G. R. No. L-3708. May 18, 1953 (Case Brief / Digest)

### Title: Royal L. Rutter vs. Placido J. Esteban: A Test of the Constitutionality of the
Moratorium Law in Post-War Philippines

### Facts:

On August 20, 1941, Royal L. Rutter sold two parcels of land in Manila to Placido J. Esteban
for P9,600, with an initial payment of P4,800 and the balance to be paid in installments. The
agreement was secured with a first mortgage over the properties. Esteban failed to meet
the payment deadlines and the due interest, prompting Rutter to file a lawsuit on August 2,
1949, for the balance, interest, and attorney fees, also seeking the sale of the mortgaged
properties per the contract terms. Esteban acknowledged the debt but invoked Republic Act
No. 342’s moratorium clause, which prevented enforcement of prewar debts for eight years
post-settlement of any claim filed with the Philippine War Damage Commission by a war
sufferer, which he claimed to be. The Court of First Instance of Manila sided with Esteban,
citing the moratorium law, dismissing the complaint. Rutter’s motion for reconsideration,
challenging the constitutionality of the moratorium law, was denied, leading to the appeal to
the Supreme Court.

### Issues:

1. Whether Republic Act No. 342, providing for a debt moratorium for prewar debts of war
sufferers, is constitutional.

2. If the moratorium’s duration is reasonable and justifiable under the current societal
conditions.

### Court’s Decision:

The Supreme Court, in a groundbreaking decision, ruled that Republic Act No. 342,
particularly the eight-year moratorium on the enforcement of prewar debts for war
sufferers, is unconstitutional for being violative of the obligation of contracts clause. The
Court reasoned that while moratorium laws have been historically recognized and could
serve legitimate purposes especially during financial crises, the eight-year moratorium
under RA 342 is considered unreasonable and oppressive to creditors, effectively impairing
the obligation of contracts contrary to constitutional provisions.

### Doctrine:

This case reiterates the doctrine that laws impairing the obligation of contracts are
unconstitutional unless they are reasonable, temporary measures justified by an emergency.
The Court embraced the balancing act between the exercise of police power in economic

© 2024 - batas.org | 1



G. R. No. L-3708. May 18, 1953 (Case Brief / Digest)

emergencies and the constitutional protection of contracts, emphasizing that such
interventions must be temporary, reasonable, and considerate of both parties’ rights.

##4# Class Notes:

- **0Obligation of Contracts Clause**: Contracts must be honored and fulfilled as agreed, and
any law impairing such obligations is generally unconstitutional.

- **Police Power and Moratorium Laws**: The State can exercise police power to enact
temporary moratorium laws during economic crises but must ensure these are reasonable
and not oppressive.

- *¥*Constitutional Balance**: The exercise of state power, such as police power, must
harmonize with constitutional limits, ensuring that emergency measures do not
disproportionately harm contractual rights.

- **Critical Legal Provisions**: Article III, Section 1 of the Philippine Constitution,
protecting against the impairment of contracts. Republic Act No. 342 and its significance in
post-war Philippines.

- **Reasonableness of Legislative Action**: Any modification of contractual obligations due
to legislative action must be reasonable in light of the circumstances that prompted such
action.

### Historical Background:

The case unfolded in the period of post-World War II reconstruction in the Philippines where
efforts were being made to balance between economic recovery and fairness to prewar
creditors and debtors. Republic Act No. 342 was enacted in recognition of the hardships
suffered during the war, intended to provide debt relief to Filipinos affected by the war.
However, this case highlights the Supreme Court’s role in ensuring that while legislative
actions aim to address specific societal needs, they must not contravene constitutional
provisions, particularly those protecting contractual obligations, thereby maintaining a
balance between public welfare and individual rights.
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