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ECONOMIC DEVELOPMENT IN THE
PHILIPPINES: A FRUSTRATED TAKE-OFF?

Mahabub Hossain*

Since the early 1980s the Philippine economy has been suffering
from a serious setback. It has been plagued with a prolonged recession
accompanied by political unrest including a separatist movement. In order ’l*
to solve these multiple problems, international development agencies
recommended standard policy prescriptions. But politically strong vested
interest groups did not let the Philippine government implement these
policies wholeheartedly. As a result, attempts to end economic recession
had failed. This paper explains the resource base and development
challenges facing the Philippine economy today. It also outlines appropriate
policies and strategies to meet those challenges and records progress
made in the various sectors of the economy. In the light of the present
trend, the paper highlights the future prospects of the Philippine economy.

Introduction

The Philippines was one of the progressive nations
in Asia in the early 1950s. During the three decades after |
the Second World War. its economic performance was no

less remarkable than other Southeast Asian nations. But
a prolonged economic recession since early 1980s, when the
neighboring countries accelerated their economic growth. has
turned the Philippines into the “sick man of Asia.” The recent
development history of this country 1is characterized by
political conflicts including a separatist insurgency 1n the
south, frequent natural disasters including the eruption of

Mount Pinatubo in 1991. consistently high inflation, a Chronic:
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vxternal debt overhang, repressed financial system, regressive
lnxation, dilapidated economic infrastructure, sluggish and
erratic economic growth, and a highly skewed income
distribution which i1s epitomized by a huge disparity in urban
und rural living conditions. Multilateral development agencies
hnve pushed standard prescription to remedy the economic
Ills, which faced stiff resistance from politically strong
vested 1nterest groups, and the government has made only
holf-hearted attempts to implement them. After three years
ol relatively strong political leadership since 1992, there

iIn a ray of hope that economic recession in the Philippines
may soon be over.

This paper explains the resource base and development
thallenges faced by the economy, outlines policies and
ilrategies pursued to meet those challenges, and records
progress made 1n various sectors of the economy and its
iImpact on the level of living of the people. It concludes by
svaluating the prospect of economic recovery in the light

of the most recent changes in policies and development
lrends.

Resource Base

Natural Resource

The Philippines is not as blessed with natural resources
ns many of i1ts Southeast Asian neighbors. The country has
imited reserves of copper, gold, and nickel, which have been
eriously depleted from 10.8 billion tons in 1973 to only 3.6
billion tons in 1991. The value added from mining declined
lrom 2.8 percent of the gross national product (GNP) in
lhe early seventies to 1.1 percent in recent years. The
'hilippines has to import fuel to meet its energy needs:
petroleum products accounted for a quarter of its import
hills during periods of high economic growth. The economy
has been subjected to severe pressures from the oil crisis

ol the early and late 1970s and during the Gulf War.
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Land i1s an 1important means of livelithood for the
majority of the people but has been under pressure of overs
exploitation from a growing population and limited employment
opportunities 1n the mnon-farm sectors. About. one-third of
the 30 million hectares of land mass of the country 1
now cultivated and the number of farm households run up to an
estimated 4.6 million. The average size of farm 1s estimatet
at 2.16 hectares by the agricultural census 1n 1991, and
land available per head of agricultural worker i1s only 0.9¢
hectare. The number of farm households increased by 96 percent
during the 1971-91 period, which led to an extension ol
cultivation to village commons and forest margins. During
1971-91, the area under temporary crops grown on lowland
valleys 1ncreased by 37 percent, while the area unde;|
permanent crops grown on highlands and hill slopes increased

by 63 percent, seriously depleting the forest reserves.!

The wvillage woodlands, fallows, and pastures declinet
from 2.07 million hectares 1n 1971 to 0.47 million hectare
in 1991. Concerned with the over-exploitation of fore
resources, the government has converted the unclassifie
forest land, which comprised 29 percent of the land mas:
in 1971, to classified forests that now account for almod
half of the land area. The government’s policy of preservin
the forest land has led to a decline 1n agricultural income
and export earnings from forest resources. The value adde
from forestry declined from 3.9 percent of the GNP in 197
to only 0.38 percent 1n 1993.

Human Resource

In 1995, the Philippines had 68.4 million people withi
a land area of 300,000 kilometer square, making it one
the most densely populated countries in Southeast Asi#
Population density in 1990 was 208 persons per kilomet

Il For details, see reports of The Philippine Census of Agriculture.
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sjuare of land area, compared with 216 in Vietnam, 110
i Thailand, 100 in Indonesia, 64 in Myanmar, 54 in
Mnlaysia, and 47 in Cambodia. The population is currently
frowing at 2.2 percent per year, adding 1.5 million people
wory year. The population is projected to grow another
1} percent within the next 25 years.

A distinguishing characteristic of the Philippines compared
with 1ts Southeast Asian neighbors is the quality of its
Miman resources. The mean years of schooling for population
agped 25 years or more is 8.0 years for male and 7.2 years for
lumale, one of the highest among the developing world and
slmost double the level achieved in Thailand. Nearly three
unrters of the relevant age group enrol in secondary schools
tompared with 32 percent in Thailand, 43 percent in Indonesia,
and 58 percent in Malaysia. The enrollment ratio at the tertiary
wvel is 27 percent of the age group. The male-female disparity
W education 1s nonexistent in the Philippines. In fact, at the
stvondary and tertiary level, the enrollment ratio is higher for
fumales than for males. The high quality of human resources
Jlnces the Philippines in a very favorable position in the
ntornational labor market. Remittances from overseas
Workers are an important source of foreign exchange
sirnings for the country.

| Because of the high fertility rate, almost 40 percent
‘-M the population are young children, or of school-going age,
Au. below 15 years. Another 5.2 percent of the population
Mo aged 60 or more. Thus, the economically active age
gloup constitutes only 55 percent of the total population,
Wl which nearly 73 percent participate in the labor market.
I'he high participation rate is mainly due to the extraordinarily
Mgh participation of women in economic activities. The labor
Il'l.ll'm'.' participation rate among the economically active age
group 1s about 92 percent for men and 54 percent for women.
‘Junmn are more heavily involved in personal and social
Mvices and in trade and commerce than men, and they
Jurticipate almost equally in manufacturing industries.
Apriculture, transport, and construction activities employ
Wintly male workers as depicted in Table 1.
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ECONOMIC DEVELOPMENT IN THE PHILIPPINES

Agriculture employs only 45 percent of all workers,
vompared with more than 60 percent in neighboring
tountries. By international standards, the growth of the
lubor force is very high. The labor force participation rate
tone in 1970 due to increasing female participation. The
frowth in labor force was 3.4 percent per vyear during

IW71-75, 4.2 percent during 1976-86, and 3.0 percent during
1WBG-92.

Development Challenges

A formidable development problem for the Philippines
i its large population in relation to the natural resources
and the relatively rapid growth. Because of the high
doncentration of assets and economic power in a few hands,
Il is expected that the economic gains will be unequally
dintributed. To make a significant dent in the poverty
dltuation, the Philippines has to target a high rate of
yrowth of per capita incomes so that some benefits reach
tho poor people through the normal market mechanism. If
the Philippines wants its per capita income to double every
() years, the gross national product must increase at 9
porcent per year 1f the population increases annually at
400 percent per year. This is the GNP growth target that
hns been set for the terminal year in the 1993-98 Medium-
torm Philippine Development Plan.

With the present structure of investment in the economy,
the incremental capital/output ratio is estimated at 3.5:1,
which will be higher if emphasis were given on infrastructure
lovelopment and on the growth of manufacturing industries
that are more capital-intensive in nature. This means that

- o attain a 9 percent annual growth, the Philippines must

imvest at least 32 percent of its GNP for development
purposes. Capital accumulation of this magnitude is difficult
without substantial inflow of external resources including
irivate foreign investment. A large population impedes
irivate savings as even economically poor households desire
lo provide at least secondary level education to all children
and potential savings are utilized for meeting educational

93



)
o L

MAHABUB HOSSAIN

expenses. Since 45 percent of the population are children, th
high population growth impedes the government's capacity to
invest in basic economic infrastructure after providing
adequate public funds for human resource development — 1.
building and maintaining social infrastructures for health,
education, and training.

The most formidable challenge to the economy 1s how
to generate productive employment for the labor force
currently growing at 3.0 percent per year and how ta
sustain a growth in labor productivity at rates that provida
incentives to employers and 1ncrease wage rates on @
regular basis. Agriculture is the largest employer, but since
agricultural growth will depend on technological progress
the employment generation potential of the sector is severely
limited. Also, since most of the people are literate, they
dislike manual work and there are evidences of prematur
adoption of agricultural technologies that save manual labo
Additional employment must be generated in the manufacturin
and services sector which needs support from the governmen
in terms of massive investment in the development and
maintenance of transport and communication infrastructurae
and generation and distribution of electric power.

Structure and Growth of the Economy

Long-term Growth ]

Since 1950, the national income has been 1increasinj
at 4.5 percent a year. Much of this growth was offse
by the population increase of 2.8 percent per year durin
the 1950-93 period. Thus, per capita income increased h
a meager less than 2 percent per year. This long-term neap
stagnation of the economy obscures respectable economi
progress during the period 1n question. |

Although the Philippine economy was growing slowl

by 1980, it reached a per capita income level of US$929
almost similar to that of Thailand and 40 percent higha
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Mhian that of Indonesia.? In the early 1980s, an economic
fuivusion set in from which the country 1s yet to recover.
Iho GNP growth slowed down to the level of population
glowth during the 1980-83 period, but then had a large
whnolute decline after the assassination of Benigno Aquino,
1m political opponent of then President Marcos. This event
Wil (o a serious political crisis and ultimately to the
duwnfall of the Marcos Regime through “people’s power” in
G, The GNP dropped by 12 percent and the per capita
fiome by 18 percent during the 1983-86 period. Since
then production growth has barely kept pace with population

pluwth. Per capita income in 1993 was still 9 percent lower
liun the level reached in 1980.

[ ]
i
"

I

I
i
-

- T'he performance of different sectors of the economy
M be reviewed from Table 2. The productive sectors,
griculture and industry, grew at respectable rates of 4.6
#loont and 8.2 percent per year, respectively, during the
Wh0-80 period, and the share of manufacturing industry
i (UINP reached 28 percent by 1980. Most notable was
¥ oxpansion of economic infrastructure as evidenced by
11 percent per year growth in value added in construction
Wl power, whose share in GNP increased from 4.4 percent
A 1070 to 10.9 percent by 1980. It is the infrastructure
| the manufacturing sectors that suffered most during
We poriod of economic recession. The value added in construction
livities declined by 60 percent during the 1983-86 period. In
i manufacturing industry, growth was a meager 0.6
Wivent per year. Only the services sector, i.e., transport,
wile and public administration maintained a modest rate of
tuwth during this long economic recession.

f’. Moullure

Agriculture accounts for nearly 22 percent of the GDP

mposed of staple grains rice and corn (5.1 percent);
I'

" National Statistics Coordination Board, Philippine Statistical Yearbook,
BHue lgsues.
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ECONOMIC DEVELOPMENT IN THE PHILIPPINES

yopotables and fruits (5.2 percent); plantation crops, coconut
whi banana (1.9 percent); sugarcane (0.7 percent); livestock
(1.h percent); fishery (3.9 percent); and forestry (0.4 percent).
Morestry accounted for nearly 3.9 percent of the GDP in
U170, but the government’s policy of preservation of forest
timources has led to a drastic decline in value added from
lurostry at 3.5 percent per year during the 1970s, and 13
. pureent per year since 1980. The deceleration of agricultural
~ Jrowth from 4.8 percent during the 1970s to 1.1 percent during
~ the 1980-93 period was largely due to the contraction of
wionomic exploitation of forest resources.

I'he period of economic recession also experienced an
 whwolute decline in value added from plantation crops, which
purformed remarkably well in the 1970s. Value added in
. sneonut plantations, which occupy 26 percent of the cropped land,

 lereased at 5.3 percent during the 1970s, but declined to a
| Jepntive 4.3 percent during the 1980-93 period. Income from
!H‘hmmna plantations had an absolute decline of 2.5 percent per
;mn' during 1980-93, compared with an impressive 12.4
|

sreent per year growth during the earlier decade. For sugar,
ulhing world prices, deterioration of the peace and order
Il fondition 1 Negros Island—the country’s sugar bowl, and
Iurmination in the mid-1970s of the Laurel-Langley Agreement
Which provided Philippine sugar exporter access to the
Werative US sugar market under a quota system, contributed

Iy its sharp contraction in the 1980s.
il

I The growth of the main staple grain rice also contracted
fl!rnm 4.1 percent per year 1n the 1970s to 2.1 percent 1in
‘EIPHU-BS. The factors causing the slowdown in production
Ieluded stagnation of public investment in irrigation,
pxhaustion of productivity potential of high-yielding modern
Virieties, diversion of land to nonagricultural uses particularly
llonr urban centers, continued decline in world rice prices,
hid  degradation of crop production environment owing
pnrtly to the practice of 1intensive rice monoculture in

lrigated areas and to soil erosion induced by rapid
elorestation (Balisacan et al., 1993).
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The economic recession, however, did not prevent the
poultry and livestock sector from sustaining its respectabl
rate of growth. Livestock and fisheries registered the highes
rate of growth at 4.8 and 6.1 percent per year, respectively
among the wvarious subsectors 1n agriculture, and was the

main driving force behind the growth of agriculture during
the 1980-93 period.

Industry

The manufacturing industry accounted for 24 percent
of the GDP 1n 1993, composed mainly of food manufacture
(9.6 percent), petroleum products (2.3 percent), chemical
products (2.0 percent), garments and footwear (1.7 percent),
beverage industry (1.1 percent) and electrical machinery,
Surprisingly, textile manufacturing, which 1s wusually an
important economic activity in the early stages of development
1s of little 1mportance 1n the Philippine economy. The
growth 1n the manufacturing sector decelerated from 7.0

percent in the 1970s to only 0.6 percent during the 1980-94d
period.

In the past, industrialization in the Philippines has been
biased strongly toward urban centers through policy-induced
import substitution. A basic reason behind the underdeveloped
rural industry 1s the dual structure of Philippine society;
reflecting the highly skewed and unequal distribution whic¢h
has its origin from the Spanish colonial rule. The opening of the
Philippines to the world economy at the turn of this century
under the American colonial regime led to rapid economi
development based mainly on the expansion of export-oriented
plantation crops, coconut, and sugarcane controlled by tha
absentee large landowners at the expense of household
industries in rural areas due to the lack of both effective
demand and the investible surplus (Resnick, 1970, pp. 51-73)
As agricultural surpluses are being extracted by landlordu,
little funds are left in rural areas to be mobilized f¢ ;'
investment i1n rural industries. Partly because of 1ts strong
urban bias, the industry sector was hit hardest during the
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ulitical crisis in the early 1980s. Although the sector has
tmm recovering from the bottom reached in 1985, many
Munufacturing subsectors have not come back to the production
uvel attained in 1980 (Kikuchi, 1994). The subsectors that
fogintered megative growth during the 1980-93 period are
lxtiles (-2.5 percent per year), food manufactures (-1.1 percent),
Wl chemical products (-0.6 percent). Tobacco manufacturers
Wil nonmetallic materials maintained the status quo. Only
sloctrical machinery and equipment (6.9 percent), petroleum
tuducts (5.3 percent), and the beverage industry (4.3 percent)
Wuil o moderate rate of growth during the 1980-93 period.

In recent years, the export sector received considerable
hoost from the rapid expansion of exports of garments and
Wloctronic products. The exports of garments also generated
Minniderable employment in rural areas as the business is
HMigunized by subcontracting production activities to a large
Wuimber of small-scale rural enterprises. The number of
#irment exporters increased from 706 to 1,428 during the
A0H4-93 period, while employment in garment increased by
W) percent. In Laguna Province in Southern Luzon, two-
hirds of the subcontracting farms operate with a size of less
Man 20 workers per unit (Kikuchi, 1994). The expansion of
thene two export items did not contribute much to the

#towth 1n the industry sector because of low value added
htio.

*-
M/rastructure

In the Philippines, public investment for infrastructure
Win drastically reduced during the period of political
disturbance in the early 1980s which contributed to the
prolongation of economic recession. It was already high at
A1 percent of GNP in 1975 and further increased to 6.4
sroent of GNP by 1982. This was an important factor
Wehind the vibrant construction activities in the 1970s that
provided fuel to the rapid growth in both the agriculture
Ml the manufacturing sectors. During the 1983-85 period,
liwover, public sector investment on physical infrastructure
I'nt,.ically dropped to only 2.8 percent of the GDP; it
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remained at that level until 1993. The 1impact of thi
reduced public spending on expansion of various infrastructur
facilities 1s shown in Table 3.

Table 3 - Development of Physical Infrastructure, 1970-1993

Year

Infrastructure 1970 1980 1993 1970-80 1980

Production of energy 6,794 18,583 26,592 10.6
(million kilowatt hours)

Length of paved road 4.8 9.3 8.8 6.8

(km/100 km? area)

Length of bridges 163 221 248 3.1

(000 meter) |
Irrigated area 450 649 785 3.7 1.0
(000 hectare) |

Sources: National Statistics Coordination Board; Philippine Statistical Yearboo’
VAarious issues.

The Philippines suffers from serious shortages
electric power. But electric energy was one of the fasted
growing sectors 1n the 1970s, when production capacit)
increased at 10.6 percent per year. But growth was drastically
reduced to only 2.8 percent per year during 1980-93. A
a result, by late 1980s, the power supply became 1nadequal
in relation to the country’s demands. Shortages leading
frequent power failures became a common phenomenon
both rural and urban areas. This led to underutilizatio
of industrial capacity. Many industrial enterprises had
invest in electric generators which 1ncreased the cost
production and reduced competitiveness in both internation
and domestic markets. |

The Philippines has an extensive road system but th

quality of roads, in general, is poor. The total road densit
is about 53 kilometers per 100 kilometer square of land aral
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tumpared with 17 1n Thailand and 12 in Malaysia. But
Ihv paved roads constitute only 14 percent of the total road
uhipgth 1in the Philippines, compared with 48 percent in
huniland and 80 percent in Malaysia. The better-quality roads
mo found along the coast which basically serves to connect
tho water transport which suffers from inadequate port
[ueilities. The interior areas are served mostly by gravel and
~purth roads which are not available for motorized transports
during the long wet season. Because of the poor quality
| roads, the unit cost of transport is high, and farmers
hihve to sell their produce i1mmediately after harvest to
uponts of marketing oligarchy at prices much lower than
that prevailing in urban markets.

| The length of paved roads increased at an impressive
thte of 6.8 percent per year during the 1970s but had
#h  absolute decline since 1984 because of inadequate
vestment on maintenance. The number of motor vehicles
however increased 2.5 times and the number of trucks and
Wlility vans increased 3.6 times during the 1980-93 period,
pitting extremely high pressure on the stagnant road
Wulwork, causing traffic jams and wastage of time. Similar
Winn the story for irrigation infrastructure. The facilities
built during the 1960s and 1970s could not be properly
muintained. There was very little public investment since
the carly 1980s for generation of new capacity. As a result,
prowth 1n irrigated area decelerated from 3.7 percent per
your during the 1970s to 1.5 percent 1n 1980-93. The recent
ipansion was partly due to private investment on pumps
und tubewells.

I'ne quality of 1irrigation from public systems has
vloriorated due to siltation of dams and inadequate maintenance
0l canals. Many irrigation systems now serve to provide
Mipplementary irrigation during the wet season but fail to
iovide adequate water to grow rice during the dry season.
1 Important constraint to expansion of public investment on
wlranstructure is the underpricing of the services and the
yivornment’s failure to recoup the initial investment from the
Wnors. In recent years, the government has been encouraging
Jrivate sector investment in infrastructure activities.
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External Trade

Foreign trade accounts for a large segment of th
Philippine economy, but for most of the years since the early
1970s the Philippines suffered huge deficits in the balance of
trade. In 1993, export earnings accounted for 20.5 percenl
and import payments 33.8 percent of the GDP. The changes 1t
the composition of the export and import trade can ba
reviewed from Table 4. |

Traditional export items are copper concentrates, copra,
coconut oil, centrifugal and refined sugar, logs and lumben
and abaca products. Except for coconut products, most o
these items experienced a downward trend in earnings since
the late 1970s. But two new items, electronics and garmentg
became important export earners by 1980 and were the majol
source behind the growth in export earnings during th
1980-93 period. Over the same 1980-93 period, the shary
of coconut, sugar, forest and mineral products 1n tota
export earnings fell from 51 to 9 percent, while the share o
electronics 1increased from 12 to 31 percent and that
garments from 9 to 20 percent.

\
8

The 1mports consist mostly of consumer goods, machinery
and transport equipment, mineral fuels, chemicals, food an
live animals, and crude materials excluding fuels, in tha
order of 1mportance. In the 1970s, the 1mports of minera
fuels accounted for more than one-fourth of the total impop
bill, which has shrunk to 12 percent by the early 1980s due &
the stagnation of the industrial sector and the decline i
oil prices in the world market. Once industrial activitig
pick up, mineral fuels will again become an 1importan|
component of the import bill. The Filipino people prefe
imported durable products, irrespective of quality, to domesti
manufactures, and the large crowd in duty-free shops @
returning overseas workers and their relatives 1s a commaol
sight. The share of consumer goods 1n the total 1mpo¥r
bill has been increasing consistently since the mid-1970s. 1

|

The deficit in the balance of payments amounted
nearly 8 percent of the GNP in the 1970s, which wa

|
102
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Table 4 - Growth and Composition of
| External Trade, 1976-93

r |
lltnn

mrecent of GNP)

Year
L 1976 1980 1986 1993
;j;f* port earnings 10,1 17.9 16.6 20.5
(porcent of GNP)
'mposition of exports
iy percent of
BUrnings)
lconut products 921.0 14.0 8.1 4.3
\pnr products 17.8 11.4 1.0 | |
Furest products 12.0 8.1 3.7 0.4
linoral products 11.9 17.8 5.4 3.2
"ﬂ{‘:tr'onics - 11.6 20.9 31.2
Hrments 1.1 8.6 18.6 20.0
pm‘t payments 23.3 25.6 18.4 33.8
wrcent of GNP)
‘umposition of imports
Wh percent of
Wport bill)
luchinery and 29.3 23.6 15.6 32.7
Wnsport equipment
uhsumer goods 21.0 26.5 38.0 34.3
inoral fuels 23.9 28.4 17.1 11.5
homicals 10.0 9.8 14.4 9.7
m;l and live animals 8.7 6.9 8.5 6.8
II
tutde balance 8.2 7.7 1.8 15.3

s Asian Development Bank, 1994, Key Indicators of Developing Asian

and Pacific Countries, Economic and Development Resource Center,
Manila.
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financed with easy availability of foreign aids and loang
till the end of the decade. But with increasing debt service|
liabilities and the tight foreign aid situation. after the
second oil price shock, it became difficult for the governmen-ﬁ
to manage the balance of payments situation. The government
resorted to devaluation of the peso to reduce the gap in tha
balance of trade. The exchange rate was depreciated from
P8.54 per US dollar in 1982 to 20.4 by 1986, which had tha|
desired effect of reducing the import bill from 25.6 percent
of the GNP in 1980 to 18.4 percent by 1986. It did not,
however, have much effect on increasing export earning$
as most of the exports were primary products with
inelastic foreign demand and domestic supply. In fact, the
export earnings also fell from 17.9 percent to 16.6 percent
of the GNP. For imports, the impact was more on capital
goods and raw materials than on consumer manufacturerq*
thereby adversely affecting the industrial sector. The trade gap
narrowed substantially to 1.8 percent of the GNP by 1986, but}l
it could not be sustained. Imports again started growing at a
much faster rate than exports, and by 1993, the negative trad

balance reached 15.3 percent of the GNP. The growind‘
trade gap is being financed with the increasing flow of short:
term, private foreign investment and remittances from workerd
employed overseas.
Unemployment and Poverty ’|

The combined forces of rapid growth in labor force an&
the slow pace of employment generation 1n productive
sectors created a large pool of unemployed and underemploye
workers. The unemployment rate remained low in the 19705
at 4-5 percent of the labor force, but increased to 7 percen
by 1985 and to 9 percent during the 1991-93 period. The
deceleration in the growth of productivity of the main
cereals—rice and corn — and the contraction of the expon
markets for ‘agriculture-based products, coupled with thi
arduous nature of farm jobs pushed literate workers f«
move out from farm to nonfarm occupations and from rura
to urban areas. This tended to depress real wages outsid
the farm, especially for unskilled occupations in the informa

1 |

|
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srvices sector. The decline in real wages was much faster for
whilled and unskilled workers in the nonfarm sector than for
Wjiricultural laborers (Balisacan, 1994).

Increasing unemployment and declining wage rates
lmply deteriorating living conditions of the poor people.
Tuble 5 shows the extent of poverty 1n the Philippines
Muring the 1961-91 period. In terms of the level of per
tupita incomes, the Philippines has a large proportion of

. poor people estimated at 65 percent for rural areas and
A7 percent for urban areas. This is mainly because of the high
toncentration of assets and income. The Gini Coefficient

il income distribution is estimated at 0.38 for rural areas
 mnd 0.43 for urban areas. Available evidence does not show
niy direct relationship between economic growth and incidence
wl poverty. During the 1960s when economic growth was
Impressive, the inequity in income distribution became more
uiute particularly in rural areas, but there was substantial
improvement in the poverty situation. The higher income
jroups benefited more from the growth, but because the
‘nte of growth was impressive, some benefits also reached
the poor. But it is interesting to note that during the
~weonomic recession in the 1980s, the improvement in poverty

T'able 5 - Incidence of Poverty in the Philippines, 1961 - 1988.

percent of (;in1 concentration ratio
poor people of Income
Yoar Rural Urban Rural Urban

| areas areas areas areas
I .

1061 30.2 65.0 0.39 0.51
1965 71.2 57.4 0.41 0.50
1971 66.1 51.3 0.45 0.44
1985 63.3 52.0 0.38 0.44
1988 54.1 40.0 0.38 0.43

*hMW

Hource: Balisacan (1992, 1994).
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situation continued which may partly be due to the
reduction in income inequality in rural areas as shown by(
the decline in the Gini Coefficient. It suggests that the
middle and upper income group may have been hurt more |
by the economic recession than the lower income groups.

Macro Policies and Economic Management

i |

Industrial Policy

The Philippines followed an 1mport substitution
industrialization strategy that continued to dominate industrial |
policy until the early 1980s and greatly influenced the
formulation of government policy in other sectors of theu
economy. A 1950 legislation required licensing for all imports;.
and established controls on foreign exchange allocation by an |
Import Control Board. These measures created an industrial
oligarchy who oriented their production toward the domesti¢ |
market and established an inefficient industrial structure
based on extraction of rents under the umbrella of 1mport |

protection. | : |

|

- Baldwin (1975) argued that industrial growth was |
significantly accelerated during the 1950s by the import-
substitution policies of the government. But once the !
relatively easy type of 1mport substitution was over, then
growth in the manufacturing sector as well as 1n the
|

|

|

economy as a whole declined. There was considerable |
distortion 1n resource allocation created by these 1nward-
looking policies, and the bias toward capital-intensive production
reduced the scope of employment generation. The bill on |
account of imports of capital equipment and raw materials[
exceeded the savings of foreign exchange from domestic !
production of potentially importable consumer goods and |
contributed to widening the gap in the balance of trade. In the
early 1960s, faced with foreign exchange shortage, allegation

of corruption in import licensing and foreign exchange allocation, |

and pressure from landed interests and exporters of agro-!.
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hased products, the government undertook a policy of phased
olimination of the import control system and devalued the
currency by almost 100 percent.

In the mid-1960s, a policy of export promotion was
lollowed in industries identified as “pioneer” or those with new
products or processes and those considered preferred or with
substantial excess capacity, without changing the structure of
irade protection. The Investment Incentives Act of 1967
ustablished the Board of Investments to determine investment
priorities, process applications, and administer Incentives.
I'he Export Incentives Act of 1970 extended support to
registered exporting firms in the form of tax exemptions,
duty-free imports of capital equipment, and duty drawbacks
on 1mported intermediate goods. The export 1ncentives were
lurther extended in the 1970s by presidential decrees
tstablishing export processing zones and bonded warehouses
with a preferential rediscounting facility at the central bank on
credit for export financing. The unrealistic exchange rate
policy and the duty-free importation of capital goods created
n capital-intensive bias in industrial development. The structure
of exports shifted away from agro-based industries heavily
lependent on the use of domestic raw materials to industries
with very low value added component based on imported raw
materials and capital goods. This partly explains the slow growth
0f industrial employment and value added in spite of a rapidly
rxpanding foreign trade sector.

Although the need to promote an outward-looking,
internationally competitive industrialization process has been
recognized since the late 1960s, a serious effort at reforming
the structure of trade protection was made only 1in the
beginning of the 1980s. A program for gradual reduction
of tariff rates, movement from quantitative restrictions on
imports to control through tariffs, abolition of export taxes, and
teforms of indirect tax system were part of the first World
Bank structural adjustment loan contracted in 1981 The
policy reforms were, however, implemented half-heartedly
ind 1n an incoherent manner. In a review of trade and
industrial policy during the 1986-89 period, Medalla (1990)
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concludes that minimal changes have been made in the tariff
rates and the structure of trade protection has hardly change
Another attempt at simplification of the tariff system and trady
liberalization in 1990 met stiff opposition from veste'
Interest groups who were politically powerful and have alway

exerted pressure on the administration to avert policies thal
hurt them.

(1

Agricultural Policy i

I

Government interventions in the agricultural secto I
aimed at achieving several, often conflicting objectives su-d-
as to stabilize food grain prices, raise farm incomedr
maintain low prices of wage goods for wurban consumer"
and industrial workers, and to attain self-sufficiency “?
foodgrains in the pursuit of food security. The level and
nature of these government interventions and the relativ
importance of policy objectives have, however, changed over
time in response to changes in the domestic demand and
supply situations of the staple grain, the macroeconomi:'
environment, and the political economy forces. The polid_
Instruments consisted of price policies to influence the
incentive structure, public expenditures for irrigation, researCI
and extension to increase farm productivity, and land

L] L] L] L] i - .
reforms to improve the distribution of incomes from rice an¢
corn farming, .|

Domestic rice prices have been influenced by the
government monopoly in an international trade and domest'
marketing operations under the National Food Authorit
(NFA). The NFA projects the demand-supply gap and sef,
the level of external trade to maintain a politically acceptabli
price level. Quantitative trade restrictions were also impose
on 1mport of fertilizers in the early 1970s but were lifta
in 1986. Import tariffs and advance sales tax were impose_" H
on other tradeable inputs such as farm machinery and |
pesticides. The advance sales tax was abolished in 1986, bul

import tariffs continue to drive a wedge between domesti
and border prices of tradeable inputs. |

e
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The 1mpact of the price intervention policies was
measured by Intal and Power (1991) by estimating the trend
in the nominal and effective protection rates. During the
1960s, the nominal protection rates were lower for inputs
than for outputs, hence, effective protection was positive.
During the 1970-84 period, the nominal protection for rice
was negative while the domestic prices for inputs continued
lo be higher than the border prices, which resulted in
negative price incentives for rice farmers. The continued
lownward trend in the price of rice in the world market
with an upward trend in domestic prices has turned the
nominal protection rate positive since 1985, but the negative
offective protection rate continued till the end of the 1980s.

I'he price incentives again turned in favor of the farmers
during the 1990-94 period.

The government also invested heavily during the 1970s
In the development of irrigation facilities. The government
tonstructed, operated, and maintained large surface water-
based irrigation systems. Although irrigation fees are
tharged to farmers, actual collections do not fully cover
lhe cost of operation and maintenance, and the investment
tosts are fully subsidized. At its peak in 1979/80, the
expenditure for irrigation accounted for 20 percent of total
public expenditure for infrastructure development and 40
percent of the expenditure for the agricultural sector. With
the sharp drop in world rice prices, severe budgetary
iqueeze and debt service problems since the early 1980s,
public expenditure for the development and maintenance of
irrigation facilities fell sharply in real terms, which was the

main contributing factor to deceleration in the growth 1n rice
yields since 1984.

The Marcos government enacted land reforms in 1972
by 1mposing ceilings on landholding at 7.0 hectares to
Improve the economic conditions of the tenants. The reforms
stipulated that share tenants who worked from a landholding
of more than 7.0 could purchase the land they tilled, while
those on holdings of less than 7.0 would become leaseholders.
Certificates of land transfer (CLTs) were issued to tenants and
¢mancipation patents (EP) were to be granted to new owners
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when they complete compensation payment to the former

landowner. The program, however, was applicable only to rice
and corn farms where the concentration of land ownership
was less acute. The plantation crops were left outside the
purview of the land reforms. During the 1972-85 period, CLTg

were 1ssued to only 755,000 out of which only 12,000 were
covered by EP. |

The Aquino government (1986-92) instituted a Comprehensive

Agrarian Reform Program (CARP) in 1987, which covered all

agricultural lands, but had limited impact because of various
exemptions, loopholes in legal provisions, and weak and slow
' ,000 hectares of land were distributed

to 173,000 farmer-beneficiaries. While both reform programs
intended to reduce share tenancy, the proportion of tenant

farmers and the incidence of tenancy actually increased during
the 1971-91 period. |

Monetary Policy

The Philippines has one of the least developed financial

systems 1n Southeast Asia. In 1987, the money supply was |
only 22 percent of the GNP in the Philippines, compared

with 31 percent in Indonesia, 67 percent in Thailand, 75
percent 1n Malaysia and 85 percent in Singapore. The money.

market is characterized by the government’s repression of |

asset prices, subsidized equity programs for private development
banks, and an oligopolist commercial banking system nurtured
by the Central Bank’s aversion to the entry of foreign banks.
i

The policy regime in the financial market has gone
through three phases. During the 1956-73 period, the
government allowed market forces to operate 1n the maneyl

market while controlling the intermediation of surplus funds |

through the banking system. Lending rates were governed
by the Usury Act of 1916 which prescribed ceilings on interest
at 12 and 15 percent, respectively, for secured and unsecured
loans. The deposit rates were fixed at low levels and hardly;
adjusted with changing inflation rates. During the period
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1074-81, the coverage of the central bank’s authority was
hroadened to include the pricing of assets and the structure of
all financial institutions involved in credit allocation. While
‘ntes on long-term deposits were deregulated, the Central
link continued to specify interest cellings on short-term
nstruments. Incentives for intermediation in the money market
were dampened by a reserve requirement of 20 percent of
deposits of commercial banks and non-bank financial institutions
ind a 35 percent transaction tax on all primary borrowings
in the money market. Beginning in 1981, a mix of free and
ndministered market policies have been promoted with the
lifting of ceilings on interest rates, but further control of
linancial intermediations through the imposition of record
high reserve requirements and taxes on deposit transactions.
In 1984, the reserve requirement was raised to 24 percent, and
W o percent tax on gross receipts of banks and a 20 percent tax
on deposits and money market earnings of depositors/investors
were 1imposed. These taxes comprised 25-39 percent of the
nverage 1ntermediation cost of the banks.

The trend in the nominal rates of deposit and lending
rates of interest can be seen in Table 6. It also compares the
Interest rates with the rate of inflation in the country.
I'he real rates of interests on savings deposits have almost
nlways been negative. The lending rates were raised and
kept at high levels throughout the 1980s. The difference in
Interest rates between time deposits and loan and advances
were raised from less than 5 percent in the 1970s to
around 10 percent during the 1980s. This large gap is due not
only to the high rates of taxes on financial intermediation
but also to the oligopolistic nature of the financial market.
I'he system thus discouraged mobilization of savings and
financing of investments by small-scale entrepreneurs who
have little access to financial institutions.

liscal Policy

In the Philippines, fiscal policy is characterized by an
expansion of the public sector, an inelastic and regressive tax
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Table 6 - Trends in Nominal and Real Rates of Interest, |
1965-93(percent per annum)

Year
Item 1965-73 1974-80 1980-86 1987-91 1992-93
Deposit rates
Savings deposit 5.9 7.6 9.5 4.6 9.5l
Time deposit 6.7 10.7 12.9 13.8 11.5/4
Lending rate 12.0 12.9  20.0 19.3 17.0
Inflation rate 11.2 18.7 17.1 11.0 7.2
Real rate of interest -4.5 -3.0 -4.2 -2.8 4.3

Gap between deposit
and lending rates 5.3 2.2 7.1 5.5 0.9 i
Sources: Asian Development Bank, 1994, Key Indicators of Developing Asian ang It

Pacific Countries, Economic and Development Resource Center, Manila |

Philippines. National Statistics Coordination Board, Philippine Statistical
Yearbook, various issues.

system dependent on indirect taxes on domestic manufacturers
and imported goods, and financing of growing fiscal defic:it_&
with loans initially from foreign and later from domestig

capital markets. ”

regime. In fact, much of the growth in public investments
and the consolidated public deficits during the 1970-84 period |
could be traced to the increased presence of public corporations,
In the post-Marcos era, however, the increase in publi¢
expenditure was mainly due to the inflation of the debt service
liabilities which increased from 1.8 percent of GNP in 1982 to |
about 10 percent by 1990. |
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The tax structure of the Philippines can be seen from
I'nble 7. The tax revenue remained almost stagnant at
around 12 percent of the GNP until 1988. During the Marcos
'epime, property taxes were almost insignificant and income
tnxes accounted for less than one-fifth of total tax revenue. The
yovernment heavily depended on its income on sales and
nxcise taxes on domestic manufacturers, which accounted for
nearly a fourth of the public revenue and on taxes on imports
und exports contributing another two-fifths to the government
vxchequer. The income from public corporations declined from
|Y) percent of total revenue in 1975 to 13 percent in 1983 in spite
of the rapid expansion of government control on economic
nctivities. This indicates a trend of growing inefficiency
in the operation of public enterprises. In the post-1986
period, however, there has been a commendable effort to
Increase public revenue through increasing efficiency in the
collection of income and trade taxes, while at the same time
reducing the rates of import tariffs and eliminating export
laxes. The share of income taxes increased from 20 to
29 percent during the 1983-93 period, while the share of
lrade taxes decreased from 36 to 23 percent due to
rationalization and reduction of tariff rates. The revenue
from trade taxes increased to 32 percent by 1993 due to
increased efficiency in the collection of these taxes.

Sustaining Economic Recovery

The present government which came to power in 1992
has already made a significant improvement in economic
management, consolidated political power, and strengthened
democratic institutions that created a base for sustained
economic recovery. The inflation rate has come down to 5.7
percent, exports increased by 16 percent in 1994 and 26 percent
in the first quarter of 1995, while imports grew at 9 percent.
There has been a dramatic increase in the inflow of private
foreign investment. The power failure almost disappeared
because of the personal attention given by the President
to the energy sector. The GDP registered a growth of 4.1
percent 1n 1994 against a 2.1 percent increase in 1993 and is
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uxpected to rise to 5.4 percent in 1995. The growth was based

wh improved fiscal performance and liberalized trade and financial
policies.

Several areas, however, need continued attention to
sistain economic recovery. One potential weak area is the
yovernment’s plan for infrastructure development which has
heen the key factor behind the economic recession. The public
sector program for infrastructure development proposed in
the Medium-Term Philippine Development Plan for 1993-98 is
shown in Table 8. The growth in public expenditure for infrastructure
levelopment is planned at 7.7 percent per year which is totally
iInndequate to support a 7-9 percent targeted growth in
hational 1income by the terminal year of the plan. The
nllocation for energy and power sector is projected to grow at
only 3 percent per year, while the expenditure for the
tommunication sector is expected to decline by 25 percent.
(nly the transport and water resource sectors are expected
lo grow at 14 percent per year. Total public expenditure for
infrastructure development is in fact projected to decline
lrom 4.7 to 3.8 percent of the GNP. The relative reduction in
public expenditure may be due to the government’s policy
of gradually shifting the responsibility of infrastructure
development from the public to the private sector. The policy
may, however, adversely affect the backward regions and low-
income groups and stifle economic growth and accentuate
income distribution. Since infrastructure is so underdeveloped

nnd has long been neglected, it must be treated as a high
priority area for government involvement.

Another area of weakness is the continuing reliance
on foreign investment to finance the trade and current account
deficits and to make up for the country’s low saving rate which
18 still substantially below the level reached in the late 1970s.
I'he government must give attention to reduce the import bill on
nccount of consumer goods to eliminate the trade gap, and at the
same time, increase the real rates of interest on deposits to
encourage and mobilize domestic savings. The government is
nlso going to rely heavily on the private sector for the planned
iIncrease in savings and investment rates from 17.6 percent of
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GNP 1n 1993 to 27.8 percent by 1998 as seen in Table 8. This
target will be hard to realize unless there 1s further
improvement in efficiency in the financial sector which should |
reduce the existing large gap between the lending and the
deposit rate of interest and provide greater access with regard
to credit to small-scale entrepreneurs. The government should |
also continue 1its efforts to mobilize more revenue from
improving efficiency in tax collection and modernizing the |
indirect tax system, and to contain the growth in public
services to 1ncrease 1ts capacity to finance infrastructure
development. The medium-term development plan 1n fact

projects a decline in public savings from 6.3 percent of
the GNP 1n 1993 to 5.8 percent by 1998.

Implementation of sound macroeconomic policies will
need strengthening of democratic institutions, reducing
dependence of politics on vested interest groups, removing
bottlenecks 1n the legal and regulatory systems so that
institutions are capable of designing and enforcing non-
arbitrary sets of rules to guide economic activity, and
improvement 1in the law and order situations through_!

Table 8 - Projected Growth in Savings and Investment, 1993-98 I
(percent per annum)

Average Actual Planned
1987-92 1993 1998
Foreign savings 2.7 5.9 1.7
Domestic savings
Private 16.6 LT 2 23.8
Public 4.4 6.3 5.8
Investments
Private 16.3 13.9 21.1
Public 2.1 2 6.7

)

Source: Republic of the Philippines, 1993. Medium-term Philippine Development
Plan 1993-98. |
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reducing political conflicts. There has been significant
nchievement 1n these areas over the last three years and
much more remains to be done. Implementation of land reform
lo reduce the influence of landed interests and local power
structure 1n the political system may contribute greatly to the
development of the sociopolitical infrastructure needed for
cfficient macroeconomic management to sustain high rates of
cconomic growth.

References

Asian Development Bank (1992), Study on Food Crop Policies,
The Philippines, Manila.

Asian Development Bank (1994), Key Indicators of Developing
Asian and Pacific Countries, Economic and Development
Resource Center, Manila.

Baldwin, R. (1975), Foreign Trade Regimes and Economic
Development: The Philippines, National Bureau of Economic
Research, New York.

Balisacan, A. M. (1994), “Economic Modernization, Market Responses,
and Rural Welfare in the Philippines,” Paper presented at
the conference on Social Science Methods in Agricultural
Systems Coping with Increasing Resource Competition in
Asia, Chiang Mai, Thailand, November 2-4, 1994.

Balisacan, A.M. et al. (1993), Perspective of Philippine Poverty,
Center for Integrative and Development Studies, UP
Diliman and Council on Southeast Asian Studies, Yale
University.

Balisacan, A. M. (1992), “Rural Poverty in the Philippines: Incidence,
Determinants and Policies,” in Asian Development Review,
Studies of Asian and Pacific Economic Issues, (1): 125-163,
Asian Development Bank.

Intal, P.S. and Power, J. (1991), “The Philippines”, in A.O. Krueger,
et al. (eds.), The Political Economy of Agricultural Pricing
Policy, Baltimore, Johns Hopkins University Press.

Kikuchi, M. (1994), Export-oriented Garment Industries in Rural
Philippines, Chiba University, Tokyo, Japan.

Medalla, E. M. (1990), “An Assessment of Trade and Industrial
Policy, 1986-1988,” PIDS Working Paper Series, no. 90-07
(January).

117




ot

MAHABUB HOSSAIN

National Statistical Coordination Board (NSCB), Philippine
Statistical Yearbook, various issues. Manila. |
Power, T., and Sicat, G. (1971), The Philippines: Industrialization
and Trade Policies, New York, London, OECD Developmen
Center. il

Republic of the Philippines (1993), Medium-Term Phleppsz
?

Development Plan 1993-98, Manila, Philippines. |
Resnick, S.A. (1970), “The Decline of Rural Industry unde ‘
Export Expansion: A Comparison among Burma, Phlhppmeq

and Thailand, 1870-1938,” Journal of Economic History 30,
(1): 51-73. i
|

118




