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RISING NATIONAL INCOME PER WORKER AND
FALLING REAL WAGES IN THE
PHILIPPINES IN THE 1970s

By Harry T. Oshima, Elizabeth de Borja**
and Wilhelmina Paz **

One of the unsettled issues in Philippine economic development is the
decline in real wages per worker while GNP/national income per worker was
rising. This divergence in the Philippines is unusual in the postwar experience of
Asia as in both Taiwan and South Korea, growth was accompanied by rising
real wages in agriculture and industry, even when there was considerable un-
employment,

The paper is divided into two sections. In the first part, the statistics of
national product and real wages are discussed, In the second part, three hypo-
theses are examined, The first deals with the labor supply side, the second with
labor demand and the last is about prices and money supply aspects.

High underemployment rates in the '70s coupled with the rapid growth
of the labor force due to relatively high population growth rates and increasing
labor foree participation rates especially of women may have exerted a down-
ward pressure on real wages. This was aggravated by the slow growth of pro-
ductivity per worker in the agricultural sector. On the other hand, the urban-
industrial sector did not perform as expected and failed in terms of employ-
ment generation to some extent due to government policies which were largely
distortionary. Although some degree of growth was achieved, it was not as im-
pressive compared to that of other Asian countries and was attained at the
expense of labor.

Introduction

One of the unsettled issues in Philippine economic develop-
ment is the decline in real wages per worker of about 10 per cent
during the 1970s while GNP/national income per worker was rising
about 25 per cent as recorded in the official statistical sources
(Chart 1). This divergent movement is puzzling and calls for an ex-
amination, even though in principle they are not impossible, as
they refer to somewhat different magnitudes,

GNP or national income per employee refers to annual out-
put or income while real wages are daily (or weekly) earnings. Hence,
even if daily wages are falling over the years, total annual employ-

*Visiting Professor of Economies, and **Ph,D. candidates at the Univer-
sity of the Philippine School of Economics. Assisting the project were Gloria
lambino and Maria Theresa Sanchez.
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Chart 1—Growth Rates of Income, Compensation, Wages, 1972 Prices for the
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ment measured by aggregate days worked per worker per year may
be rising so that the increased number of days worked can more than
offset the decline in daily wages. But this implies that aggregate
days worked per year must increase substantially. This is unlikely
because it implies that underemployment per worker measured in
aggregate days worked was large, something like 50 per cent or less
in the early 1970s compared to the late 1970s.

Or because national income includes incomes other than wages,
the divergence may be due to shifts in the distributive shares from
employee compensation to property incomes (rent, interest, cor-
porate profits), proprietor’s and public incomes. To be plausible,
structural changes must be large enough to enable the shift away
from wages to be substantial. But there is no evidence of such large
structural changes; in fact, growth in the 1970s was accompanied
by minimal structural change, as noted elsewhere.! Or a combina-
tion of employment and shift effects may account for the divergence,

A priori, the above combination is rather exceptional. When
real wages are falling secularly, it is likely that productivity in the
economy is not rising. As found in the standard growth studies of
Kuznets, Abramovitz, Kendrick, R.C.O. Matthews (for Britain),
Malinvaud (for France), Ohkawa and Rosovsky (for Japan), econo-
mic growth in the postwar decades was accompanied by product-
ivity increases. Explicit in the neoclassical model of growth is the
rise in wages relative to capital returns and this accelerates the sub-
stitution of capital for labor. Even in the Lewis model, despite un-
employment, real wages do not fall but remain constant as product-
ivity per worker rises and the economy expands. There is a shift
to profits but aggregate wages are also rising as employment increa-
ses. In the Classical model, growth comes to a stop when food prices
rise as population outpaces food supply and real wages fall.

The divergence in the Philippines is unusual in the postwar
experience of Asia. In Taiwan and South Korea, growth was ac-
companied by rising real wages in agriculture and industry through-
out the 1960s, even when there was considerable unemployment.
In the case of Japan where wage data are available from the 1950s,
real wages rose despite unemployment.? In Malaysia and Sri Lanka

lEmponment share in agriculture declined from 55 per cent in 1970
Lo 52 per cent in 1980 with virtually no change in the industrial share, This com-
pares with Malaysia where changes were 13 per cent and 7 per cent, respective-
ly. See Oshima (1977).

? See charts and data in Oshima (1986).
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real wages were constant in the 1960s but began to rise in the 1970s.
In India real wages were constant in the 1960s and fell in the 1970s
and GDP per worker rose by 4 per cent in the 1960s but slowed down
to 0.8 per cent in the 1970s (compared to 2.1 per cent in the Phil-
ippines).*

Thus, it is of general interest to look into the Philippine diver-
gence and see to what extent it was a statistical artifact and to what
extent it was due to some exceptional features in the pattern of
Philippine growth. It is of special interest to the Philippines to get
a more accurate picture of what happened to growth in the 1970s
and into the 1980s if only to assess the implications for the rest of
the 1980s and into the 1990s. Moreover, there are some puzzling
features not only on the production side of national development
but also on the population side. In 1984, total fertility rate was as
high as 4.4 compared to 4.2 for Indonesia, 3.7 for Malaysia and 3.3
for Thailand, with population growth reaching nearly 3 per cent per
year (International Board for Reconstruction and Development,
1986). And yet the Philippines in the 1950s started with fertil-
ity and population no higher than the others and probably lower.
Since there is an interrelation between growth of production and
population, we need to pay some attention to the latter. And there
are other challenging aspects in understanding the growth of the
Philippines. Agricultural production statistics show substantial
growth of about 4.5 per cent per year in the 1960s and 1970s,
but calorie intake appears to be very low at 1800 per day per capita
and unchanging (from 1978 to 1982). Despite many decades of large
enrollments in education, literacy rates appear to be much lower i
than in Taiwan and South Korea with which the Philippines was at '
par in educational attainment in the early 1950s. Many of these
puzzles can be explained in part by assuming the distribution of in-
come over the decades to be worsening but the available family in-
come surveys do not show any significant changes from the early
1960s. Despite the greater supply of data, it is easier to understand
the pattern of economic growth in the other ASEAN countries than
in the Pl‘xilippil‘les.‘1 If so, much remains to be done to put the pieces |
of the puzzle together to get a clearer picture of past growth which |
cannot be ignored in thinking about future growth.

3See wage charts in Oshima (1971) and data on GNP per worker ir'i-'i
Oshima (forthcoming).

It may be that the martial law regime, in an effort to obtain as much loan
as possible from international banlkers, manipulated the data to show that the
economy was growing robustly. Underway at the present time is a comprehen:
sive revision of 1970 estimates of the national accounts by the NEDA staff,
These revisions will take some time to be completed. Il
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The paper is divided into two sections. In the first part, (h
statistics of national product and real wages will be discuulu:l.'
the second part various hypotheses explaining the divergenco w
be analyzed and an attempt to arrive at an overall explanation
will be made.

Real Wages per Worker and National Income per
Employed

This section will be revised and rewritten in greater detall
after the completion of revisions by the NEDA national accounts
staff of the national accounts in the 1970s. The discussion in this
section will be based on the estimates as published in the 1985
Philippine Statistical Yearbook, and as issued by the NEDA staff
in April 1986. These are presented in our appendix table on nat-
ional income,

Income Data

In the Philippines, as well as in other countries in Southeast
and South Asia, the national accounts data are mainly based on
production statistics which are more plentiful than income and ex-
penditure statistics. Income data are difficult to obtain in less dev-
eloped countries because of the large number of proprietors (whether
in the rural or urban sectors) whose incomes are obtained residually,
i.e., deducting production expenses from total production. More-
over, most workers are employed in a variety of jobs and wage
statistics are difficult to obtain from the small firms which operate
intermittently and irregularly, Expenditure statistics are also not
casily collected from households, particularly estimates of consump-
lion which comprises the largest portion of GNP, Hence, consump-
lion expenditures are largely based on production statistics, There-
fore, it is the production data which are crucial in determining the
total GNP and other aggregates and their movements over time,

Agricultural production data used in the national accounts
are based on the data collected by the Bureau of Agricultural Eco-
nomics of the Ministry of Agriculture and Food. The Bureau’s
estimates come close to those collected by the 1980 Census of
Agriculture for rice and a few other crops. For most of the other
crops they are considerably higher than the Census totals. More-
over, the estimates of food consumption from various nutrition
surveys conducted by the Nutrition Council are substantially lower
than those of the Agricultural Bureau. For example, in the Nutri-
tion Council’s national surveys for 1978 and 1982, calorie intake is
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1,800 per day per capita, compared to 2,200 in 1978 and 2,400
in 1982. The data from the national accounts indicate however,
that between 1978 and 1982 real production originating from
agriculture rose by 18 per cent and food consumption rose by 16
per cent. Finally, it is unexpected that though the Philippines show-
ed higher per capita dollar incomes than Thailand in the early 1980,
its Engel coefficient (share of food consumption in national income)
was higher, 43% compared to 33% for Thailand. We conclude that
the estimates of agricultural production and product in the national
accounts may be on the high side.’

Another problem is the estimation of product in the small
industry and service sector in the national accounts. In the case
of manufacturing, the number employed in the unorganized sector
was multiplied by the gross value-added per worker among firms
with 1 to 4 workers from the quinquennial Census of Establish-
ments. But this census covered only a tiny portion of the unorgan-
ized manufacturing sector, so that the issue of how representative
census value added per worker is, comes to the fore. It is likely
that the small firms reporting in the Census may be the better or-
ganized, more efficient, higher value-added firms compared to the
much larger portion of the small firms not reporting to the Census. |
It should be kept in mind that most of small firms with 1 to 4 work-
ers are household units operating intermitently and irregularly (often
seasonally especially during the dry seasons of the monsoon), and it
is unlikely that annual value-added can be high. Similar procedures
were adopted in estimating value-added per worker in the commerce |
and other service sectors. Here, data on the larger number of ped:
dlers, vendors, stallkeepers, small storeowners, and so on could not
be collected in the censuses of establishments as most of these units
had no fixed business location because of their mobility. The work-
ers in the small units of these sectors are known to be those with
the lowest per capita incomes in the urban sector.® Besides, the
level of value-added appears to be on the high side, about 3 per cent,
per year. Since there was stagnation in the growth of output in the.
organized sector, as shown in the annual surveys of manufacturing,’
it is difficult to believe that value-added per worker in the unorgan-:i'

ized sector could have grown at a 3 per cent rate. I‘

SIn Table 6 of my paper, “Sector Sources of Philippine Postwar EconO'-J
mic Growth.” (1983) the annual average growth rates of crops such as banana
various diversified crops and poultry of 10 per cent and more look suspiciouslgi'
hig!’u 'J

6Gee various issues of the Integraled Survey of Households Bulletin,

7See data in the Appendix Table, ibid., p.41. N‘

156



NALIUNAL INUUME PEK WORKER

The agricultural and the unorganized nonagricultural sectors
engage nearly four-fifths of total employment of the economy.
Thus, the overstatement of the growth of gross value-added in the
national accounts when corrected, may substantially reduce the
growth rate of national income and GNP of the Philippines in the
1970s, perhaps even by one-half.

Real national income or net product per employed popula-
tion in the national accounts may have risen by about 2 per cent
per year (1970 to 1980) not only because product rose but the num-
ber of days and hours worked per employed population increased
over the years, From the labor force surveys, we have estimated
the number of hours worked during each year from 1962 to 1985
as shown in the Appendix table.

Hours worked per employed population rose from 40 hours
in the early 1960s to 43 in the early 1970s. Labor force surveys
shifted from collecting data on hours worked to days worked from
1977. For the 3rd and 4th quarters (a period when the overall de-
mand for labor rises in monsoon economies), average days worked
per quarter per employed population were 65.0 in 1977, 64.2
in 1978, (no data available for 1979), 56.5 in 1980, 55.1 in 1981,
56.4 in 1982, 54.3 in 1983, (no data available for 1984), and 39.3
in 1985, In the latter 1970s and into the 1980s, days worked of the
employed labor force did not rise but, if anything, were declining.
Hence, rising real national income or net product per employed
population could not be due to aggregate hours worked per employ-
ed population during the year.

Wage Data

On wage statistics, the Philippines has more surveys than other
countries in ASEAN, in part due to the need to implement mini-
mum wage laws. But the results of the different surveys are often
conflicting and it is not easy to sort them out to get a clear picture
of national trends. There are four major sources of wage data in the
1970s, namely: the Central Bank of the Philippines, the Bureau of
Agricultural Economics (BAECON) of the Ministry of Agriculture
and Food, the National Census and Statistic Office (NCSO) and the
Wage Council/Wage Commission. The estimated averages are pre-
sented in Chart 1 and these are based on data shown in the appen-
dix tables for each of the sources.

The Central Bank series is the oldest and longest but is based
on a small sample selected haphazardly and is for Metro Manila only.
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The Wage Council series is a short one beginning from 1972, and
refers to legislated minimum wage plus the cost of living allowances
and the 13th month pay. Probably the best series are that of NCSO
which collects weekly earnings data from its regular labor force
surveys, and the BAECON series on agricultural wages, which be-
gins in 1966. The combination of trends in NCSO’s nonagricul-
tural series and BAECON’s agricultural series may give the best
picture of wage trends although the NCSO data refer to weekly earn-
ings for both wage and salary workers. The movements in the NCSO
nonagricultural series agree with those of the Central Bank series
(for Metro Manila) in the 1970s. These show that between 1970
and 1980 there was a drop in real wages/earnings of slightly more
than 10 per cent. The BAECON series for farm workers also shows a
decline of a little above 10 per cent. In contrast, national income per
employed stood at 3,500 in 1970 (1972 pesos) and rose to 4,500
in 1980, a rise of more than 25 per cent.

Employee compensation as a share of national income rises
steadily from 41 per cent in 1971 to 48 per cent in 1970 (and drops
in the recession year of 1980 to 47 per cent). This implies that
the combined share of the other incomes in national income declines
from 59 per cent to 53 per cent. If the divergence between national
income per employee and real wages is to be explained as a shift
from the wage bill to non-wage incomes, one would expect the
share of employee compensation to be falling rather than rising.

To conclude from the foregoing survey of the existing data,
there may have been some degree of divergence between the trend
of national income per employed and real wages even though the
data are not entirely convincing.

|
If we accept, though tentatively, the conclusion that there .‘
|

Possible Causes of the Divergence

was some degree of divergence between the trend of national in-
come per employed and real wages, we need to look at various
factors in operation during the 1970s which explain the diver-
gence. In what follows three hypotheses are examined. The first

examines the labor supply side, the second, labor demand, and the
last, prices and money supply aspects.

|
|
The Labor Supply ‘

An analysis of the supply side of the Philippine labor market
would give an insight as to why real wages had been declining while
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hational income per worker had been rising in the 1970s. It is con-
tended that the large population and labor force expansion especially
in the rural areas put a downward pressure on nominal wages. While
the population and the labor force were expanding very rapidly,
the agricultural sector failed to absorb these increases in the labor
force, pushing rural workers out to the urban areas for employment,
thereby pulling down wage levels of unskilled workers, The lower
real wages, especially for low paid unskilled occupations induced
secondary workers specifically the housewives to enter the labor
market to maintain subsistence levels of family income. An exam-
mation of the data will show whether these forces have been at
work during the 1970s,

Population grew at a rate of 2.8 per cent and 3.3 per cent
per annum during the latter 1950s and early 1960s, respectively
(Philippine Statistical Yearbook, 1985). Crude birth rates were still
high in the 1960s, around 42-46 births per thousand population
while crude death rates were low at 15 per thousand population
(ESCAP, 1978). Birth rates were even higher in the rural areas
where the demand for children was high especially during the peak
seasons. This rapid growth of the population was translated into a
rapid growth of the working age population and labor force in the
1970s when those babies born in the 1960s became members of
the working age population. The working age population, defined
prior to 1976 as those who are 10 years and over and 15 years and
over thereafter, grew by 8.6 per cent and around 4.0 per cent per
annum during the early and late 1970s, respectively. The labor
force expanded rapidly from a level of 13,068 thousand in 1971
to 17,077 thousand in 1980 or at an average annual growth rate
of 3.4 per cent (see Appendix Table g).

This high growth rate of the labor force was primarily due to
the rapid growth of the working age population and to the rising
levels of the labor force participation rates. Aside from the high
growth rate of population in the 1960s. rural-to-urban migration
increased the size of the working age population in the urban sector,
[n-migrants to Metro Manila which accounted for 30 per cent of all
interregional migrants increased from 263,058 to 378,878 from the
first to second half of the 1970s while net gain increased from
67,198 to 174,000 in the same period (Department of Interna-
lional Economic and Social Affairs, New York, 1986.) This sector
had failed to absorb the migrants (see appendix table on unemploy-
ment figures in the urban sector) and thus had contributed signifi-
cantly to the unemployment problem in that sector thereby pulling
wages down.
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Data on labor force participation rates show an increasing
although erratic trend. From a level of 49.9 per cent in 1971, it
increased to 60.8 per cent in 1980 with an average annual growth
rate of 2.2 per cent. (For labor force participation rates data, see
appendix tables 9 and 10.) Labor force participation rates of males
remained steady and high at around 70 per cent. However, labor
force participation rates of women increased substantially during
the decade, growing at an annual rate of 3.3 per cent. Thus the in-
crease in the labor force participation rates was largely accounted
for by the growth in women’s participation rate. Another striking
observation is the substantial increase in the labor force participa-
tion of men and women belonging to the 65 and over age group.
Labor force participation rates of women in that age brac ket increased
from 16 per cent to 25 per cent in the 1970s growing at 4.4 per "
cent per annum. Numerous theories may explain the increase in fe-
male labor force participation and labor force participation of the
elderly. As real wages had been declining, females, specifically house:
wives and the elderly, entered the market in order to maintain the
family income level. This can be supported by the fact that the aver-
age number of earners per family rose from 1.83 to 2.0 in the 1970s.
This in turn accelerated the increase in labor supply. Moreover, .
more work opportunities had been opened up to women during
the 1970s. ‘

From a close examination of the aforementioned statistics,_.l
given a demand for labor, a rapid increase in labor supply would
tend to depress nominal wages. ‘

An examination of the supply side of the labor market must
be complemented by an examination of trends in the demand side,
Since both forces interact to determine the wage levels, an analysis
of employment, unemployment and underemployment data must
be made. In the 1970s, the agricultural sector remained to be the
biggest employer among the three main sectors. Around 50 pe:;j
cent of the employed persons were absorbed by this sector. The in'?.
dustrial sector’s share remained steady at around 15 per cent while
the share of the service sector had been increasing.” The averagq

annual growth rate of employment was 3.4 per cent (see Appendi
i

TSee Appendix note of Oshima’s “‘Sector Sources of Philippine Postwil
Economie Growth: The Overall Record in Comparative Perspective,”” (1983 ).

8Gee various issues of the Labor Force Survey and Integrated Survey 0|
Households Bulletin, |
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Table 11) with the rural sector employment growing more rapidly
than that of the urban sector. The latter phenomenon can be ex-
pected since almost all members of the rural family were employed
cither as paid or unpaid family workers. Children helped in the fields
after school, while the elderly and the housewives remained active
during the peak seasons.

A comparison of the growth of the labor force per year, which
was 3.4 per cent, with the growth of employment per year which
was also 3.4 per cent may at first sight appear to be an indication of
the economy’s good performance with respect to labor absorption
in the 1970s. This implies that the unemployment rates had remain-
ed relatively stable throughout the decade. However, if underemploy-
ment rates which provide a relatively more reliable indication of
labor market conditions in less developed countries are considered,
the equality of the annual growth rates of the labor force and em-
ployment may not imply the above mentioned conclusion. Under-
employment rates had substantially been increasing from a level of
13.6 per cent in 1971 to 20.6 per cent in 1980 (see Appendix
Table 12). Thus despite the relatively stable open unemployment
rate of 4-5 per cent, the slack in the labor market was seen more
in the increasing level of underemployment. A comparison of under-
employment figures in the rural and urban sectors shows that the
rates had been consistently higher in the former. The high underem-
ployment in the rural sector was due to its failure to overcome the
seasonal, unstable and irregular nature of the monsoon economy.
LLabor demand remained high during peak seasons while the workers
remained unemployed or underemployed during the slack season.
The failure to find solutions to overcome these problems allowed the
high underemployment rates to persist.

Despite the high unemployment and underemployment figures
prior to 1976 the corresponding figures for post-1976 which were
taken from the Integrated Survey of Households would be under-
estimations. Changing the reference period from a survey week to
0 survey quarter increases the probability that a person has worked
for a certain number of hours or days. This underscores the se-
verity of the unemployment and and underemployment problem in
the 1970s.

These high levels of underemployment exerted a depressing
effect on nominal wages. Theoretically though, certain adherents
of the Keynesian theory would assert that nominal wages are rigid
in the downward direction. They advanced various reasons to explain
the validity of this assertion. T'wo of these are the imposition of a
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minimum wage law and the fact that nominal wages do not normally
fall even in the presence of unemployment because no one would
accept a wage lower than what has been paid the other workers.
However the first supporting reason may be a weak one in cases
where quite a substantial number of employers may be exempted
from strict adherence to this law. The Philippines is no exception
to this fact. Moreover, many employers may circumvent labor laws
which would substantially make the policy ineffective (Tidalgo
and Dsguerra, 1982). The strength of the second supporting reason
may weaken in cases where underemployment is a severe problem.,
Many part-time workers would accept jobs in the informal sector
where nominal wages are very low instead of succumbing to greater
poverty. The share in total employment of the service sector which
has a relatively huge informal sector had been increasing in the
1970s.

To summarize, the rapid growth of the labor force and the
high underemployment rates in the 1970s may partly explain why
real wages had been declining in that period. The failure of the rural
sector to absorb the additional labor force members and to provide
full employment to its workers hastened rural-to-urban migration
which tended to depress nominal wages especially in nonskilled oc-
cupations. The falling real wages pushed secondary workers to parti-
cipate in the labor market which in turn aggravated the problem
of rapid growth of labor supply.

A second explanation which is closely related to the first one
may have not really gained the attention it deserves. Growth of
productivity per worker in the agricultural sector may have been
slower than the growth of the rural population and the labor force,
so that rural wages rose less than prices particularly in cases where
the landowners are dominant as in sugarcane production.

A close examination of data on productivity per worker as pro-
xied by yields per hectare’ reveals that productivity per worker
had been increasing but had not improved much in the 1970s espe-
cially in sugarcane production. This may be explained partly by the
nature of the monsoon economy where underemployment remained
to be a serious problem. In addition, the spread of technological
innovations was not hastened in the 1970s. Agricultural productivity

9Gee Figures 5-6 in Yujiro Hayami, el. al., (1979). Yields per hectare could
be a good proxy for agricultural productivity per worker since value added per
hectare and value added per worker moved together at least in the 1950s and
1960s where data are available. [
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per worker in Japan, Taiwan and South Korea had been high and
increasing in the 1970s due to several factors, one of which was
the setting up of more irrigation facilities which increased product-
ivity and reduced underemployment. Another factor which contri-
buted to the high productivity per worker in these countries was the
more intensive use of modern inputs such as fertilizers, pesticides
and other agricultural chemicals (perhaps more than ten times the
amount Filipino farmers use). The use of more machines in cultiva-
tion also increased yields per hectare, since plowing and other farm-
ing tasks were better and faster done,

Total factor productivity which could have been a better mea-
sure of a factor’s contribution to the production process is difficult
lo measure in agriculture. The valuation of capital like roads and
irrigation is very difficult to do. Circulating capital, which is a larger
portion of total capital in agriculture, cannot be measured except
through increases in fertilizer and seeds. However, data on agricul-
tural inputs are not easy to find in the Philippines. Most important
is that labor input is difficult to measure because of the seasonal,
irregular, and intermittent nature of labor use in monsoon agricul-
ture.

One consequence of this slow improvement in output per
worker would be the inability of the agricultural sector to release
agricultural workers to the urban, industrial sector. This can be
supported by the fact that the share of the agricultural sector in
total employment remained to be high and stable at around 50 per
cent in the 1970s. Without productivity per worker increasing, real
wages may not rise. In the 1970s, agricultural productivity per work-
er grew by 2.2 per cent annually (computed using Appendix Table
13 data). Although it had increased during the period, real wages
still declined by 0.5 per cent per annum. (See Appendix Table 2 for
BAECON data on wages.) The decline may be attributed to the fact
that nominal wages in the agricultural sector grew by 13.4 per cent
per annum while prices in areas outside the National Capital Region
increased by 14.8 per cent. With nominal wages increasing at a slower
rate than rural prices, real wages fell in the 1970s (see Chart I).

Labor Demand

The divergence between real wages and GDP per worker may
also be explained from the demand side. As was established earlier,
there was migration of workers from the rural sector into the urban
sector. Also we have shown that the labor force participation of
women has grown significantly. More important is that in a period
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of declining real wages, women may have had to go out and work
to put family income back to at least subsistence level. The above
supply factors had put tremendous pressure on the urban-industrial
sector to absorb the growing labor force. The situation on the de-
mand side is what we now want to explore in order to make sense
of the above divergence.

In a paper by Tidalgo and Esguerra (1982), it has been shown
how disappointing was the labor absorption of the industry sector |
on which much hope was pinned since the 1950s to spearhead the
Philippines’ short-term as well as long-term development objectives.
It was the service sector then which became the depository of the
labor tumed away by the industry sector. This was possible because
the service sector was more flexible in absorbing labor though in
Jess productive endeavors such as domestic services and petty trade.
What then were the factors that caused the dismal performance
of the industry sector in terms of employment generation?

In the objectives set by both business and government it seems
that even on paper, employment generation did not occupy the top
of the list. In the late 1970s though, more lip service was paid to
employment goals. Employment as a conscious objective is im-
portant because there may exist several means of achieving output
growth, e.g., through capital-intensive or labor-intensive techno-
Jogies. Hence, a clear prioritization becomes necessary.

The import substitution strategy which started in the 19508
was extended up to the 1970s. Based on this strategy the industries
that were encouraged were those that were capital-intensive, which |
practically implied that they also be large-scale in nature (Power
and Sicat, 1971.) Upstream industries, being that these have more!
linkages, were also set up. There were many justifications for this
package at the time it was instituted, but the ultimate conclusion|
would be that it failed to bring about the rapid growth like that
experienced by other (East and Southeast) Asian countries. |

The policy bias toward import substitution industries was
even more evident with respect to the export sector. In fact, the ex-
port industry had even been penalized. Penalizing the export sector
was unfortunate because in terms of employment generation this
sector was very promising. It used to be that the bulk of our exports
came from agriculture (sugar, coconut, wood and copper). Later,
when prices of agricultural commodities collapsed in the world
market, there was a move to promote nontraditional exports. In-
tentionally or not, nontraditional exports were labor-intensive
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(Bautista and Power, 1979.) Data on export composition show that
in 1970, 76 per cent of our exports came from 10 principal commo-
dities (copra, sugar, bananas, logs and lumber, dessicated coconut,
coconut oil, canned pineapples, gold, abaca and copper concentrates)
while a meager 8.2 per cent was accounted for by nontraditional
exports (such as electronic and electrical components, garments,
food products and beverages, handicrafts, furniture, etc.). In 1980
nontraditional exports accounted for 36.4 per cent of total exports,
while the 10 principal exports amounted to only 45.5 per cent
(see Appendix Table 14).

The setting of export taxes did not augur well for the exporting
firms. Alburo and Shepherd cited its role as: to stabilize prices,
Lo raise general government revenue, to encourage further processing
and to safeguard domestic supply. It has also been justified as a
means of influencing the terms of trade. However, a more realistic
assessment would bear out that this will not be an effective tool to
manipulate the Philippines’ terms of trade if our exports do not hold
a dominant share of the market.

Besides the biases discussed above, the export promotion poli-
cies favored the finishing stages of production: hence minimal for-
ward linkages were possible. On the other hand, raw materials of
manufactured exports were largely imported, so this limits the back-
ward linkages and therefore also hinders employment generation.

The capital intensity bias is manifested in the system of tariff
and non-tariff barriers (NTB) as well as various Board of Invest-
ments (BOI) incentives which in effect made it easier to acquire
capital goods. BOI-registered firms could avail of tax exemption
on imported capital equipment, tax credits on domestic capital
equipment, accelerated depreciation allowance, tax deduction of
expansion reinvestment allowance, and preference in grant of govern-
ment loans. The only concession to labor employment would be the
deduction from taxable income of one-half of labor training but not
exceeding 10 per cent of direct labor wage (Bautista and Power,
1979.) One could not help but wonder how almost inconsequential
was the concession to labor employment. The low interest rates that
prevailed in the 1970s also facilitated the acquisition of capital. But
the problem lurks when capital ceases to be a complement to labor
but poses as a threatening substitute. Although increasing capital
may increase labor productivity, there are other means of increasing
labor productivity that are less labor-displacing. There are also find-
ings which cite that BOI-registered firms are generally investment
intensive such that there may be sizeable opportunities foregone
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|

by not utilizing investments for labor-intensive industries. The capital ' I.
and investment intensity bias had been detrimental to employment

such that indications of an inverse relationship between investment

and employment exist (de la Rea and Duremdes, 1982).

Large-scale industries account for a greater portion — about
two-thirds — of manufacturing value-added. But small and medium-
scale industries (SMSI) account for a greater portion of employment
growth rates (Katon, 1971). There would not be any conflict be-
tween employment and value-added if the productivity of SMSI’s -
could be improved without substantially decreasing their labor
intensity.

Moreover, if the forward and backward linkages of SMSI'§ |
could be developed, it would mean more output growth and greater
labor absorption. The Japanese have proven that this is possible
since Japan’s SMSI’s played a pivotal role in bringing about rapid|
industrialization.

The biases discussed above have allowed the distortion to get:
entrenched in the system, such that the strong interest groups which
came about became difficult to ignore. Consequently, various mea-
sures of domestic protection became necessary. Both tariff and non-
tariff barriers limited imports, especially of finished goods. The ex- |
tent of protection afforded industry was such that high cost indus:
tries were receiving heavy protection while others more efficient in.
utilizing domestic resources were effectively penalized. Classified
by end use, consumption goods received very high protection fol-
lowed by intermediate and then capital goods. On the other hand,,l
some studies indicate that export industries were more efficient
in utilizing domestic resources. The reason often cited is that inters
national competition forces firms to be cost-conscious while thosé
that enjoy protection and are inward-oriented fall into complacency
(Bautista and Power, 1979). f

The imposition and retention of protection did not go un
challenged. The conflict between supplying and using industries
centers on these very issues. The supplying, usually upstream induss
tries hide behind the infant industry argument . The using industries

of the pricing policy of the National Steel Corporation. Tin accounts
for about 40 per cent of the production cost of canned good§
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Garment manufacturers have bewailed that, with the high cost
and low quality of Philippine textile, they have to import 80 per cent
of their textile needs, claiming that the prices of local textiles are 80
per cent higher than imported ones. Textile millers answer by
demanding a rollback of polyester staple fiber from Filsyn since they
allege that it is available at lower prices from Taiwan. Import liberal-
ization chances in this industry seem promising.

The pharmaceutical industry on the other hand contends that
locally produced amoxyllin and ampicillin cost about P180/kilogram
while imports cost between P50-70/kilogram. This is made possible
by some monopoly privilege which Chemfields, a subsidiary of
Unilab, enjoys.

In 1983 detergent manufacturers were “pressured” into putting
up expensive replacement for their equipment to enable them to
use locally available coconut-based fatty alcohol (CFA) produced
solely by United Coconut Chemicals, Inc. Scrapping plant and
cquipment not fully depreciated is a very expensive move for ques-
tionable long-term benefits since this proposition is made attractive
only by the currently low prices of copra in the world market.
But once these pick up, CFA-based soaps and detergents may no
longer be competitive with those made of alkylbenzene (AB, pet-
roleum-based). The recent large decreases of petroleum price may
have already decreased the competitiveness of CFA.

The country’s bid for agricultural diversification may be ham-
pered by the retention of corn tariffs, corn being a basic livestock
feedgrain. Not far behind is the plight of the printing industry
which has to contend with locally produced printing materials that
are 247 per cent higher than imported raw materials (Business
Day, January-September 1986 issues).

What is more disturbing than the direct cost and quality cas-
cading from protected, upstream industries to the downstream small
and medium industries (selling their output overseas) is the high cost
of Philippine fuel and power which is 50-100 per cent higher than
other Asian utilities (Business Day, January-December 1986). All
industries (whether upstream or downstream) use fuel and power so
that from the supplying upstream industries the cost becomes com-
pounded as their products are passed on to final good manufactu-
rers, creating a snowballing effect. A good number of these down-
stream industries have to compete with other Asian countries in the
shrinking international market where industrialized countries are
becoming more protective. Hence, the higher utility cost in the
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Philippines not only decreases the competitiveness of Philippine
exports but also discourages foreign investors who may find it more
profitable to place their investments in countries with lower utility
cost.

The promotion and protection of upsteam industries would
be justified only if it promised long-run world competitiveness,
But if this is done through tariffs that penalize downstream indus-
tries it may retard the growth and development of the upstream in-
dustry itself because, although it ensures sales in the domestic mar-
ket, it neglects the more lucrative export market. Thus, a straight
subsidy might do better by providing practically the same protect-
ion as tariffs without or with less distortionary effects (Bautista
and Power, 1979). '

Prices and Money Supply

The paper by Bautista and Jurado (1972) laid some ground-
work for the study of the effect of currency overvaluation on em-
ployment in the context of the Philippines. Their findings show
that the exchange rate has a significant effect on employment,
specifically that the under-utilization of labor could be traced to
the failure of factor prices to reflect relative factor endowments
due to the exchange rate policy. ‘

Early in the period, the country declared the floating of the
peso. But some form of intervention was still maintained such that
even with the devaluation that occurred, the exchange rate remained
overvalued. The adjustments were not large enough to bring the ex-
change rate at equilibrium levels. With an overvalued domestic
currency, imports would seem cheaper to local buyers while our
exports would seem to be more expensive to foreign buvers. Hence,
capital which is largely imported would appear cheaper, further
enhancing the capital intensity bias, which then implies low labor.
utilization. In the paper by Deepak Lal (1979), a model was dev-
eloped to analyze the effect of trade and monetary variables on
wages and employment. He identified three types of goods namely:
(1) importables which he assumes to be the most capital-intensive;
(2) exportables which come next to importables in capital intensity
but are also resource (land) based and (3) non-tradeable Eoodg!_
which are the most labor-intensive and which comprise a large por-
tion of wage earners’ commodity basket. He then showed that
changes in the relative prices of these commodities may trigger chans
ges in factor prices. Factor prices on the other hand, determine
factor intensity in the production technologies adopted by firms,
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Prices in general have increased in the 1970s due mainly to
lhe expansionary macroeconomic policy of the administration at
that time. This is evidenced by the large increase in the consumer
price index and the wholesale price index. What is more interesting
is the faster increase in the wholesale price index (See Appendix
Table 15). Assume that the wholesale price index represents price
changes in tradeable goods (importable and exportable) and the con-
sumer price index represents the price behavior of non-tradeable wage
goods. With the WPI increasing faster than -the CPI, resources would
likely shift towards the tradeable sector which is also the most
capital-intensive. Thus labor is displaced since the labor released by
the contracting sector (non-tradeable. labor-intensive) is greater than
what is needed by the expanding sector (tradeable, capital-intensive).
Appendix Table 15 also shows that wages deflated by WPI decrease
much faster than wages deflated by CPI. Real wages in both cases
decrease. However, on the production-wage cost side, wages have
fallen more than the fall in the consumption-wage income side
(Alburo and Shepherd, 1985).

A decrease in the price of labor should induce firms to hire
more labor. If real wages adjust to equilibrium levels to maintain
full employment then only a shift of factor rewards from labor
to capital and land takes place. But if even a decrease in the price
of labor does not induce firms to hire more labor, perhaps because
of a rigidity in the technology adopted or that the reduction in the
cost of labor is not enough to surmount the capital biases, or that
investments are not malleable or because of some recognition lag,
then besides the shift in factor rewards, more unemployment could
be expected.

Deepak Lal’s model could be extended to analyze the effect
on external balance and macroeconomic policies. But our main
concern was to show the mechanism by which real wages could
decline.

The seventies was also a period of financial repression. Interest
rates were kept down with the effect of cheapening capital and being
less discriminatory with regard to the profitability of investments.

From the discussion above, we have shown that the demand
for labor was low. The ultimate effect was to depress real wages.
But at the same time national income per worker increased though
not as much as was hoped, especially in comparison to the spec-
tacular growth rates achieved by other Asian countries. National
income per worker in 1972 prices increased by about 23 per cent
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from 1970 to 1979 or at an average annual growth rate of about
2 per cent.

The incentives given to large-scale enterprises may have con-
tributed to the increase in national product since they account for
a greater share of value-added compared to SMSI'’s. The protection
granted to import substituting firms allowed these firms to exist
and perhaps even expand. The same protection measures coupled
with some monopoly privileges granted these industries assured
them of a huge chunk of the domestic market (at the expense of
consumers). Certain upstream supplying industries were likewise
granted concessions which enabled them to exploit the linkages |
with downstream using industries. The incentive bias in favor of
manufacturing, being the more productive sector, may also claim
a portion of the (meager) increase in national income (even if this
was achieved while not only neglecting but also penalizing the agri-
culture sector). What we want to highlight at this point is that the |
measures that may have hampered employment generation in the
1970s and which led to the choice of capital-intensive technology,
may also be the very factors that account for the increase in nation- ‘

I
|

al income.

A 2 per cent annual growth rate is a mere pittance compared
to the growth of other Asian economies less endowed than ours
and who started later in their industrialization than we did, but
who early enough opted or shifted to the labor-intensive strategy.
They have achieved 5 per cent to greater than 7 per cent average
annual real growth rates while at the same time achieving full em-
ployment of their labor force without having to decrease real wages.
In fact, one measure by which we identify that an economy has |
achieved or is near the full employment level is when there is such a
tightening in the labor market that the wages of unskilled workers
increase, sometimes even faster than skilled workers (perhaps even
improving income distribution). Even without assuming that the
growth of these countries was due mainly to their pursuit of a labor-
intensive strategy, the fact that this strategy was labor intensive and:|
therefore employment-creating allowed wage earners to partake of
the increase in national income.

Increasing the population’s purchasing power by giving them
employment allows for an expansion of demand for domestically.
manufactured products, which in effect facilitates greater capacity
utilization and, hopefully, attracts mcre investments. The chain of’

events not only permits a sharing of economic gains but also spur8|
economic growth and development. |
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Therefore it may not be too farfetched to speculate that the
Philippines could have achieved growth rates much higher than
what we had in the 1970s while at the same time allowing for greater
employment absorption. This is where the prioritization of econo-
mic objectives becomes imperative. Should the mere increase in
GNP be the singular goal at the expense of labor? Looking back at
the 1970s the answer is obvious. This should not be a dilemma be-
cause others have shown that growth in GNP need not be sacrificed
for employment generation objectives. As Tidalgo and Esguerra
(1982) have succintly pointed out: “Among all productive resources,
labor power cannot be stored and its wastage means the inability of
individuals and their households who own only labor power to get
a share of total output, negating in effect the essence of the material
development goal intended to at least provide everyone with the
basic material needs”. It also takes time to reproduce labor up to a
point where it becomes productive and able to contribute to the
economy.

Areas for Further Research

An attempt to measure total factor productivity would shed
some light as to why agricultural productivity per worker had been
low in the Philippines. Developing a good measure of the contribu-
tion of capital like roads and irrigation to agricultural productivity
would be helpful, keeping in mind the difficulty of the valuation
of capital in the rural areas.

An interesting follow-up to this work is to conduct a thorough
investigation of the possible misallocation even within the favored
industries (such as import substituting, capital-intensive and large-
scale industries), as well as the timing of the setting up of these
industries. If this were true, it would expose the gross disregard
of efficiency and profitability considerations. This should alert
policymakers not only to the problem of choosing an optimal
and consistent strategy but likewise to formulate complete poli-
cies that could be implemented down to the firm level.

It would also be appropriate to test the empirical validity
of the Deepak Lal model, specifically with respect to the crisis
of the 1980s as this casts some doubt on the assumption that the
non-tradeable good sector is labor intensive.

A more detailed and microeconomic-oriented research of the
Issues brought up in this paper would be very enlightening.
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NATIONAL INCOME PER WORKER

Appendix Table 8 — Average Hours Worked During Survey Week,

By Industry
Agri- Manu- Other Other Total
culture  facturing Industry! Commerce Services? Economy

1962 39.7 39.0 44 .7 42.1 45.0 40.9

1963 39.0 38.8 45.1 40.9 44 8 40.2

1964 40.2 38.6 45.2 41.5 44 .7 411

1965 423 39.4 457 41.3 454 42 5

1966 42.1 41.0 47.2 42 .8 46.2 43.0

1967 40.8 40.6 47.0 40.8 46.2 42.0

1968 41.2 44 8 45.9 421 45 4 42.3

1969 41.0 40.5 451 42,0 44 7 42.0

1971 42 .1 42 .5 46.2 44 4 471 43 .6

1972 41.8 426 45 4 44 5 47.0 43.2

1973 41.7 42.2 45.3 43.9 46.8 43.1

1974 42 4 42 .8 45.8 45.2 475 43.6

1976 41.7 43.0 46.2 45.1 47.2 43 4

1976 34.1 425 45.3 46 .5 46.9 39.9

1977 39.6 44 .7 45.5 48.3 47 4 43.3

1978 39.0 44 5 44 4 48 6 459 42.7

1980 32.8 40.1 41 4 40.9 42.9 37.7

1981 30.8 39.3 41.7 41.1 42 8 36.7

1982 32.7 39.6 415 41.3 41 .4 37.6

1983 29.9 39.1 40.5 40.9 42.6 36.1

1985 25.6 27.3 41.0 26.3 41.3 26.7

Sources: NCSO Labor Force Surveys which collected hourly data up to the last
quarter of 1976 and thereafter in days worked,

Notes: To convert all data into hours worked per week, total number of days
worked during the quarter is divided by 12 to get days worked per
week and then multiplied by 8 to get number of hours worked during
the week.

1 Other industries include mining and quarrying, construction,electricity,
gas, water and sanitary services, and transport, storage and communica-
tion,

2

Other services include government, community, business and recrea-
tional services, and domestic and personal services.
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HARRY T. OSHIMA ET AL

Appendix Table 11 — Employed Persons and Employment Rate,

Urban and Rural
Employment (000s) Employment Rate
Year Total Urban Rural Total Urban Rural
1971 12386 3771 8609 94 8 84.3 96.2
1972 12590 3744 8847 94.3 897 96.3
1973 13881 4210 9671 95 .1 91.5 96.7
1974 13745 4237 9509 96 .4 93 .4 97.7
1975 14517 4444 10073 95 .8 92.2 97 .4
1976 165427 4779 10648 95.0 920 96.4
19?61 14238 9548 9690 94 .8 915 96.5
19717 14329 4581 9747 95 .5 93.3 96 .5
1978 16385 5133 11252 95.9 94 1 98 4
1980 16794 4894 11900 951 92.0 96 .4

Sources: Labor Force Survey, various years and Integrated Survey of Households,
various years.

1 Data onwards are from the Integrated Survey of Households.
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NATIONAL INCOME PER WORKER

Appendix Table 14 — Exports
(F.0.B. value in million US Dollars)

Non-

10 Principal Per Cent Traditional Per Cent
Year Total Exports of Total Exports of Total
1970 1142 868 76.0 94 8.2
1971 1189 918 77.2 108 9.1
1972 1168 870 745 116 9.9
1973 1837 1359 740 227 124
1974 2725 2144 T8.17 327 12.0
1975 2294 1619 70.6 374 16.3
1976 2574 1588 61.7 574 223
1977 3151 1900 60.3 769 24 4
1978 3425 1750 51,2 1076 514
1979 4601 2232 485 1520 33.0
1980 5788 2635 455 2107 36 .4
average annual
growth rate
(1971-1980)19 6 145 384

Source: Philippine Statiscal Yearbook I 982, NEDA .
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