of multiple rates, and
full convertibility. To wait three more years,}. puts an un-needed damper
on business activity, and permits a perpetuastion of a system that pro-
vides a built-in incentive for favoritism, including favoritism purchased
by those wanting it. Some who favor decontrol in theory worry about the
importation of luxury goods that would follow decontrol now, and they
would either wait, or impose "safeguards”. )

A single exchange rate, with open access o foreign currency, would
give exporters az greater incentive to export, and would build into the
economy the added capacity to service foreign loans., At the same time,

.ending the preferred rate for some importers would provide the -brake
. upon imports that is sought. :

With decontrol, it is expected that the Central Bank would allow
the exchange rate to find its owm level, now expected to he between 3:1
end k:1 for the dollar.

Pnilippine authorities should be encouraged, instead, to move
immediately to full decontrol rather than "ecut off the dog's tail by
inches”. The IMF, or the U.S. if need be, should offer adequate stand-
by credit to absorb any large shorit-run rush for exchange so as to prevent
wild swings in the exchange rate. The Central Bank should be assured
of help in an orderly transition to the exchange rate that market forces
will produce. No single act would be more beneficial at this time %o the
economic development of the Philippine economy than immediste decontrol
with this assurance.

. The suggestion that luxury goods importation could be prevented with
tariffs is to ignore the facts of geography. These seacocasts cannot-be
patrolled. If sumpltuary taxation is needed, it should be upon all consump-
tion of the disfavored type, whether domestic or foreign in origin. TFor
example, if large cars are to be discouraged, a graduated tax upon horse-
power or weight, levied annuelly, would be sufficient. And it could be
® enforced through anmial licensing. -

There are those who would still want to place some tax upon exports
--and fail to see that this will often continue in hidden form a differential
exchange rate, encourage smuggling,.interfere with the growth of foreign
exchenge, and,therefore tend to fail of its purpose. If there are unearned

/incremenﬁs

;/ Many expectv anobher major step next year, but couple ﬁhié with talk of
"safegnards™ that would open the door to o new set of controls, and
continue -their present problems in different form.

1
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increments, these should either be accepted as the price of the shift, or
sought out by better enforcement of income and estate taxes. Geography
laughs at taxes upon either imports or exports in this archipelago.

However, reduction of tariffs, and abandonment of +the tax on exports,

will work a hardship on the budget. New revenue measures must be enacted
as part of the decontrol progranm.

Decontrol, along with decentralization, are major structural reforms

that will serve both to end major incentives to graft and corruption, and
~ liberate the creative powers inherent in the business community. These
would permit and encoursge the talents of businessmen to be employed in

mere productive ways than simply outwiting public servants, or buylng
their favors.
L

e Socio-Political Obstacles

aupmin 2w

The chief socio-political obstacles to economic development can be
functionally described as inadequate sense of commnity, inadequate disw
tribution of wealth, inadequate hospitality for the inmovator, inadequate

education for & democratic fubure and inadequate estate for citizens of
the future.

y -
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Filipino leaders and citizens are unamimous in theiy intention to
faghion their society upon the principles of democracy and social Justice
‘as they bave known them during this century, participating in the dynamic
American Gomminity. They propose t0 achieve a Commmity of Filipinos
'_f ) who share mitually accepted goals and mtual concerns for their common
welfare. And they are doing the right things to accomplish their goals.

PO

Hence, their inadequacies are only measures of the job ahead, In many
. ways they are faults of thelr virtues as will be described in Appendix I.
e The Study Team found nowhere in the Philippines the sense of desperate
urgency which was present everywhere ten years ago during the visit of
the Bell Mission. Their most important decade of development is already
behind them. ~However, the socio-political. problems which do obstruct their
intentions, need to be identified and certsin proposals for action suggested.

Inadequate Sense of Commmity

The basic reason for an inadequate sense of commini-ty among Filipinos
is their bilateral extended family which commends eilmost exclusive loyelbty
of its members. Historic reasons are the ethnic and linguistic differences
of the groups which migreted into the islands and maintained their distinctive

qualities; and finelly, the feudslistic ‘encomienda' gystem by which Spain
exercised her control of the indios.

PRS- AN PR ESARFEEs: SIS ER R LT

The bilateral, extended Filipino family will be described at some
length in Appendix I, Adequate understanding of this unigue Malay-Filipino
institution is imperative for these who would Iive and work among Filipinos.

: /Tt is
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It is the source of some of the most important characterigtics of Filipino

_1ife, Be it said in summary that it is an obstacle to a lively sense of

community because of the exclusiveness of loyalty given to it by its members;
preventing identification with other importent groups at local or national
level.

Fitty~-five different ethnic groups have been identified as now resident
in the Philippines in a total land mass area gbout the size of Louisiana.
However, they are merging repidly into what is known as ™the Fillpino blend”.
About 85% are "mestizo" -~ have distinctive traces of Spanish, Chinese or
American gualities.

Seventy distinet languages are used in The islands; 137 different
dialects. However, the majority, being almost all the “Christian low-
landers", spesk either Tagalog-or Viseyan and English. "Filipino",

.basically Tagalog, is spreading rapidly through the use of press and radio.

Buropean feudalism of the 16th century was exported by Spain for
control of its ecclonies in the Amwericas and the Philippines. With the
isolation of Spain from the mainstream of affairs after the defeat of
its Armada, and the geographic isolation of the Philippines, this anachronis-
‘tic institution continued through the last cenbury in Luzon and the Visayas
of the Philippines.

King Phillip had been commissioned by Popes Alexander and Adrian to
Christianize the indios. To do this, he sert the "friars", members of
the missionary orders. Although the Couneil of Trent (the internal Catholic
reformation) had forbad parish work without episcopal supervision (hence
menbers of the orders could not serve parlshes) , an exception was made in
the case of the Philippines. This resulted in de facto conbrol of the
Philippines by the friars which they successfully maintained, againgt the
best efforts of the CGrown and Archbishopg to discipline them, because of
their allisnce with the Caciques (land-owmers). This unfortunate and un-
happy alliance of power resulted in the execution of three Filipino priests,
Fathers Burgos, Zamors and Gomez, (who were agitating for greater Filipini-
zation of the clergy in 18’(2) and of Dr, Jose Rizal (e. gentle doctor who
wanted only simple social justice) in 1896. The inevitable revolution
begen almost immedistely. Admiral Dewey arvived May 1, 1898 and sank the
Spanish fleet in Manila Bay before breakfast. After a brief unpleasant
misunderstanding, the Filipinos achieved all and more than they had expected
from Spain, by thelr participation in American 1ife and sociedby.

. However, the anbti-clericism which had resulted from friar sbuses (which
nad been perpetrated against the specific orders of both Crown and Church),
is deep in Filipine life. It sets Filipino against Filipino., Within the
Church there is great suspicion of ecclesiasticism. Accommodation between
the Church-and other religions commmities {about 40% of the population)
is barely minimal, - This wnfortunate factor in Philippine soc1e'l:y will delay

. ungualified commitment to common geals and purposes.

. /Nevertheless,
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Nevertheless, there are many positive and creative programs of action
which are binding Filipinos together. The most effective single instrument
for nmeutralizing tensions among peoples is public education. The publie .
school is the pot in which differences are melted. This has already been
true in the Philippines as in the United States. The public school is non-
elite, non-class and non-secterian. Public education in the Philippines,
from kindergarten through University must receive first priority attention.

Accelerating the use of both English and Filipino (Tagalog) languages
will bind Filipinos fogether, enable them to commmicate with their heritage,
both Malay, and Western (European—émerican). More efficient teaching of
both English and Filipino is already underway. These efforts mmst alsc be
supported as priority programs.

Becentralizabion of political administrabtive authority to barrio and
mmicipality will persuade ¥Filipinos that their family welfare can best be
secured through participation in local community activities. Concern for
the welfare of the larger group will reduce the exclusivism of family-
centered loyalties emd develop a sense of the larger Commmity.

These and similar programs are of major importance. Because without
commmnity there is no security, no progress, no hope for tomorrow. Without
commmity each men has only himself, his famifly and his fear of others.

No single socisl factor is so determinant a pre-condition of economic
growth and development as a community of men, freely and voluntarily accepts
ing mutual responsibility for the common welfare. The validity of this is
pexrfectly clear in the record. No authoritarian govermment, devoid of the
lively sense of voluntarily accepted responsibility for common goals, has
ever provided more than survival essentials for its citizens.*

Tnadequabe Distribution of Wealth

" The encomienda system of socio-eco-political control, mentioned above,
eoncentrated wealth in the hands of the cecigue, doomed the tenant to per-
petual poverty and prevented the development of a middle class of Filipinos.
There were great changes during the period of American administration,
including land-reform legislation in the 30s. Following the war, the
escidues (Spanish mestizo) and commercial class (largely Chinesej seb
out to recoup thelr losses. Independence seemed to bring rebtrogression.
But not for long. Filipino individualism, latent in his heritage and
murtured during the American period ,asserted itself. One expression was
the rebellion of the Hukbalzhop guerrillas under communist -direction,
coordinated with other similar efforts in all countries on Fhe perimeter

- of Asia. Other positive efforfts were made through constitutional processes.

But by 1950 the situation was desperate. . .
. /The Bell Mission

# See ‘Beonomic Development, by Benjamin Higgins, pp 10, 22, and others; and
Politics of Developing Areas, edited by Gabriel A. Almond and James F.
Coleman, pp 534, 537-8, 542, 56L-8, 579.
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The Bell Mission reported to President Trumen that "the inequities
in income in the Philippines, always large, have become even greater
during the past few years, While the standsrd of Iiving of the mass of
people has not reached the pre-war level, the profits of businessmen and
the incomes of large land-owners have risen very considerably."” Legisla-
tion was recommended to protect the tenant, provide credit for the farmer,
establish minimm wages, encourage trade unions (free from Commnist,
government and management interference), provide workmen's compensation,

social relief for the needy, unemployment insurance and & public employment
service, ‘

With any fair historic perspective, ‘it must be reported that the
Philippine response was smazingly dramatic and effective. By 1955 it
had achieved all these things by constitubtiomal processes. It was as
great a social revolution as our own during the depression years. - This
encouraging movement will be described more completely in Appendix 1.
In sumery, it may be said that ninimm wages are paid by all of The larger
employers; no major union is under either comminist or menagement influence;
compulsory srbitration is long past; tenant rights are secured through a
variety of programs, most effective of which is the Tenancy Mediation
Commission and the Court of Agrarian Relations. Indeed, both worker and
tenant are well on their way to becoming an "elite™ group with genuine
political power in Philippine society. The Philippines is the only new
nation where the landed gentry must court the vobtes of their tenants and
servants in order to exercise their political proclivities.

Inadequate Hospitality for the Innovator

Ecopomic Qecisions by members of a family-centered society tend to
be conservative, An suthoritarian climate discourages differences. 5o,
even today, there is hesitation among Filipinos to be first to be different.
Yet, economic growth depends upon some persons and elite groups functioning
as innovetors. This was described to mewbers of the Team very cogently by
the "young bucks” (as they are ca]led) who organized and financed Filoil
and other joint stock companies. Until eleven years ago, no corporation
in fthe Philippines was other than family in control.

However, The Study Team did find in almost every town and city outside
Manila, & group of young businessmen with ideas, some resources, and great
impatience at the lack of attention to the "provincianos®. It may well be
that these dissatisfied young entrepreneurs will be the group motivated to
really try thelr wings. 'They do not come, for the most part, from the older

‘cacique families. The sons of caciques have long since gravitated to Manila.

These are men whose families were ususlly set-up or encouraged by some
American business man, who have some resources but are £illed with.ideas
as to what to dp with opportunities in their areas. And they know their

‘areas much better than do the "wheelers and dealers™ in the capitol city.

Conseguently, the Study Team urges greater attention to this group.
They are not gquite so sophisticated, so they shall require assistance in

/preparing
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Ppreparing and presenting loan applications, for instance. But they are
closer to the rich resources of the islands; they know their own people
better. -And most lmportantly, they are now feeling left out -- one
excellent wotivating ingredient in innovation.

The simple requirement that U.S. Assistance Iending be geograpuilcally
spread -~ and that loan officers be put on wheels to accomplish this -- -
might be the most important single factor in raleasing their vigor, energy,
and dissatisfaction. And what an excellent way this is to balance the

. growlng political power of the "young bucks”™ in Manila. As abtractive

as they are, they do lack some virtuss possessed by the “promnclanos .

Inadequate Educgtion foxr a Democratic Fubure

Consideration has already been given to education as the pot in which
tensions separating Filipinos can be melted down. Focus upon education is
again made partly for emphasis and partly because there are considerations
which must be given to the particular function of school and university in
economic development -~ the adequate provision of manpower.

The Study Team is convinced that it would be impossible To exaggerate
the value of non-elite, non-class, non-sectarian public education in the

- Philippines. The most magnificent monument of the United States in Asia

is the Philippine Public School System. Ite deficiencies are not of
concept or neglect. Public education simply was not extended sufficiently
into the Secondary School and Higher Education levels., The ratio of
Primary school. enroliment to population in the Fhilippines is 2:9.

-{1:4 in the U.8.) Almost all are in the public schools. However, the

converse is true of secoandary school and university.

The demand of Filipinos for education since +the end of the war is
phenomensl. The nunmber of Filipinos enrolied in coJ_leges and univergities,
and the number holding degrees of some kind, in ratio to population,
exceed that of any country in the world except the United ‘States. The
demand has far exceeded the capacity of government to provide Pacilities.
Hence, schools beyond elementary level aire priveite or parochial. Tha
qguality of teaching is inadequate according to all reporters.¥ BScilence
teaching is woeful because it is too éxpensive to be financed Ffrom tuition,
The private universities, widely known as "diploma mills™ concentrate
almost exclusively upon the traditional professions and government servige,
One Filipino estimated that for every Jjob in govermment service there are
11 students preparing for it. Filipino leaders in education and ‘ous:.ness
are aware of this problem and distressed by it.

[The Study Team

#Reference is made to: A Study of the University of the Philippines, by
Hapnah, Middlebrook, Reeves and Hamilton, published by U.of Philippines,
April '1958; Higher Education in the Philippines 5. by A.L.Carson, U.5. Office
of Education; and A Survey of the Public Schools of.the Philippines - 1960,

by joint team under the leadership of J.C.Swanson, by Bur. of Public Schools s
G-overnment of the Fhilippines. .
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The Study Team suggests that an outside Manpower Study be sponsored,
not by & government agency, but by a Filipino business group such as the
Chanber of Industries. They are 'the ones who have the greatest gteke in
having adequately trained manpower. They could glve force and publicity
to such a sbudy and create a demand for necegsary changes.

Encouragement and assistance ghould not be given to boards and instiitutes
separated from the Department of Education and the public University which
rald thelr personnel and detract from tThelr functions. The Siudy Tean
viewed with grave concern assistance to tThe National Sceience Development
Board. We would insist that to qualify for any further grant assistance
it mist be returned to the University of the Philippines so that its
personnel msy be restored to thelr classrooms and laboratories.

These proposals are intended for consideration as sirategy for over-
coming ‘some- major obstacles to economic development.

Inadequate Estate for Citizens of the Future.

The measure of pupulation increase as egtablished by the Census of
1960 of the Philippines was startling to meny Filipinos. For several
years the United Nations Demographic Reports had insisied that the Philippine
census Tigures were in error. Consequently, when the preliminary figures
of total population of 27.5 million was released, it was apparent not only

- that many Muslim and tribal peoples had been counted for the first time,

but.also that the rate of growth figures of the UN Demographic Mission

were more nearly correct. Rate figures now given, although the census
analysis is not yet completed, range from 3.2 to 3.7, with some feeling that
it may be as high as 4.0. As an illustrative measure, Filipinas 45 years
old have given birth to an average of T.l childyen,

Regardless of what the refined Tigures may be, the FPhilippines will
have a populetion of 50 million by 1975 at the latest. Although there
are still open lands for food production, Filipino leaders are now concerned.,
Vice~President Macapagal published .en article on the prcblem in the Annmal
of the Manila Times, Progress - 1960, in Jamusry of this year.

The Study Team reports this population explosion, probably the highest’
rate in Asia, not as a present obstacle to economic development butb as
a potentially serious one and as & reason for urgency in stimileting the
rate of economic development,

( .
There are already processes at work in Filipino society which will

tend to reduce the size of families, Industrialization with its soclal
security, pension plans and higher incomes will provide security for the
future other than that of a large family. Increasing enrollment in schools
and wniversities will delay marriages beyond the point of greatest fertbility
and will shorten the period of fertility. Incressing employment of women,
already significent, will almost automatically limit child-birth rstes.

/And the
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And the physical mobility of population required by a developing economy,
bringing people to plants established alb the sites of raw materials or
power, will break up the extended fawmily. Too many children in g home .
without grandparents will not be quite the comfort they are in the quiet
barrio. Finally, with increasing sophistication, the personsl choices
of Filipinos for family planning will be made congistent with their culture.

The Study Team believes that these are the major socio-political
obstacles to economic development in +the Philippines; that many of them
are faults of Filipino virtues; that consequently, Filipinos are already

doing positive things sbout them; and that finally, assistance is needed
only to accelerabte what iz already being done.

© The feelings of the Study Team about Philippine progress are similar
to Those implicit in & legend told by the old folks in the barrios. After
creation, Filipinos asked God for eclear blue skies, besutiful women, a
sea full of fishes and ripe and varied fruits. These four were granted.
Their £ifth request was for good government. This was not granted. To

have done so would have turned the Philippines into something which would
compete with Heaven itself.

Consequently Filipinos must accomplish this themselves -~ self-help.
They ere.
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Chepter IIL -~ Programs Promising Philippine Progress

4
In the course of the work of this Stuldy Team, it has seemed clear
that the Philippines must be energized by a series Of Big Programs, that
will inspire and accelerate constructive development action throughout
the country. Progress will come faster if the present high priority
sector goals are readily understood, identified and popularized. The
Study Teanm suggests the following as the slogans for the future:

1. Decontrol and Decentralization
2., Unite the Islands

3. Light the Islands

L, TFeed Filipinos First

5. TForests for Filipinos' Future

6. Encourage Fducational Excellence

While many other programs are part of tThe total development effort,
most of these are either well under control, or of lower priority, needing
emphasils afber these six programs are fully launched. Fach of these
slogans represents a Family of related programs for the scceleration of
Philippine development., Taking these in order:

Dzcontrol and Decentralization

U.S. support should be given to decontrol, including assurance of
ample forelign exchange loans to bolster reserves during the period of
pressures that is expected to follow in early days of decontrol. On the
other hand, decontrol ought also to he part of the U.S. price for major
development loans. Decontrol includes not only a unitary exchange rate
in place of multiple rates, bub also free convertibility. There should
be & minimm of import or export taxes, 1o avoild new controls.

Decentralization needs more persistent support, including whatever
technical support may be needed to improve local taxation and budgetery
powers. Development loans for roads, bridges, and port development might
algo be the occasion to discuss with the Philippines the need for further
decentralization of government. o the extent that such loans sre to
local units of government, they might be administered by a Philippine=
American Joint Development Commission, discussed below.

Unite the Islands

The trensportation problems of the archipelago are immense, and almost
unique in the world. Typically, an island has coastal plains, and an occasion-
al inland plain, or upland plains divided by one or more mountein ribs. There
are more than 7,000 islandgs. The four biggest ones lie in sequence from
Imzon to Mirdanao, but there are other major ones from the Visayan Islands

/ to the
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to the Sulu Islands, lying to the west of the big four, across minor snd
Hejor ssas.

- With the construction of a couple of major bridges, and addition of
two strong ferry sexvices, the big four islands could be united by road
and by rail. The others will require inter-island shipping and air service.
The major highway from north to south is planned to be completed within
T years, at a further cost of 96 million pesos. It will require about
$7,000,000 for bridge steel, ferries, and construction equipment.

The Mindanao 10-year plan calls for 1,12k kilometers of road con-
struction by the central govermment at a cost of 170 million pesos and
$34,185,000, or 272 million pesos in all. The present highway budget
is 110 million pesos annually, based largely on @ tax of 8 centavos per
liter of gasoline, and annual license fees of 5 pesos per 100 kilograms of
weight., 80 million pesos come from gas taxes, and 30 million pesos Irom
motor vehicle license fees. Although efforts have been made for wany years
to tex diesel fuel, there is no tax at present, and more than 1 billion
liters a year are burned (including ship bunker fuel, and agricultural
machinery fuel).

-

A tax on such fuel of 5 centavos would yield 50 million pesos, or &
tax of 8 centavos would yield 80 million pesos. To the argument that
shipowners should not pay, the public works officials have suggested that
the proceeds of a tax upon all such fuel might be divided, in reasonable
proportion, to roads (based upon mobor vehicle consumption), to ports
(upon ship uee), and to irrigation programs (based wpon agricultural use).
In face of the needs to generate pesos to accelerate these forms of develop~
ment, this reform should be strongly pressed. If major loans are proffered

for 'transportatlon dﬁvelopment th:.s might well be a consgidexation in
making the loan.

The highway unit of the public= woxrks department’ estimates an immediate
need for another 54,000 kilometers of feeder wmoads. Spokesmen for the rural
areas and the barrios always made it clear-that there is widespread need
for assistance to connect every barrio to a main highway. Otherwise,
programs o lmprove agricultural output go for maught., If the farmer
camnot bring his crop to market economically, he will simply seek self-
sufficiency at the level of the barrio economy.

Acceleration of highways, secondary roads, and farm-to-market roads
is largely a matter of peso generation by the national govermment, a matter
of decentralization, and of mobilization of tax potentlals within the
Pnilippines. However, the construction requires road bu:.ld:.ng equipment,,
and Filipinos prefer U.S. equipment, They also need U.J. replacement parts.
The recent reports that significent nunbers of machines are deadlined for
lack of parts will be-set aside as they spend the $9,000,000 DLF loan for

/spare parts
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spare parts and replacements. ¥ They are happy in the cooperation They
are getting from the U.S. Bureau of Public Rosds in making the necessary

. arrangements.,

Bridges and tunnels need equipment and steel forms not now produced
in the Philippines. Ports, docks, and derricks call for foreign exchange.
Ex-Im hag a $14,650,000 project for the Port of Manila. The IBRD is looking
into. inter-island shipping. The Study Team is convinced that decentralization,
including the option of local. port authorities in every port ecity, will
help bring down freight charges, and improve the economy. No part of the
Philippines is as moch as 100 miles from the sea, nor mich farther than that
from a port. Most port cities have deep harbors. The seas are highways
that require no maintenance. Encouraging their use should help immeasurably
in the development of the whole country.

Japanese reparations may be helpful in providing more shipping facili--
ties, and loans from them or from the IBRD will permit the accumilation of
more ships. Whether freight and passenger rate structures will yield as

"readily is another matter. Apparently there is no strong anti-trust philo-

sophy in the Philippines, and there appears to be a strong association

of ship owners. However, 1f ports end docks are improved, cost of transport
is lowered. If rates do not fall, then the major importers and exporiers
can consider the purchase and use of their own equipment. Moreover, as
additional tramp steamers come into use, rates way be expected to yield to
pressures of growling competiticn.

In face of the high costs, and exisitence of some banditry, and the
water-land configuration of Philippine transportation, the Study Team
suggests active consideration of planning.and development of a kind of
a strong, secure, joint piggy-back trailer unit. Such & unit could roll
over the highways, as well as be carried on flat cars, on barges, on ships,
or on car-ferries. BExcept for freight that is most economically carried in
bulk, this seems to be a’necessary development. Refrigerstion of some of
these units would permit their use for a wider variety of items.

"As indicated elsevwhere, the Philippine airlines seem to operete quite
efficiently, with a minimm investment. No doubt improvements in naviga-
tion aid, lighted runways, and better paving of landing strips would permit
Plying after dark. The airlines now operate almost entirely upon & daylight
schedule. ¥For high value per volume freight,. air traffic’'is clearly

/Another addition

¥ One can be confident that Philipoine mechanices can keep the equipment

rolling, after he sees the great number of jeeps that have been converted
into little 8-passenger busses, called "jeepneys"; these provide practically
a texi service for 10 centavos (3¢), along every major street, and in every
town. The Study Team.alge observed many ancient busses stlll in use as trucks
for produce hauling, and other evidences of their mechanical skills.

$ . .
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Another useful addition te the Philippine transportation system would
e a low-cost, lightweight, efficlent Tarm wagon. Meny farmers still drens-
port about 100 kilograms on a drag pulled by the carabao. Many still
struggle personally with heavy, ungainly and awkward ox-carts. A light
wagon that could be pulled by a small car, a small tractor, a jeep, or by
farm animals, and sell (ox :cent) for nominsl sums would be:a significant
addition to this economy.

The present high tariff upon transportation equipment is unforitunate,
because adequate trensportation is essential to economic growth, and these
facilities are self~-supporting. I There is some weal need to discourage
luxury cars, the use of a graduated annual license fee (graduated by horse-
power and Weight) might be a mach better solution than high tariffs. Cebs
are typically light Japanese or English cars, using a minimm of fuel.

. Hgh teriffs are aveided by diplomatic Immmity, and evaded by smiggling B
and place valuable premiums upon both.

) U.S. development loans to help unite the islands through transporta-
: tion should have high priority in ATD activity in the Philippines in the
years ahead., An IBRD Team has been studying inter-isiand shipping
requirements.

I;ight the Islands

. The supply of low cost power is the measure of the possibilities
; for economic development almost everywhere in the world. The FPhilippines
have only limited supplies of low grade coal, now used to produce cement.
Only small oll gtrikes are reported so far, but the oil potential has not
been fully explored. Mostv oll and fuel for thermal power is now Imported.
: Bydro-electric power is the most likely domestic source of power for

. ) ‘e program to light the islands, The Study Team visited Iligan, and the ad-

Jacent Maria Christina falls and power plant. The Agus River falls 2300
feeb in ebout 25 miles, from its head in Iake Lanao, This river is a power
engineer's dream. The beautiful lake drains a large section of Mindanso,

. in an area which gets fairly steady rainfall. Hence, there is an assured
| gteady supply of water, already dammed by nature. This one river would be
able to produce more than 700,000 XKW, instead of the 50,000 KW now installed.
An IBRD project to develop it is being studied. Reynolds Aluminum is
interested in a plant there. An elecbric ircn end steel mill, which might
use the extensive laterite ores to produce nickel as we}_'L 25 iron and
steel is under considerstion.

v e

But power is for more than heavy industry. It is for every home in
every barrio. The impact of electricity in every home, in the simplest
nipa hut, is a revolubionary force for economic development that must

. not be underestimated. A major effort Lo bring rural electrification
to the Filipino deserves favorable consideration and action, whether through
& joint development commission or otherwlse.
; ) : /Because




PR WA VT

[P S

TSSO

;
btz

[ P,

PR

III-5

Because the huts are usually clustered together within a barrio, it
would be fairly easy to develop rural merkets in advance of central station
pover by putting a portable diesel generator into the harrio, stringing
up a distribution line, and installing line drops, meters and outlets in
each house. This would encourage the growth of & market, which could be
tied onto high lines as these coms through., The whole island of Mindanao
ought to be lighted from Maria Christina and related hydro-power. While
no other single river will give so much power at such & low investument,
there are other power potentials that deserve development.

Rural electrification will mean lights for study, and radios, both
contributing to the better education of the rural family. It may mean small
refrigerators to further transform The 1ife and diet of the people. Cooking
will be simpler. Cottage industries would develop, using motor driven
machines and simple power tools.

While mich of the capital needsd for this development, however organized,
is peso capital, there would be substantial need for dollars for generators
and other electrical equipment. Preference for U.S. equipment is general,
but U.S. terms should be competitive.

Feed Filipinos First

A major saving in foreign exchange drain would be accomplished by
encouraglng the development of a Fhilippine dairy and livestock industry,
by encouraging fishing practices and fish culture that will mske them
seli-sufficient in fish, and by similar meagures. Agrieultural imports
should not be major 1tems in so rich a country as this, with its fine soil

_and 12-month growing season. ILoans. are needed for :erlga'b:l.on equipment,

fertilizer-production, purchase of breeding stock, and for farm machinery
Importation; all deserve ATD consideration. However » The irrigational
loans should be conditional on substantial evidence that Filipinos were
ready and willing %o help pay for comstruction, operating, and maintenance
of irrigation works, and that irrigation investment would be restricted to
areas where the cost/benefit ratio fully justified it, rather than heve it
be a political plum.

Forests for Filipinos' Fubture

Air travel over -the islands can Dbe disturbing, if one looks dowm.
he land clearance practices engaged in by the Kaingeneros are seen widely.
They simply burn the trees off a hillside, and then plant crops in the
virgin soil, Because such soil will n?t suppory many cxops before erosion
hurts it, they move on to repeat the process elsewhers.

Like our own countrymen in an earlier dsy, many Filipinos seem to
believe that They have too muach forest land, and not enough agriculiural
lend. In the contest over which classification it shell have, forests

Jusually
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usually lose. Furthermore, some logging concessions have been short-term,
and these have encouraged wany loggers. to use a slash and burn technique ’
s0 that the future erop ip desbreyed in hayvesting this one,

Fortunately, there is a growing body of opinion (still too small
in our opinicn) that wants to take the long view. One competent observer
estimated that if bad practices continue for another ten years, the
Philippines will no longer be a major log or wood exporter, and might
even be an importer.

The miltiple-purpose relationship between btimber, soil erosion, flood
prevention, watershed protection, and probably weather itself, justifies

-mich greater attention o Forests for Filipinos' Fubure. The USIS might

give more support, indirectly, through distribution of conservation litera-
Ture and films.¥ The world's growing demand for hardwoods, for hardboard,
for plywood, for paper and pulp, all justify a strong international interest
in encouragement of the sound management of these forests. They are now
earning over $100,000,000 amnuslly for the Philippines -- they could earn
more -- certainly they should not be allowed to deteriorate so that they
earn less. They are a vital part of the natiohal capacity to service
internavional loans, of whatever soxt.

Decentralization should take place in such manner as to glve local
units of govermment an interest in preserving the forests, in preventing
squatters from illegal entry and destruction, and in enforcing sustained
vield forestry practices. Stumpage fees are small; if they were increased,

. and half the yield given to local government, local interest would surely

be stimmlated.

Moreover, if more of the logs cub were processed in the islands, not
only for plywood, but for hardboard, for paper, etc., the local governments
would see developing a stronger economic interest in preserving the forest
base, and the value of the exporits would be enhanced.

The President sent a bill to Congress, during its last session, which
would have created a Youth Conservation Corps, similar to our CCC of the
30s. BSeveral thousand young men, now unemployed., would have been pubt o
work on forest and soil conservation projects. Although the bill was not
passed, there seems to have been little or no opposition. It was simply
lost in the urgency of fiscal legislation and is expected to be passed
early next year. This will not only maintain and preserve forests but

" educate citizens in the conservation of their resources.

/Encourage Fducational Excellence

* UBIS could frequently cooperate effectively in sim:.lar support for other
development programs.
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‘Encourage Educational Excellence

" The need is not so mmech to increase the quantity as it 1s to increase
“the quality of Fhilippine education. A recent TCA-NEC sponsored report, ¥
noting the decline in the level of student performance over the past 35
years, underlines the importance of this concept.

Or, to take snother bit of evidence, our health officer reports that
50% of Filipino doctors of medicine in the United States have failed to
pass the qualifying exam now required, and snother 25% are on probational
status. Some 2,000 Filipino doctors are helping staff American hospitals
while they take intermeship or residency. Obviously there is & United
States! interest as well as a Philippine interest in improving. the quality

rof Philippine medical. education.

The ICA health officer has developed a comprehensive and systematic
program, including a major project for ICA grant assistance, to help

. accomplish this very purpose. Tothing should be allowed to prevent com~

pPletion of that program., The Philippine Government has taken the drastic
steps this year of flunking half of the candidates taking the medical
examination, and flunking more than half of the dental candidates.

If the proposed help in up-grading medical attention were to be
withdravm by ICA now, much of the ground gained would be lost, and bitterness
would emsue. But even beyond the health interests of both countries, improving

excellence in this field might be leverage for encouraging excellence in
other fields of education.

S:Lm:.larly, an NEC request for two geologisits o help up-grade geological
education at the University of the Philippines in this minerals-rich countxy
ceme to no avail, as ICA/W refused the request, bub did not explain why to
NEZ, It is mot too late to underwrite such aid to improving education in
this field, and the Study Team strongly recommends that the opporitunitvy he
seized, not only for what it can do to improve mineral exploration, exporba-
tion, and economic development, but for what eanother demonstration of
excellence might do to raise the level of excellence in all education.

The Study Team suggests as another step o improve excellence that
there be an honor high school, and an honor teacher training schocl, with
admission only to those who would be able to win competitive scholarships.
It suggests efforts to meke American gcholarships for college and university
graduate work availsble to Philippine teachers on a competitive basis, o
help ifmprove thelr competency. ALD funds used to help acecomplish any

. /pa.rt of

¥ "A Survey of the Public Schools of the Philippines - 1960", summarized
in a pamphlet "Todey's Investment in Tomorrow®, dated April 11, 1960.
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part of this would be money well spent Perhaps counterpart funds generated
by Food. for Peace could also be used to help endow such act:.v:n.t'y. Support
frowm American foundations might also he enlisted.

The Peace Corps teachers, if they axre in the tradition of the Thomaszites,
will be most welcome and helpful.

Excellence in higher education, both gemeral and professional, is a
subtle combination of an outstanding faculty, fine equipment (llbrary,
miseums, end laboratories) and well-qualified students motivated by a
tradition-of high academic performance.

- The University of the Philippines was founded in 1908, It has been
sexrved by a distinguished group of Americen and Filipino educators. By
10kl it was regerded as one of the best Universities in Asie -~ the only
one vhich is a copy of the U.S., public institution.  Many of its colleges
and, depariments enjoyed world-wide reputation.

Its main campus was totally destroyed during the battle of Manila in
1945, With U.8. assistance it has been relocated in suburban Quezon City.
It bas new and adequate buildings, laboratories and a fair libraxry. Now
its most desperate need is o be able to hold its faculty.

To do this it mist raise salaries and provide more adequate faculty
housing.

In the last 5 years, executive and professional salaries have jumped
¥ 14,400 to P 25,000 and up. With a top salary for a full professor of
# 12,000 the University is being raided by all comers. It hag lost three
of its outstanding scientists during the last year. Young men move on

as goon as their obligations for having received U.S. graduate work are
completed.

rl

Faculty housing at Diliman ('bhe Quezon City campus) were hurriedly
built in 1945 as termporery querters for American Army officers during
the build-up for the invasion of Japan. These mst be replaced and addi-
tional ones construcced. Present quarters make it difflcul"b even %o

maintain, mch less 'ou:a.lﬁ ‘staff morale,

i
!

During the werj, one American prisoner of war camp was located on the

* campus of the Collgge of Agriculture of the University at Los Banos.

American troops l:lserated the prisoners from deep behind Japanese lines

in a repid knifin; action, In retaliation the Japanese liquidated 2,000
resifents and desjroyed 66 of the 68 buildings. ALl eguipment, facilities s
library and persoinel of the Colldge were lost. It has receiyed no War '

Damage payment. i'ts needs for-fas 'ulty hous:Lng are even more d.espera.te
‘than .those at D:L‘unan. i

/Consequently
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Consequently, ‘the Study Teem urges prompt action on wwo proposals
eonsidered: (1) Grant for subsidy of faculty selaries to a top level
of £ 15,000 plug housing and sttractive retlrement ammuities for spproxi-
mately 5 years unbil a new Land Grant on Basilan Island is in full
production and a new Land Grant for the College of Agriculture has been
secured, both of which should provide replacement income; (2) Grant for
faculty housing for both the Dilimen and Los Banos campuses.

These granbs are recommended to enghle the University to hold senjor
professors end atiract younger able men, Without security and reascnable
comfort its best professors will vanish and ites replacements will not appear.
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Chapter IV - Finapcing and Administering the Program

Philippine Priorities

Much of what Filipinos wantv to do, and need to do, they are already
started upon, and can do by Tthemselves, with rescurces that they possess
or can mobilize within the countyry. But certain of their priorities will
require, for accelerated development, more foreign exchange than they
will be able to generate &t the present level of*activity.

One windfell that is due (indeed, and long overdue), is the payment
by the United States of the remaining amount due upon war dsmage claims,
The claims have all been adjudicabed, but the initial U.S. appropriation
only covered 52.5% of the amount, The U.S. had agreed to pay 75%. The
remaining settlement is 22.5%, and would provide zbout $70 million to the
Philippines. The most recent delay in Congressional action arises in
part out of disagreement about exchange rates., The Zablocki bill makes
the sensible decision to pay in dollars, and let the Philippines decide
the conversion rates. Further delay will adversely affect relations
between the countries. Prompt passage will add dollar reserves %o
Philippine account, for the claims will be paid Filipinos in pesos.

Development Financing

An Economic Summary

The FPhilippines hes an ample resource base Lo support industrial
and population growth. Considereble increases in domestic and exbernal
capital will be required to step up the economic development process in
the Philippines. On the domestic side, savings have to be mobilized
so that suificient capital will be available for sound development projects.
It is also necessary to chamel a2 larger share of investment capital into
export industries to boost the country's foreign exchange earnings. For
the future, industrisl integration and advanced manufecturing will require
greater investment in fixed plant and equipment Tthan did the agsembly

. operations of earlier years. QGovermment revenues will have to be inecreased:

considerably to meet development requirements. At present, personal in-
come taxes comprise only T percent of government revenues and corporate
taxes provide about 10 percent. The market for government bonds is very
small, spart from the Central Bank. Hence, any extensive Pinancing of
economic development via government bonds may well be inflabionary.

‘Import and excise taxes are now the major source of government revepue.

[External
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External capital will be required to supplement the shortfall in
future domestic avallabilities. In the past, a substantial amount of
investment capital has been available from abroad. The major sources
have been private foreign investment, mostly from the United States,
loans from the Export-Import Bank of Washington, DLF, IBRD,- Japanese
reparations, and short and medium term suppliers credits from the U.S.,
Japan and Western Buropean countries. Toans and investments from these
institutions and countries will continue to be available to the Pnilippines
and probably in larger smounts. Loans from Japan and Western European
countries are likely to be made svailable on a longer term basis in the
future compared to the typical 5 to T year suppliers’ credit in the
past. Devalustion and decontrol should serve to increase the flow of
private foreign investment.

‘During the next few years, external development loans will be needed
for roads and bridges, inter-island shipping and port development,
electric power, manufacturing and mining activity, and irrigation. In
order for the Philippines to step up receipt of development loans, they
will have to develop sound projects that satisfy the criteria of lending
institutions. Over the past few years financial institutions, such as
the IBRD, Ex-IM Bank and DIF have shown much interest in making more
development loans availeble to the Philippines. However, s larger’
amount of such loang have not been forthcoming due to the Philippines
Tailure to prepare sound loan applications and develop sound projects.

In June 1961, the $9,850,000 unutilized portion of the $50 million DIF
line of credit (made available in 1958) was transferred to the Ex~Im Bank
because loan gpplications were not forthcoming to uiilize £he remaining
credit. The Study Team feels that pre-loan feasibility surveys should
be underteken, both in the private and public sector, so that the
Failippires would be in a better position to utilize the external capital
that is available. s

In addition, the Study Team feels that the best ldéng-term approach
for foreign development lending in the Fhilippines under President Kennedy's
new approach to foreign aid should start with an economic plan, which
identifies clear prioriities. After sector and project priorities have
be <. established,. and feasibility surveys run, these priorities should be
equated with availabilities of domestic and external resources. At that
time, a time schedule should be worked out for rhasing priority projects.
¥o doubt it will teke some time to develop a2 comprehensive and detailed
economic plan or continuous planning habit, But even vhen planning is
being improved, it is advisable to encourage feasibility surveys for
projects and sectors of obvious high priority (transportation and power')
and to consider for development loan financing those projects which feasi-
bility surveys demonstrate as essential to FPhilippine economic development.

s

/&%t present
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At present, there are no firm loan applications before the DIF, and
financing for sound development projects which are being prepared, (e.g.,
electric power) ie likely to be availsble from such ingtitutions as IERD,
Export-Import Bank, Japanese reperabtions, etec. Unless the Fhilippines _
move quickly, the role of the Agency for International Develomment (ATD)
during FY 1962 in development lending in the Fhilippines is likely to be
limited. As the pace of Fhilippine economic development is stepped up,
as feasibility surveys are completed and more projects are developed,
and as the country's debt service becomes more difficult due to an
inerease in external loans, the role of development loans from ATD
necessarily will have to be expanded. ATD loans will be required for
such projects as road and bridge development, ports, rural electrification,
telecommunications, irrigation and water supplies. The IBRD Mission
currently in the Philippines is expected to identify specific sectors
and projects for which loans will be required, including ATD loans.

There is a considerable shoritage of mediuvm and long term capital for
small and medium sized enterprises. An IBRD'Mission is currently investi-
gating the possibilities of setting up & private development bank in the
Philippines to satisfy this need for various types of pesc and foreign
exchange loans. Foreign exchange loans from IBRD and ATD could be
channeled to the private sector through this development bhank. The
present policy of U.S: procurement, hovever, as applied to AID, is likely
to limit the use of AID loans by the develoyment bank (as well as by other
private borrowers) for development projects.

There remaing a considerable scope for further external borrowing
by the Fhilippines. At present, service on the Philippine debt does not
constitute a burden “to the country. The prospects for increases in
Tuture exports are excellent. This should permit the Philippines to service

a debt considerably in excess of the $300~350 million the country has at
present.

-

Project Priorities

Over the next few years, a substantial ‘amount of loan capital will
be required particularly for economic overhead projects. ILeans will be
needed for the development of roads, highways, and bridges. Secondary
and feeder roads, and farm to markei roads are of particular importance
in the development of the rural areas. A substantial expansion is needed
in port and harbor facilities throughout the islands in order to expand
Philippine trade. The inadequacy of ports and harbors, and the inade-
quacy and inefficiency of the country's inter-island shipping is a key
rroblem in moving products to both domestic and export markets. An IBRD

/Mission
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Mission on iber=island shipping currently is surveying Philippine inter-
lelend shlpping requirements, ineluding external capitael needs. Substan-
tial smounts of capital will be required for the development of weter
resources for electric power and flood control, Funds also will be needed
for the expesnsion of thermal power, particularly in the Manila area, and

_for rural electrification. Telecommmication equipment will require foreign

exchange, and U.S. equipment is preferred.

In manufecturing and mining, loens will be needed for additional
fertilizer plants and for exploitation and processing of minerals, such
as iron ore, nickel, and other non-ferrous metals. Agricultural outpub
can be increased with further irrigation; as the Philippines dewmonstrate
greater willingness and ability to secure local support for construction,
operation and maintenance of such works, loans to enlerge irrigation may
be justified.

Sources of External Capital

There is a congiderable amount of external capital available to the
Philippines for sound development projects. In addition to Japanese repara-
tions and private foreign investment, loens and credits will be available
from the Export-Import Bank, IBRD, the OECD countries, and DLF/AID.

1. Private Foreign Investment

In recent years, private foreign capital has been hesitant to invest
in the Philippines. Although U.S. direct private investment grew from
$11L9 million in 1950 to $385 million in 1959, these investments were bullt
up largely from retained earnings in recent years. The over-valuation of
the peso and apprehensions regarding the "Filipino First" policy have been
deterrent forces. The over-valuation of the peso presently is being
corrected; and with full decontrol and devaluatlon the private foreign
investment in the Philippines should inerease. In addition, decontrol
will remove certain discriminatovy practices which have been leveled agsinst
foreign investors. The passage 61',1'-he Foreign Investment Bill. by the
Philippine Congress 1s likely to edse the foreign investment climate,

calthough discrimination against the Chinese investor is likely to continue.

2. FExport-Tmport Bank

Since 1952, the Export-Import Bank has made availaeble to the Philippines
$1.38 million in loans and credits for various types of projects and programs.
Most of the Export~Import Bank loans have gone to the private sector for almost
every type of industrial ectivity. Only three loans (Anbukleo Dam, Manila
Airport, and Menila Port) have been to the public sector. Present Export-

-Tmport Bank activity in the Philippines includes a loan of $62.5 million for

g 250,000 ton integrated steel plant-it Iligen in Mindanao. This loan

“has been.agpproved by, Export-Import Bark and is now awaiting approval of

/the Philippine
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the Philippine Congress. In addition, Export-Import Bank is actively

_considering five other loans amounting to $36.5 million as follows: .
telecommmications, $13.5 million; two hotels, $5.4 million; aircraft,

-$9 million; and a 60,000 kw thermal, $8.5 million. As in the past, Export-
Import Bank is likely to be a major source of loans to the Philippine
private sector, balance .of payments loans, lines of credit for purchase
of equipment, and losns for sound development projects in the public sector.,
These loans would involve U.S. procurement.

3. IBRD ’

To date the IBRD has made two loans to the Philippines. A $21 million
loan for the Binpa hydro-electric project wasg concluded in 1957, and in July
1961, a loan for $8.5 million was made to finence equipment needed Ffor
dredging and mainbtaining harbors and ports. However, the IBRD currently
is considering about $100 million in projects, including & $50 million
loan to develop the water resources of the Angut River (power, flood conbrol,
etc.). There are indications thet IBRD may also consider loans 1o improve
inter-island shipping facilities. It is likely that the IBRD Mission Report,

when completed, will identify other projects for IBRD financing.and financing
by other inst:imtions.

4. Japanese Reparations

Reparations from Japan algo is likely to be a major source of extermal
capital. The Reparations Agreement provides for $25 million annually in
capital goods to be supplied during the next 10 years. In additicn, Japan
has agreed to facilitate $250 million in development loans by private
Japanege interests and Japenese banks. The Export-Import Bank of Japan
currently is meking loans in conjunction with Japanese commercisl banks
to private Philippine firms. Reparations from Japan from 1957 to 1959
totaled $48 million. The pace of reparations is likely to increase sub-
stantially in future years. dJapan is considering the” financing of the
Marikina Dam {$60 million) under reparations., In addition, loans in the
amount of $50 million are under consideration at the Japanese Export-Tmport
Bank..

5. OFECD Finaneing

. QECD countries are likely to play an inecreasing role in providing
medium and long term loans for Philippine development. In the past loans
from Western Furopean countries have been largely on & short and medium
term supplier credit basis, which together with other such loans, hasg
‘contributed somewhat to the Philippine debt burden over the next few years.
In accordance with the principles of DAG, Western European countries are
likely to provide long term development on'more liberal terms.- West Germany
has shown Interest im financing steel facilities in the Philippines.

/6. Develomment
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6. Development Loan Fund end Agency for Imtermational Development

DLF loans have emounbed to $40,850,000, Thess louta were made unfer
the $50 million line of credit extended in June 1958. OFf a total of six’
loans, five have bheen for the private sector. AL present, there are no
active loan applications which have been submitted or which are under pre-
paration for DLF financing. DLF financing in the Philippines has been limited
because finsneing has been available from other sources {e.g., Ex-Im Ba.nk).
On the basis of the limited number of present loan applications and the fact
thet other financing is aveilable, unless there are significant additional
applications preparved and submitted socon, DILF or the successor agency,

AYD, is likely to play only a limited role during FY 1962 in providing
development loans to the Philippines. But, as more projects are develcped,
and ag the service on Philippine debt burden becowes more difficul®, the
role of AID loans should become more important. There is & possibility,
however, that ALD 'loan applications for projects under the Mindanao develop-
ment program msy be forthcoming shortly. Various project surveys Tor
development of certain sectors in Mindanao (e.g., highways, power) and
Cagaysn Valley currently are being prepared by NEC, which will require
development loans. In addition, the Philippine Government has shown interest
in DLF financing for water systems in the provineces and in Manila. Finally 3
there is scope for use of AID guaranty euthority for U.S. private invest-
ments in Philippine development projects. During the past year, there has
been much interest on the part of U.S. investors for investment guarantees.

T. TF

The International Monetary Fund should help assure tThe foreign exchange
needed. to carry the Central Bank through the final period of decontrol. If
it fails or refuses, AID or Ex-Im Bank might consider urnderwriting the
transition to 2 unibtary exchange rate.

Debt Service Capacliy .

The limited present service requirements on the Philippine external
debt and the prospects for a favorable balance of payments on current account
will permit the Philippines to expand external borrowing considersbly in
the future. At the end of 1959, the externsl debt of the ]?h:r.llpplnes'
amounted to about $300 million which averaged about $45 million or 63
percent of foreign exchange earnings over the next few years. O0Ff ‘l:he total
debt, the $180 million has a term of T years or less , and of this gbout
$120 million ig private debt covered by govermment transfer guarsntees,

Use of medium term credits (deferred paymen'bs) was encouraged by the govern-
ment to relieve the burden on the balance ¢f payments.

. By the end of 1961, Philippine external debt is expected to inerease |
by ebout $1600 miliion to $U00 million. Service of debt at such a level
does not constitute an excessive burden for the Philippines. Somewhat
higher amounts would seem feasible given future economic prospects. Export

/ growth
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growth has been substantial in recent years and the prospects are good for
achleving further increuses. The level of such receipts as velexens'
Yensions is ©o be maintained, and sugar exports to the United States are.
likely to be increased. Veierans' pensions totaled $61!- million in 1959
and $60 million in 1960. The sugar quota and increased sugar allotments
have been of importance to the Philippines balance of payments because it
has offered a preferred market for Philipvine sugar. In 1960 Philippine
sugar exports to the U.8. were valued at $122.6 million (1,156,000 short
tons). With the increase in ‘the U.S. allotment for Philippine sugar for
the coming year, sugar exports are estimated to increase to 1,470 »700
short tons.® This will add over 30 million to Philippine foreign exchange
receipts. The probability is that output of food crops will rise at a
muich faster rate than population, and that further increases in manufactur-
ing.should reduce the pressure on exchange for consumer imports. The itransi-
tion into full decontrol on foreign transactions, attended by devaluat:.on
of the peso should result in an increase in foreign exchange earnings

from exporis. Conversely, devalunation will dampen the demand for imporits
via the price mechanism. An expension in the country's foreign exchange
surplus is likely to support an expansion in the country's debt service
capability. In addition, if the proportion of medium term debt is reduced
in the fubure, there should be considereble scope for expsnsion of long
term borrowlng.

/Developuent Grants

% The regular U.S. quote for Philippine suga,r under the Laurel-Iangley
.agreement is 980,000 short tons.

t



o &

i

[ PO

.
TRPY S

.
* o+ Yramn

1.

‘Development Grants

Banesbion should be supporbed primardly o weys which will impxove

excellence. The Study Team recommends the :E'ollow1ng grants, each des:.gned

to raise

1.1

1.2

1.3

1.k

1.5

the quelity of education:

University of the Philippines Faculty Salaries: 2 10,000,000.

To hold senior faculty and abtract young capable 1nstructors, the
University must increase its sala.ry schedule at least 25% end pro-
vide comfortable housing at both the Dilimsn and Los Banos ceampuses.
A Lend Grant on Basilon Island is expected to be in full production
within 5 years. The College of Agriculture expects a relocation
of one Land Grant and greatly increased income. These could
within 5 years support the inereased salary schedules.

University of the Philippines Faculty Housing: £ 5,000,000.
Adequate housing as well as adequate salary for faculty is re-
dquired to maintain an able faculty. The proposed amount would
provide approximately 250 hc;uses and 150 apartment units.

Medical Education: $1,145,000.

Plans to improve medical education by the Departments of Educa-
tion and Health and the USOM Health Advisor by providing equip-
ment and technical assistance nmerit prompt support. Steps cone-
templated in the program have already been taken by the Pnilip-
pine Government.

Honors Scholarghips. P 600,000.

To encourage excellence in secondary schools, to develop the
abilities of the most able high school students and a cadre of
honors teachers. The Study Team proposed a specilal trust fund

be egtablished to provide ap;prox:una:bely 600 student years at
P 1,000 per yesar. .

English Lenguage Teaching. $1:00,000.

A grant by the Rockefeller Foundation to the University of
California at Los Angeles of approximately $700,000 was made to
discover the most effective methods, end develop appropriate
meterials and train teachers for teaching Fnglish as a second
language to first and second grade students in Philippine schools.
U.C.L.A. established in Manila the Fhilippine Language Center
with an Adyisory Board appointed by the Secretary of Education.
Participant grants by ICA have provided intensive training at
U.C.L.A. for a larger number of Filipinos than otherwise would
hswve been pogsible.

The period of the originel grant is expiring. The Rockefeller
Foundation is expected to increase its grant extending the work
of the Center for four more years. However, should the Foundation

/ Grant
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Grant not be extended, the Study Team recommends.that approxi-
mately $lOO 000 per year be provided to continue its work for
four yesws, ke Btudy Teom recommsnds further «bhabt no prend
be made which would duplicate the work of the Center or thab
any other arrvengement (contract or direct hire) be made o
succeed the present cenber, thus sacrificing mich of its effec~
tiveness.

This proposal is directly related to the Peace Corps _'proaect of
English teaching.

2. Heelth- o .

2.1 Melaria Eradication: $400,000.
Complebion of melaria eradication is a top priority in the field
©of health. Malaria is practically gone in the Fhilippines.
Ersdication of residual pockets must be completed before the
mosguitos develop immunities to the compounds now being used.

2.2 Hospital Ship: $200,000 - $3,000,000.
The Department of Health must provide more adequaebe hospital
services to its rural areas. Since many of its 5k proviihcial
hospitels serve one or more small sparsely sebtitled islands, it
will be much cheaper and probably more effective Lo equip and
operate a hospitasl ship to serve these islands. The Study Teem
recomends that a hospitel ship be made available, with the
Philippine Govermment to pay operation and mainmbenance costs.
The wide difference in the cost figure depends upon how & surplus
vessel would he made ayvailable. De-mothbelling snd movement to
Manils would be one figure. An inter-agency bookkeeping figure
for some kind of sale might be the larger smount.

3. Decentralizabion. Decentrelization is being aided by the commmnity
development program. The planned phasing oub of ICA aid to PACD should not

" prevent A.I.D. from contimuing support for decentralization.¥® This could

take the form of support for public administration progrems to help advance
the training and development of local skills in performance of servieces, in-
cluding police and public.safety. This support should be directed primsrily
at sesuring that there is built inbo the Philippine strueture such appro-

priate professional societies, institutes of public administration, training
programs for public officilals, ebe., as will go on improving the competence
of local officials to perform their new duties, long after the A.I.D. ;progrems

are gone.

Improved tax assessment and collection practices, through help in
aerial. surveys for mepping, as previously.noted, might be a part of the

[immediate A.I.D.

* Recent propossls are that the final payments to PACD might hecome a
revolvxng trust -account for loauns to local ‘governments, which seems to
be an excellent idea. -
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immediate A.I.D. assistance.

The Study Team believes there are sufficient funds presently pro-
graxmed for PACD. It does not recommend an additional grant at this time.

L, Preloan Surveys: $500,000.

. ‘Preloan surveys might be ellowed as a potential grant item, bub
only on some kind of matching basis that evidences adequate local interest.
Philippine loan proposals have not always been well conceived and adequately
documented. Assistance at this point could help improve their planning, as

-well as accelerate their development.

(ICA assistance operations, the IDC, the Military Construction
program, and the Food for Peace program are presented in Appendix 3. )

The cost of "how-to-do-this-job" surveys should be written into
the loan and repeid by the recipient. The Study Team found no objection to
this procedure. However, certain exploratory, “can-it-be-done" surveys
at this time will reguire grant support. For these purposes the Study Team
recommends that up to $500,000 be made aveilable, over the next several years.
Ehls amount would provide for 5 surveys @ $50 OOO 5e $2O 000; and 10 @
10,000,

Our recommendation that development lending functions be decen-
tralized, that Loan Officers be "put on wheels"” to assist new provincial
entrepreneurs are found in Chapter II.

5. Public Administration - Executive Seminars: $25,000.

The Study Team received suggestions that Senior Exea Gtive Seminars

be provided through or in conjunction with the Institube of Public Administra-

tion for top-level civil-servents. One official suggested a permanent

Executive Academy on the British model. L.
We recommend that, at least as a beginning, a series of seminsrs

be provided through the Instltute of Public Administration of the University

of the Philippines, drawing on the experiences and using personnel of the

‘Littauer School of Public Administration of Harverd- and/or the Brookings

Institution.

We feel that this is a project which at the beginning O a laber -
stage could be better done if supported by privabe funds. It could draw -

‘on & wider range of personnel. We believe the Ford Foundation might find

this proposal interesting and do suggest that the possibility be explored.
However, we reconmend a modest grant be held as a reserve To inaugurate
such a program if Foundation funds are not immediately available.

/6. ‘Philippine -
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6. 'Ph;il_ipp;i.ne Youth Corps: $2,600,000 - P 33,700,000.

President Garcia suggested legislation creating a Philippine
Youth Corps in his State of the Union Message last Janmuary and sent a pro-
posed bill to the Congress. Although there was no visible opposition,
action was not taken, largely because of the urgency of action on fiscal
ueasures. . The next Congress which convenes next Januwary is expected 1o
pass the bill.

The Youth Corps will work at reforestation, soil-conservation, pest
control, irrigation, drainage, etc. It will remove young men from unemploy-

.ment roles and provide vocational training. 7Plans are being made for fifieen

200-men cgmps. PACD will recruit and orient personnel: the Army personnel
will run the housekeeping and disciplinery operations of the camps until
eivilian corpsmen are qualified To take over. Work projects will be under
the technical supervision of the appropriate buresu or agsncy.

A program requesting U.S. grant assistance has been presented to
the Mission in Manila requesting dollar and peso support for six years on a
sliding scale of pariticipation. The Study Team recommends favorable action
supporting this program as soon as Tthe Congress has passed the bill.

Administering ATD in the Philippines

As the present projects of technical cooperation are phased out, either
in accordance with plans already agreed upon between the USOM and REC, or
in accordance with the Study Team's recommendations, the staff of the
Thilippine USOM will shrink. Moch of the present TC sums are acnually being
used to pay the cost of U.B. staff.

There is no combinuing need to finance out of geparate projects the
smaller staff required to carry out the program proposed herein. The primary
need for staff is to advise the USOM Director and the Ambassador, and to
process the development loans that come along, The Study Team recommenda-
tion for staffing pattern would be:

A Director
A Deputy Director and Program Officer
Technical Staff:
Community Activity (for the decentralization program)
aided by:
Bducational Consultant
Health Consultant
Others as needed, e.g., Labor and Welfare s Agriculture,
Cultural Affairs, ete.
Government and Public Administration (to support decentraliza-
tion and decontrol programs)

/Irdustrisl Adviser
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.Industrisl Adviser- (Developmen‘b Loan Offa.cer),
alded by:
Mining and Minewyale Consultant

. Others on contract as needed, e.g., transport and

power consultants.
Controller ) )
Advisers shared with the Embassy, including: ZEconomic Counselor,
Commercial Avtache, Information Service Officer.

The Study Team recommends a small top staff, each with a broad gauge ‘
outlock and a long view of FPhilippine development, to serve as advisers
%o the Director and the Ambasgsador -- not to the host government,

The Mission would organize a suitable loan committee, including the
director, the depuby director, the industrial adviser, apd add ex-officio
but without vote, the conbroller and economic counselor.

To the fullest extent possible, remaining staff positions, including
Junior professional, secretaries, ete., should be filled by Filipino
personnel., Thelir-devotion and competence is of the highest, often substan-
tially higher than among many U.S. assignees. Unfortunately, the habit
persists of classifying every document so highly thet only U.S. persomnmel
can work on it; the policy should be re-examined, and avoided as fully

. a3 possible. Preésent classification practices are very cosily, and ususlly .

unnecessaxry. As one result of the change, Filipino pride would be eided,

. and the process would be an investment in Philippine development, Incidentally,

even more Filipinos _/ might be recrulited as third country USOM staff and
techniclians. They would be helpful and welcomed in many countries, The Team
recommends a review of salary scales for Filipino personnel. Mission
request for such review and for provision of fringe bemnefits 2/ has awalted
action for more than 18 months.

Many Filipinos expressed sincere appreciation for the services rendexed
by U.S. specialists and techniciens who have shown them how to accomplish
many tasks., They have a strong preference for such advisers, rather than

-desk types who merely Tell them what to do, when they do come out of their

air-conditioned USOM office.

In view of the lerge nuwber of trained Filipinos, there is no longer
any major need for purely technical skills among Americen staff. In cases
whers some special need exists, persons might be brought in who possess the
needed specialbty to help temporarily, while a Filipino is tralned to continue
the task. Officials indicate that both American visits here and Filipino
training in the States are needed to complete the transfer of skills.

/Normally
1/ More than 200 Filipinos are now employed in USOMs in other countries
of Asia and Africa,
2/ By way of contrast, one major U.S. firm pays 40% of its total labor
posts in the Philippines in the form of fringe benefits.
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‘Noxmally, however, the techmicien should he assigned Yo work in and with

the Philippine host agency, and be divorced as fully as possible from the
UBCM, even theugh ¥8iS b¥ it. Hia rola will be 8luurer bnd aora 6ffective
as a result,

There has been an occasional suggestion to the team that the Filipinos
regret the loss oOf some USOM staff member who unlderstood thelr problems
especially well., TIn the procese, he may have become too able a spokesman
for Filipino interests to the detriment of U. 8. interesbts. No doubt any
foreign operations agency hss difficulty with the question as to the length
of service of its staff in any given country. Perhaps some greater Tlexi-

-bility might be encouraged, so as 1o permit a staff member to complete

whatever mission he is engaged in, -and thus depart at a point that is more
comprehensible from the host country viewpoint. Or, if his skill is one
that really requires a long orientation to the host country to be meaning-
ful, such as the skill of our Thilippine minevals expert, the usual limit
of tour duty might well be ignored. Such a man is more useful in the
country he has come to know than he would be elsevhere, and as long as he
is performing satisfactorily, he might be continued. 3But where the local
information needed to make a man effective can be learned in g fairly brief
time, the gains to the ATD program from staff rotation should govern.

. In every major mission, at least one man ought to be chosen and
assigned on the expectation that he will stay in that country so as to pro-
vide continuity of contaci with the country and for orientation of the
transient staff. *

The programming function, as observed in the Philippine Mission,
seems unnecessaYrily elaborate and complex. Too much staff time is used in
filling out too many sheets of paper, and drawing up too much detail. Simpli-
Tication and the elimination of needless detail should be encouraged, nay,
demanded. Certainly there is need for Washingbon to know what is going on
in the mission, and there is need to justify the program before the Congress--
but these purposes can certainly be accomplished with less wastage of man-
hours spent in abstract presentation of what is going to happen if a project
is approved. N

As a general principle, if ATD is t6 be effective in accomplishing its
purposes, there will have to be sgubstantizl autonomy in the mission. While
the general outlines of the country program should be cleared with Weshington,
there should be sufficient freedom in the f£leld so that decisions can be
mede promptly, and so that staff are free to modify activities as circum-
stances warrant -- with The concurrence of the host country and the director.

As another general principle, AID should appoint to USOM leadership
only those who possess g high level of perception as to the nature of the
political and soecial forees within a country, and the impact of ATD upon
these. Philippine friends questioned whether U. S. purposes were served by

/generosity
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generoglity in U. 8. loansg which proved $o be directed largely so as-to
support an oligarchy, some of which have been loudest in thelr assualt uwpon
the United States end its purposes. Action by AID in the processing of
grants and loans should seck to assure that cur money is not turned against
us. This can be done not so much by any contract as by withholding of
contract, or redirection of action. U. 5. insistence on widespread distri-
bution of loans around the country would go far to help accomplish this
purpose, and help diffuse economic power. Sensitive Filipino friends have
hed difficulty undersbanding some of our past choiceg, on these wvery grounds.

X

Cooperative Philippine~American Administration

Filipino governmental spokesmen indicated significant interest in the
possibility of developing some method of joint adwministration that would
permit certain types of programs to operate under less political pressure,
and in a menner that would permit U. S. AID to go directly to locel wmits.
The nearest comparisons noted were the Joint Comission on Rural Reconstruc-

-tion, opersbing with the Netional Govermment of China, and the Joint Philippine-

American Cultural Center, each operating with s joint board representative
of both nations.

The Study Team recommends that the USOM Director, along with the
Ambassador, be instructed to review the possibility of creating such a
Philippine-American Joint Development Commission (or authority) for the
administration of such portion of the whole ATD program ss may be mmtually
agreeable between the two governments. As the first project, the Team recom-
mends the program of encouraging rural electrification. Power generation,
transmission and distribution in the Philippines is largely a function of
the National Power Corporation, a govermmental agency. The proposed joint
comnission might adapt the American REA technigues to the encouragement of
rural electrification, creating suitable distribution facilities, both
public and private. g

Ideally, the joint commission shouwld conduct its activities so as to
start and advance whatever programs it undertzkes, and then build into them
sufficient strength and independence so that they.can continue vhen the
Joint commission has gone on to other activities, or has been abolished.

Such commiszsions, lying outside the regular govermmental framework, have
substantial freedom, but may suffer from some lack of enthusiastic support
among existing departments and agencies that tend'to see in such a commission
a rival. If the commission does not seek to be a conbinuing operating

agency, bub rather serves as innovator end midwife, 1t may be more welcome
in a country.

. ur second nominee for inclusion within the assigmment of the commis-
sion would be.the commumity development and decentralization programs,

“dricluding publie administration training for locel governmental officials.

Finally, we nominate the program. to encourage educational excellence,

/ The essence
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The essence of the joint comission would be, say, five men, three
nominated by the President of the Philippines, and two nominated by the
President of the United States, who would administer whatever programs
might be mutually agreed upon, fron time to time. While the initial sup-
port might lean heavily upon U. S. funds, fthere showld be an agreement at
the outset with the Philippine govermment as o its willingness to appro-
vriate funds for part (hopefully a growing part) of the operabing costs,
and also its willingness to appropriate or loan such peso funds as would be
needed in support of loan programs, to complement the dollar loans made
in support of American components of capital development programs (such as
rural electrification and rural development).

As background, 1t should be remembered tlet the Philippines have a
vexry strong execubtive; that the Philippine President sftarted the commumity
development program through appointment of a presidential assistant on
comunity development (with strong U. S. indications of support for the -
PACD idea)}; and that the U. S. is now phasing out support for PACD because
of growing national and local support.

There is a strong possibility that a good beginning could be made by
executive agreement, and that such a joint commission could be operstive

within the yeer 1961, if this recamendation were accepbed and implemented
immedistely.

The Stoudy Tearm does not now wish to indicate any belief that this
method could be generalized, or applied to other countries at this time. .
The team is clearly of the opinion that the cireumstances in the Philippines,
as discussed herein, make it a most fertile soll for. such an experiment.
More than that, the method would permit immediate action that would not
only have & most significant impact upon Philippine development, it would
also permit gpplication of high standards of audit and control upon public
outlays, high standards of administration, but it would, most significantly,
provide visible demonstration of our comtinuing com:nltment o accelerating
development within the Philippines.

The charter of the commission should include scme very broad langusge
about develorment so that the commission cowld play a role in such activities
as promobing traje fairs, Improving touriem, and other activities that wounld
contribute not only to Philippine development, but o bebier Philippine- -
American relations. Such activities frequently have low budget require-

ments -- they merely neel a starter to underwrite Initial costs and undertake
initisl contracts. .
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Chapter V.-~ Summary and Conclusions

‘L. .The peculiar history of Filipino-American relationships is both an

opporbunity for and a challenge to the United States to continue effective
cooperative action. The unusual bonds of mutuality between our two countries
make this area unique in all of Asia,

2. The Philippines therefore provide the United States with a natural
regional base, not only for State Department couriers, but also for the
Air -Force and Navy, for a military hospital, and for a rest and recreation
center for U.S. forces in the Asia region. The American business community - .
participates effectively and profitably in the Philippine economy. The
Philippines provide many basic minerals and commodities consumed in Awerica
and are one of the best markets for American goods. :

-3. The Philippines have effected a remerkable recovery from the ravages

of World Wer IX. Its present development effort is well under way. The
Filipinos show competence and sophistication, whether in business planning,
monetary menagement, fiscal policy or development priorities.

4. The Study Team peid special attention to Mindanso and recognizes the

great potential of this area. This report, however, proposes s program
for the whole of the Philippines. The team recommends that AID projects,
whether granits or loans, be considered on their merits as to priority
Tor the total Gevelopment program, not simply on a regional basis alone.

5. Neither the Philippines nor the Study Team are now abtempbting a 5-
or 10-Year Blueprint. This report recommends what are essentislly present
priorities in the Philippines as a basis for action in the years immediately

. ehead. The report deals primerily with items that will serve to improve

the capacity of the Philippines to finance development and to encourage
the opportunities for effective private developmental acwivities in the

6. The Team found as major obstecles to the sccomplishment of Philippine
goals that &) capital is inadequate; b) Government is over-centralized;

¢} excessive controls inhibit development; and,.d) the "sense of commmity"
is unduly limited.

T. The domestic capital supply end aveilability is growing with the fairly

o 5id growth of banking and insurance and the use of matual funds, Additional
finencial instruments, such as savings and loan assoclations and credit unions,
should be encouraged. The Philippines, by emphasizing greater self-sufficiency

. in foodstufis, especially deiry products, meat and fish, would uwltimately

release $70_,000,000 g year of foreign exchange to help finance other forms
of development, or enough to finance $L billion of ‘20 year, 25% loans. Hence,
the Team recommends ¥Feed Filipinos First". The capacity to finance develop-

[ment could
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ment could be lmproved by expansion of exports, especially lumber and

other wood products, sugar; sbaca, copra, and possibly cocoa.¥ The reckless
destruction of Philippine forests threatens bne of its major export earnings
ef 1l as dameges water sheds, destroys fleood protection, etec. Consequently,
ths weam urges & conservation program 1o insure "Forests for Philippines’
Fuature®. With greater power and transport development, there should be

more minerals exploitation, milling and menufacturing, which will help

reduce such imports, and expand minerals exports.

. 8. Simply assuring foreign investors of thelr right to transfer earnings

and repatriate capital and reducing Government controls will serve to
encourage substantially greater investment by privete foreign investors,

9. To the extent that action is teken on items 6, 7, and 8, the cepacity
of the Philippines to service Fforeign loans would increase, and quite
possibly their need for them will decrease, Present economic conditions
and . trends justlfy the recommendstion that ATD and other potential lenders
and investors consider sympathetically Philippine development proposals, es-

* pecially those deserving priority in the development process. Capital needs

in the immediste future msy be met in part from Japanese reparations, private
investment, the ORCD countries, and IBRD. These sources will prevent heavy
demands upon AID in the immediate futnre.

10. Finaneial institutions, such ag the Ex-Im Bank, DLF and IBRD, have
shown much interest in meking more development, loans available to the
Philippines. However, such loans have not been forthcoming largely because
of the insbility of the Philippines to prepare sound, well-developed loan
applications., The Study Team feels that pre-loan feasibility surveys

should be undextsken for projects of obvious priority so that the Philippines

are in & better position to satisfy the lending criteria of financial insti-
tutions.

11. Foreign cepital is especislly needed now to improve transportation

both by land and sea between the islands -- to "Unite the Islands™.
Dollar loans are needed for all kinds of road building equipment, spare
parts, and steel structures for bridges, ete. Filipinos are competent to
generate the peso components. Similarly, dollars may be needed for the
steel components of ports, docks, and wharves, &s well as for cranes and
lighterage equipment. And an IBRD Team has been studying the question of
inter-island shipping and the loan requirement for further ships.

" 12, Extre capital is needed to "Light the IYslands™. Penstocks, generators,

transformers and other components of further power installations require
IBRD, ATD or other loans. The Study Team recommends AYD, either directly

[or through

% ‘Each $35 willion of increased earnings would finance another $500 million
 0f '2Q year,. 23% loans,.or $300 million'of 10 year,. 23% loans..
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or through a Philippine-American joint development commission, accelerate
the dlgtribubion of such electric power in the rural areas, such as the
REA did so well in the U.S. Hlectriclty in overy barrio home would meen
electric lights, radios and small power tools which would improve the
education, productivity, income, and living standards of the people.

e b A i G

13. The United States should consistently encourage decentralizetion of
government in the Philippines. The sheer nunber of decisions that mmst
be referred to Manila engulfs the nstbionsl government and inhibits action
»in the provineces, cities, and barrios, Iocal governments need not only
. national grents in aid but their own powers of taxation and appropriation.
These changes should replace the present "pork barrel” as fully and as
repidly as possible. ILegislation to permit local suthorities, and especislly
port authorities, to improve and operate necessary public facilities
would encourage local initiative and accelerate development., Broader
tax powers in the hands of local units would permit many of them. to make
substantial improvements in their educationsl programs and raise the
ualitative standsrds of education. Decentralization is one of the basic
structural reforms needed to accelerate development and remove a major
cause of graft and corruption.

PUFTRENENVIF SRR Y

1. The Philippine Government hes been moving rather rapidly toward
decontrol of foreign exchange and a unitery exchange rate. The present
controls and maltiple exchenge rates encourage smuggling and bribery.
Along with decontrol there will need to be new revenue sources to replace
the tax on foreign exchange. The Study Team suggests that production
taxes be favored over most export taxes and that consumption texes be
favored over most tariffs. To the extent that tariffs are contemplated,
-the Team recommends that a scaled reduction of tariffs be written in at
the outset, so that teriffs would gradunally diminish over time. The Team
recommends that the U.S. offer adequate stendby underwriting of decontrol,
in the event IMF fails to do so, to prevent wild swings in the exchange
rate. . Decontrol is the second major structural reform that will both
eliminate a major incentive to graft and corruption as well as 1iberate the
ecreative powers of the business commnity. It will wipe out the time now
wasted in securing governmental approvel of deecisions that ought to have
been sllowed to proceed ag normal business judgments.
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15. The "sense of commnity" in the Philippines has many limits based

upon Philippine history and family structure. Minority groups within

the Philippines, such as the Moros and the Chinese, suffer frowm significant
discrimination, bub other Filipinos also divide along family and tribal

lines, Every, encouragement should be. given Yo the extension of public
education, the promotion of common.languasges, and tc building the hebit of
assoclation across such lines, thus enlarging the Filipinos' sense of community.
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16. The U.S. should promptly. complete the payment promised of war dameges
claimg which have long 'since been adjudicated. Delay at this point means
nothing of consequence directly to the U.S., but it is a significant affront
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to the Filipinos. A recent proposel for the U.S. to profit at the expense
of ‘the Fllipinos by poying in the nunber of pesos approved at the time

of adjudication, wather than in the dollar equivelent of this adjudication,
representa a kind of niggardliness to be shumned. Pressures for this are
almost the only report the Filipinos have had of current U.S. consideration
of the issue. This is & debt of honor incurred during World Wer 1L, end
only 52.5% of the larger claims have been paid.

17. Development loans should be directed first for transportation by
both land and sea. Second priority should go to power, including distri-
bution facilities as well as generation plants. Because of the shortage
of fuels, hydro-power should be exploited as fully as possible before
thermal power is added. Radio-telecomminicgtion is also needed and U.S.

.equipment is preferred. Machinery, including-drilling riges and equipment

for mineral and petroleum exploration, is needed as are industrial plants,
especially iron and steel, fertilizer, ete. With proper safeguards,
irrigation loansg may also deserve consideration., To the fullest extent
possible, such loans should be made and administered in a manner which

-supports. decontrol, decentralization, and the development of local enter-

prise.

18. Priorities in the allocation of development grants should go first
to encourage educational excellence. Support for the proposed medical,
dental, and geological education programs, and support for the textbook
paper projects should be first among The educational grants. Grants for
malaria eradication and the elimination of yaws is & priority in the
health field; and the gift of a hosplital ship to the Filipinos so that
they might heve their own unit of the "Great White Fleet" is a worthy
suggestion (perha.ps the U.S. has one in surplus which could be made
available). Development grants should continue the phasing-out support

. for commmity development. Funds for public administration programs

should be used to build into the Philippine structure institubes of publie
administration and professional training programs thdt will provide conbinu-
ing support for professional public administration long after AID programs

are gone. Public Administration support that would strengthen the collec-
tion and enforecement of local taxes and local police powers and other local
administration would serve %o support the decentralization of government,

The fourth.order of priority might be pre-loan’surveys, but only on & matching

bagis.

19. In the administration of AID aid in the Philippines, a small advisory

. staff is needed for the USOM, mich smaller than that now operating in

Manila. To the fullest exbent possible, technicians hired to help with
development grants should be assigned to and placed within the host country -
department or agency, with the understanding that they were to serve with
such agency so0 long.as thelr presence was needed, and to be re-assigned
whenever the Jjob was done or-they had lost effectiveness. A small, top

[level stafs
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level staff would serve as sdvisors to the director, to help administer

the cosontlol grend and loan programs. Fhillpping pereonual axe compatent
and should be used as fully as possible,.not only &t home but in 3rd country
positions. The programming function is now unnecessarily elaborate and
should be greatly simplified. The Team recommends high level conversa-
tions in Manila o explore the creation of a Philippine-American Joint
Development Commission {or authori‘i:y) for the administration of such

.portion of the entire ald program as may be mbually agreeable between

the two countries. The Team especially recommends the encouragement

of rural electrification as first assignment to such an aubthority. The
Commission might include 3 members nemed by the President of the Philippines
and 2 by, the President of the United States to administer whatever programs
mey mituslly be agreed upon from time to time,




Appendix 1

Orientation to the Philipplne Scene

Qur purpose in this paper is to provide some interpretative clues
to the characteristics of the Philippine scene, indicating thelr historie
roots and suggesting & "reading guide” for a reasonsbly adequate under-
gtanding of Philippine history and contemporary soclety.

Perhaps the best brief introduction to the Philippines is the feature
article of the 1957 Britannica Book of the Year, "The Philipplne Republic:
A Decade of Independence” by Albert Ravenholt. Mr. Ravenholt's American
" University Fleld Staff Reports would also be helpiful.

We have already referred all who wish or need to understand the
Philippine economy to Frank CGolay's The Philippines - Public Policy end
National Economic Development. His is an excellent study although his
report reflects the fact that his Fulbright year in the Fhilipplnes was
1955-56. His facts are correct and conclusions generally valid. Had he
lived among Filipinos during the acceleratingly successful managenent
of certain fundamental problems during 1960-61, perheps his mood and tone
would have been different.

Pre-histog

Reconstruction of history preceding the written record is almosth
impossible in tropical rainfall areas. Only the deserts preserve the
record. However, the archeological work of the Dean of American scholars
of the Fhilippines, Dr. H. Otley Beyer, has at least opened the period.
More recently there have been some anthropologlesal reporits from Dr. Robert

Fox. Recent accidental discoveries of two old burial grounds have yielded -.

most of what is known sbout the early comminities in the Philippines.
This informstion ig not in book form. Suceinet statements are found in
Comment, a quarterly journal of Philippine affairs, first quarter, 1958
i"Preh:Lstoric Foundatlonsg of Contemporary Filipino Culture and Society”,
by Robert B. Fox), and Progress 1960 "The Pre-Historic Filipino Village".
Others can be found in various issues of Science Review published by

the National Science Development Board in Manila.

Social Consequences of Malay-Filipino History

The most distinctive feature of the Malay-Filipino period of history,
.Which st111 remains dominant in Filipino society is its bilaterel kinship
system. This was reveeled when we asked several people, "Under law and
tradition, does a married Filipine ¥ Inherit from her father's estatel"

/The reply

* Fllipina is the feminine form of Filipino and is alwsys used when
referring to girls or women. Filipino is masculine or collective,
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The reply was, “Why, of course, she is a Torced helr. TIf she is legally
incompetent to-receive her inheritance, the courht mmst provide for it

to be received Ffor her in trust before her Tather™s estate can be closed.”
Thig answer indicates a bilateral kinship system with its manifold implica-
tions in all social, political danfl economlc affalrs. ¥ Perhaps 1t may be
easier to explain what this meafis to economle development planners, 1f

it Is contrasted with the usuasl Asian, and more universally prevalent
system -~ unilateral kinship.

While 4n Taiwen, we asked the same question of an officer of JCRR.
His reply waes, "No, of course not, the sons inherit."” He indicated that
-the only financial arrangement made on behalf of a daughter was at the
time of marriage.

After returning to Manile for further conversations, we asked a
particularly articulate Filipine lawyer, "Whet do the brothers and father
of a married woman do when it 1s known that she is being sericusly mis~
treated by her husbandt™ There was fire in her eyes as she replied,
"Tpagmamalasekit! They would sharpen thelr bolos!" (Literally: they

_would come to her protection.)

Precizsely!

Because of the relationships among meubers of a bilateral family and
among Tamilies in a commnity, such societies are relatively open, Indi-
vidualistic, non-authoritarian, mobile, youthful, almost wholly non-structured.
Because of the exclusive loyalty demanded of its members by a bilateral family
(there is neither time nor resource to waste on loyalty to outsiders) the
family is the only effective unit of society. Mermbers of a billateral
family project Themselves into the future. Tnstitutions and classes are
not rigid; change and accommodation cause & minimum of disruption. Hence, -
soclety and politics are dynamic.

By contrast a soclety in which kinship is unllateral is relatively
closed, monolithic, collectivistic, authoritaerian, static, dominated by
elders and tightly structured. The famlly is circular. Decisions are
made by the aged. Initiative is discouraged. Instead of projecting them-
selves into the future, individuals look back to the eldest male, frequently
to ancestors. Institutions and class lines are usuelly rigid. Minimal
accommodations ere reslsted violently (e.g., commmalism and language riots
in India).

/Consideration

¥ Carl Lende, Politics in the Philippines, Hervard University (Ph. D.

Dissertation) Aveilable In the libraries of the Department of State
and the Embassy in Manila.
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Consideration of fate may also reveal the distinctions between
societies with bilaterkl and those wlth unilateral kinship systems.

Acceptance of Kismet by Muslims or Karma by Hindus is a stolid,
hopeless kind of humen response. Filipinos' expression, "Bahala na®
(leave it to God) is neither resignation to fate nor an expression of
pietys 1t is rather their temporsry accommodetion to something which
they cannot change just at the moment, so "why fight i1t?" This accommo-
dation is described by some, who lack wit or will to understand, as
Indolence. Countlesg performences of Filipinos whose efforts were
rewarded and appreclated belle this charge, However, when Filipinos
are controlled by authoritarian, cacique foremen, their protest is a
slow-down or sit-down strike. One must remenber that only the meek
.respond to the whip; the proud frustrate even the rack -- with "Bahala na”.

This observer moved among Filipinos from Aparril to Zapboanga for almogt
four years. The preceding four years he spent among Pakisptani Muslims,
Tfor whom he has the highest regard. Not onece did he receive from Filipinos
any expression of cbsequious deference. Courtesy, respect and hospitality
were always extended, but never demeaning deference., The most humble
Filipino meets a sbranger "man to man". He stends erect before him and
"looks him in the eye". Pekistenls, on the other hend, other than one’s
colleagues, counterparts and the leaders of the soclety, always extended
deference ~-- enmbarressing to an American.

Also, Filipinos can laugh. They find moments of gaiety in the most
difficult situvations. Pakistanis are seldom, if ever, gey. Iife is
too grim, duty too severe and one's choices too restricted, Pfor levity.
Kismet is grim, Bahale ne is a shrug of the shoulders. Only proud men
with self-confidence can shrug their shoulders.

Kismet and Karma asre found in socleties with unilateral kinship
systems; Bahala na in a society with a bilatersl kinship system. Developed
industrial economies; democratic socilal and political institutions; dynamic
competetive elite and religious freedom are found in societies with bilateral
kinshlp gystems. Poverty, oligarchy, stdtic elite and theocratic authori-
terianism characterize societies with unilateral kinshlp systems. *

We do not argue that the causal relationships are 1:1. We do insist,
however, that thus far in the hisbtory of events, the correleation of these
characteristics is too high to have been coincidence.

Perhaps these kinshlp systems can be diagrammed and contrasting
.responses to selected sltuations tebulated in a manner to explicate the
differences. (Attached)

/Social
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Social Consequences of Spanish-Filipino History

In some important.ways, the period of Spanish~Filipino history is
rooted in 15th and 16th Century Europe. Any serious inguiry into FPhilippine
society mist review the decisive European events of that Age of Discovery
and Exploration of New Worlds. The dominence of Spain, the dissolution of
the Empire of Charles I, the rise of nation-states, occupied the armies
of Furope. Religlous revolt produced reformatlon, counter-reformation
(Council of Trent) and inquisition, The expension of trade destroyed
feudalism in Europe.

Relevent artlicles in Encyclopedia Britannica and the Catholie Encyclo-.
pedia would provide the review necessary to an understaending of what
happened in the Philippines. No one can consider himself informed ghout
Philippine affalrs without having browsed for some hours in the monumenteal
encyclopedia of this period,.The Philippine Tslands, edited and translated
from Spanish documents by Fmms Blair and James A. Robertson.

With over-simplification but without exaggeration, one could summarize
the history of the Philippines from 1521.to 1898 as the anachronistic
extension of the most oppressive economic features of Spanish feudalism
and the most corrupt qualities of pre~reformstion ecclesiastical authori-
tarianism. One of the best interpretations of this period is & recent
book, marked by -cendor and understanding by Jolm Leddy Fhelan,

The. Hispanization of the Philippines. Having been commissioned by Popes
Alexsnder and Adrien, King Philip had to turn to the regular clergy, the
missionary orders, for persomnel. The Council of Trent, in one of i1ts

most baslc reforms, prohibited Friars (regular clergy) from serving parishes
because, being responsible only to their Superior, they were not subject

to the epigcopal authority of Bishops. Because there was no alternative,
Pope Pius V gave the Spanish Crown discretionary suthority to enforce

this canon in the Philippines. This produced 300 years of conflict between:
the Friars on the one hand and the Crown and the Bishops on the other.

Friar control was absolute because neither Crown nor Bishops could
do without them and because the encomendis system of internal control
had both the Tlustrados (Spanish Colonists) and natives at their mercy,
Tustrados and their mestlzo decendents, Caciques, were dependent upon
the Friars for their grants of land and authority to exploit the labor
of Fillpinos in veturn for tribute to the Friars and protection and
indoctrination of thelr wards.

In theory, the Spanish Crown ruled the Philippines through the Friars.
. In practice the Orders controlled the Philippines for theily own ends in
defiance of the Crown end the Blshops. Hence, revolbs agsinst Spain were
revolts agalnst the Friars. In 1872 (later then our own Civil War) three
Filipino priests were garroted. The only crime of Padres Borgas, Zamora

and Gomez, as far as history has revealed, was petitioning for Filipinization
of the clergy.

/No outsider
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Wo outsider can understand this period of unfortunate alliance of
Church and State and .consequent Filipino sentiments without carefully
reading "Noli Me Tangere" ?gocia.l Cancer) end "El Filibusterismo" (The
Reign of Greed) by a gentle, non-revolutlonary Doctor, Jose Rizal.

Execubed in 1896 he was soon acclaimed by all Filipinos as thelr National
Hero, During all of thls year =~ 1961 -~ Filipinos celebrate the centennial
of his birth. But in 1896 and 1897, Filipinos suspected of being members

of +the XKatipunan, or the Masonic Order, were dragged from thelr homes and
sumarily executed without trial. Teodoro M., Kalaw's Philippine Mesonry,
reletes this grim finel effort of (leric and Crown to suppress the inevitable
revolution, Meny Filipinos influentlal in public affalrs todaey are sons

or grandsons of the victims of that period.

By Act of the Philippine Congréss of 1956, all schools, public,
private and parochlial, are required to teach the 1life and works of Rizal
despite the fact that hle books are on the Index,

No officisl Americen should presume to understand this period without
reading the minutes and reports of the First and Second Philippine Commis-
slong which were made part of the Congressional Record of 1900 snd 1801.

For currently visible consequences of these events, the inquirer is
referred to Albert Ravenholt's American University's Field Staff Report,
. "Religion Enters Philippine Schools and Polities",(AR- ll-'55) of Sept. 22, '55.
Other helpful articles recently published are: "The Filipino and His Fa.ith"
by Maria Kalaw Katigbak, & devout Catholic laywoman, currently Senatorial
candidate, in Progress 1959, the Manils Times annual. "The Christianization
of the F:Llipinoa" » by Josephine D. Constantino, was published in Progress
1960, Three articles comprising the section on "Religion in the Philippines",
in the Fookien Times Yeerbook (1960), are revealing because of tone as well
as content. These are: "Catholicism in the Philippines", by Jose Ma. Hernandez;
"Protestantism in the Fhilippines”, by Enrique C. Sobprens; and "Islem in the
Philippines”, by HadJi Madki Alonto.

It would be difficult to overstate either the positive welue of the
work of Spanish Migsionary orders in the Philippines or the negative
consequences of that unfortunate and unhappy alliance of the powers of
Church and State.

Through the Friar, the Filipino not only participsted in, but quite
willingly end wholeheartedly accepted as valid, the values of the Hebraic-
Christian tradition which have become part of the ethical foundation
of the economic life of Western Europe and the U.8. The central keynote
of the Christian message that each individual is vested with dignlty,.
sufflclent to merit the immedlate and personal providential concern of God,
added stature to the individualism already inherent in Filipino soclety.
Furthermore, the majority of the missionary clergy were men of exemplery
character, great good will and compasslon, who left behind position and
estate without real hope of returning to their homes. The redemptive
qua.lity of their lives and actlons, have left unmlstskeble imprints on the

Philippine scene, and prepared Filipinos for effective participation in
the Qommunlty of Nations.

/Social



App. 1 - 6

Soelal Consequences of American-Filipino History

Sufficient congiderstion of muitual Fil-American involvements is
presented in Appendix 2.

Filipinos attained most of the goals of their revolt against Spain

with the establishment of Civi]l Government and the insuguration of
"Williem Howard Taft, July 4, 1901. They adepted themselves into the
larger American community and participated in it with vigor. American
life of this period wes relatively free from colonialism, suthoritarianism
and class distinctions. The Filipino quality of individualistic self-
esteem made his participabtion natural. Americen administration provided
almost unlimited opportunities for his personel progress. He selzed
those opportunities. He went to school. He went into politics. He
attended American universities as "pensionados” forerunners of ICA's
"participents.” Filipinos took over thelr government, except for foreign
affairs and defense, as a Commonwealth, asserting with their President
Quezon, "Better a government run like hell by Filipinos than like heaven
by Americens."” Most Americans rejoiced at their self-confidence. Goverw
nor Taft had said the same thing in somewhat more elegant words at his
insugurel in 1901.

Current Events and Competing Elites

Those who have thought long and hard about what makes socleties
change, from Weber, through Tawney, Schumpeter, Laswell, Hagan and FPye,
agree that some significant group must appear which feels bereft of its
proper sbatus, preferment and reward. In a democratic, relatively un-
structured soclety such groups usually seek to lay hold of preferment
through politicel action. This dynamic situation marks the current scene
in the Philippines. ZElite lines are not alwaeys clear; there 1s considersble
shiPting of interests and bargaining for advantsge. However;- there geem -~
to be two upper class elite; five essentially middle class elite and two
emerging lower class elite.

Uppexr Class Elite

1. 0ld Cacilgues, the landed gentry, mostly composed of older sugar
families, seem t0 be making a last sband for recovery of influence. Some
of their sons behave as their fathers and must be put in this group. They
are traeditional, authoritarian, paternalistic. Thelr wealth is in and
from the land ~ usually sugar or perhaps copra. They were educated in
parochisl institutions in Spanish. They find ecclesiastical allies from
the Spanish clergy, perticularly Dominicans. Their aims are regressive;
they work openly for reburn to things Spanish, feeling that the American
interiude brought disorder and poor taste. About four years ago, with the
assistance of the Spanish Ambassador and Spanish clergy they were able to
get a requirement for universal study of Spanlsh langusge in high schools
and colleges legislated by the Congress. The fact that Spanish is of use
only to lawyers and higtorians and that precious time had to be taken from

/the study
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the study of science and sgocial science did not seem to be important to

“them. One young son complalned bitterly to thls observer during the

political campaign two years ago about the low estate of morality and
religion which resulted in his sacadas (sugar workers) taking his P2. to
vote as he instructed; then voting as they pleased. That he was gullty

of a felony under Fhilippine law did not seem to him to he reprehensible;
but he viewed "staying bought" as a requirement of Christien ethica. They
are quite convinced that they alone have the wisdom to save the Philippines
from Communist take-over.

2. DNew Caciques, usually restless sons of the above, have broken
away and are investing bthelr considerable fortunes in middle-class joint
stock business venbures. They are intent upon cleiming their "Patrimony; .
sharing with the Chinese and Americen allens the exploitation of the
naturel resources of their country. Strictly speaking, this 1s a middle-
class, bourgeoise function but their roots are in the upper economic and
gocial class. They are "the young bucks," a free-wheeling business growp.
They were educated in elite parochisl schools in both the Philippines and
the United States. They are the despair of their clerilcal adyisors be-
cause of their "loose living" ¥ and their seeming lack of fear of devil

o maen.

They are attracting the loyalty and services of some first-rate
profegsional men, who at almost any other time would remain with thedr

Janiversities, Although they have neither the money nor the numbers to

do all the things they would like to do, tHey are making a considerable
difference in the Philippine scene. They are delightful people in the
tradition of the business empire bullders of our own country. Indeed,
they feel themselves to be thelr succeszors. They have represenbatives

in New York and spend considerable time in the United States themselves.
They have not yet realized their political potentisl but observers agree i
that they will be playing a self-conscious role in the political campaign
eight years from now. The effectiveness of this group will depend not
upon its money or morals but upon the bargains it can make with other
groups and whether or not they are willing to share their place in the sun.

Middle Class Elite *

When Admiral Dewey dispatched the Spanish fleet before finishing his
breakfast that May morning in 1898 in support of the Monroe Doctrine,
there was no middle class in the Philippines. It is a creabtion of con-
scious Americen policy achieved chlefly through the "government pensionados.”
Able young men were identified and sent to the United States for four to
elght years of study. (There was none of this one year ICA restriction
on participants!) The middle class elite were educated in public schools

/in the
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in the FPhilippines and attended State Universitlies in the United States.
Some have put btogether substantial personal fortunes but almost none
were heirs to money br property. The older men were the professionals
whe built the Philippines and directed its Commonwealth Government.
Thelr sons, and the many thousands of others who have come up from the
lower economic groups by the ladder of educatilon, meke up the Filipino
Middle Class Blite.

1. Intellectuals, today, like their predecessors, are the products
of publie educabtion, Filipino and U. 8. Graduates of the University of
the Philippines, for instance, hold 60% of the positions of leadership
in the Philippines, according to Justice George Malcolm, long-time public -
servant in the Philippines, Dean of the Law School of U.P., Justice of
the Philippine Supreme Court and self-styled "American Career Colonialist.”

A cursory examination of the Fhilippine Congressional Register by
this observer, following the election two years ago, revealed that 102
" Congressmen held 106 college or university degrees. U5% were from U.P.
or U. 8. State Universities. Only two men, holding four degrees, vere
from elite parochial institutions. Religiously, this intellectual elite
and its friends are known as "Catholic but-ers" ("I am a Catholie, but...").

Many are Masons or Knights of Rizal, both an anathema to the
hierarchy. There are over 126 Masonic Lodges in the Philippines with
more than 10,500 members. It is public knowledge that the great majority
of Filipino leaders of the last sixty years have been Masons snd/or
Protestant, including the first two Presidents. In an article, "Can
Magsaysay Succeed in The Philippines" appearing in the Antioch Review
in the Spring issue, 1955, Chester Hunt felt that it was significant that
"As a youth he (Magsaysayi came under the -influence of Teodoro Yangco,

a Filipino shipping magnate whose Protestent convictions, philanthropile
interests and business shrewdness were in sharp contrast to the attibudes
of the Spanish-mestizo landlords who had found a comfortable place in a
traditional system."

Filipino "intellectuals and their friends in other middle class
elite groups are an independent minded group, not about to be disciplined
by clerics or caciques. There is perhaps no more important elite group
in the Fhilippines. Their importance does not arise from their numbers,
the gquality of their research or ideas, but from the fact that any other
group which would attain status and achieve preferment mist bargain for
the services of this group.

2. Civil Servents are the natural cousins of the Filipino intel-
lectuals. The groups overlap considerably. They share the same orientation;
feel the same need for American understanding and support. Insofer as
this elite group is distinct from the intellectual elite it 1s the second
in Importance.

/3. Provincisl
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3. Provincial Buslnessmen are the sons of old pensionadcs or
have been befriended by an old-timer American. They are thoroughly
American in their orientatlon but they feel that recent American poli-
cies have ignored them. They do have considerable resources at thelr
conmand but they are removed from the centers of credit and opportunity.
This group would like to operate like "the young bucks" in Manila with
more wealth. They are debermined to rival them if at all possible.
They present an opportunity for Amerdcan AID administrators to strengthen
another elite group as a health balancing of economie powers! To do so
requires only an insistence upon & geographic distribution of credits.
4 joint Philippine-American Development Commission could achieve this
with ease.

There are two alien middle class elites in Filipino scciety who
haye traditionally provided the goods and services for’ Filipinos.

4, Chinese Traders have operated in the Philippines for as long
as history records events. They monopolized all treding and money
lending during the Spanish period. Although there has been considerable
discrimination, delimiting the economic activity of Chinese shopkeepers
and money lenders, even when they are naturalized citizens, their posi-
tlon is infinitely better in the Philippines than elsewhere in Southeast
Asia. A prominent Chinese attorney told us that Filipino "nationaiization"
had been "within the fabric of laws,...within the area of legislative
debate and aetion, and within the application of legally-constituted
bodies....(and)....has not been marred by direct confiscations, violence
or mob passions, or racist persecutions.” Although the Chinese business
commnity is "milked” by both political parties, its plece in the
Philippine Scene 1ls long going to he ome of importance. Thecapacity
of its members to adjust to chenging situations is so great that ibs
influence is not likely to be sharply diminished.

5. American Mansgers remaining in Manila are secure in their
pesitions and welcome in msking their contribution to Filipino society.
They are discussed at some length in the following paper. Thelr role in
the economy will not be diminished. Indeed, for those with creative
imagination, their greatest opportunities are in tThe fubure, provided
the remnants of colonial attitudes can be eliminated from boards of
directors in New York and Chicago. -

TLower Class Elite

To speak of elite among the lower economic class msy seem to be
euphemistic, particularly after reading the Hardie Report on Land Reform
of ten years ago. Dut the hard political fact is that no man could
today exercise his ellte prerogative of politicel influence without the
yote of the "common tao." The tenant farmer, desplte his poverty, will
be served. He will withhold his permission from those who do not
progressively better his conditions. And he has a grim determination

[that 1t
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~ that it will be so. The farmer is not yet an elite. He is not orgenized.
- But he iz well on his way to becoming The most important men in the
Philippines. -

He shares this importance with the Filipino worker. Although the
minimom wage law is avolided in many smell industries (employing less
than 20 workers) » In a company such as one affiliate of a large American
industry, the minimum wage achleved by collective bargaining is over
twice -the legal prescription. ILabor is meking its demands felt, effectlvely.
It ig emerging into the elite status it occuples in Ameriesn society.
Any gemuine elite group which would reap the preferment of Filipinos
will be required to bargein with both the worker and the farmer.

American offlcials in the Philippines, if both wise and able, will
see through the noigy bargaining in the market place and will, with
dignified discrimination, refuse to be panicked into support of the
retrogressive self-sppointed saviors from among the old caciques. The
future of Filipino soclety rests upon the nature of the hargeins made
among the competing elite groups. With wisdom and complete propriety
Anerican representatives can make the difference so important to both
Filipinos and Americans who cherish their democratic values.

Reading Guide

_Various sources have been quoted In this report. Others have been
suggested in this paper as necessary or desirable for orientation
of any American, particularly official, to the Philippine Scene.

The purpose of this section is not to present a general bibliography
of Philippine affalrs. Those who may be interested are referred to:

-Fred Eggan, Selected Bibliography of the Philippines,
© Human Relations Area Files:

Presented here are readings which heve been of value in under-
standing the people and Republic of the Philippines. To those who
occasionally wish to step back from thelr immediate dutles to regein

‘their perspective, the following are suggested:

Robert Strausz-Hupe, (and others of the Foreign Policy
Research Institute, University of Pemnsylvania) Protracted
Conflict, H.Y., Harper, 1959, (and its successor volume)
A Forward Strategy for America, N.Y., Harper, 1961, (and
an essay by Dr. Strausz-Hupe) Power and Commmnity, N.Y.,
Praeger Press, 1956.

/The best
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The best general background of the Philippines l1s:

Albert Ravenholt, "The Philippines: A Decade of Independence™,
1957 Encycloped.ia Britannica Xearbook. Reprints are
aveilable in USOM/Manila.
And for continuing insightful information with historical back-
ground.:

-American Universities Field Staff Reports, also by Albert
Ravenholt.

The Pre~History of the Phillppines is most lucidly presented in
the articles of Dr. Robert B. Fox, most of which are found in Comment,
. Progress 1960, and .other journals published in Manila. Dr. Fox draws
heavily upon the half century of work of his friend and mentor, Professor
‘Otley Beyer. All who go to Manila are urged to become acquainted with
‘both.

Written history of the Philippines begins with the voyage of
Magellan which, for him, ended in his death on a small island just
opposite Cebu City' in 1521. The monumental source of these documents
is the 55 volume translation of documents and books, entltled:

The Philippine Islands 1493 ~ 1898, edited by Emma Blalr
‘and, Jamesg A Robextson.

Yo one can assume that he brings understanding to Philippine
problems without being familiar with each of the followling:

John Leddy Fhelan, The Hispanization of the Philippines,
Madison, University of Wisconsin Press 5 1959.
Josge Rizal, Noll Me Tengere (Social Cancer) snd EL Filibugterismo
(The Relgn of Greed), Manila, Philippine Educaetion Go., 1956,
Senate Documents 112 & 190, 561;11_ Congress, 1901, Reports of -
the Philippine Commission.

Bagic books by Americans who participated in Philippine affairs are:

Cameron Forbes, The Philippine Islands, Revised, Cambridge,
Harvard University Press, 1945. (Governor Genersl, Scholer,
: Writer).

Joseph Ralston Heyden, The Philippines: A Study in National
Development, N.Y., The Macmiilen Co., 1942, (Vice-Governor,
and. Secretary of Public Instruction, Visiting-Professor from
the University of Michigan, Adviser to General MacArthuxr
and President Osmena).

A, V. H. Hartendorp, History of Industry and Trade of the
Philippines - 2 volumes, (Americen teacher, writer, editor
of the Journal of the Awerican Chamber of Commerce.

/Dean C. Worcester
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Dean C. Worcester, The Fhilippines: DPast and Present, edition
of 1930, revised by J. R. Hayden, N.Y., The Macmillan Co.,
1930. (Member of Philippine Commission.)

Bomevhat lighter, but valusble for the record are:

George A. Malcolm, American Coleonial Careerist, Boston,
The Christopher Publishing House, 1957, and First Malayan
Republic, same publisher, 1951. (Justice of Pnilippine
\, Supreme Court for 18 years; involved in Philippine affairs
- from 1903-1949. Biographical vignettes of America, Filipino
nation builders.) .
Robert A. Smith, Philippine Freedom, 1946 - 1958, N.Y.,
Columbia University Press, 1958. (Documentation of post-war
years by en old-time editor.)

Indispensable for comprehension of Fhilippine politics are:

Gabriel A. Almond and James 8. Coleman, editors, The Politics
of Developing Areas, Princeton, Princeton University Press, 1960.

Carl H. Lande, Politics in the Philippines, Doctoral dissertatian,
Haxvard University, availeble in Department of State and Embassy
libraries. And "Politlcal Attitudes and Behavior in the Philip-
pines"”; and Philippine Journal of Public Administration.(Dr. Lande
is now at Yale University. See,—-a-:lso his recent analysis of
electoral returns prepared for the Bureau of External Research. )

: The report of the recent comprehensive study of the Fhilippine .
econcmy by the I.B.R.D. team in Manila will be availeble in a few months.
Other useful sources are:

Frank Golay, The Philippines: ‘Public Policy and National
. Economic Development s Ithaca, Cornell University FPress,
1961.

Benjamin Higgins, Economic Development, N.Y., W. W. Norton
and Co,, Inec., 1959.

For a picture of current business arrangements, consultb:

Joint International Business Ventures in the Philippines -
THE Product of & group study &t Columbis University.

ATD administrators, planuners and technicians deeling with Philippine
development should review the early aseisgtance period by studying the

‘reports of the Bell Midsion of 1950, the Hardie Lend Reform Report and:

\ David Wurfel, "Fereign Ald end Social Reform in Political
' Develepiienti & Philippine Case Study", American Political
Seience Revisw, ¥. 53, June 1959,

/Review
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Review of the literature on the processes of social and economlce

' change and of the role of forelgn ald should be made frequently.

After re-reading the President's Message to the Congrees, "A New
Approach to U.8. Foreign Ald", read algo:

John Kemneth Galbralth,."A Positive Approach to Economie
Aid", ICA Secretariat Wote 23, March 3, 1961 - published
later in Forelgn Affsirs.

Everett E. Hagen, "A General Framework for Analyzing Economic
Growth" - Conference on Research for the Tmprovement of
Development Assistance Programs and Operations, Brookings
Institution, Washington, May 25-27, 1961.

Lucien Pye, The Policy Tmplications of Social Change in
Non-Western Societies, Center for International Studies,
Massachusetts Institute of Technology.

W. W. Rostow, The Stages of Economic Growth, Cambridge,
England, University Press, 1960.

As a heelthy challenge to all formal,.pat answers, read:

Joseph Schumpeter, Imperialism and Boclal Classeg, two essays
of about 40 years ago » recently republisghed by Merlidian Books,

(-1 ).

.Agrarian change in the Philippines , and the Communist attempt to
direct 1te energles, are adequately deseribed ing

+ Jose V. Abueva, Focus on the Barrio, Manila, University of
the Phiiippines, 1959
Sonya Diane Cater, The Philippine Federation of Free Farmers,
Data Paper Number 35, Southeast Asia Program, Cornell University.
Alvin H. Scaff, The Phillppine Answer to Communism, Stenford,
Stanford Unlversth‘y Press, 1955.
Frences Luellle Starner, Magsaysay and the Philippine
Peasantyy, University of California Publications in
Political Science, Vol. 10, 196l.
.David Reeves Sturtevant, Philippine Social Structure and
Its Relation to Agrarlan Unrecst, Ann Arbor, Michigan Univer-
pity Mlcrofllm 1959, copy in lera.ry of Congress,& State Library.

- Three very recent reports on education in the Philippines, two sbtill
on-the presges, cover this field admirably:

"A Study of the University of the Philippines, by Hammah,
Middlebrook, Reeves and Hemilton, published by Untversity
of the Ph:.li;ppinea, April 1958,

Higher Education in the FPhilippines, by A. L. Carson, U.S. Of_f‘ice
of Eduecation,

A Survey of the Public Schools of the Philippines - 1960, by a
Joint team under the leadership of J. C., Swanson, by Bureau
of Public Schools, Government of the Philippines.

/The most
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The most dramstically successful technlcal assistance program was
that .of the American teachers who landed. in Manila from the U.S.S. Thomas
in Decermber 1901 and 1ts sister-ship in April 1902. In testimony
volunteered to the Philippine Commission in 1900, a digtinguished Bishop
-estimated that not more than 6,000 of the T,000,000 Filipinos had any
. education, A delightful book by the firgt Filipina Senator, who
mothered most of the post-war educatlon bills through Congress, and
an Americen mestiza, is commended to all Americens, educators, or educated:

Senstor Geronima Pecson and Maria Racells, Tales of the
JAmerican Teachers in the FPhillppines, Manila Carmelo and
Bauermann, Inc. 3 1959,

' The delicate and difficult issue of the proper role of religion 1in
Philippine soclety divides Fillpinos and distresses. their frieénds. To
ignore the presence of the dssue 1s not kind, intelligent nor possible.

Man innetely mekes a religious response to life (see Malinowsky)-
as he ldentifies meaning -- significance ~- value. Knowlngly or not,
he proJjects his identified wvalues into all humsn-gocial relationships.
Hence the difficult questlon for Cetholie, Protestant, Jew, Muslim,
Buddhiet and Hindu i1s: Since the religious value-responses of man
permeate his soclety, to what extent shall religlous institutions and
their professionals also permeate his societies? This problem in the
Fhilippines is objectively reported in:

Albert Ravenholt, ""Religlon Enters Philippine Schools and
Politics,” American Universities Field Staff Report
AR-ll-SEQ

The present and past are both presented in three articles comprising .
‘a sectlon of:

The. Fookien Times Yearbook 1960,
"Catholocism in- the Philippines" , by Jose Ma. Hernandes.
. "Protestantism in the Philippines”,.by Enrigune C. Sobrepena.
. "Islem in the Philippines", by HedJi Madki Alonto.

.Perhaps the inquirer should next study:

The Cathollc Directory of the Philippines 1961 (which contains
the surprising Census of 1060).

Father Horatlio de la Costa, "The Catholle Church in 1953" *
Bundey (Msnile). TMmes Magaz:me, Februaxy 15, 1953 (‘Microﬁlm
Comy, avellsble in The Department of State Library).

By counting many Filipinos for the first time, there was substa.ntial
reduction in the statistical proportion of Catholics.

J/Even
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Fven earlier, Father de la Costa had sald "... the proportion of
Catholics to the totel population has dropped ... How many of these
are practlcing Catholice is difficult to determine ... the natlonal
average ('of those who come regularly to Sundsy Mass')} ... is probably
closer to 10% than 20%."

Hence, it would appear that only 5% to T% of the citizens of the
Philippines are "practicing Catholice", In Father de la Costa's terms,

Two excellent articles by laywomen appear in Progress, the Manila
Times annuel, the first in 1959 and the second in 1960

"The Filipino and His Faith", Meris Xalaw Katlgbak.
. "The Christlienlzation of the Filipinos™, Josefina D. Constantino.

) The clerical position is a.blﬁ,r présented in issues of the quarterly
- jdurnsl of the Ateneo University (Jesuit) Philippine Studies.

The CGatholic Bishops in the United States created some political
problems in their reaction to the separation of Church and State in
the Philippines by the U.S. Government, and its subsequent policles.
This account is found in:

Fa’ﬁher Frederick J. Zwierlein, .Theodore Roosevelt and Catholics - :
1882-1919, gt. Touis, Central Verein, 1956.

The Masonic Order produced almost every leader of the revolts sgainet
‘Crown and Clexlc and of subsequent nation-building -~ from Dr. Jose Rizal

through the first two Presildents of the Philippines. This story is
found In: :

Mauro Baradl, Masonic Personalities, Manila,.Villamor Publishing
Co., 1952.

Teodoro M. Kalaew, Philippine Masonry, (revised) Mantile,
Philippine Education Co. , 1956

Those who may have been concerned. about rmnblin*gsf of deteriorating
Fll-American relations ere referred to & recent public opinion study;

Lloyd A. Free, A Compllation of Attitudes of Philippine

ILeglalators in the Spring of ¥ 1960, Insti‘bute for International
“Social Research, !

For blographic informstion, the only useful source book is:

E. A. Manuel, Dictionary of Philippine Blography, Quezon
City, Filipinia.na Publications y 1955.

/Mo books
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Two books, now with thelr publishers, should be studied as soon
ap they become availeble. Authors asre Albert Ravenholt, of the American
‘Unlversities Field Staff s and George Taylor, University of Washington 3
. for the Council on Foreign Affeirs.

Americens in the Philippines should give general attention to 1ssues
of these journals and magazines, among others:

Asis ~ soon-to be published in Hong Kong by & gtaff from
~ Beversl neighboring cou.ntries ;a8 & Punday supplement
for Aslan newspapers.

" Comment

Yree Press —a crusading weekly owned by its employees as -
heirs of a long-time "firé-eating" American editor-publisher =~
for many -years the most wldely circulated and read publice-
tion in the eountry.

Journal of the American Chember of Commerce

Journal of the Philippine Sociclogical Bociety

Phili;pyine Journal of Public Administration

Philippine Studies

_Bunday’ (Menile) Times Magezine

Frequent reference has been made to articles in Progress end
The Fooklen Times Yearbook. - Progress, publighed ahnually by the Manila
.'Times, ls a series of essays and reports of genersally high q:a.lity,
‘around a thems which seems to have characterized the year. The Fookien
.Tmes. Yearbook,. printed in both Eaglish end, Chlnese, 1s & chronicle
-of the events of the year.

Becauge of the usefulness of articles in the last two issues of
.each, there is listed below, in the order in which they appear,
selected. essays or reports which should be helpful to ATD edministrators
and prpgramers.

Prograss 1959;: A Year of Change and Great Expectations
 "echnology and Tradition", B, P, Patanne (Baitor, Sunday Times Magezine)
"Bold New Industries”, Hilerion M. Henaves, Jr. (Industrialist)
"Our Changing Investment Trends", Sixbto K. Roxas (Economist, Industrialist)
"Our Groving Entrepreneurial Class”, Benito Iegarda, Jr. (Head of
Research, Central Bank)
. "he Middle Class", Augusto Cesar Espiritu (Economist)
“Mhe Orisis in Our Educational System", Alfredo T. Moraies (Desn, !
. University qf the Philippines)
"Our Chenglng Buresucracy”, 0. D..Corpus (Bociologist University
. of the Philippines)
"Encounter with the West”, Pura gantillen-Castrence (Minister, Dept.
. of Forelgn Affairs)
"Gulture Change Among the Minorities”, F. Landa Jocano {(Anthropologlst)

/"Our Changing

P .

pr—


http:countries,-.as

App. 1 - 17

"Our Chenging Leisure Class®, Indiea H. A. Linsangan (Editor,
Radlio exscuiive)
"Mental Health Problems®, Estefania Aldsbe Lim (Psychologlst)
. "he Barrio and the Government™, Alejendrino 3. Hufana (Poet,
.University of the Philippines)
"Philippine Iabor in 1959™, Rodolfo G. Tupas (Iabor Ieader, Writer)
-"The Barrio-and Polliticel Action”, Juan T, Gatbonton (Associate
Editor, Sunday Times Megazine)
“"he Filipino end Hie Feith”, Meria Kalaw Katigbak (Catholic Lay ILeader)
(Senatorial Candidste)

. Progress 1960: A Year of Great Declsions

"Major Problems of Filipino Industrialists", Filemon C. Rodriguez
{Business Meneger)

YResponsible Trade Unions Promote Our Way of Life", Cicero D..Calderon -
(Dilrector, Asian Lebor Education Center)

"Tdeology in Business", Joaquin R. Roces (Publisher) :

"Bapling Trends in 1960",. Jose Fernandez, Jr. (Banker, Financier)

"Phe Future of Agriculbture”, Isidro Macagpac (Economist, National
Fconomic Council)

"The Dengers of Trade with Commmnist China", Emmanuel Pelsez
(ex-Senator,. V.P. Candidate)

"Sugar for Red China Means Slavery for Filipinos", (editorial)

F. Sionel Jose, (formerly editor ST, Progress; now Associate
Editor of new magazine, Asla)

"An Asian Market for Filipino Products”, Meximo V. Soliven (Editor,
Publisher)

"The Filipinos Ponder the Chinese Problem™, Eufronio M. Alip (Historian)

"Capital Formation For Filipino Industry", Ramon V. del Rosario
(Manager, Financler)

"Parity and Qontrols", Amado A. Castro (Director, Institute of
Economic Research, R.P.)

. "The Christianization of the Fillpinos", Josefina D. Constantino
(Catholic Ley Leader)

(A section of five articles on Rlzal; this belng the centennial
of his birth}. .

"The Pre-Hlstoric Filipino Village™, Robert B. Fox (Anthropologlst)

"Self-Rule Takes Root in the Filipino Barrio", Ramon P. Binamirs

_ {Presedential Assistent for Commumity Development)

YA Revitalization of the Barrio's Political Structure”, Reul 8.
Menglapus (Under-Secretary, Acting Secretery, Foreign Affeirs,
Senatorial Candidate)

"Lend Reform 'and Settlement"”, Oscar Morelos (Writer, former NARRA)

(A sectlon of three articles on Mindanao: Lend of the Fu‘curg

"The Census of 1960", Manuel Buenefe (Director, Bureau of the
Census and Stetistics)

"Our Coming Population Explosion”, Diosdado Macapagal (Vice President)

"The Swming Up" -~ A few sentences from the first and last
paragraphe are presented here:

/" There was
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"There was cause for rejoicing in 1960 ... there were more
Jobs created ... more factories had gprouted in the suburbs ...
In Manile, the social change had become more pronounced ..."

"The dispersal of power, of industry is the‘g'rea.test need of
the day. Thls can be done with & revolution in ideas - & revolution
such as that which the late and lamented Magsaysay inttisted ... "

The ¥ookien Times Yearbook - 1959
"Powards e New Era of Philippine-American Relations", Carlos P. Romulo
(Arbassador).
"J.8. - P.I. Relations”, Charles E. Bohlen (Ambassador)
"7.8. Aid and P,I. Claeims", Albino Z..Sycip (Chairmsn, China Banking Corp.)
. " After the Foreign Exchange Margin", Benito Legarda, Jr.
. {Director of Research, Central Bank)
- "Lessons of Western Economies for the Philippines™, Gil J. Puyat
(Sena.tor, Industrialist, formerly Deen, College of Busilness
Administration)
"The Future of Philippine Foreign Trade”, Manuel E. Buenafe
(Director, Buresm of the Census and Statics)
""Philippine Education Faces Tomorrow", Manuel Lim (Secretery).
"The Nation's Health Effort is Everybody's Business", Elplido I. Valencisa
' (Secretary)
"Mhe Progress of Philippine Lebor in 1959", Angel M. Castano (Secretary)
"Progress in Philippine Public Works and Highways", Florencio Moreno
(Secretary) :
"Philippine Land Transportetion Services", Alejandro A. Galang
(Public Service Commissioner). '

. -The Fookien Times Yearbook - 1960 . '.
VAn Appraisal of Credit Measures", Dominador R. Aytona (Becretary) ..
"A Blueprint for More Hlectric Power for the Nation”, Filemon M., Zablan
(Manager,. National Power Corporation) ' '
T8 Blueprint for-a Nationwide Highway Network”, Nicolas L..Cuenca
(Commissioner, Bureau of Public Highways)
"The Progress of Philippine Lebor",.Angel M. Castano (Secretary) '
"Philippine Rural Progress”, Remch P. Binemira (Presidentlal Assi'stant
for Commnlty Development)
"The USVA in the Philippines", D. F. Peppers (Manager, USVA Reglonsl
Office, Manile)
"Catholiclism in the Philippines”, Jose Ma. Hernandez (Director,
Catholie Writers and Speakers Bureau)
"Protestentism in the Philippines", Enrique C, Sobrepena (General
Secretary of the United Churches of Christ in the Philippines)
"Islam in the Philippines™, Hadjl Medki Alonto (Provineial Governor,
Lenso del Sur)
(A section:of seven articles on Rizal)

[For the
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. For the newcomer to Filipino studles, it is worth pointing out
"thet these -articles and essays were contributed by professionsal
economists, anthropologlsts, industrial manasgers, financlers, labor
educators, Bureau Dlrectors, Department Secretaries, two Senatorial
candidates, an ex-Senator, now Vice Presidentisl candidate and the Vice
"President, now Presidential candidate. Collectlvely they probably
hold more Harverd, Yale,.Columbie and Chicago Ph.D.s than any publica~
tion in the United States could gather as contributors,except professional
Journals. They are the actual core of the leadership of Phillipplne
affeirs. The Americen newcomer who glves attention to their information
and counsel will be well advised.



T = Father

M -~ Mother

gf -~ Grandfather

gm - Grandmother

1 - Uncle

mi -~ Not married uncle
g8 - Aunt

na - Not married aunt
5 - Son

d ~ Damghter

sl - Son~inelaw

dl. -~ Daughber-in-law
gs — Grandson

gd - Granddsughter

BILATERAYT, KINSHTP SYSTEM OF THE- FILITPINO FAMIEY

Stetistically, married Filipinas, 45 years old, have given
birth +o 7.1l children. '

Hence, the Extended Family of & couple 45 years old might be
2 perents, 4 grandperents, 12 uncles and aunts, 7 children,
2 children-in~-law and 3 grandchildren - a total of 30 persons.

One household might well be composed of 1l persons, those
underlined. There might be 5 income earners: gf, ¥, na,
married son and an unmarried son. As long as they were part
of the household they would turn over thelr earnings to the
Mother, who functions as family treasurer, does the purchasing, .
and provides spending money on the basis of need and welfare.
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UNILATERAT, KINSHIP SYSTEM

By contrast & unilateral kinship system would be visualized as & series
of concentric-cireles. Of the same thirty people, the maternal relatives
would not eppear nor would there be an unmerried aunt (her msrrisge would
have been erranged). The eldest daughter has been merried; hence, does not
appear. The father (f) being the third son would have an elder brother (eu)
and an eldest brother (EU) whose authority would be senior. The grandfather
(GF), as the eldest male, would have almost totel authority over all members
of the family. He meakes decisions ag to marriege, vocabional choice, educabion.
The married women involved ere indicated (w) and off to the side of the
authority rank. They have no auwthority and no relationship to their parents.
The unmerried daughters are represented as atbached to the family but not within
the hlererchy of authority since, in due time, they will be married off and
will have no further claim upon their parents or their father's family. BSuch
& family sysbem might ¥We visualized thusly: :




SITUATION

GH@QEBISTIC RESPONSES TO SELECTED
FILIPINO (Bilateral Kinship System)

ATIONS ' o
OTHERS (Unilateral Kinship System)

Personal. evaluation

Imposed authority

Conflict within family
Conflict within community

Non-family alliances

Consideration of the future
-= vocational choices -
=~= marriage choices =

~=- business choices -

Capital formation

High self-esteem (hiya) - personal
pride sensitivity to insult.

Rebel if possible - accept sullenly,
with indolence, if rebellion.is not
likely to be effective = may result in
social chaos.

Settled by parents.

Accommodation secured by fathers =
there being no higher level for adjudi-
cation.

Dyadic = two people ~ one~to-one rela-
tionships - temporary arrangements - no
expected long-term alliances hence
little sense of Yecommunity® - fluid
political 2lliances.

Made by individuals.

Made by individuals, arranged by parents
or go-betweens.

Made by the father upon whom others are
dependent for support.

IT more is required than an individual
can secure, other members of the ex-
tended family will buy stock or meke
Joans but seildom would outsiders be
brought into a joint stock company -
however, these investmenits are gemuinely
individual - hence persons regard then-
selves as capitalists.

Acceptance of onets station and the’
authority of elders and superiors.

Assumed and expected by many ~. stolidly
accepted by others - soclety is ordered.

May be settled by father, but if serious
will be settled by grandi‘ather and/or
grand/uncles.
Settled by authority of elders as
formally organized or ad hoc groups
of elders.

Made between families by elders -~
usually long-term alliances hence a
sense of mutual responsibilities, of
Heommunity” - gsociety is ordered and

. structured - loyalty to king or emperor
may be fanatic, like that given to
eldest in family.

Determined by class or caste or elders,
} Made by parents or elders.

Decisions made by eldest male ~ grand-~
father although he may have no finan-
cial svake in the venture.

The totel resocurces of the larger
family circle would be available but

- others would not be invited - hence
provision of capital required beyond
family is thought of as a function of
government, the surrogate of the elders
- hence persons regard themselves as
socialist.
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cmi@msmzc responses 1o serpora s @ rrons (continued) :

SITUATION

FILIPINO

OTHERS (Unilsteral Kinship System)

Inheritence of women from parents

Soecilal demands ~ -etiguette

Socizl Classes

Lesdership

Personsl inltilstive

Visualized idesl

| Forced heir » equal shares

Tradition respected but not
bindin.go

Limibing but not confining -
hence society is mobile -
the Tlustrado must be elected
t0 office by his "inferiors" -
he receives personsl satisfac-
tion by winning - hence polltvics
are democrstic, leadership by
Conselrt-

i Accorded to those who, because-of

wisdom, wealth or prowess, pro-
vide whet is desired by those
who follow -~ hence temporary,
perhaps elected.

Freely expressed and rewarded
with affluence and status.

Projected into the future -
"the best 1s yet to come",

None

Tradition comtrolling and compelling
(eeg. -& younger brother finds it
Impossible to address an elder
brother by hls given name)e

Rigid, confining - the ballot is not

megningful -~ individuals are insecure

outside their class {e.g. Muslim
women "coming out of purdha" feel
that they "are naked".

Expected of the superlor or the elder -

usually ivherent in family, position,
or class - aceepted by little
resentment - actually desired for
its provision of securlty and
1imited personsl demands snd
responsibilities. '

Discouraged by elders - seldom
desired by Juniors or inferiors.

The golden age was in the past - the
present ls inadequate or sinful -
in the future people must return to
the gods of their fathers or
emuiate their ancestors, perhaps
under penalty of supernmatural
Judgment.
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Appendix 2.
The United States in the Philippines

The Fhilippines is unique -~ to the United States.

Filipinos are speclal people =-- to ‘Americens, And we to them.

~We are famlly.

Bach menber of the Philippine Study Team witnesses to this special

relationship established by history; supported by common cultural qualities;

made warm and vibrant by sentiment and interlocked by political necessity

. and mutually shared goals of the good life for all men.

Mekers and do-ers of the Philippine economic development programs
mst have, not only cobjective data, but a lively appreciation for the
netbure and depth of the sentiments of Filipinos regerding ocur mubtual
involvement, each in the affairs of the other. We have already suggested
something of the nature of this matual involvement in Chapier I and
Appendix 1.

" Our present purpose is to identify and present the sentiments¥ in
Fil-American involvement. Understending of these dentiments is essential
in projecting an action program of economic development. We do so by
suggesting answers to four questions:

L i. How do we, ag merbers of the Study Team, feel sbout

§ the Philippines?
- .2. How @o Filipinos feel about Americans?
3. ¥What then, cap we do in Philippine affairs?
b, What ought we do?

With genuine appreciation for the sentiment component of Fil-American

relations, we believe that it will be possible to fashion unusually unigue,

creative development programs. We insist that understanding of this

‘component ls as essentlel to success as objectiye knowled.ge of the economic
component -- resources and manpower. .

How 4o we feel about the Philippines?

(1) As we moved sbout in Philippine sociebty and through the Philippine

Government we felt that we were the heirs and successors of some of the

/ Linest

#* Sentiment is affective; 1t is that union'of thought and emotion which moves
its subject towerd satisfaction -- goel ‘accomplishment. See Alexander Leighton,
The Governing of Men and his reports of the Cormell Program of Social Psychiatry,

particwlarly;. My Neme is Legion.

*
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finest Americans of cur century. Filipinos claim these Americans as

their own and through them, identify themselves with American affairs '
of the J.e.s'b plxty years,

-~ -William Howa,rd Taft, the First Govemor—General personified in h:n.s
‘character and admimstration the freedom which the Fil:L:piJaos sought in
their rebellion against Spain. Filipinos were proud as he ‘served the

© larger interests of the United Sta‘bes as Presiden-‘c and Chief Justice of

the Supreme Court.

General Douglas MacArthur is beloved in the Philippines. One menber
of the Study Team was in Manila during his "second return™ in July. His
reception was unbelieveble in its magnitude and depbh of feeling. The
General's father,.General Arthur MacArthur, was the Military Governor who

" aceceleroted the establishment of Civil Governmen't und.er Mr, Taft and the

Second FPhilippine Commission.

General John J. Pershing was one of 'l:-he ‘ecolleagues of the elder
MacArthur as, & young Colonel, destined to command the Allied Forces in
Europe dunng World War I.

Ma;jor Dwight D. Elsenhower was an alde to the younger MacArthur,
with his future still ahead ng him.

Justice Fra'.n.k Murphy had been Governor of Michigan before serving

" nis country and the Philippines as the last Governor-General and the first

High Commissioner to the Commonwealth Government.

Lu’cher V. Bewley arrived in the Philippines-in April 1902, one of
nearly & thousand Amerlcan teachers. Providing free public education
to the Philippines was the most glorious technical assistance progrem
the United States has ever sponsored. Spain had done almost nothing to
educate Filipinos wntil a quarter century before it lost them., A quarbter
of a century after the "Thomasites™ arrived (on the USS Thomas) there were
eight times as many students in secondary schools as there were on "the
Peninsula™, proportionate to population. Professor Bewley was teacher,

.principal, superintendent and, for thirty years, Director.of the Bureau
‘of Public Schools. He is truly the architect of the finest U.S, monument

in Asia, the Philippine Publiec School System. Better than any living man,

.he personified the magnanimity of two generations of Americans who Ilnvested

their llves in Filipino society. Still living in Menile at 84 years of
age, we found him to be e wise counselor. His amazing memory and wonderful
humor made sixty vibrant years spark.‘l.e with meaning.

. (2) As heirs of such Americans we felt responsibili'by for continuing

‘and enhancing & magnificent demonstration-of the noblest qualities of our
American traditlon of the open, permissive, challenging democratic society.

. . /(3 33‘ut'
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32 +But, we must confess, on several occasions we "felt shame" ~-
"hiya®" (the F:L:L:mee word is better.)s; OQur self-esteem wes injuxed by

. the awareness that too many hurried fellow-countrymen, living on the
‘surface of events without awareness of their meanings, had not perceived
the situation in which they had worked end had done violence to thelr
ovn values and 'betra.yed their trust

(%) Finslly, we felt that in the long and deep relationships between
Filipinos and Americans, there are opportunities, still unassessed, for
releaging the potentiels of the peoples of Asis.

Our feelings sbout the Philippines are shared by many Americans.

, One American editor who lived among Filipinos for thirty years and is

still concerned with their affeirs though he lives in New York, replied
to a cynical American gqhery, “How long do you think democracy will last
in the Phlllppines:?“ by replying, "A little longer then in the United
Statesi™

In ¥ew York-a few monthe ago, he spoke of some of our mistakes.
Addressing s commercial group, he described our paternalistic "show-
window of democracy™ publicity as "...something like dressing the Filipino
up in-cu:cls and a Fauntleroy suit and pareding him in front of the cornmer
gang." He insisted that this kind of paternalism be repleced by nmtue.l
respect and loyalty ", ..t0 the kind of ideals we have in common...”

The Presiden‘b of one of the largest capital-forming organizations
in Aeia (the only American in the enterprise)} told us of & conversation
with the Vice~President of an esteblished world-wide Americen company.
Its directors had sent him to Manilae to expand its Asian center of opera-
tions. IHe wanted to borrow substantial investment funds. After admitting
that his company had teken all its profits out of the Philippines for
geveral years by buying gold &t 3 to 1, he was told by our informant that
he cowld jolly well use those same dollars to buy back pesos to expand his
operation. He said, "We will mske investment loans only to those companies
which have congistently demonstrated their confidence in the Fhilippines
end by doing so have helped in its economic development.” (It may be
reported that his firm and those enterprises in which its investments
have been made are doing quite handsomely).

The Vice-Pregident for Asia of a large internationsl banking organiza-
-$ilon declared that Filipinos have made dramatic and substantial progress
in the last two years; demonstrating responsibility and meturity in . fiscal
menagement., His statement was made at dinmer with the Board of Directors
of the American Chanber of Commerce.

The menager of one of the largest and oldest American firms in the
Philippines who, when asked that ssme evening, what we should do in the
Philippines, replied with gruff humor but directness,.”Go home. Take

Jyouxr ICA
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your ICA technicians with you. And be sure the State Department fires
- most of the politiecsl characters who elutter up the scene here.” In .
somevhat more mellow tones he sald, "I employ 3,500 Filipinos and seven
Americen. "I could replace every American with a Fillpino and shall do
80 as soon &8 thelr contract expires. There is at least one Filipino
who could teach every ICA technician who has been in the Philippines.
All we need for economic development in the Philippines are credits
through the normal and customary channels. And it's your political
officers, who come and go without ever really understending the Fhilip-
pines, who are respousible for the decis:.ons that louse up our fiscal
si'l;uatn.on." -

His languege was extreme. However, he was saying what every other
Director said, one way or another, during the evening. As a group, this
hard-bitten collection of American managers wes probably the most
enthuslastically pro-Filipino of any with whom we conferred. They
probably averaged 25 years residence in Asia, All but two or three
were elther-"alumi" of Santo Tomas (prisoner of war camp) or ex-
occupants of Chinese Commmist jalls. Excepthons were combat officers
in Asia during World War II. And almost every one had won show-down
screps with colonial-minded Boards of Directors in New York or Chlicago

~How do Filipinos feel gbout Amekicans?

Filipinos adopted themselves into the larger American community
and adopted Americans into their own extended family, on July Lk, 1001,
when Willism Howard Taft stated, on instructions from his Pres:.dent that
-Ushe  Fhilippines is Por Fili:pinos“ and that the government was to 'be
-faghioned for Filipinos, not for Americans,

As described earlier, loyalties of Filipinos are almost exclusively
to their femilies. ILoyalty to Americans, to the govermment and flag of
the United States was the kind of loyalty they give to their extended
femilies, extclusive and unreserved. This loyalty was demonstrated on

Bataan and Corregidor as the war began; on the death msrch and in guerrilla

resistance to Japenese occupation. It is implicit in the words of Manmel
Roxas, who sgid in the Unitéd States Just before his inauguration as the
first President of the Republic of the Philippines:

"We are not of the Orient, except by geography. We are part
of the western world by reason of culture, religlon, ideclogy, snd
economics, Although the color of our skin is brown, the temper
of our minds and hearts is almost identical with yours. We expect
to remsin part of the west, possibly as the :.de.ological bridge
between ‘bhe Qceident ahd the Orient.”

Many of the thousands of Filipinos gathered on the Iumeta wept as
High Commissioner McNutt slowly lowered the American flag at 9:15 A.M.,
J’uly %, 1946 and President Roxas raised the Philippine flag x-ri'bh the

/same
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Same cord. Afber teking his oath of office, he said:
"The Americen flag has been lowered from the flagstaffs in this
land -~ not in defeat, nor in surrender, nor by compulsion, bul by
the voluntery act of the sovereign American mation. The flag which
was first ralsed in conguest here has been hauled down with even
" greater glory. The Stars and Stripes will no longer fly over this
land; but in the hearts of 18,000,000 Filipinos, and in the eyes
of many millions more in 'th:r.s pa.r't of the world, the Americen flag
flies more 'briumphan'bly today then ever before in history ... ™

Genersal Douglas MacArthur stated at that dramatic birth of a new
nation:

"Let hiétory record this event in flaming letiers as Gepicting
& new height of nobility in the relationship between ‘bwo separate
. and distinct peoples of the earth, peoples of the East and peoples
of-the West. Despite racial, cultural, and language differences
and great distences of geographical separation, they forged an
affinlty of understanding which.durvived both the vagaries of
peace and the shock of war ... "

Basically and fundsmentally the loyelbty of Fllipinos to the United
States has not changed. They would spontaneously do again what they
did in 19k1-45. This loysliy they extend is of the seme quality as that
given to brothers or compadres.

Furthermore, Filipinos have involved Americans in thelr society as
Bgo-between”. A bilateral family system produces comminities without
inherited or definitely structured authority systems. This, in turn,
breeds men of great personal “self-esteem". Crises produce accommoda-
tions. The men upon whonm others (elder and younger) are dependent mist
meke the accommodations. Such men sre proud men ~- whether they be
YKnights of the Round Table" or "Pride of the Malaye Princes”. They -
recognize no inherent auwthority over them. )

Pride or self-esteem -~ hiya -- re@.u.res that & wan simply remove
himself from' those who have been offensive , 80 soclety does not fly apart
because of personal vengeance, In a commnity of such individualists
there must be "go-betweens™ who arrange reconciliation 1f possible or
adjudicate disagreements.

Amerdcans who have understood that thelr most lmportant role is
that of "go~between" are inevitably successful in whatever they do. They
are the energizers, stimlstors and rationalizers of Philippine society,
One well-known political leader said to us, "The American Aunbassador,
if he is really an'able man, is the conscience of every Filipino politician.”

/ Filipino
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Fllipino political leafiers from the top down, invite Americen partici-
ration in thelr affairs. Whebt they need and what they have missed under
-Usoversign independence®™ 1s the funetion of the American administrator as
Hoowbetweer", Filipinos do not went supervisors. And they don't want
Americans messing in their personsl arguments -- polities. But they very
mich want and need Americans, who because of their relations to all
parties concerned, can function effectively ag the balance wheel in their
society, as the “go--'be’bweens“.

Filipinos demonstrate their belonging in the lerger Americen community
by writing 60-T0 letters to the White House each week, probably more than
citizens of any other -foreign country. This interesting fact came to light
quite accidentelly and led to an examination of one box sent to the Depart-

~ ment of State from the White House mail room. During the first three weeks
. of April there were 162 letters of which 63 came from Manila, 59 Trom
‘the Provinces (rursl areas) end 40 from chartered cities other than Manila.
Those writing were L5 boys , b2 girls, 51 men and 24 women. There were __. .
several kinds of reasons given for writing to the President and Mrs. Kennedy;
96 requested assistance of various kinds; 23 offered felicitations; 16 wanted
%0 study in the United States; 9 wanted to join the U.S. Navy or work for
the Embassy or & militery base; and 11 presented claims for back Army pay,
guerrilla service or war demage. Two or three presented pf‘o‘blems involving
genuine national interest.
Ingquiry wes made of the Assistant Press Seceretary at the White House
~as to how much other mall was received at the White House which was forwarded
elsevhere in the government., During the last three weeks of May, 190 letters
were .received. In the distribution State got o, Army k1, Veterans Admini-

stration 30, Navy 3, Treasury 3, Foreign Claims Settlement Commission 1, and
18 were retained et the White House.

) . As reported in Chapter I, all seientific measuring of public opinion

. in the Philippines bears startling btestimony to the Ildentification of
Filipinos with Americans and our governuent, Filipinos feel. that they
_belong in the larger American family. .And they act as 1f they do. They

exult in our triumphs. They share ocur dismay at our failures and our

embarrassmenj: at our faux-pas. They are disappointed in our lack of
leadership, particulexrly in the Philippines itself. An editor, speeking
for-an unusual grcup of Filipinos with whom we had dined, said it this
ways

"chently, those of us who would build into our society the
democratic values which are your wvaelues, have felt thet we have not
had your support. Without your support we cammot succeed. Without
“your support we have only despair -- personal despair. It's like.

. Quring the war; we wonder where you are and why you delay your coming
o+« W& know what must be done in the Phllippines and so do you. - You
st help us. It is not just our fubure but yours alsc, which is at
‘Stake here ... do not underestimate your power here and do nob
hesitate to use 1£1M.

[ihat Can
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' 'What can we do in Philippine Affairs?
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We can do almost anything we decide to do. One thing only we can not
do; we can not prevent Filipinos from "pa.rtj.cipa’qing in their patrimony". i
They are determined to have major roles in the business of production

and trade. Lacking a middle class, Philippine society has depended upon

Chinese traders and Americen managers to provide the necessaries for their

‘existence. This is ending.

Although fear of "alien" domination is almost entirely directed.
against the Chinese community, resulting government restrictions necessarily

. Tall upon American enterprises as well. However, thexre axe all kinds of

devices belng offered to far-sighted American businessmen for joint-partici-

. pation. Several demonstrations attest to the effectiveness of these devices.

American business is welcome if it does not insist upon patermalistic
dominsnce.

This we should not do. There are several other things we could do,

but shouldn't. We cowld discipline Filipinos for their "graft and corrup-
tion". Some people think we should. Their concerns are proper but their
appraisal of the Philippine scene is inadequate, becsuse their impressions

gre dated, or their informents are singularly biased. Being alarmed about

the dire conseguences of ,deficient chaeracter is mis-directing one's energy.
The "devil"™ theory of history which assumes (l) that vile character is the
cause of social and political problems (graft and corruption); and (2) that
apparent virtue is evidence of noble character rather than lack of opportunity

. to graft, is bobth useless and politically dangerocus. It is useless because f

it provides no clues as to what can be done sbout the problem except preach
and legislate. It is politically dangerous becsuse "angels" are so likely
to make foolish alliances with deposed or minor -"devils™. At best, the : X
consequent filasco is embarrassing. :

Heving just read the Bell Report of 1950, the Study Team was surprised
to £find some Americans who seemed to feel that the fubure of the Philippines
depended upon those who had so emptied the treasuxry that beachers could
not ceash thelr warrants a dozen years ago.

o the exporter, the importer is a grafter. To the imporiter, the
exporter is a robber. FElemental wisdom informs one that in both cases
some are and some aren't. Americans sghould have enough political sophistica=-
tion and diserimination to avoid being used by partisans, no matter how
brightly their armor is polished. ' '

- We could disecipline Filipinos, but we should notl

We could meddle in their politics. We could buy & 'man or a party
now and then -- and meke a tmoraryj differertce., We could, but we should

L -
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Because, 1f we do, we shall compromise our more important roles
- and weste more effective opportunities for creative action, regerdless
of the momentary righteousness of a given partisan policy or cendidate.

We can do these things, but we should mot.
What ought we do?

Not the gbove. UThey are wnworthy of our heritage and the opportunities
of cur estate. . :

- First, we ought with bhumility review the record of our own mistakes,
our occasional lapses into colonialism, seek a confessional and begin
quietly, "Mia Culpa, Padre ... meny of their sins were ocurs; now visited
upon enother genemt:.on cen

'I‘he Study Team does not insist upon sack cloth or & hair shirt. Nor
do we have any intention of using the extreme langusge High Commissioner
Paul McNutt had to use in 1945-46 to secure promised action from his govern-
ment. Extreme moralists are referred to the Library of Congress.

The Philippine Independence Act of 193% had pegged the peso at e 2:1

" exchange rate for the duration of the Commonwealth, The Philippine Trade
Act of 1946 continued the pegged peso, unless changed with permission of
the President of the United States. .It also esteblished limited quotas

of their exports to the United States and prohibited their taxing such
.exports. This was the quid pro quo of eight more years of free trade and
"8 20-year ascending scale of tariffs. Further quid pro guo was Parity, -
which guaranteed that during the period of preferential tariffs, Americans
in the Philippines could enjoy the same rights and privileges as Filipinos
in the exploitation of natural resoturces and operation of public utilities.
This quid pro quo .forced an amendment to the Constitution of the Philippines.,
Many Americans in the Philippines protested. But the "wisdom™ of Congress
prevailed. "Necesgary to atbract new foreign investments and assure optinmum
velue from War Damage Payments™, it said, hopefully.

.. The War Damages Act was under consideration by the United States
Congress at the same time. Proud, sensitive Filipinos cried, "Blackmsail”.
Regardless of the intentions of ‘bhe Congress, 1t had delasred action until
two monthe before Independence snd had passed the bill at the same time.

-In effect, it was blackmail.

New investors failed to show in any large nunmbers. ‘The Asian market
was denied to Philippine producers because their currency wes pegged to
& rapidly inflating US$l. Economic development was seriously impeded.”
Graft and corruption was guarsnteed.' It is difficult to escaps the feeling
.that 1f vile character is the ceuse of graft and corrupbtion, the charge
casts little reflection upord Filipinos. The perfidy was American.

. JOur sins
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Qur.sins of commission, now visifed on Filipinos as "graft and
corruption” begen with the disposal of $600 million (replacement value)
of wax materiel piled in staging areas near Manila foy the invasion of
.+ Japan. I8 surplus value was set ot $220 million. Proceeds from the
sale of these items were granted to the Philippine Govermment by the
War Damages Act of 1946. Inadequate warehousing, hopeless security,
sloppy management and our own huge cadres of "operators" in our Arnmy,
reduced the inventory in the shortest possible time to get home. Filipihos
é¢ventually received ebout $40 million. American management of this disposal
program was scanddlous beyond belief,

Not until the Leurel-Langly Agreement of 1955 did we restore control
of its currency to the Republic of the Philippines; elimipate quotae restrictions
and. 1ift the prohibition of export taxes on products shipped to the United
States. We also made parity reciprocal, thus correcting a legal insult --
eight years after it was made., Bub reciprocity was meaningless. Few
Filipinos could invest in the U.S. and they shouldn't have done so.

Having confessed the sins of our coloniaslism, we should do our penance
by (1) sinking the roots of our understanding deep into our own history
in the Philippines; (2) finding our proper posture, our most effective
roles snd our most importent opportunities; and, (3) going to work.

. We suggest that proper American posture in the Philippines would be :
that of fratermal dignity. Not aloofness -~ quite the opposite. Fraternal
relations imply. warmth eand immediscy of response. Dignity implies qualities
of discriminatlion and discretion expressed through American poliey, and
personified in the character and behavior of American officers.

To assume and maintein this posture of fraternal dignity, we must
substentially improve the quality of official representation in the
Philippines. The Study Team is obliged to report, in all candor, that
many Fillpinos feel that since their independence the United States has
been represented by only two Anbassedors who messure up to the men who
served as Governor-Generals or High Commissioners! Americans residing
"among them-agree, :

In our Judgment, American policy in all of Asia will be much more
effective 1f our representation o tThe Philippines is comnsistently superior.
It is less than kind or realistic to expect Filipinos fTo behave imaginatively
. and creatively if we do not provide official representatives who can stimu-~
late that performance.

Our posture of fraternal dignity means alsc that our expression of
 warmth and good will, while generally expressed, would be discriminating
‘and differentiating among the various elite who struggle for preferment,

status and reward in the Philippine scene. Should we fail to be discrimi-
nating, those who need ws mogt, whom in-a real sense we need most, will

/Teel

m



APP- 2 hand lo

Teel that we have sbandoned them. They -must have a continuing sense of
our support to establish and secure those values which we mutually believe
mst characterize Filipino life. We were dold xepsatedly that recently

- we have beeh "rewarding our enemies"™ -~ those who would undermine the
institutions essentiel to the democretic future of the Philippines. The
rough, blunt charge of the Americen manager quoted earlier, referred to
"this smazingly short-sighted behavior of American personnel.

The very nature of = dynamic society, cne in & very rapid trangition,
is that there are energebtic, competing elite groups maneuvering for economic
and political power and for soclal and cultural status. Because class
lines have never been rigid in Filipino society, competition of elite groups
is not rigid and brittle, hence not explosive.. Bargains among them are

~made. Accommodations are reached for particular objectives. The processes
are virile and vigorous.’

To discriminate ramong Filipino'elite does not exclude sny. No elite
group is diametrically opposed to our values and interests (although some
individusls may be). Certain ones, however,.understand mich more clearly,
. and work much more effectively for democratic egalitarian values than

others. We must give evident and unhesitating approval and support to
these. :

Some would unwittingly jeopardize institubtions essentisl to the open
soclety, such as public education, while seeking goals they feel are also
importent. We must be quick to appreciate the counstruetive contributions
of these groups but leave no guestion regarding the importance we attach

to those policies and programs which increase and enhance the Filipino's
sense of commanity.

Sti11 others seek goals unrelated to the enhancement of democratic
processes. -We must ignore their trivia. Insofar as we can, without wasting
time, we should seek to shift their abtention ©o concerns of some importance.

Social change is the result of the competition of the elite for stetus,
preferment and reward. Not all will succeed. While we must eschew political
aligonment we should unhesitatingly be discriminating in giving approval
‘and support, both moral and substentive. Doing so involves our associations,
our response to invitations, our public commendation, our financial favors --
and gbove all -~ the obvious direction of our effords and activities in
AID alleviation and asdministration.

We betray our dignity if we withhold fraternal approval from those

whose efforts are creative and comsbtructive or 1f we extend fraternsl

-approval, to those whose efforts compromise the democratic processes or -
whose energies are wasted.

. - We have said that Filipinos and Americsns share the same sentiments --
that we are family. We believe that deepest and most important mutual

/ involvements

OrepE R



GRS iy Y
APP- 2 - 11-

involvements of Filipinos and Amerdcans ere still shesd of us. And we
have asserted that herein are opportunities unassessed for releasing
“the peoples of Asla and revolutionlzing thelr socletles.

Only s few weeks ago the Filipinos and the Americans celebrated the
anniversary of thelr independence -- on the same day. Filipinos welcomed
a very special guest, General Douglas MecArthur, on his second return.
With magnificent grandeur, he expressed sentiments and convietions which
have becom2 ouxs also:

. "The tide of world affairs ¢bbs and flows in and out. 0l4-

empires die, new nations are born, alliances arise and vanish.

But through all this vast confusion the mutual friendship of our

two countries shines like & tenfold beacon in the night. Together
. We have suffered the blood and the sweat and the tears. Together
ve seek the way and the bruth and the light. And now in this long
_Lwilight era that is neither wax nor pesce we stand together just
.as Pirmly as before.

In the effort to build a world of economic growth and solidarity,
_in the effort to build an atmosphere of hope and freedom, in the
effort to build e community of strength end unity of purpose, in
‘the effort to build & lasting peace of Justice, the Phillppines and
the United States of America have becorme indivisible,” ’
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Appendix: 3-A

A Réview of U.8. Aid in the Philippines

3 A. Technical Cooperaiion Projects

_EDUCATION

Background

. While Filipinos have more college degrees than any nation other than
the U.S8., there are evident inadequacies., Fox example, T2 oubt of 100
children o not reach 6th grade, and only 5 out of 100 complete high
school. Achievement of students at given levels has fallen significantly
from those of 35 years ago.

The training of Filipino doctors examined in the U.8. demongirates
severe inadedquacies. The training of geologists is inadequate. On the

-other hand, employers felt that there was no shortage of trained manpower,

and that until development increases sharply, the present educational

.output was more than adequate to support the nation's growth.

Description

The IGC Evaluetion Report summsrizes our projects as follows:

. The General Educetion Project (initiated in FY 1953; scheduled for comple-

tion in FY 196k) hes as its objectives (1) the improvement in the quality
of administration, supervision and teaching in the elementary schools;

(2) improvement in the use of the English language as the medium of instruc-
tion; (3) development of youth leadership; (4) solution of special cultural
-problems in Muslim areas,- and {5) developument of demonstrational elementary
schools in each of the 55 school divisions, For these purposes technicians
snd equipmwent were provided.

Vocational Fducation Project {initiated in FY 1951; scheduled: for comple-
tion in FY 1962} served to rehabilitate vocational schools, having provided

- buildings end equipment for 34 trade schools and 40 agricultural schools.

Members of five Stanford contract teams rendered valusble service in three
of these agricultural teacher-~training institutions, resulting in improved
courses of study and teaching methods.

Texthook Production Project .(initiated in FY 1959; scheduled for completion
in ¥Y 1963) will provide paper and paper meterials for the production of
more than 20 million textbooks to meet the acute shortage in the publiec
elementary and secondary schools. Presently, one textbook, most likely
out of date or in poor condition, serves 8 to 10 students, a condition

.which contributes to the heavy loss of ‘empollment in the lower grades;

in fact, more than TO percent of.the teenagers are not attending school.

/ Review
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BReview and Recommendations

l. YWYecatlonal Fdueation

The Team concurs in the phasing out, as quickly as possible, of the

vocational education project. There are now some 80 voecational schools
operating.

2. Textbook Project

The Team recognizes the great importance of textbooks to education,
and acknowledges the chortage. It recommends that steps be taken to help
assure that the Philippines accept increasing responsibility not only for
printing en adequate supply, but alse for encouraging local gcholars
to produce the needed works. (The present project falls short, and the

~. .requirements are growing every year.) Perheps a tramsition step could
be to get U. S..pabln.shers and authors to permit and encourage Philippine
editions of basic texts, using Filipino co-authors as fully as possible.

: Decentralization, by glving local govermment the power to finance
text purchases,.would help along.

. 3. General Education

. The general education project has been one of a technical backstopping
) of the Philippine educational program. Unquestionsbly, efforts to encourage
: . educational excellence arg needed, et all levelsg., It is.important that

U.8. granis for eduecation continue, emphasizing the improvement in areas
of most serious deficiencies,

t The Team recomuends encouragement to bullding into the Philippine
. . system some form of accreditation, or alliance with American accreditation,

that will sexrve {0 continue to press Dor lmprovement in plant, equ.:a.pmen'h 3
, staff, and supervision,

The U.S. may have a special role to play in continuing its interest
: . in the educetion of the Moros, especially in the Southern islands. The

: US0M staff believe, probably correctly, that thélr efforts have helped

i maeke the Filipino Christians less prone to ignore the needs of the Moros.
] The Moros are very favorably disposed toward Americens, because Americans
i have tended to.treat them as equels, not 28 a subject minority. With the
growing inbterest in development of these islands, continued expression
of U.S. interest here should be most helpful, not only in meeting the
needs of .the minority groups, but in accelerating their integration into
economlc - development that otherwise 1s passing -them by.

s

/The Study Team
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The Study Team recommends that U.S. interest in encouraging educational
excellence be shifted from the elementary school toward-high school and
college. It suggests that ATD take steps bo develop an honors group of
potential school teachers within a school of education, by means of competi-
tive scholerships. )

Similarly, the Team recommends U.S. support for at least ene honor
high school, with outstanding teachers, and scholarships based upon competi-
tive examinations throughout the islands. The stimlus of such competition

~should do much to help raise standaxds.

The Team recommends tThat the Philippine education program be urged
to gilve full consideration to the impact of radio on education. As the
rural electrification program recommended herein gets under wsy, the number
of radios should, increase sharply. The possibilities for enriching school
curriculs, ag well as the possibilities of zdult education deserve sbudy

. now. .AGvence preparation will help ensure wise use of the new opportunities.

THE UNIVERSITY OF THE PHILIPPINES

Background

The University of the Philippines Pro.jeét (initiated in FY 1951;

" scheduled for completion in FY 106k) is designed to implement the recom-

mendations of the Hannah Committee Survey Report end provides assistance

in (1) the reorgenization of the administrative procedures of the University,
(2) strengthening the academic instruction and research, and (3) develop-
ment of facilities and programs with a view to preparing future leaders

and maintaining the University as & lesding dewocratic institution in Asia,

United States participation is principslly in the form of technical
asgistance,

Excellence in higher education, both general and professional,
is a subtle combination of outstanding faculty, fine equipment (library,

, tizseums , and laboratories) end well-qualified students motivated by a

tradition. of high academic performance. :

The University of the Philippined was founded in 1908. It has been
served by, a distinguished group of Americans and Filipino educators. By
1841 it -was regarded as one of the best Universities in Asia -- the only
one which is a copy of the U.S. public institution. Many of its colleges
and departments enjoyed world-wide reputation.

*Its main campus was totally destroyed during the battle of Manila
in 1945. With-U.S. assistance it has been relocated in suburban Quezon
City. It has new and adequate buildings, leboratories and a fair library.

.Now its most desperate need is to be able to hold its faculty. To do this

it mist ralse salaries and provide more adequate faculdty housing.

’

[In the
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In the lest 5 years, executive and professional salsries have Jumped
P 14,400 to P 25,000 and up. With a btop salexy for a full profossor of
P 12,000, .the University is being raided by all comers., It has lost three

of its outstanding scientists during the last year. TYoung men move on

as soon as their obligations for having received U.S. graduste work are
completed. ‘

Faculty housing et Dilimen {the Quezon City campus) were hurriedly

.built in 1945 as temporary quarters for Amsrican Army Officers during
“the build-up for the invasion of Japan. These mst be replaced and addi-~

tional ones constructed. Present quarters make it difficult even to maintain,

. mach less build, staff morale.

During the wer, one Awerican prisoner of war camp was located on

. the campus of the College of Agriculture of the University at Los Bafos.
‘Amerdcan troops liberated the prisoners from deep behind Japsnese lines

in & regpld knifing action. In retaliation the Japanese liquidated 2,000 _
residents and destroyed 66 of the 68 buildings, A1l equipment, facilities,
library and personnel of the College were lost. It has received no War

Demage payment. Its needs for faculty housing are even more desperate
than those at Diliman.

Recommendations

Consequently, the Study Team urges prompt action on two proposals
considered; (l) Grant for subsidy of faculty salaries to a top level
of ® 15,000 -plus housing and attractive retirement annuities for approxi-
mately 5 years wntil a new Tend CGrant on Basilan Taland is in full production

.and a new Land Grant for the College of Agriculture hes been secured, both
-of which should provide replacement income. (2) Grant for faculty housing

for both the Diliman and Los Balos campuses.
The grants are recommended 40 ensble the University to hold senior
professors and attract younger able men. Without security and reasonable

comfort its best professors will venish and ite replacements will not appear.

The University of the FPhilippines would also benefit from recommende-

~ tions in this report with respect to medicel educatbion, geological training
.and forestry.

The‘ Team recommends phasing out the remaining progrems st the University.
It expresses the hope that the National Science Development Board will be

re~united with the University so that the funds now going into this will

enrich the University as a research center, and enliven .its teaching by
the impact of research fellowships and grants.

. . /HEALTH
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. Background end Degceripbion

Health and Sanitation programs have been used against malaria, to
rehsbilitate or build health facilities including hospitels, rural health
units, and regional leboratories and health training units.

. Pneumonia and tuberculosis remain the highest killers. Malaris is
sharply reduced from 40,000 deaths a year to 2,000 a year.

The ICA has closed out its help on wells and springs and will phase
out its work.in environmentel sanitation:,

Review and Recommendaitionsg

The completion of the malaria eradication program deserves high

priority. The ground gained must be secured, not only to avoid slippage
~ but before the mosquitos become immune to the insecticide. Three to five

years is estimated as the outside limit of effectiveness of the insecticides.

The proposed project for improvement of medical educetbion also deserves
high praise and full support. The U.S. interest in having high quality

. Filipino doctors teking residency in our hospitals is only the most immediate

case for U.S. AID.

. Actually, under USOM encouragement, the Philippines are embarked on

‘& reform program of great consequence. They have reduced enrollments and

raised admission requirements in medical schools; they bave tightened
their own medical and dental examinations and flunked a large shere of
recent candidates. The U.S. must not fail now to follow through, in help~
ing improve the stafif and plant of the medical schools. The Team was
well impressed with the competence of the technicians; the conception -of
the project, and the Philippine support already enlisted.

COMMUNITY DEVELOPMENT

Beckground and Description

“The Commmunity Developmen‘t program, operating under the President's

agsistant on commnity development, has helped train commnity workers

and local leaders. It has secured a barrio development act that is the’
beginning of decentralization and of btrue local self govermment in.the

' . Philippines, Nationsl govermment suppbrt is taking.sn :anrea.s:r.ng share

of the cost of the whole progrem.

U.S. aid now is largely t0 finence part of the cost of barrio improve-
ment. projects. .
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Review and Recommendations

Clearly this project is serving as a vehicle for part of the egsential

- social revolution in the Philippines. It is the project that is moving

constructively on decentralization of the govermment. The Study Team was

well impressed with the Philippine leadership and -staff, and with the

excellent reputation of the program throughout the country, from the bottom
to the top. The recent suggestion that further U.S. aid during the presently
planned phasing out period take the form of & reveolving loan fund for
assistance to local commmities seems to be a good way to dramatize U.S.
interest in the program; indeed if additionsl dollar lcan funds are needed,
perhaps these too could be invested in this project. If a Philippine-~
Americen joint development commission is launched, it might well be given
continuing responsibllity to assist in advancing commmnity development,

and aiding in the process of decentralization.

The Regionel Training Services program, using Philippine know-how
for -third country trainees, should, contimue as needed by third countries.

MINERATS DEVELOPMENT

Background and Description

The IGC Report summarizes this ag follows:

« NEC and the Philippines Bureau of Mines, assisted by USOM, has under-
taken a scientific geological inventory of the mineral assets in the Philip-
pines and are engaged in research upon low~grade ores with a view to their
possible exploitation. Already the systematic geological work has resulted
in the discovery of substential refractory chromite and determined the
feasibility of exploiting large reserves of lsterite (& complex of iron,

_nickel and eobalt ores). Geologists, metallurgists and mining engineers

are few in the Philippines; moreover, the treining and experience éssential
in the development of this telent will redgquire time. To provide the )
requisite training, Filipino participants are attending universities in the
Philippines and some are bheing sent as team participants to the United States.

NEC/USOM has three projects thet are designed to expedite the d.evelop-
ment of the country's mineral potentlals ; as follows:

(1) The Strategic Minerals Survey (initiated in FY 1951; scheduled
for completion in FY 1963) to date has made the following progress:

. (2) In the Zawbales area it has proved one million tons of good
_grade refractory ore worth $20 million ~- sufficient to supply U.S.
" requirements for lining steel furnaces for two years;

(b) It bes definitely determined that on the basis of indicated
-copper ore resources a copper: smelter is justified; and

/(c) It has

\
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(e} It has proved in the Surigeo area 150 million tons of leterite
with an average Ilwvon content of 45 percent and nlckel of 1.38 percent,
For this ore tests by the U.S, Buresu of Mines evidence a potential
recovery of 80 percent of the iron and 90 percent of the nickel which,
expressed in terms of current prices, has a value of $60 billion.

(2) The Non-Metallic Minerals Survey has completed an inventory of
limestone and silicon shales, thus sssisting the cemen®t industry. The
ceramic, glass and fertilizer industries will likewlse benefit from this
project by reason of the current investigations of ceramic: clays and feld-
spars, sulphur, dolomites, and phosphates.

(3) The Bureaw of Mines Administration Improvement Project seeks to
complete & systematic geological mapping program of the entire Philippines
which will séxrve not only the mining industry but also agriculture and all
forms of engineering and industrial planning.

i

. Review

The yurpose of this project is to help develop a cadre of Filipino
geologists with technical knowledge and experience needed to assume respon~
sibilities which in the past, and even now, are borne to & considerable
extent by U.S. personnel -- ICA advisers.

» Treining has been provided both in the field and in colleges in the

. U.8. (participants) and in the Philippines. As part of the training job,

ICA persomnel.are working with Philippine geologists to develop an "inventory

..of the country's mineral assets".

Iwo especially large deposits have been located with ICA help. One
is a chromite ore deposit (Zembales area), while the other is a laterite
ore in Surigao, of “enormous potential” encugh %o last as mach as 200 yesrs.

‘These do not appear to have received great publicity, paxrtly because of the
. quiet NEC oppositlon to exploitation of such resources by private foreign

caplital.

Cur minerals adviser would prefer to see more done t0 reise the. level
of geological training in the Philippines, and less emphasis on participent
training., As noted above, in-connection with educetion, the Study Team

.shares this viewpoint of building into the country structure the wherewithal

to carry on without help.

Recommendetions

The Study Team recommends that the USOM include & minersls adviser
on its staff, without requiring hig salary to be charged to a project
basis, because of the U.S. interest in the success of his work.

“

. [The Team
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The Team recomrends eccepting the 0ld NEC request for U.S. AID for the
assignment of 'a geologist to the University of the Philippines, to help
raise the level of eduecation in thls important snd complex field, %o be
phaged out as soon as competent Philippine geologists can take over.
The Team recommends the completion of the Strategic Minerals survey.
' FORESTRY PROGRAM AT THE UNIVERSITY OF THE PHILIPPINES

Background and Descripbion

The IGC Report summarizes this:

In the field of forestry, USOM/NEC has been engaged in a Jjoint project
entitled Forestry Management Improvement which affords assistance to the
Buresau of Forestry in over-all planning, in the application of improved
methods in silve culturs, reforestation and better utilization of forest
products.

Forest education and inventory are the areas emphasized. Newly com-
plled forest statistics indicate s loss of 2,200,000 hectares of commercial
forest lands in the past 25 years and proportionately greater loss in commer-
‘cial timber volume. Iack of law enforcement due to ignorance, indifference
or comnnivance has resulted in the depletion of forest reserves., In reforesta-
tion encouraging gains have resulted through better administration and
increased public' cooperation; nevertheless, depletion still exceeds the
rate of growth. The most recent estimate of the forestry reserves is 305

‘billion board feet. Although this project was scheduled for termination

in FY 1961, plape have been made 0 replace it with a forest resource
inventory project which is designed to serve long-renge management planning.

-With the expirstion of the Cornell University contract last June, a
new contract pertaining solely to forestry has been srranged for the College
of Forestry of the University of the Philippines with Syfacuse University,
the seat of New York State's College of Forestry. USOM/NEC and all concerned
in the future of forestry activities in the Philippines agree that this
contract is necessary to insure that the objectives outlined in the project
for forest menagement improvement can be sttained.

Review and Recommendations

The College .of Forestry program calls for continued U.S. support of
training . of faculty, and upgrading of the college of Forestry. The need
for more trained personmnel in this field is implicit in the team recommends-
tlon to support Forests For Filipine Fubure, .Considering the fact thed
exports of lumber end lumbexr products earn more than $100 million.for the -
Pnilippines, the importance of the action is evident.

/The Study - Team
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The Btudy Team expresses the hope that the Philippine Government will
show & mueh stronger interest in this whole area, possibly finsncing an
expanded conservation program by & higher tax on production (now very low).
If there is evidence that the government will lmprove its forestry service
and conservation program, then ATD support for acceleration of the improve-
ment of the College of Forestry might be a very significant kind of develop-
ment assistance -- otherwise, more money to this purpose will be very slow
in showing any benefit, The Progrem should be supported at all levels of
government to be effective, As noted elsewhere in our report, further
decentralizaetion in such a way as to give the local units of government
a contimming interest in the proper management of forest resources appears
indicated by the present situation. In this case, as in others, certain

"structurel reforms" sre ebsolutely essential preconditions to the success
of the ATID program.

PUBLIC ATMINTSTRATION

Background and Description

The IGC report summarizes as follows:

The Bell Reporit also was the inspiration of joint NEC/USOM efforts to
attempt Through training to cultivete the growth of efficiency and honesty
in government and ICA's participation in the area of Public Administration
hes been substantial -- $7.4 million through FY 1961, The first major
Jjoint actbivity in bhis importent field was the establishment gt the University

. of ‘the Philippines of the Institute of Public Administration,.which has

fostered the introducition of nuwerous reforms, More than 300 carefully

. selected trainees have now returned from {training tours in the United States

and are rising to positions of regponsibility.

b

Representative joint projects inelude the following:

(a) The Police Improvement Project (initlated in FY 1957; scheduled
for completion in FY 1966) seeks to develop the National Bureau of Investige-
tion (NBI) as the central service and coordinating law-enforcement agency
of the Philippines. Both equipment and bechnical aid are involved in this

project which also seeks to provide itraining in police functions and police
sdministration.

(v} The Census Project (initiated in FY 1959; scheduled for completion

. in FY 1963) furnishes technical assistence apnd equipment to the Buresu of

the Census and Statistics in connection with the 1960 Census of population,
housing and agriculiure,

(c) The Netional Auditing Improvement Project (initiated in FY 1960;
scheduled for completlon in FY 1964) provides indoctrination for key govern=-
ment officials throughout the Naticnal Government in the importence of

/comprehensive
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comprehensive audits ‘and training for auditing personnel stressing improve=
went in flscal methods and systems,

(&) The Revemue Administretion Improvement Project (initiated in

. FY 1952; scheduled for completion in FY 1960, made available edvisory
- assistance to the Buresu of Customs and Bureauw of Internal Revenue in

studies of tariff and tax laws and policies with a view to the moderniza-
tion of FPhilippine practices.

-Review:
N ————

The present project device does not seem an adequate answer to admini-
stration problems in the Philippines. "Knowledge" is largely availeble,

-and the problem is often V"an insbility to aect even when the know-how is

there”. One structural reform that will open new opportunities for progress
will be active support of decentralization, giving local govermment officials.
nmore authority and responsibility.

There is need here, as in education, to pursue excellence and integrity.
There is need 4o build inte the Philippine society those institutions
that will carry on the essential work, in every age, of modermizing,
improving, .and scrubtinizing publiec administration. . Perhaps we can light
a torch,”but success requires that the host- cou.ntry be prepared to carry
it ever after.

Recommendations

"Police Improvement:

There has been some bitter rivalry between the ICA supported NBEI,
and the JUSMAG supported Philippine Constabulary. There should certainly-
be a coordinated U.S. approach to support activities.in the field of
public safety. Integrity and respect for the law must be shared by the
leadership. Wo doubt, with decentralizetion, some good can be done in
working with loecal police officers. But otherwise this appears o be

. & fringe problem.

Py

Census:

The acbivity is scheduled to terminate in FY 1963, and to be phased
out considersbly before then. It is & small, but useful project, in terms

of planning, and .worthy of technical cooperation and support from the U.S.

Wational Auditing:

In face of the common references, everyvhere, to the vast graft and
corruption now practiced, and the great problems of honest and efficient

* 'use of government funds -~ this project stems to start at the wrong end of

the problem. No doubt it is educational, but unless there are structural:
reforms. of decontrol and decentralization, and further evidence' of high

Jlevel
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level coneceran sbout integrity, it seems that this might prove to be mostly
idle exbortation., When the climate is favorable to clean accounting, 1if
they. ‘then need our help, we should ba willing to provide it. Incouragenent
to the professionalizetion of accounting and aunditing, through improved

_ education and the development of professionsl societies, might be more

Truitful.
Public Administration Improvement:

This has been charscterized by one of the team as "not & project,
but a rag bag. The E-1 describes the meny facets of this 'project' in
great and infinite detail, Actually it is a2 form of ‘'project cow'® with
seversl teats (sub-activities) which provide milk (salary) for U.S.
technicians." The Study Team recommends thet there be on the USOM staff
one specilalist in government and public administrabtion -- and repeats
its view that other. technicians with special roles to play should be
assigned and attached to the host agency within which they are to play
the role.- It also repeats its view that speeigl technicians from overseas,
to the extent they are necessery, might also be hired on temporary con-
sultant contracts, and leave when they have finished what they came to do.

The most important thing to do is to upgrade the Fhilippine view
of government as a public service. As long as public office is thought of
ag an opportunity to provide for one's future security, and do favors for
one's friends, there is little that the U,S, can teach Filipinos about
public administration. DMesnwhile a small staff may serve as a uucleus for
genuine expansion when & higher view has greater official accepbance
and support.

OTHER PROJECTS

Industrial Development Center

" Given USOM's intention to phase out this activity, the future seems
predetermined, subject to what the Philippine Govermment does asbout it.’

The three technicians carried undey this project are not exclusively
occupied by it -- The greater portion of their time heing devoted to other
industry activities, such as handling the rump "atomic energy project”,
acting as liaison for the DLF, and preparing general economic and indusitrial
surveys, varticulerly in connection with Mindanso.

The Study Team recommends that the phasing out continve, and if
sulteble arrangements can be made, that it be accelerated. For a more
extended review, see Appendix 3 B.

Regional Lebor Education Center

It is anticipated that $50,000 per year will be made available to
the Regional Iabor Center through fiscal year 1964k. It is the purpose

Jof this
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of this center to spresd the democratic epproach to lebor problems through
reglonal participation in conferences, seminarg, ete, U.S3. funds are used
to pay for scholarships for 3rd country part:.c:l.;pa:ats attending the center

‘and. o defray expenses in connection with visiting lecturers.

This apoears 40 be a worthy project , and it appesrs that the Philippines
will teke over full support by FY 1965.

The Study Tesm recommends that the USOM continwme as planned.

Labor Productivity

The project is really to stimilate further interest in’industrial
produetivity ~-— particularly in connection .with IDC sponsored projects —-
and to try to mitigate labor fears of productivity and technological
unemployment. This is less of a project than a continuing activity dressed
in project clothes. It ought to be performed by Filipinos, for Filipinos.
The Study Team.recommends its abolition,

Manpower.Development

This project provides a justification for-an ICA wet-nurse to the
Department of Labor. It has gone on since 1955, and is not scheduled to
terminate until 1965. While the field of lsbor is important, this may be
the kind of recognition that ignores such basic problems as the low level
of observance of ‘present lsbor law, by smeller firms, under 20 workers.

Insofar-as it deals with "manpower suxrveys", the Study Team is of
the opinion that there is no great need for these to be made by ICA.
The Team recommends dropping the projecet but encouraging Filipino business
organizations to conduct such-studies.

-

‘ Agriculture

The Study Team found ample concern amdng Filipinos for the need to
increase .agricultural productivity, income, and living standards (these

-are each separate issues). ICA work in the field of agriculture, however.

packaged, is designed as & long term educetionsl effort to dispose Fillp:.no
leadership, some day, ‘to do what 4s obviously right and necessayy. Meanwhile,
it is to give them the technical knowledge and experience to prepare thenm

to make proper choices.

But when.the.situation inecludes inadequete trangportation from farm
to market, shake-dovms of trucks en route to market, political maladwministre-
tion.of past agricultural projects from farm eredit to irrigation, it

. /seems that


http:tion-.of

[P

-

—— s w¥ e

St AnAl m w b ey

-

Gl kY

App. 3 - 13
seems that basic structural reform ought to be the first concern, not just

more "sgriculturel extension”, or more irrigetion wells that will cease 1o
work sghortly and be neglected.

In addition to the basic structursl reforms called for in the report,

the study team recommends that there be negotiations at a high level to

asgure that the good intentions of U.5. ald will in fact be realized.,

- Perhaps the Joint Development Comuission cen serve T0 be a vehicle to maske

better use of what aid is given, and help channel Philippine efforts
more congtructively.

The Study Team is convinced that first things must come first.
Good roads are essential, all the way into the -barrios, so that farmers
have an incentive o increase output. Rural elecirification will permit
rural radios, which will mltiply effectiveness of agriculitural extension

-a thousandfold, assuming sensible programming. Decontrol and decentraliza-

tion will assist, as does the commmity development program. As these
create a more favorable climate, then acceleration of rural production

"will come -- and probebly with Filipinos doing the work.

The Study Team recommends that further work in tThis whole area con~
centrate on building into Philippine society and practices the institutions
thet will cerry forward the agricultural evolution that is bound 0 be
a part of a developing society. This is equally true for forestry work,
agricultural credit, agricultursl extension, and irrigation.

Cleaning up the mess that has developed around the U.S.~aided rural
credit program (ACCFA) ought to be the first Joint project -- and in the
process, some object lessons in finsnelal integrity and accountability

.mey be taught, and learned, far better than by further outlays without

assurance of successful follow-through.

Rural credit needs to be seen as a revolving fund, not as political
largess for friends of the incunbents. Sound management and accountability

-ought to be required -- and some indictments returned where fraud or other

erime was committed. Who will take lectures on integrity seriocusly so
long as blatent graft snd corruption go unpunished?

Irrigetion ought not to be a gift -- it ought to be purchasged, out
of a system that.assures that the prospective user has sufficient financial
ztake ; to pledge and make reguler repayment, as well as plans for operabtion
and maintenance. Making a political gift ocut of irrvigation is truly

. "Pree” enterprise at its worst,
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Industrial Development Center (IDC)

The Industrial Development Center (IDC) is a Philippine Govern-
ment agency administratively attached to the National Economic Council
(NEC) and jointly sponsored by the NEC and ICA. The IDC has been in
operationl for the past five years since FY 1955. There are four
n;ajor aspects o the IDC program:

(1) Finaneing Investmet‘lt;
(2) Industrial Training;
(3) Industrial Consultation; and

() Industrial Information. -

These services are provided exclusively for the private sector.

Financiel Investment

The IDC dollar financing program makes availzble to private industry
foreign exchange for procurement of machinery‘ani equipnent from abroad.
Funds‘from the Export~Import Bank may be used for ’importation of
industrial machinery from the United Stétes. Development Loan Fund
dellars may be used for purchase of machinery off-shore. Both dellar
funds and leoans from IDC's time deposit fin&ncing are available through
commerclal banks to purchase industrial sites and to defray cost of
factory bulldings and machinei-y installation. Under the Industrial
Guarantee and Loan Fund Program it guarantees up to 80% of the risk
invelved in loans by privaite commercial banks and government-owned banks.

At the request of the Export-Import Bank and Development Loan Fund,

w



loan applications are analyzed for technical and economic feasibility.
IDC also evaluates and makes recommendations on applications

under the peso time-deposit fund and medium and 1ong-tgrm peso loans

and under the Industrial Guarantee and Loan Fund. )
In 1960, 33 new establishments were granted over $3.5 million

under the Exporit-Import Bank and Development Loan Fund financing.

Peso loans amounting to more than #10.% million extended fo 12 industrial

firms.

Industrial Training

The purpose of the industrial training program is to provide
competent managerial and technical personnel and training assistance
to the private sector. These have taken the form of management forums,
supervisory institubtes, study tours for productivity teams and individual

participants for specialization in particular industrial fields.

Industrial. Consultation

These services are made available to prospective and active private
firms.in the form of engineering and technology, labor productivity,

cost accounting, and marketing consultation.

Industrial Informaticon

The 1DC also provides technical and market research and special
studies to private industry and government agencies as they relate to

'fhe industyialization érogram'of the Philippines.

0 Ny
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U.S. Contribution %o IDG

From FY 1955 to FY 1960, the U.S. dollar contribution to support’
this project totalled $1.8 million for participant training, contract
services, commodities end U.S. technicians. ‘During the same period,

a total of $19 million equivalent in pesos of U.S.-owned local
currency was made available for the Industrial Guarantee and Loan Fund.
In addition, the IDG operating budget’ supporied wholly from counter-
part funds, totalled more than Bl million which also includes suppeort
costs of U.S. technicians and participants.

This project currently is being phased out and USOM plans to )
terminate this project in FY 1965.° Thereafter it is anticipated that
IDC funcilons will be turned over to private industry or turned over
'to some other government agency. The dollar and local currency costs

for FY 1961 and FY 1962 are set at:

FY 1961 . -FY 1962
" Dollar Componentd % 291,288 $ 130,000
Counterpart Funds ? 982,987 ® 950,000 (est.)

Findings and Recommendations. !

1. The IDC Progran haé placed too much emphasis on activity in

'_ the Manila area. There is a considerable need for IDC-type services in
other cities and in the provinces.. This problem is recognized by USCM
and during FY 1962 greater emphasis will be placed c;n IDG activity
outside of Manila. . |

LY
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2. There is & lack of information available outside of Manila
on sources, of financing (e.g., Ex~Im Bank, DLF) on how to go about
applying for a loan, and on how to complete & loen eappliceation. More
information should be distributed in Manila and especizally outside of
Manila on the above. Appropriate USOM officials should spend more
time in the field to discuss with interested parties the proper approach
to developing sound projects, availability of financing, etec.

3. Many of the Filipino staff at the IDC are of low caliber.
A greater effort should be made to upgrade the quality of the IDCG staff.

4. IDC should continue to place emphasis on contract personnel
{operational types), rather than direct hire personnel (advisors).

5. ‘I’i*;e mechanism for making loans to the private sector under
the DLF and Ex-Im Bank lines of credit are much too cumbersome, result
in a2 long time period to process applications and discourage private
businegsmen from seeking such finaﬁcing. At present a loan application
would have to be approved by the commercial bank, IDC, & review com-
mittee from ICA, the Central Bank and N8C, then the chairman of NEC
and a :E'i-nal approval by the Central Bank. There appears to be much
duplication in this review proc:ass. There appears to be no reason
why & loan application‘ cannot bé transmitted directly from the commercial
bank to the Central Bank with ICA spproval along the line. TUC and -
NEC do not seem to contribute much ip the review process, except delays.

There is no reason why the N&EC, essentially a planning organigzation,
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should have t0 approve such loans wnder the DLF and Rx-Im Bank lines
of credit, regardle.ss of the size of the loan. Because NEC is the
office of foreign aid coordination, it might well review the overall
line of cr_erdit, and reserve review of the very largest loans only.

An attempt should be made to simplify the mechanism under which
sub~loans are made under the DLF and Ex-Im Bank lines oi credit.

6. It would appear that the U.S. contribution to IDC could be
terminated by the end of FY 1962 or at the latest in FY 1963. Some
of the functions of IDC (e.g., management treining, consultation)
c¢can be self-gupporting and should be turned over to such private
groups as”the Jaycees and the Philippine Chamber oif Industries.

Other activities should be turned over to the new development'bank,

or other appropriate banks or government agencies.




.
-l

e

Appendix 3-C
FOOD FOR PEACE IN THE PHILIPPINES

A. Past Food Programs under P.L. 480

1. Title 1 Sales Programs
To date, there have been two small sales programs under
Title I, P.L. 480. The details; of commodity sales and local cur-
rency uses are shown in the Table which follows.
THE PHILIPPINES - TITLE I, P.L. 480

SALES PROGRAMS
(In Millions of Dollars)

A. Commodities ’ 1957 1958
Rice 2.5 3.6
Cotton h.9
-\ Dairy Products 1.1
Tnedible Tallow .5
Meat ]
Ocean Tramsportation - .5
Total 10.2 il-. 1

B, Local Currency Uses

U. 8. Uses 3.0 2.1
Section 104(e) '2.1 - .T-
Section 104(g) 5.0 .9

. Total. 10.1 % 3.7'—8'/

_E_t/ Reflects shortfall in deliveries.

2, Title 11 Programs

None to daste.

Lo
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3. Title III (Voluntary Agency) Progrems

The Voluntery Agency Program is continuing at an annuval
rate of sbout $7.5 million. Dried milk is the chief commodity
involve‘d. About three per cent of the population of the Philip-
pines is covered by the program.

"Bome of the voluntary agencies have expressed a desire to
add edible oil to the program. The Fhilippine Government has taken
the view thabt this kind of commodiby lends itseif to re-sale in
commerclal chamnnels and, therefore, having doubts about its
ability to police the situation, has rejected the proposzl despite
a willingness of ICA to approve it. Mox:eover , the Philippines
rroduce and export substantial glapj:i‘-;ies of edi‘t;le oils.

h, Title IV

No progrems to date.

B, Prospects for Food for Peace Programs in the Philippines

i. Title 1 Programs

After more than two years of discussions, negotiations are
underway relating to a new Title I sales program with a value of
$20.75 million. For reasons ndt relevant to this paper, the
foregoing amount represents a reduction from a progrem of ;bout
$50 million originely requested by the Philippine Govermment. In-
';rolve& in 'bl_le curren:t program is cobtton on the sales side whil-e
local currency uses include 'benta‘i;ively él0.0 million for U. S.
nses , $,2.0' (grant) for Commnity Developx-nent » $3.0 for loans or

grants under Section 104{e) or (&), and $5.75 for military con-

S BanQALL Y
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U. 8. vees and military construction amounts are functions
of U.. 8. desires; indeed, at this point, all local currency uses
represent U. 8. allocations which have not yet been discussed with
the Philippine Government.

Some feeling exists that the Philippines can afford to buy
cotton with thelr own dollars and that, in effect, the program will,
in whole or part, displace normal dollar sales. On the other hand,
the local currency for U. 5. uses, if approved by the Failippine
Govermment, would be a dollar saving to the U. S. while the military
construction portion would also cover expenditure which, in the
opinjon of some, is indispensable and which, if not finenced in
this manner, would have to be financed by MSP or other dollar gp-
propriations. (Ind.eed, as noted elsewhere, the study team recom-
-mends that the military construction program, if it is to continue,
should be financed from the DOD budget.)

The development and implementation of future Title I Sales
Programs in the Philippines will depend upon reconciliation of
some basic conflicts. On the sales lside, while the United States
has & great interest in moying surplus commodities, it must, in
doing so,-teke cognizance of the requirement that such sales should
not displsce normai marketin_gé of either U. 8. or foreign producers.
Thus, for exawple, the Philippines is interesteé. in teking cobtton
Prom the United States under Title I arrangements but & beiief
‘exists in some Wasl;lington offices “that the Pilipinos should buy

-

_cotton With their own foreign exchange resources. . Some Filipinos

S i
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agree, &5 noted below. Likewise, the Philippines could utilize
some addlitional wheat but it is elzimed the flour millers of the

U. 5. are opposed to such sales. Addibional deiry products could

_be used, but surpluses of these items are sporadic and U. S.

willingness to proyide them is unpredictable. The Fhilippines
has recently requested Title I rice because of the shortage created
by floods in Central Luzon last season.

On the local currency side, the United States, in its

previous progreams in the Philippines, has sought to maximize wutili-

.zetion of local currency sales proceeds directly for U. S. purposes,

'e.g., for marketing programs, Embassy requirements, ete., and in-

directly, e.g., for the Military Construction FProgram. While this
is quite understandable from the U. S. point of view, this emphasis
coupled with restrictions on the commodities which the U, 8. will
sell in the Philippines, mske the program of considersbly less
interesi:. to the latter. That is to say, the Fhilippines cen very
well helieve that the United States wishes to have it both ways.
Some textile mill operators are convinced that such is the
case. They insisted that if the United States deposited dollars
for its operating pesos, they could buy chesper cotton. The Central
Bank would have some dollars left over and the Filipino .tao could
buy & cheaper shirt.
| The Study Temm recommends emphatically that these conflicting
interests be reconciled at the earliest possible date. The Team
further recommends that such surplus rice as can be made available

%o the Philippines be promptly provided under Title I sale. The
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need is non-recurring; the Philippines is normally self-sufficient
in rice production and has alresdy purchesed substantial emounts
of rice in the commercisl market this year. Although its foreign
exchange position hes lmproved, its debit servicing cepacity should

not be compromised just as it is aboub to make significant invest-

- ments in power and transportation.

2, Title 11 Programs

It major publié works or social reform programgdirected
toward improvement of rural conditions are launched in the Fhilippines,
some possibility exists for Title II activity. Peyment in kind to
workers on public projects might be involved or, alternatively,
sales of commodities with grants of local currency to pey weges.
The rationale for the program would be the induced increase in
demand for textiles, food, ete., on the part of w?rkers now unemployed
and, therefore, consuming st merginal levels. 0

3. Title III Programs

A consensus exists that the exlsting progrem is about as

larze as can be Justified.

h, Title IV Programs

In the sbsence of a major push in the deyvelopment front »
Title IV credit sales would not appear to be warranted in the

Philippines.
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THE MITITARY CONSTRUCTION PROGRAM

The Military Construction Program was begun in 1955 follow-
ing a SEATO Meeting in September 195k, and as a result of an

apparent underteking by Secretary Dulles to assist the Philippine

PEUPPNURIUY PR PO UIPIN .- T S ST U
i ..

Government in beconing an effective member of SEATO.

Ak s

OBJECTIVES

o g

- The objectives of the Progrem are sub-sumed under those
. stated for the Militery Assisbence Program (MAP). These objectives

Tare

(3

1 owiuta! i e w d st

. }
...developing a Fhilippines defense structure within

2 stable effective government which is capable of mein-

RTINS PP

taining lew and order and internal security and which

can contribute to the defense of the Philippines and to

the collective defense of the Western Pacific...”

‘Specific objectives suggest that the Program is

-

. ' M...to assist and encoursge the Philippine Government

to develop and maintain bases aund facilities which would

N -

be available to United States Forces if reguired, to
ineclude airbases, AC & W installations, training area

facilities, depot and maintenance facilities; to assist

and encourage the FPhilippine Government to maintain a

regular military establishmeﬁt which will contribute

|
|

%o the defense of the Fhilippines and be adequate to

perform the following tasks: a) with United States
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Forces, air defense; b) loeal security for Philippines

or'United Btates installations; ¢) ene BCT for SEATO;

L
d) harbour end coastal defense, e} inter-island mobility..."

PROGRAM CONTENT

R Rl s S
ey = PSR

s,
as e,

The Military Construction Program began in a relatively
small wey with 1imiteé. targets. Specificeally, program funds in
support of facilities for three reserve divisions, laber increased
to four, and for completion of the Basa Airbase near Clarke Field
were involved. In 1958, as a result of & policy decision, sir
defense_ws.s brought into the picture and given some priority.
By the present time, the program has burgeoned in concept and
operation and now includes forty-seven identifiable projects or
areas of activity divided among "Multi-purpose,” Army, Navy, Air
f‘orce, Fnilippines Constabulary and miscellaneous.

It will suffice for this paper to suggest that three main

ecategories of activity are included: A) Training and Reserve

Facilities, B) Air Defense, including bases and AC & W units,
and C) Armed Forces Philippines (AFP) operating facilities.
Of these categories, A) and B) would appear to be of prime
interest to the United States pursuant to its own concepts of
Pacific Area Defense and C) %o the Philippine Government.
Programming appears to have moved from tThe .:%pecifics of
1955 through an omnibus, all-inclusive approach to a current

gituation in which available funds are ostensibly allotted to

App. 3-D-2
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YPriority" pro;jects.

~ On the financiel side, current estimates of program cost
from inception through U. S. FY 1967 total about $116 million,
a figure vwhich includes a recently calculated "Cost increase”
of about $32 million.

PROGRAM FINANCING

The Military Construction Program has been financed, thus

far, by local currency generated by grants of Mutual Security

Tunds (Defense Support)} in the amount of sbout $55 million and
by proceeds of Title I, P.L. 480 sales of surplus a.griculturai
commodities earmarked under Section 104(c) in the amount of
gbout $3 million. (Through U. S. FY 1961) According to plans
develoined by JUSMAAG and USOM covering the period ending in FY
1963, Defense Suppo_rt as a source of locel currency Will drop
and be replaced by P.L. 480 financing. The financial picture
is illustrated by the table which follows:

MITITARY CONSTRUCTION PROGRAM, THE PHILIPPINES

U.8. FY 1955/63
. {In Millions of Doller hauivelents)

FY ' Defense Support P.L. 480
1955 - 8.5

1956 6.4

1957 6.9 2.1
1958 7.2 1.0
1959 9.6

1960 10.0

1961 7.0 N 5:5 %
1962 5.0 & 7.0 &
1963 3.0 9.0 &/
' E’/ Ilustrative E/ Obsolete, no money.

T~



(IR
.

e App. 3-D-k

The picture shown by the foregoing table is based upon
dollar obligations rather than upon firm commitments for the

progrem of local currency available for commitment.

o

 PROGRAM IMPLEMENTATTION

Lttt o tn e s g b bt

Jmplementation of the Program has been haphazard and
spotty because of a) changing priorities, b) overly-smbitious
programming which, in earlier years, obviated clear-cut
priorities, c) mechanical and other lags by the Philippine
Government, and d) procedural problems.

Although $55 million had been progremmed for the Militery
Construction Activity by the end of FY 1961, only about $39
million had been firmly committed under ICA Foreign Currency
Procurement Authorizations by 31 January 1961, the latest
date for which data were availsble, and only about $28 million
had actually been withdrawn from the U. S. Disbursing Officer's
account by the same date.

Lags in implementation of progreams have leti to numerouns
instances of switching funds to other "Higher priority” projects

or, at any rate, to projects which gave some promise of faster

‘work. For example, AC & W sites, 4, 5, and ¢ previously

"Programmed"” as high priority items mey now be suspended and
the progremmed funds directed toward sn airfield.
EVATUATION OF THE PROGRAM

The military construction program, not td say the entire

MAP, 'is open %o critieism on ifs premises. If the threat of
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‘Commnism or other kind of subversion in a country such as the

Phili‘ppines vhich has no common border tith the Commmnist Bloec ig
from internsal, subversive activities rather than from external
eggression, eny expendibure on military or‘police forces

beyond that needed to meintain internal law and order is

questionable as a drain on resources needed for economic and

social development.

From the viewpoint of global strategy as seen by the U. S.
Mili‘bary: there are undoubtedly military requirements in the
Philippines which tie in with concepts of forward defense, ete.
However, I1f these be granted, a question immedistely arises
about the mutuality of U. S. and Philippine interests when, as
is apparent, the labter attaches a premium to domestic progress
in the economic and social fields. Indeed, conversations with
responsible JUSMAAG officers, coupled with an analysis of the
program, indlicate that by far the greater emphasis Is uwpon
alr bases and other aspects of forward defense in which the
U, S. has primary interest. In other words, the program may
have & "Made in America® label.

"This finding is supported by two arguments. On the Philip-
pine side, as a U. 8. observer heas rep'c;r"lied, the military
construction program is welcome insofar as it conbtains economic
development aspects, £.g. for military/civilien airfields, air

traffic control, buildings suitable for future civilian use, ete.

- -
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On the U. S. éide, a JUSMAAG officer has indicated that;, lacking
local currency generzbted from U. S. aid, he would urge dollar
appropriations to carry on those activities necessary for the
support and defense of U. S. bases in the Philippines.

Thus, the objectives of the program are questionable both
in an absolute sense and in terms of their mutuality.

‘The objectives of the program are of doubtful validity
in. still another sense; and that i1s their "open-endedness.”
Anything up Yo and including the twenty-odd divisions with
appro:‘priate alr and sea support which participated in the

liberation of'the Philippines could be Jjustified under the

" objectives as stated. OFf course, no responsible official

on either side is recommending any such build-up. On:the
other hend, responsiblg.efficials conced; that the ‘presently
planned build-up of one active and four reserve divisions
with appropriate supporting forces would fall far short of
what would be need.e.d. for the defense of the Phiiippines in
the event of aggression from without.

Degpite this, JUSMAAG appears %o feel that present programs
are "Realistic” and based upon -highest priority needs. Albter-
natively, the view was expressed that MSP grants were minimum
payments needed to allow the U. S. to maintain its base rights

in the Islands.
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In short, the military construction program and MAP, for

that matter ajppearé to derive from a bargeining process over

" the slices from a limited pie, for lacking full-scale progress

toward goals esteblished by militery experts, any lesser amount
lacks objective justifiecation.

The critique of the Program.can be approached from still
another angle even if it is assumed thab the foregoing criticisms,

in view of U. S. infatuation with a kind of "Numbers game,” are

not to prevail. That 1s, the plenning and implementation of

the program revesls a high degree of fragmentation, changing

priorities and slippage. IEven if the premises of the program

are acceptable -~ and, in the judgment of the writer, they are

-not -- & thorough review and streaml;l of the program to

— '
pin-point targets and to set realistic work goals would appear

%o be iIn order.

As noted previously, some forty-seven projects have been
completed, started or *Programmed” In progrem terms, the =
pipeline is ebout $27 million -- or more then two years of

work et current rates -- while in cormitment terms, the pipeline

is about $16 million. Both factors, by themselves, indicabe that

g searching look should be taken before additiomal U. S. funds

. are committed. ,

Finally, given the very modest progrem which is in progress,

& question’ arises about why U. S. public funds should be granted
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in support of the activity. (The problems of "Paying for the

U. 8. base rights" does not seem relevant here for, if this

is a._va.lid. 'considera-tion, there are clearly Ix;ore straight-
forward ways to handle the problem, e.g. through direct appro-
priations to the militery for- "Rentals-, ")  Philippine expenditures
for defense are somewhat less then the equivalent of $70

million per year, or less than 1.5% of the Philippines GNP.

If, in fact, the costs involwed in the militery construction

program ere essential for Philippine defense, they are clearly

within the economic capecity of the economy to bear with salmost

unnoticeable  burden or diversion of resources. If they are not

" and, rather, are in the U. 5. interest, the U. 8. should face

up to the faet. (Parenthetieally, it might bé added that the
MSP grants in support of the program are only about 10% of the
B/P item, "Errors and Omissions;” hence, the MSP grants have no
real relevance for B/P problems in the Philippines.)

RECOMMENDATIONS

The MAP and Military Construction Programs are functions
of hebit and precedent. Given the ability o maintain internsl .
law and order -- which, in the judgment of most observers, the
Philippines Constabulary has -- expenditures for economic
de.velopment a.nd. socigl and institutional reform have an ovef-_-

whelming priority c¢laim on scarce resources. Thus:
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L. In countries lilke the Philippines which hav? no comon

borders with the commie bloc and where externsl aggression is
unlikely, the MAP and supporting or corollary construction
programs should be scrapped.

2, TIn countries like the Fhilippines where there are con-
sidergtions :':-elating to United States concepés of g;lobal strategy,
e.g. bases, AC & W sites, staging sreas, etc., there should be
undertaken a mutual review of these problems through diplomatic
channels on their merits, and costs relating to U. 5. bases and
supporting facilities should be made a direct charge to the U. 5.
DOD budget.

3. To the extent that U. 8. militaxry requirements or other
considerations meke grants or loans to the FPhilippines releveant,
these should be directed exelusively toward economic development

snd soclal and institutional reform.

T ¢
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Appendix L

Formulation and Tmplementation of Foreign Aid Policy

I. Policy Formulation

Poliey is the basis for action to achieve a desired result;
it is the texms of reference within which and from which action
originates. DPollcy results from a consideration of objectives 1o be
attained, on the one hand, and from a review of all those factors --
political, economic, social, psychological, institubional -- which
will assist, impede or modify atbainment of the objectives.

Thus, policy determines whether or not the U. 8. shall assist
the Philippines; it also decides, after consideration of U. S. and
Philippine interests, how the couwnbtry will be helped. Within this
broad framework are myriad other policy decisions regarding the pre-
sumed efficacy of taking this or that action, pursuing this or that
course of action. Below this are egually myriad operating decisions
which should be -- but often are not -- field responsibility.

The crux of the matter is where and how objectively the primary
and secondary policy decisions are made. The major policy decisions
must obviously be made at the "Top", wherever that may be. Yet the
"Top” has no monopoly on either wisdom or factual understandings.

Policy formulation has got to stem from free interchange of infor-
mation and ideas between all competent levels.

Thus, aid for the Philippines must depend upon field #nalyses
and recommendations which will illustrate sxeas of mutuality of
interests, if any, and the politico-socio-economic-institubional

_ framework in whiech any policy must operate. It almost must depend

upon Washington review of field findings for imner consistency,
consistency with hlstory of relationships with the country, impact
on other countries (what happens vis-a-vis Country B if we decide to

help Country A), poss:a.blllty of securing American public and Congressional
support, ete.

All this is elementary but surprisingly often neglected. An
invidious and false separation of the "political" and the "econamic”
continues. TField recommendations refleect bias. For example, at
one time in Greece the "political experts" overruled all the others and
said that massive s8id to Greece had to continue. Happily, wiser heads
prevailed but 1t tock some highly non-objective stilebto work to get
decisions changed.

A decision was made to help Burma Pfollowing & visit to the
President by the affable Burmese Prime Minister. This was &

il

/ "political .
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"political decision" the consequences of which are debatable.

From 1951 until at least 1960, the aid program hes seemed begulled
with the "art of the possible”. An enormous amount of time was spent
trying to figure what kind and size of aid package would appeal to the
Congress end the Americen public, which distracted atitention from the
essential questlons as to what our objectives were and what was needed to
attain them. What we have had as a result has been characterized as some
pretby msty wine decanted ceaselessly into ever-changing bottles. The
program has often seemed to nibble at the edges of problems or indulge
in largess, so that many Congressmen have become distrustiful. The time
has come for a better approach to the "truth"” and it mist be enunciated
without fear.  (Hopefully, the AID pregream will come to grips with the
basic need for social and economic reform, for rational economic policies
and with the need, if real progress is to be made, to recognize that AID
is an appropriate "intervention" in the internsl affairs of other countries.)

I1. Orgenization for Operstions

With a more rational and more comprehensive besis for policy formla-
tion mist come greater autonomy for field offices. Realistic but objectively
Tormilated policy, coupled with thorcugh-golng negotiation prior to opera-
tion of aid programs, mist surely allow the field to meke day-to-day decisions
on resource use, without referral to Washington. There should be no excuse
for the many Washington based "technical services employees to be second-
guessing operational field recommendations. Washington staff should review .
field actions primarily to insure that they are consistent with policy.

A. The Role of the Director of a Field Mission

Officially, the role of a Mission Director is clear; or, at any rate,
the guidance given to him is comprehensive, not to say redundent and discursive.
Unfortunately, USOM Directors have not been of such uniform quality as to
permit decentralized field autonomy. At one extreme has been the Director
whose appointment arises from political obligations =-- unqualified to do
more than & routine management job within rather narrowly prescribed guide-
lines. He seems to have spent most of hisg time limiting the nunber of
words in cables. - )

At the other extreme is the trained and experienced executive who
lends central direction but delegates authority and responsibility, who
constantly sesrches and probes to relate the work of his Mission and
Program to the foreign policy objectives of the United States, and who
is not loath to "blow the whistle” when it seems to him that changes in
policy or operations are needed.

Unheppily but not exceptionally, most Directors have fallen between
these extremes -~ men whose chief interest seemg to heve been mainbaining

/ the boat
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the hoat on an even keel. This is particularly unfortunate because
VWaghington personnel camnot possass the wisdom to mske policy withowb
freely offered advice from intelligent, imoginative people on the scene.

B. Direc’c.or/ Staff Relationships

Director/S"caff relationships must inevitebly vary according to the
femperaments and personalities of the individuals involved. Some Directors
prefer to "run the show”, In thils case a Deputy Director is not really
needed. In such cases, the positions of Program Officer and Deputy could
and should be combined. Other men prefer a "broad brush" approach, using
the Deputy as Chief of Staff to handle day-to«day operations.

In any case the Director mmus®, if he is to be successful, delegate
responsibility and authority. Definition of, and insistence upon accounta-
bility, broadly defined, is a cornerstone of good manegement.

Nevertheless, the Director, the Depubty or the Program Officer mast
coordinate end direct. And this involves something more than appeasing
the different cleiments among Mission Officers for the Director's
attention or for program shares. The Staff should alweys propose and
The Director should dispose. There ig no peint in hiring a specialist
and then telling him what to do. The specialist should have the first
erack; only if he is wrong for policy or other reasons should he be corrected.

A Director should also insist upon forward thinking. One Director
requires hig senior staff to prepare semi-annual statements of what they
have accomplished in the last six months and what they expect to accomplish
in the next. Lacking something like this, a program becomes lost in the
details which comprise it.

C. Mission Staffing

Most foreign ald Missions are too lerge, both in the nunber of tThings
they are trying to accomplish and in the nmutber of personnel they directly
retain to do the work. Indeed, one cynic has suggested that the size of

-most foreign ald programs is a direct function of The nunber and composi-

tion of the Mission staff, for each expert has to have a spending program
to Justify his existence. "This is not to say that significent numbers of
specialists and advisors may be needed. Rather, most should be attached
to the Host Country Agency which needs their services on the basis of
mrtual ggreement sbout their role and function. As one official of the
National Econcmic Council in the Philippines put it,-"We want people to
show us how ‘to do things rather than o tell us how to do things.™"

In other words, most USOMs need more "worker bees" doing a job and
less "drone beges" surrounding the throne. Indeed, most Missions could '

Joperate
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operate more effectively had they no more than a Director, Deputy/Program
Officex, Gantronef/Administrative Officer, and such supporting generalists
in functlonal fields to asslst the Progrem Cfficer as the program might
require but no more than one per field. Expert or specialist edvice, if
any is needed, should be brought in on a temporary basis.

The quality of Mission steff needs to be improved not only technically
but also from the viewpoint of attitudes towsrd the program, toward foreign -
nationals, toward adapting U.S. technigques to country conditions. Indeed,
any officer who is fully convinced thet the United States is the repository
of all wisdom with respect to solving the problems of other countries
might as well comfort himself with like-minded people in the United States.
In this connection, any officer who says, approvingly, "This is the way
we do it in the United States,” should be returned immediately to his home
agency or occupstion -- which undoubtedly needs his deep loyalty. Exhorta-
tion belongs to the pulpit and not to the program.

On the technical side, "generalists” in functional fields are needed
to provide guidance to the Program Officer and the Director on the general
merits of proposals as they relate to program objectives. Resident
specialists should not be carried on the USCM payroll for, unless they are
active in working on a project, in which case they should be assigned %o

the host country asgency, they tend to become propagandists for particular
activities. '

In assigning specialists to host country agencies, it should be
mede crystal clear (1) that they have no stetus vis-a-vis the Mission;
(23 that they have no special "pipeline” to U.S. policy-mekers; and,
(3) thet they are assigned to be useful and helpful as technicians,
for only so long as their services are found useful. In these circum-~
stances, present practice of limiting tours to two years could be changed
to allow for indefinite service if need be.

More use should be made of nationals of the various countries where
2ld programs exist. Most clerical and secretarial positions could be
filled by Filipinos in the Philippines although in other countries a
training program might be needed to develop adequate local staff.,

Many Missions argue that Americans are needed because of the traffic
in "Classified" material. The obvious answer to this is to stop the
invidious practice of over-claessification which has become zo bad that
even persomnel actions are sent as Classified and therefore encrypbed cables.
Virtually none of the traffic of ICA warrants any classification; what
little thet does can almost always be handled by "0fficisl-Use Only",
which can be processed by local employees.

Less obviously argued, but just as important, is the matter of status
which requires that each American officer have, or have access to, an
American secretery. This is required only for the Director and for the

/ Program
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Program Officer; the others simply are not needed. Indeed, many officers
laboriously scribble their own memos and have them copled, run thelr own
appointment schedules, ete. Americen clerical help simply costs too much

when such competent locel help is available.-

In connection with the recruitment and keeping of local employees,
something must be done sbout salary schedules. The Enbassies, in their
infinite wisdom, try to pay wages which equal the nominal wages on the
local market. However, outside the United States and Canada, fringe
benefits may run from 25 to 100% of basic salaries. FIocal USOM employees
have no fringe benefits, no bonuses, no retirement rights, no tenure.
A1l these must be handled directly or indirectly.

Finally, to the extent that American clerical help must be kept,
something must be done about housing allowances for the lower income
brackets. These people are required to live in sub-standédrd housing

- or to 1live in groups. It is no rebuttal to say that this happens in

‘the case of single people in D.C., for there they have the opportunity
to choose their aparitment mates.

D. Mission Operations

‘Foreign Aid Managers have been for years aware of the need to simplify

. and streamline operations tc the greatest extent possible, consistent with

the degree of accountability required for uses of public funds. The "blue~
print process™ and the Country Program Book represented efforts to consolidate
and concentrate data on a comprehensive basis so as to eliminate, among

other things, the needs for constant commmications between field and
Washington on progrem matters. It would be an exaggeration to say that

these efforts have failed but nelther have they been marked by noteworthy
SUCCess.

Missions are plagued by messages reading, "No Further Clearance
Required but ....". In their view, this smothers initiative and discourages
creative programming. It is argued that Weshington exists to save the
Field from its own errors and biases. Where the field staff is incompetent

this argument hes some merit. But the answer is betier field staff rather
then more second-guessing. )

The Country Program Book exercise has become virtually grotesque,
partly because the prescribed format encourapges, even insists, on repetition
and redundancy; partly Missions have permitted themselves to become
enrapbured by mechanics. The Philippines Country Program Book of &23_ pages

is a monstrosity, so lengthy as to impede intelligent appraisal of the
program.

As noted =bove, the program process in meny Missions is really
collective bargaining smong the functional divisions with the most forceful

Jproponent
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proponent getting priority in the use of funds on virtuslly an ad hoc
basis, Program-0fficers, who should be oparating from carefully developed,
forwaxd~-looking teyms of roforance, ars fragquently by-pasoed as & DADED-
shuffling group whose Jjob is to "service" the real operators. Again this
is the result, not of lack of thought and guidance, but of failure to
delegate responsibility and authority to competent and experienced staff.



Appendix 5.
. JCBRR and Cooperative Philippine-American Aid Administration

Meny Americens end Filipinos suggested thet the Study Team exemine
the possibility and desirebility of cooperative or Jjoint administration
of a significani part of our assistance program in the Philippines by

"methods similax to the Joint Commission on Rursl Reconstruction (JCRR)
on Taiwan.

These suggestions have been made during the last five years by members ’
of Congress and other influential friends of China and the Philippines
in Washington and New York.

Many ‘Filipinos who have visited Teiwan during the last few years
have been impressed with JCRR operations and have asked why & similar’
program cowld not be effective in the Philippines.

Dr. Y. C. James Yen, one of the orliginal Chinese Commissioners of
JCRR in Nenking in 1948, helped orgenize the privately supported Philippine
Ruaral Reconstruction movement in 1952 and was an adviser in Manila/Washing—
ton to President Magsaysay and Senator Cabili in 1954-55.% The Cabili-Yen
plen did not preveill in the Philippines; a program of commnity development
similar to the pioneering Indien program was adopted and placed under a-

Presidentiel Assistent (PACD).%% Although he has had no relationship for
- some time to the government-sponsored and U,S.-assisted programs of eidther
Chins or the Philippines, this international, controversial figure did
mich to acquaint Americans and Fllipinos with JCER and the need for con=
cern:and acetion on behalf of the rural popuietion of Asia.

Because of this general interest in JCRR, two members of the Study
."Team stopped in Taiwan to acqueint themselves with the concept, organize-
-tion, functions, programs and adaptebility of this unique organization.

One menber of the team who spent seversal days with JORR found himselfl
Cunexpectedly drswn into & serles of discussions involving a vislting Filipino
Congressman, the Philippine Awbassador, the Vice-Minister for Forelgn

[Affairs

¥ Abueva, Jose V., Focus on the Barrio, University of the FPhilippines,
Manila, 1959; & complete account of the development of the rural develop=
ment program in the Philippines -- the roles of President Magsaysay,
Dr. Yen and many Americans who were involved, official and otherwise;
being the author's doctoral dissertation in Public Administration at the
TUniversity of Michigan.

. ¥% gee Appendix 3 A for description and evaluation.
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Affairs (Republic of China). and the Sécretary-General of JCRR. A visit

0 JURR-pupported projechs oubside Taipeid had been arranged f£or him.

It was his puggestion, strongly suppcrted by the Avbassador, that the
Congressman availl himself of the opportunity to moke the same trip and
become better scquainted with Taiwen end the JCRR program. The Congress-
man wes visibly impressed and requested further conversations in Manila.
Since it was neither possible nor appropriate for this observer to carry

,on with the Congressman, he was "burned over" to senior officemrs of the

Edbasgsy.

As 8 result of our study end review of the work of the Commission
in Teiwan, along with the evident, genulne interest in the concept and
method of operation, the Study Tesm is convinced (1) that joint admini-
stration of & significant part of cur Philippine assistance program
would greatly increase our opportunities for effective and creative
programming; (2) that Filipinos went e jointly sdministered program;
(3) that such a program fits naturally into historic Fil-American relations;
and, (i) thet the social and politiesl structure of Filipino society needs
this kind of fraternal jolnt operation, as stated in Appendix 2. We not
only recommend, but urge, that such be established and in operation not

later then July.l, 1962, the begimning of the next fiscal year for both
governments. T

‘We are not recommending that the Chinese rural reconstruction program
be imported to the Phillppines. It has its own. We suggest that such
portions of the AID program as may be mutually chosen be administered by .
a Jjolnt commission. We have nominated for inclusion rural electrification,
comminity development, decentralization and training of local government
officials, and education. These would seem to be naturals Por inclusion. .

- Perhaps stimlating and assisting business wen and public officials in
.other economic development sctivities should be added. There may be others.

The Jdoint Commission on Rural Reconstructlon wes suthorized by the
Chine Aid Act of 1948-and established by an exchange of notes between
the two govermments on August 5, 1948.

The following statements from the Anbassador's Diplomatic Note
describe the function end authority of the Commission:

(1) There shall be estsblished a Joint Commission on Rural
Reconstruction in Chins (hereinafter referred to as the Commission),
: to be composed of two citizens of the Unlted States of America
appointed by the President of the United States of America and three
citizens of the Republic of China to be appointed by the President

of China. The CJommission shall elect one of the Chinese nmembers
asg Cheirman.,

/(2) The fumctions
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(2) The functions and suthority of the Commission shall,
. subject to the provisions of the above-mentioned Seetion of the
Aoty b8 6o Follove:

(a) To fornm_'l_ate and carry out through appropriate Chinese
Government agencies and international or privete sgencies in
China a coordinated program for recomsbtruction in rural areas of
China (hereinafter referred to as the Program);

(b) To conclude srrengements with the sgencies referred

g to in the preceding paragraph esteblishing e basis for their
"cooperatlon;

(c) To recommend to the Governments of the United States
of America and of China, within the limits prescribed by the
Act, the allocation of Pfunds and other assistance to the Program,
and to recommerid to the Govermment of China the allocation of
such cother funds and assistance as are deemed essential to the
success of the Program;

(d) To establish stendsrds of performsnce for implementa-~
-tlon of the Program, including the qualifications, type and
nurber of personnel to be used by cooperating agencies in the
Program, and to maln¥ein & constent supervision of all phases
of the Program, with authority to recommend changes in or stoppage -
of any phase of the Program;

{(e) To appoint such executive officers and administrative
staff as the Commission deems necessaxry to carry out the Program,

it being understood that the Chief execubive officer sha.ll be

8 citizen of Chins.

(k) In respect of amy decision of the Commission, -the approval
of the Government of China shsll be cbtained prior to its executlion
if the Commlssion or its Cheirman, with the concurrence of the Chinese
menibers, deems it necessary.

(9) The Government of the United States of America reserves the
right at any time to terminate or suspend its assistance, or any part
thereof, provided under this exchange of notes. Assistance furnished
by the Government of the United States of Ameriea under Sechion LOT
of the Act and pursuant to this exchange of -notes shall not be construed
a5 an express or implied assumption by the Government of the United
States of Americe of any responsgibility for meking any further contri-
butions to ecarry ocut the purposes of Section LOT of the Act or of “this
exchange of notes.

The Joint Commlssion has truly been Joint in spirit and operation.
Program decisions sre made only with unanimous approvel. Chairmen
Chiang Monlin %0ld this observer that, althougkg some problems had been

[eritical
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eritical, not once in thirbeen years of operation has the Commission
divided on Chinese-American lines.

Although policy direction comes through the Prime Minister of China
and the Director of ICA, its executive power flows directly from the
Presidents of the two governments. This provides sufficient authority
to enter into grent contracts with any government unit or private organiza-
tilon. This feature of JCRR is what mekes 1t so abbractive to many Filipinos.

In fact, spokesmen for both political ps.rtiés mentioned this specifically
and sssured us that they were spesking for their presldential candidates.
This provides an interesting commentary on the Filipino political paradox --

. centralized administration but localized political power. The result of

this, curiously enough, ieg to put too much executive power in the hands
of Congressmen. ¥

"Pork barrel funds" (public works -- 30% of the budget) are distributed
by Congressmen, not by an executive department. Hence these expenditures
enhance the political power of Congressmen, not of the President. The
President can withhold the funds while he bargains with the Congressman.

But '‘after the bargain Ig closed it is the Congressman who is on the scene,
dispensing his largesse.

Conseq_uen‘bly, Chief Execubives =nd abpiring chief executives are
interested in ways of stimlating.end supporting local economic development
projects without being blocked by, or becoming beholden to, perticular
Congressmen. Thus, In a,left~handed weay,. & Joint Fil-American Commission
willl accelerate decentralization.

JCRR can make grants of any size; soms are as small as NT$2,000 (US$50).
Regardless of size or reciplent -~ vwhether governmental unit, department
or sgency or private assoclation or group -~ grants are made only after a
pre-project investigation by the JCRR technicael staff, and only in areas of
emphasis determined by the Commission, Grants are secured by legal conbtracts

under which there 1s continuing technical review and eudit, and finsl audit

by ICA. If the grant 1s mede in cash rather than commodity, a separate
bank account mist be established by the recipient. Funding is done on an
approved work schedule, only as needed. Consequently, there is almost
no possibility for misuse or embezzlement., JCRR hes not lost NTH0.0L

JCRR does not do the project. The work is done by & "coopereting

-agency". JCER's functions are to plan thoroughly; to stimlate action;

to energize leaders of agencles or groups; to provide funds for projects;
to review work In progress and to sudit expepditures. In Fhillppine soclety,

.these are the nabural functions of a "go-between", as described in previous

appendices.These are the roles which Amerlcan, and even more so == & Fil-

- American -- fraternsl {joint) group could pley most effectively in Philippine

soclety.
' /ICRR is

* ‘Senstors are elected at-large.

w
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- JCRR is composed of the five Commlidsioners, a Secretariat of four
Offices and ten Technical Divisions. Insofser as possible Chinese persomnel °
are employefl., 8ix technleal divisions are now staffed entirely by Chinese.
Three Office Chiefs are Chinese.

Being an autonomous and independent sgency, it has been sble to estab-

-1lish its own salary scale and recruitment procedures. A3l nepotism has

been eliminated. Pollitical pressure for appointments has been reduced by

. simply £illing all vacant positions by open, competetive examinations.

The Commission trains aﬁd promotes personngl who show promise and
ability; almost everyone begins as a typist or translater. Effectuslly,
all hiring is done by the Office of Administration and approved by the
Commission. No relative of en employee way be hired. These facts are
explained to anyone attempbing to influence an appointment. Any Chinese
offlicer can say, sotto voce, "You know, the American Commissioners would
hit the roof if I sent up th:Ls applicauion.“ If they insist, they are
invited to write a letter. Regardless of the person to whom such letters
are sent, they are enswered with a form letter from the Chief of the Office
of Administration, thanking the sender for his interest, regretting that
there is no opening, but inviting the epplicent to prepare end return the
enclosed spplication, assuring the applicant that as soon as there is a
vacancy on the staff the applicant will be notified to appear for an open,
group competitive examination,

Only a few days before this observer arrived there was a need for
one typist. A1l applicants were invited to appear. At the appointed
hour,. 200 had assenbled. Each one was tested in ‘the presence of the
others. The best was hired. And that procedure svoided all risk, quite
neatly. We recommend these procedures to any Fil-American Commission

. ag matters of some importence to its success.

The JCRR salary scale is mich higher than comparable Chinese governmen'b’_

positions. The Chairmen receives considerably more sslary than & Cebinet.
Minister but fewer perquisites and allowences. A top grade secretary

with ten years experience is paid about twice +the salary of her opposite
in a govermment office. '

These personnel practices and salary schedules assure superior
personnel and result in alwost no turn over. Both Chinese and American
officers emphasized the importance of superior personnel to the success
of the Joint Commission. Phillppines Government salary scales are low

enough to suggest that such independence would be essential for s File
American Commission.

The Chinese Commissloners have been distinguished and fhonored gentlemen.

-Chedirman Chiang Monlin was Chancellor of National University of Peking. He

is a fine scholar -end.a distinguished, selfless person,. revered by Chinese

people of all rg.nks. For lnstance,. President and Mrs. Chiang .call at his :

/home
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home on his birthdsy. He was in the first group to receive a Ramon Magsaysay
. Foundation award (esteblished by John and Nelson Rockefeller in memory of

the Prosident) for dlstinguinhed service 4o the pacples of Asin. As this
observer sat with the Chairmen for haelf am hour, at his invitation, he
understood the respect and devobion extendsd to him by his people.

Success of a Fil-American Commission will depend upon the appointment
of Filipino and Americen Commissioners of such stature. The Commission
would be no place for partlisan or sectarian preferment. The Team would
respectfully suggest (l) that no present member of the legislative or execu-
tive branches of either Government be appointed to the Commission;¥ (2) that
the minority ethnic and religious groups of the Philippines be represented
by at least one Commigsioner; (3) that Philippine appointmsnts be made from

among those who have not been voeiferously partisen (educators, scholars,

justices) or, if this is not practicable, then one Commissioner should
have been identified with the party currently in opposition; and, (4). that

the nominations of esch President be made with the prior approval of the
other.

In summary, the Philippine Study Team repeats its urgent recommendation
that a Joint,.fraternal. Philippine-American Development Commission be
established not later than July 1, 1962.

¥ The presence of Congressmen and Senators on the National Economic
Council has paralyzed 1ts functions. It was, and is inevitable, given
the nature of Philippine politics. Leglslators would not quietly
. aecept exclusion unless senior civil servants were also excluded.
Farthermore, since almost any department of government might find
itself contracting with the Commission for a grant, lis Secretaxy
. 8hould not be in the position of reviewing and evalusting s project
which he is also administering. For this reason also it mlght be
unwise for a Secretary to resign his cabinet sppointment To accept

& Commission appointment, although this should probably not be
prohibited,
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Appendix 6

Approach, Methodology and Procedure

' Approachs

The Philippine Study Team was charged with one clear simple instrucvion--
to get the answer to this question: what should be the relationship between
United States aid and that country in light of the new progream.

To lesxn the answer to that question we were admonished to learn what
the goals of the country really were; what effort it was making to accom-
plish them; what problems it had encountered and vwhat it was doing about
these problems; and what, 1f anything, the United States could do to help.

This report is really compounded of the answers the Filipinos themselves
gave us to these five subsidiery questions. We were instructed to be certain
that we had identified the correct priorities~-the genuine FPhilippine
priorities. We were told to measure the present program against our find-
ings and to report our recommendations, but look at the present program only
after we had looked at the FPhilippinels. To the best of our ability we
honored these instructions.

Method.olog:

(1) The Team was oriented to the Philippines, insofer as possible,
by background reading and counsel with knowledgeable persons both in Washing-
ton and overseas. We sought to undersitand as fully as possible the decisive
characteristics of Philippine society, its history, traditions, social and
economic institutions and problems. We sought to identify and understand
perticular facets of society which yielded useful insights into behevior.
Buch facets included kinship structure, family organization, the nature

and alignment to non-familial groups, paternal authority, re]ig:.ous authority,
end sociel mobility.

There were man,y‘ conferences among the Team itself, in order that
each might know the other better, know each man’s special points of interest
and strength, and share kmowledge and impressions.

The work of the Team was then based upon many individual and group
interviews, held by one or more members of the Study Team, with only occa=
sional participation by staff of the USOM or the Embassy. .

Upon arrival, the Team paid courtesy calls upon the Ambassador
and the Mission Director, and held sessions with USCM top staff, to make
clear what the stated purpose and funciions of the Team were.

As early as, possible, we tried to identify the kinds of individusls
and groups from whom we wented to receive information sand counsel. We began
lmmedlately thereafter to schedule individusl and group interviews. We
selected wot only the government.officials who would have special interest
in and knowledge of relationships with the U, S. aid, but also key intellecw
tuals, professicnal leaders and business leaders, both Filipino and American.

./Remembering thet
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i Remembering that Manila contains only & of the country's popu-

3 lation, we alsp scheduled an extensive trip into the country, choosing Mindanao
i for many reasons. We made stops ab Zamboange, Cotobatu, Cagasyan de Oro,

1 Iligan, and Davao. We also made trips around Imzon and we visited our
Consulate at Cebu.

By issuing an invitation to key leaders in most of these communities

: to meet with us and to assemble other persons interested in such nmeeting, we
had excellent receptions which gave us many opportunities to spesk with a
wide variety”bf Philippino society. Intellectuals, professional men,
public office holders, members of the opposition, businessmen, workers,

i ) farmers and spokesmen of minority groups, all abttended and spoke.: We drove

out to see a nmumber of barric projects, and we stopped in private homes.

| We -discussed problems of asgriculture, of farm management, be it rice or
coconuts, of lumbering and plywood manufacture, with the persons who are
actually engaged in these divergent but significant activities, frequently
on the scene of operations.

: A typleal interview mlight be with a cebinet officer, or with a

: mixed group of businessmen, officials, educators, ete. To the fullest
- extent possihle every member of the team participated in these conferences.
1 The procedure used was for the team spokesman to summarize the new A.I.D.
program snd its concepts, quoting from Presldent Kennedy's own speeches
o and messages on the subject. The main points were summarized, slong with
’ . his reference to the 1960's as being a Decade of Development. We g&lso
3 - stressed a need for a clearer understanding of netional goals, for effective
o] plapning, for self~help, for local initiative, the mobilization of their
own resources, and for social reform and social justice. The spokesman
left copies of these stabements (usuelly the cne of March 22) with officials
vho might want to study them in more detail. After this opener, the spokes-
man would say something like this:

. "We were sent out here by our Washington office to see what
the President's new AID program means for the future of youxr
country. We were asked to come here without prejudice, and you
may be sure that we have tried to do Jjust that. We are not here
to sell you anything. Indeed, we have no power %o commit a

single dollar. We can only report our findings and recommendations
back to Weshington. If and when the Washington office reaches new
conclusions, instructions will be sent to the Ambassador-and the
USOM, so that negotiations with respect to the fubure AID program
in this country, as in the past, will be conducted through the

regular channels. Therefore, we are not here to negotiate but to
listen.

"le would espeecially like for you to spesk about answers to
these five guestions:

.
-
r 4

/Whet are

.. Ve N
‘ . " 4
o i bt S n ke e e e e



e -

s

LR
PP St UL

b et L LG g Aty P "

H
t

B N L o T

- ;i
Xt

i I

. o
el it

oo

Gneva v

R o

[EEPPP

@

App. 6 - 3

What are your goals for the future in this country?
VWhat are you doing to achieve these goals?

What problems have you encountered?

What are you doing to meet these problems?

What, if anything, can the U. S. do to help?”

1

It was amazing how well this process worked. Even more amazing
to the Team was the widespread areas of agreement arising from these inter-

views, among widely divergent groups, with respect to the kinds of answers
given these questions. The recommendations in this report sre largely
a report of the agreement among Filipinos themselves. k
¢

With respect to btheir answers on these questions, some of the
things they did not rais in these regards surprised us a little. This
finally caused us to inquire discreetly as to why gquestions were not
reised as to (for example) land reform, or labor-masnagement relationships.
But there were always good reasons why Filipinos felt that these items, which
mey be problems elsewhere, were no longer mejor problems in the Fhilippines.
The Filipinos were confident that these problems were in the process of
being solved, hence were no longer problems but merely unfinished business.

After the Team had reached the point of tentative agreement on
major conclusions, we began & new set of conferences for the purpose of
checking with key individuals, alone or in mixed groups, preferably at
dinner or in after-dinner conferences. We would use these opportunities
to summarize briefly ocur findings and conclusions, and give a summary of
the analysis supporting them. We asked that these be reviewed as preliminary
and tentative, and be subject to scrutiny both for their validity and for
thelr rank in a priority scale. These conferences were helpful in sharpen-
ing our findings and in filling geps in our knowledge or understanding.

Procedure:

(1) Prepare as adequabely as time permits, assemble and absorb neces-
sary and useful background data, papers, documents or statements from
intellectuals, officials, professionals and business leaders.

(2) Solve the logistics problem, with respect to who and where,.space,

- housing, staff transportation, etc.

(3) Prepare & preliminary outline of the ereas of work which needs to
be done and assign to each individual on the team the areas of his primary -
responsibility, making hest use of each man's potential.

. () Upon arrivel, seek out the persons ¥who can be most helpful in
determining who is knowledgeable, who should be seen, and how the Team can
move into all segments and class levels of soclety. This Team was .especlally

/fortunate in
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fortunate in this regard because it included L. Albert Wilson, who had
lived in the Philippines and moved widely within it as the country represen-~
tative of the Asia Foundation. We were also aided by Albert Ravenholt of
the American University Field Service, as well as by key staff members of
the USOM and the Embassy whose contacts extended wldely throughout the
Philippine sociely. We were especially grateful to these men and to the

.contacts that they helped to provide.

(5) Arrenge for individuel and group interviews so as to get informe-
tion and to take counsel from all competent sources. To the fullest extent
desirable, the group hearings were essentlally public especially outside
Manila. However, the Team sought no publicity with respect to its purpose
or Tuncbion. Publicity would hsve slmost certainly failed adequabely to
interpret and would have interfered with the effective fulfillment of our
responsibilities.

(6) Although the USOM or the Embassy helped to arrange many of the
introductions and conferences, the Team frequently felt, especially in
visits to public offices, that its effectiveness would have been handicapped
by having members of the Country Team present. We wanted completely frank
and adequate responses to our ingquiries. We did not want the staff of the
Mission to feel that it needed to defend itself against any comment That
could be interpreted as & criticism. We did not want the presence of
mission officials to inhibit the candor of the country officials. We did
not want the Mission to feel that it wes in any way bound by its silence
with respect to statements made to us, nor obligated to aet upon reaiests
which might incidentally be made during such conferences. The Study Team
made clear to all public officials that it had no power to negotiate, bub
that negotiations in the future as in the past, would be made in due course
in the reguler mammer. Experience confirms our conviction that this choice
was not only correct, bult was essential to the success of the Study Team.

(7) The group interview or public conference system worked remerkably
well. The impact of the mixed session helped clexrify meny points along

the way, and it undoubtedly excited the imagination of all participents.
The Team got more done in less time than would have been needed with private
sessions for the same people. We were able to check impressions immediately

.and secure better evaluatlion and balance than would have been possible head

we held only a series of individual conferences. It not only conserved the

use of time, which was necessarily limited, but also permitted the Team to
have a much wider variety of contacts than individual conferences would have
made possible.

(8) The Team sought to meke clear by attitude as well as comment that
we were there to listen, that we were open-minded, that we did not bring a
plen with us, that we had nothing to sell. We did not immediately defend
American actions, persons or programs that were criticized. We tried to
listen_ rather than lecture. On occasions whére the questioner was seeking

. [understanding
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understanding, of course, we tried to explain to the best of ocur sbility
what we knew with respect bto specifics, but only to the extent that we

had knowledge. Where we believed we could add perspective to their
understanding of U.S, policy, we tried to do so gently. Any betrayal

of ‘emotion or feelings in such cases would have quickly cut off the criti-
cism and would have inhibited the effectiveness of the Team. The procedure
had a very satisfying reception; upon occasion when resident Americans
were present, they themselves commented favorably upon the candor and
depth of the conversations. A few of the older Filipino leaders expressed

profound appreciation for the opportunity to talk to Americans who came to
listen and seek counsel.

In closing, every member of the Team found this a thoroughly enjoyable
experience. IAlthough we went over without prejudice, the experience
probebly caused us to coms back biased in favor of the Philippines.

i Y
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