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Sustaining Trade Liberalization and Reforms
in the Philippines

Florian A. Alburo’

The Philippines has experienced at least thres rads liberalization episodes in

=

5 economic history. None has ever been self-sustaining in the sense of keeping

beralization momentum going although an episoda may have been successful

om the point of view that the political regime in power sustained it during s
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' abilty of trade liberaliztion and reforms in the Phillppines. The next
n expands the notion of liberalization not in its purely technical meaning but in
context of how it was understood in Phillppine experiences. The third section
= at the characteristics of the various trade liberalization episodes including more
ﬂﬁad&ratmmsmllsaﬁ Section 4 examines a number of
xS, singly or simultaneously, which may have affected the sustainability of the
it zation measures. Finally, some conclusions are drawn.
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it might be argued that the clue to what sustains trade liberalization would
come from studying those countries which have experienced it. And the Philippines
has never experienced a sustained trade Fberalization. It is perhaps mora
appropriaiz to look at other records of ’iherefszz-ﬂm

While this is true, a distinction must be made betwesen a successiul or failed
liberalization episode and a sustained liberalization. The former implies that a
iberalization period (successiul or failed) is only part of the country’s long-term
history (which may have both successes and failures). The laiter means trade
iberaiization has been sustained on a more permanent basis. It would be
interesting though to uﬁderi:.n:.' sustained failures in trade liberalization.

All these spproaches are complementary of each other. What we have are
rich historical and analytical documentation of trade liberalization experiences of the
Philippines (Sicat and Power, 1971; Baldwin, 1975; Alburo and Shepherd, |
1991). They serve -as i basis for soring out what might have been

reasons for the success or i’:aiiure from becoming self-sustaining.

20 An of T fion §

The technical meaning of the process of trade liberalization is quite clear to
those who study it.' The supposed benefits from it (on a net basis) are also guite
clear® However its understanding by those who implement it or who influence i#ts
implementation may not bs the same. Apart form evoking hested and emotional




1.".'+ SIOTIS a fimited understanding of it may hinder acceptance or fail to solickt a
onstituenc to allow implementation and sustainability of poiicies.
-'mwnghﬁmﬁﬂmmBNMMWmmmmm.
jan -'ﬁ'mh-hﬂmre!ag&ﬁunﬂfmﬁumi interests to internationally well-

S groups that actually dictate international prices. The objection to trade
zatio mn'rsﬁnmanaswtbnﬂmtmarkmmnmfmaw.ﬁmt
'ﬁﬁﬂadbyhrajgnersmenmmybymurﬁnaﬁmalmmﬂmﬁm. Conversely, the .
mm%mmﬁnmmensmmsmanknpﬁdddﬁmmﬁﬂmaﬂ

"-ﬁnmﬂﬂmﬁmwmmﬂ or inability to compate because of unequal
initial endowrments, If rade Is to take place, in this understanding, government will
memmwagmmmwmwmﬂw
can match international traders) ftself participates.
'-mmmarmmmmmmmum-mmam
zation policy. And such a rationale may be appropriats. Two cases in the
Phiippines llustrate this rationale. Becauss of the bureaucracies involved in trading .
-Endﬁatcmmmplmﬂmfammatm&:htmmﬁumlmﬁmmﬂvmh
'8 'ﬂﬂ':g,ﬂﬁﬂiﬁppmmﬁnnaTmtfngﬂmwaﬂmwmmtﬂ:ﬁahﬂ In the
instance, because of the vulnerable nature of small coconut farmers to
wetuations in world copra prices, the government (until 1986) was the only sefler of
the commodity in the world market (de Dios, 1984).

Ancther understanding is that liberalization involves the removal of restrictions
and thus “freeing” trade. mmmmwm



bureaucratic restrictions to trade are insfficient but balk at the idea of import
liveralization since, again, it puts the country’s industrial structure under the influsnce
of world trade. Ymdemwmhwﬂmﬁmhmmuswﬂhm
trade in as much as the {aiff siructure can aiways be aitered to provide & more
transparent protection to domestic industries.” With fiberalization the country loses a
direct hand in guiding its industrial development and fending off unwanted products.

This particular understanding is generally confined to international transactions
and not to domestic trade, i.e., ihere is no objection to fiberalization i it means freer
domestic trade. Dnerﬂﬂsnﬁvﬂwﬂlishmtcmmyasmd;md%ﬂuﬂm
notion of liberalization is that there is faith given to (domestic) farkets.

Then there is fberalization to mean “setting prices right” This ranges from
one Bﬂ'maﬂflbamﬁngdnmgsﬁcpﬁuesﬂnmuumnﬂpdhﬁcmmﬁmdby
mummmmmmmmammmm
and border price ratios where the wedge would only be published tariff rates and
transport costs.

These different understandings of trade liberalization are really
misunderstandings of what reforms are necessary in the trade seclor. As a result
the meanings are narrow In scope. Thus for a given merchandise trade defic,
liberalization is objected to because the problem is import reduction and nat export
expansion without appreciating that liberalization wauld affect both, Import
liberalization is objected to because some existing industries will falter {and become




without undersianding that &t affects downstream (which may become
Biitive) and upstream indusiries together.
_:__ (misjunderstanding of trade §beralization in the Philippines’
¢ history espscially among policy decision makers has accounted for its lack
from a broad sector. I it was given, it was for wrong reasons.
,}  of the liberalization attempts in the Philppines had been undertaken for
s basic objective of structural reform (see the next section). Even within a fimited
irecting balance of payments problems, liberalization had not been
>d s = reform of &l accounis in the aggregale.
~ What all this means is that to the exient that the understanding of trade

o s

beralization is not clear, it wil be shortlived and may lead to side-effacts atiributed
o it Even the currert lideraiizstion, already frequently stated as structural reform, is

- m understood as such and poficlas are pronounced that nullify its intent.
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This section describes some characteristics of the several trads liberalization |
ﬁmmmmﬁmm._ﬁmdmmmmmnmmmmnmm
of the major policy 2-optsd, the surounding policy and economic environment,
adjustment mezasures taken, the public debate on the policies, the subsequent
economic impacts, and.ﬂlﬂpuiﬁmltﬁmanshnsdﬂ‘ﬂrmﬁmmm in the
first part, tha pm‘-icn.rs epizsodas are Lrisfly summarized. Thon the current attempts




"at liberalization will be detailed. Finally the current progress of the present

liberalization is outlined.

3.1  Previous Episodes

A complicated comprehensive import confrol system managed by a
bureaucracy prone to graft and corruption had been prevailing since 1948 when
President Diosdado Macapagal abolished the system as his first act upon
assumption to office in 1952, The deconticl process was swift and absolute unkke
his predecessor Garcia administration which adopted a 4-point program involving
multiple exchange rates.

The 1962 trade liberalization (called decontrol at that time) included (a)
removal of licensing requirements for practically all imports, (b) simuftaneous raising
of tarif rates (between zero and 400 percent), (¢} currency devaluation that
realigned exchange rates with prevailing black markst rates, and {d) temporary
export taxes.

Although confined to the trade secter, the 1962 decontrol seemed to be a
classic understanding of trade Iiheraﬁzm;'m. Yet it was never promoted as such by
the regime. Rather decontrol was understood fo be the process by which rampant
graft and corruption, which the licensing system had institutionalized, would be
eliminated. The public debate revolved around this issue and if anything, economic
rationale was orly incidental. However, fearful perhaps of a protracted debats if




Z 10 pass on these measures, the 1962 beralization was promulgated

'.','..:='- B 2ct, incluaing changes in t@anfi rates.

& was the business sector and econemic managers which looked at the

,j from an economic perspective pointing out that decontrol despite shart-
fiocations will in the long run benefit a wider mass base. But sincs the

Bsiive) comments came after the iberalization, we do not know how sirong would

2ean the lobby against it without the mechanism of Congress.

i m fiberalization program the government prepared for transition

= It kept tarif rates on essential goods low and provided subsidies

Bwough governmentz! parastatal urii National Marketing Corporatior: (NAMARCO) as

szl outlet. ft sought foreign exchangs loans from the IMF and the US government

n anticipation of import surges.

:'ﬂhhmnfthemﬂﬂibemhaﬁmwasgenwaamhwmwm
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- accounts (GNP, current account, employment, Inflation, etc.). There wers of course
industrial dislocations from import-substiuting to exports (Treadgold and Hooley,
11867). The resource reallocation was perhaps mitigated because of the drastic tariff
‘changes. Wmmmmmmaﬁmmuwﬁ
mmwtﬁ},ﬁmmm“hﬂ?wmmm But none of
'me_mmwmmmmmsm.
1986).

Mﬁpﬁgﬁsmmmeﬁﬁﬁmmmmm
sustainability of the fberalization. vﬁmaﬁsma;ﬁmmmwmmuymm




elections, a growing pess overveluaiion {sspecizlly between 1857 and 1869), and
expansionary policies, trade sccounts detericrated and conircls were slorty
reinstated and tha number of product ftems subject to restrictions increasad.
Liberalization was stuccessiu! but f2ied to be susteined,

The next feeralization ocourred in 1970 but by then is mrdm'standiﬁg had
acquired a different perspective, First as a compramice 1o foer trade, incantives
were given to exporters in terms of imporiad inputs.  Szcond, the pEsS0 wWas
devalued consistent with an cuiside orientation bul retained restrictions for balance -
of paymems reason. Liberalization was essentially excort promotion.

The resistancs o E'WEEP'I-!-'IQ Fberalizalion (a l2 1832} came from Congress
which had viewed th= indusiriss and capital idied =y deconirc! 1o be a waste of
resources. it was a short step from this fo favor planning and intervention {via the
creation nf'ﬂja Board of Investments) end at the sams ime export promotion. The
balance of payments deficis in 1968 and 283 {sloction year, at which Marcos was
reelected} were siribided 1o declx::mmi.

IFthe 1962 liberalization was confined 1o the trade sector, the 1970 ona, if
indeed it was a iberalizetion in oure terms. ~erter ontv 2 seoment of the trade
sector--exports. - The legisiation of export mcentives in 1570 msht;naj free trade in
enclaves and export processing zones removed from the rest of the country.

The IMF played a significant role in this epleoda providing am;l;m and
adjustment resources efid ine coliiry staned 10 dray aowa Oh stand-by

b1
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gements. But since s scope was narrower this liberalization had fittle jolting
sfiect on resowres allocation, '

It is difiicult to asses the effects of this episode. Generally, ths

e T e

y fared poecrly. low growth, spurt in inflation resuliing from the 1259
slection spending, deterioration in terms of trads, etc. Manufactured sxsons (the
srget of the 1970 fberalization) dic not realy rise untl 1974 and traditional exports
 After Mariial Law was declered in 1972 the regime ntroducsd economic
s that lacked a cohesive vision and policy coordination. With the end of the
commodity boom of 1973-74 (which benefited the country) continuous Seea! deficits
were financed by extarnal borrowings {in the midst of terms-of-trade deteioration).
~ The third liberalization refocused the understanding back 1o the frado and
industrial sectors. With a loan pradding from the World Bank through Bs new
- Structural Adjustment Program the 1880 trads liberalization inciuced {(2) tari¥ reforms
and (o) import beralization, |

There was hardly any public debate surrounding this episode and thus no
open opposition. Engnemﬁdmmmmrmmwbyh—m
systematic, apparently sequenced, and phased, Yet the reversals of poiicies,
whether specific products or industries, were not few {Alburo, 1988).

The changes in the tarilf codes continued on schedule, reducing peaks from
over 130 percent to 50 percent and narrowed dispersions between 10 and 50
parcent. Much of these changes however were mearingless If restrictions confinued’




- 20 be impesed. Thus opposition to liberalization was expressed in the import
oonsing side. .

Unfavorable exieinal environment characierized this Eberalization reflected by
recession in develuped courtry maitets and deteriorating terms of trade. On the
o.her hand the Phifppines hed been Sufferinig from balance of payments problems
wilh no sericus resolve to cormect them by exchangs rate adiusiment and instead
continuad to rely on dsbt to drive the ecoromy.

Ihe larger. econcinic orisls of 1933 abartar the tendl=2tion drive although the
tanif reform was complsted. Relmpositions of restrictions were mads amidst scarcity

of loreign exchange.

3.2  Current Afternpic

After the new [Aquing) administration took: oyer the governmant in 1986, it
formulated an economic agenda derived from a report prepared by a task forcs
(Alburo and others, 1823). After the a2genda was adopted a medium-term Fhiippine :
Development Plan (MTPDP) evolved.

Alfhough a watersd-down version of the original task force report, the new
regime was careful in saying that the agenda and plan contained a package of
refmmsammmammmmhndmfmmhﬁnama!mwmmmm
services fo public administration. £

Trade liberalization in the Aquino administration picked up from where the last
episode was aborted. This is in the area of import liberalization, In particular since

10



. many items scheduled for kberalizetion from 1983 {and those earfer which were re-
msiricted) were never implemented, the starting point were these. The entire st
fthﬁaiﬁadi:tnagmupﬂﬂ.ﬂandﬂasideﬁumﬂmawhhhwmﬁbﬁaﬁzad
Detween May 1986 to April 1988. What is important to note s the arbitrariness of
hsttheArs scheduled for liberalization by June 1989, B where decisions
hﬂhhamadammmaﬂdﬂwhmamfﬂrmﬂmmdmwahm For sxampie
the latter mixes in Fst dangercus drugs, chemicals for expiosives and firearms with .
s-tﬁdﬁﬁﬁﬁﬂdvma&& !
. ks early implementation i in 1986 triggered much public debate mpanaﬂygmn
hm{mnd democracy restorad by the new regime. In addition the government
km lengthy public hearings to hear views from those opposing or benefiting
frox . These moans wore not formal mechanisms of lobbying and thus appeals for
delay or exemption were coursed through the frade mirister. In the end the
program was executed with full transparency.

_ Tmmgnmmﬁﬁngandseqmndngmhﬂmmbawﬁaﬂ
out well. In some cases temporary tariff protection could not be provided at the
~same time as the lmemn. Or some final products were liberalized ahead of
their inputs. Or unnecessary items were also fiberalized early (e.g. apples, oranges,
etc.).

In the early attempts at trade liberalization consistency in the process of

camying it out prevailed. In particular despite clamor for reversal in some cases

11



(e.g. apples), the govemment did not acceds and only aliowed health regulations to
mirimize imports, - .

At the start of the cument lberalization drive, the exchange rafe was, by most
quantitstive estmates, overvalued. Yet it moved imperceptibly 2s more imports
WEE atiqwed. Thus a trade defict opened up in 1%:;' as the economy picked up.

The changes in the tarilf rates occasioned by the liberslization distorted the
structure of tarifis that had been completed as part of the 1985 Terif Peform
Program. And because of tha inter-indusiry natize of the T"ﬂds.:‘-r‘ts involved, furﬁ'rar-
distortions tock place. :

The new regims took 2 steps to address thess problems.  First minimum taris
rates were set at 10 percent and this affected products originally restricted for which
tariff rates were zero. Sacmdﬂ’reﬂnﬁstmcﬂrewesmmwadlnnkmmtnﬂw
number of tevels, maximum and minimum rates, and criteria for adjustment”

After internal consultations within govermment and public discussions, the
g%marﬂdaﬁ‘bedaq:ﬂmmm for tartﬂ‘smthgandaﬂmhigrwhﬁﬂs
under specific setiings {100 percent) and zero for basic inputs.? |

Industrial raﬁnna.ﬂizata:;n programs of governiment have also constrained the
current trade Eberalization efforts. More specifically, progressive mm
programs, or local content requirements of industries provide a rationate for
protection. This is where the connection between frade and industry fiss. This has
bﬂmhMdemwmhFﬁmm
palicy and decision making.

o




¢ mociifying administration bills to allow tariff rates at 100 percent {which
gent vetoed), delaying action on tariff changes, and conducting public

s =
R

I addificn the submission by the Philippines of 2 new Memarandum of

_ Intent) to the IMF in mid-1989 to cover the period up

created new (more Dinding) parameters to the country’s trade liberalizetion
. -Eﬁ-ﬂmmnﬂmsumm{i In putting off compiste import libsralization
1854, reduced the number of items to be Iberalized by 1988, and began a

onitoring system for imports managed by the Trade department.

The Memorandum of Economic Policy {MEP) effectively displaces the current

agenda of government embodied in its Medium-term Philippine

- Development Plan, WWHHMEFEQWWHMMM&

- Programming, its internai consistency with the Philippine Development Plan is now
subject to question. _'

Congress has also been agitating for legislative investigation into the import
liveralization program and the whole notion of frade policy.

Apart from Congressional assertion of trade policy and lberalization and that
reiated to the MEP, severai interrelated moves have a bearing on the country’s
ability 1o maintain trade liberalization. Hmhﬁmmmmmﬁtﬂlmml

.



~ has reopened the possibility of wider tariff rate dispersion, lower floors and higher

I ceilings despite attempts to keep the criteriz precise. This review of tariff setting has
putnnafﬂﬂtnfpmtecﬁpn seekers inio the door of rade policy. There is perhaps a
reason for this. Recall that in the 1880 trade liberalization there was very fittle policy
ci&bateabm.ﬁﬂwtz_lﬁﬁclwm However to open this up again will in some sensa
be a reversal, Whaiisna&deﬁiamkeepanupendebatenfmemﬁmmhﬂmmm

reform.

Second is the current Congressicnal (Senate) iniafeﬁfl to revamp the
mmmmmiwaamermmﬁ}mmnﬁammm
mmtrym:me-n'mﬂfpmartyar;demprn}mmt generation and investor concems of
mmdmmhrsignemﬂymdhﬁmmﬁm The investment pricrities plan is also
being examined with a view to selting towards a stronger industrial bass. This
mvhwmﬂuﬁnamwmngemhadeibsraﬁzaﬁnnmmmﬂaﬁmpaﬂmﬁ
would take. &ismufﬂmﬁmmmwdetnmsmmimpmmasmﬁﬁ

Wﬂﬁmmﬁm'ﬁmmvmwmmmmmﬂm
development of Filipino industries via a combination of trade restrictions and
incentives. Eﬂmanierﬂyuﬁedinmpastfmubﬁecﬁﬁgmuammmmm
mﬁmmmwmymwmmmwmm.
'ﬁﬂg:mﬁmmwm%m'hammpmﬁnyﬂnmwubngm
Uwaﬁmﬂfmmhcﬁnnisvagu&mmtmﬁadhﬂmmmﬂy‘apﬂarﬁﬂmmmﬁw
advantage, the room for inckiding many industries or products is always largs,

4




Then whnen decisions are up as 1o whether a fist of products is to be freed from
import restrictions, the vague notion of rationalization will always be raised as basis
for delsy or exemption from trade fiberslization. In short, without a clear-cut
le'.'erétand]ng of what can be internationally competitive, this move can derail an
appropriste trade reform.

Fourth is the siow developments in the Uruguay Bound of Multilateral Trade
Negotiations (URMTN) which has encouraged Philippine rade cfficials to seek more
bitateral arangsments, withinoid further berafization, and segk credi for past tardl
reductions. More importantly, the continuing friction amang developed countries on
trade liberalization has increased the Philippines’ resclve to posipone frade reforms
unti! breakihroughs are accomplished on important negotiating areas {e.g.
agricutture).

Then there is the attractiveness of managing trade exemplified by creating a
Philippines inc. composed of inf:ﬁ.astry task forces which map out the array of
products o be traded. The contention here is that as long as unfiled quotas are ;
known or that markets exist that the Phillippines can supply, the industrial response
can be generated. This is a move that is anslogous to the Japan Inc. of managing
trade. As in the move towards industry raticnalization, this method also opens wide
possibilities of putting trade liberalization on hold, miting products for open trade

and rationalizing restrictive policies.



%0  Some Faclors of Sustainabifty

i this section, lessons are drawn cut fom the various episodes of rade
"beralization In the Philippires in terms of what would Rave led to their sustainabiinys
o prevented thelr faihres.

What seems technically paramount to sustaining trads fiberalization in the
Philppines is its acceplance a3 an integral part of an overall package of siructural
reforrng and not an isolated task of freeing imports and exports from bureaucratic
resirictions.  Trade "eralization, in this context, is an Empan%ni aspect of -
restiucturing the economy.  In fact emphasis on the policy package has always
beer the theme of the cument attempts at trade reforms,  However given the
present dislocation of policies in the light of the MEP it is doubtiul vwheother
sustainabilty let slone success can be achisved. Ths present aftempts (at
iberalization) have lost its being an integral element to the structural nature of the
paciage of policy reforms. ¥ liberalization is to take roct, the rest of the package
fincorporated in the gavemman}c’s ECChOIMIc agenda) has to be taken into account,

On hindeight, it Is equally doubtiul i the Macapagal iiberalization would have
been sustained (had he been reclacted). For one, decontrol was not part of a
larger package of reforms and even trade liberaiization wes viewed-as a political act
and not ag a basic economic policy. For ancther the regime then had no
knowiedge of the implications of the ad hoc tariff changes it instituted on the overall
economy or ihe speciic Gals and dustrial sectors.  Indesy other than removing
large import premia enjoyed by licensed importers, the Erﬁpﬂrtﬁlﬁ:iaﬁmﬁm siruchure :
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. of the scaonomy remained intact. And then there was no broad-based institutional
reform to provide the stimuius to real economic change (e.g. land reform or
agrouliural modernization).

It Is clear that there are inherent seiffirmitslions to frade heralization when
rermoved from overall economic reforms. Whether it was in the 1962 episods or the
current eitempts ignoring the simuliansous pursuit of other sconomic policles wil
deiinitely Emit a foeralization’s sustainability.

While trade beralization masns seting prices right, its long-run sustainabiiity
depends riot on whether prices are right but whether they are rigid. Changes in the
price ratios between tradeables and nor-fradeables are the trigger that accompary
lioeralization. But if once the initial right prices seftie, they are maintained {bacause
ﬂmywaﬁgmammﬂ}.ﬁrsmwhﬁ&yisinpeﬂﬂm, For instance in the
Macapagal decontral, prices bacames rigicd a few years affer elther through tarif rate
adjustments or keeping the exchange rate overvalued (the former having a non-
mnwmﬂmlaﬂernﬁuﬁaieﬂ&ctmpdmﬂ_ Then there is the question of whether
ak prices are set right or are these just the trade prices. Setting prices rigitt then
becomes a necessary but not sufficient condition for the sustamability of trade
liberalization.

Trade iiberalization puts the prices of raded goods right but #s sustainability
will require accompanying policies also to sst prices right if the suggested all-prices-
right are oo tall an order. This is the specific exchange rate changes that is
important 1o it '
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One important factor fo the sustainabiiity of trade lberalization is the set of
adjusiment measures laiken to cushion ifs inidal negalive effects. These range from
fcraign exchanga requiremants to support possibles import surges o emporacy
employmert programs. The extent to which these sac'.jgs.t}mnt IMeasUres are avaiied
of depends on the succes= of tne iberaization e, indeed tere may be o need
tor them it the policy strategy is effactive. Thus in the 1962 enisads, adjustment
cortingency was unusad” Cn the other hand for both the 1970 and 1980 episodes,
ihe adiusiment resources were fully used ™ :

Then when rede liberalization becomes pait of an overall packags, the
adiustments teke on a larger :‘.a;ntem. i the 18560 episods, the adjustments also
included madernization programs for the texiie and encineering industries which
would be affectsd by trade fberalization. Some public infrastructure may be part of
adjusiments thal will suppont old or new industries to compete Insmationally,

Some madicum of economic growth is probably necessar: to keep the
momentum of tracle [-oralization going. More speciiically, in order to mitigate
{lemporary} uneimployinent consequencas, a positive growth may be a more efi‘nmant
way of attaining adjustment. After af, in & couniry ke the Philippines where there Is
a large pool of 'urnarrapiﬂye;:t. andl a reguiar increase in the laber forde every vear,
some growth in the face of the impact of trade Fherahzaﬁm vl facilitate adjustiment
1o a new situation. in fact & may be difficult for [iceralization 1o be accepiable in the

cortext of unemployment and oo growth.

ig -




Remaving the source of distortian in the external sector specifically and in the
cveral economy more generally will contribute 1o sustaining trade Sberalization. To
carraet one distortion with another distartion will not solve the problem. The 1970
2pisode i @ case in point. The provision of export incentives snd exchange rate
adiustment in the restiicticnist regime isclated the poiicy of rade jiberafization on 2
circumseribed aréa {e.g. bonded warehcuses, processing zones} from the rest of the
seonomy which continued to suffer from the distorbons. s the 1562 episcde, the
souree of the distorion was clearly the fcensing systern frhich was removed and
the unrealistic exchange rate (which was adjusied).

in terms of the details of implernenting trade iberalization, it may be important
o pay attention to timing and sequencing issues. F the program is lbersization of
import restrictions some principle has to be followed in the order by which products
are 1o be iberalized. For example, inputs have to be removed frem the restrictive
fist first before outputs, And Since exports are competing abroad, they also should
De zhead in the liberalization process. But this will hold trus oniy if thera is &
phasing of the lberalization (as in the current drive) but not if the policy is immediate
(as in the 1962 deco:tral). :

A stable economic and pelicy environment is also essential to sustaining trade
fberalization. This means the morse general macroeconomy parameters and the
abifty of the policy regime ta be consistent in policy decisions. Undemeath the
notion ufasmuaemmnﬁcmrmemmmecunﬁmnfﬂwmmm_

maﬁhmhmﬂlibemﬁzaﬁmasmﬂastmadinmmeaﬁdmmdﬁmmﬂbﬂ. Mot




~ in-anyaftl'laﬂ:}m'aﬂzaﬁjn opisodes has the environment for gainers and losers been
aevaiuated in the Philippines. It s not so much the strength of the ones affected by
liberalization but the stability of the groups that would keep the debate ngﬁen at high
level and niot detencorals into chaos.

Relatedly, the Initial condifions of the intemitl and exdensl economies would
De relevant to making trade reforms work and sustaining it Since trade lberalization
ks a jolt in the system, conditions must be such that adjustments are smocth In |
nternal and externa! environment ot the stan of the policy 1n1aiwnm1tam 5
examipie e 1980 reforms hao dulcul sl conamions tw Legin with botn
domestically and externaliy. "Iihe iikelihcod of not sustaining it and in fact reversing
was very high. The 1883 crisis simply facilitated the faiiure of the 1880 trade
liberalization.

What seems to be politically paramount to sustaining trade Therslization is the
poliical expediency of the policy. For instance it was easy for the early Marcos era
(1968} 1o continue Fberalization but &t the same time begin his own program of
economic policies {e.q. rfice and roads, ncieasing fiscal deficlt) without
understanding the need to maintain consistency between the two. Witness then the
exchange crisis in 1969, And of course the eailier 1952 decontrol was couchad in
poiitical terms expedisnt to Macapagal in gaining ground that the earlier Presiden
Carlos Garcia had likewise (partially) exploited. s

That Macapagal pursued deconirol as-a poltical sgena suggests he had
anficipated positive results even though he had a more radical sohution for decon .



;o inat Marcos followed i {but &t the same time crafiad a banner iesue of rural
development) equally suggests he had perceived the liverzlization to have endowed
posithe resuits. The expaciency of pursuing varations of the same theme means
sboralization had knpact. Intemnal inconsistency however created the orobliem for
sustaining &,

ig: nu"aar;mr-ﬂs. 2% long as there is a poilical reason Le. that there are
constitients for the policy move, & will be taken. But the builcing of a strong
constiuency for Ef;:.ie lboralizaiion nesds a process of apprecision understanding
and convincing. .

Combining technical and polticsl dimensions, sustzining trade libaralization
requires explicit transparency in the debate and policy decisions. When pursued in
the light of a strong political leadership, sustainabiiity apnears to be half-attained. &
s tus that the 1962 deconirais did riot have either the transparency nor debate
sccompanying the policy. But they were the Basic political issves. if the swilt
decontrol instruments wers taken & is clear they had had the benefit of arguments
one way of the other especialiy during the presidential campaigns. The early 1986
import fiberalization aisuhad#ﬁsmmtavefnfmmwanddebatem$m
losers and gainers, mmmmmﬁlmmmmpmm
hearings. hﬂdﬁhﬁnaﬁss&hanﬂdnnetmpnﬁwwasnummdﬁmﬂy. Contrast
the lack of transperency in the 1970 and 1980 epizodes and one finds unsetiled
lobbying on the basis of access 1o the powers-that-be and not on the basis of
quentitative and qualitative assessment of meris. Thus # was easy for policy



makers 1o reverse policies, discriminate the affect of them and perhaps even ssil
them.
Finally i is important that sny liberakzation policy is perceived ic ba an

indigenous dedision, arived at by Fifipino poficy makers and a Filipino political

systemn. The extent to which there is progding by mudtilaieral or bilaieral pertners
(especially in ex ante sense) dilutes the potential sustainabifity of trads Fheralization.
Constituency formation is behind the reasan for 2 decision formed out of own-
understanding of the economic problems. Congruency -::m_.ha admitted but

atiribution must be national.

5.0  Conclusion
Tradeﬁbﬂaﬁzath:naﬁa_pcﬂﬁ:ynii&hwshea*mm?nﬁméubjeﬂ. This can
be gieanad from the historical experience of the Philippines. And one reazon is that
among & policy instruments with the most far-reaching effects on the economy it is
wmmwmqmmm There are thus two stages in iis
implementation. The first Is the process of starting and succeeding in & The |
second is the process of sustaining it
mmeﬂam.mbemMMMMErmEnrwm
trade-fiberafization or wider trade reforms. Success in starfing  requires the
creation of an stmosphere in which the various interest groups surface i open
debate. (Even more important is a potical mecha ism ard wil for sorting out the
debate and amive at a definite policy diectiont Tt ere Is no question that the 1962



. decontrol benefiied from this atmosphere where it was the central poiitical issua of
1881, Then when decisions were made thers was a social support for it fthough
teebie opposition remained).

There are of course limitations 15 the scone of frade beratization and in this
maner smphasis was made of seeing it az par! of & larger package of etoromic
retorme. This s a critical technical matter. What is imponant for starting it is an
aciive participation, in as tensparent a debale as possible, of various interests—
exporers and domestic-demand producers, nationaliste oo intemationalists,
proectonists and free traders, corporate leaders and poverty croups—-towards a ful
understanding of the pﬂifﬁy-iﬁ the short and the lono run and the factors associated
with its success and sustainability. The 1986 beraiizalion beneftad from this
afthough eventually nulfied somewhat by teck of policy coordination in the
governmeant.

Once rade Hberalization inftisly succzeds (in the sense that restrictions are
aliminated) sustaining it becomes a more teling task. For one the losers wil
emphasize their injuries white the gainers will minimize their profits and the debate is
re-opened. For another lobbying wil intensify aiming o roverss policy, delay it or
terminate iL  And then as short-term costs and injuries are magnified, long-term
bensfits become hazy, and improvements speculative, its corstituency eraodes.

In the end, sustalning treds libsralization and reforms int the Philiopines
involves & trade-off among the various interest groups, between shor-term and ong-

term and between comparative advantage (both actual and potential} and self-



. sufficiency. Sorting out thees issues i an economic matter. Adjusting through them
and ariving at concrete policy decisions is a political matter.,

This paper has identified a2 number of factors of sustainability. It is importarm
0 pay aitention to them as trade lberalization is considered, implemented, and
sustained.




FOOTNOTES

1. Under a small-country assumption, trade that is iiberalized simply means
that domestic and international terms-of-irade between Traceabies and non-
radeables are identical. In reality howsver where tariffs and transport costs do
prevaii, there is bound to be deviations between domestic and international terms-of-
trads,

2. The discourted present vajus of the balence of trade is supposed o be
greater under a liberaiized regime than otherwise.

2. In the General Agreement on Tariffs and Trade (GATT;, mamber countries
like the Philippines fwhich acceeded in 1960) are nof really expected o free their
trade bui commit o non-discrimination, and Fensperency i protection.. See F.
Albure, E. Medalla, and F. Pante, "Philippine Trade Policy Options," in M. Ariff and
Tan Loong-Hoe (editors), ASEAN Trade Policy Options (Singapore: ISEAS, 1989).

4. This section borrows haavily from F. Alburs znd G. Shepherd,
"Liberalizing Foreign Trade: the Experience of the Phifippines,” in A. Choksi and
others {edftors}. Liberafizing Foreian Trade. Volume 2. Lessons of Experience in
the Developing World (Chdord: Basil Blackowell, 19313, -

5. By 1974, the real wage rate in the Philiopines dramatically declined
rﬁﬁehb@ﬂlery&mmwnﬁghmﬂmmmﬂm
exports of manufactures,

6. See for example de Dios (1984).

7. Instead of complicated tarifl rates, the levels were in 10 percentage points
from 10 to 50 percent. While this simplified the rates, the room for tariff escalation
for integrated manufacturing processes {e.g. steel industry) became narrow and thus
raquired intermediate rates. '

8. The government adopted the domestic rescurce cost (DRC) concept as
the major criteria for determining whether protection should be given a product and
a modified “critical price” measure as basis for the needed tariT level.

8. It has slready been noted that the initial IMF Stand-by Arrangement was
not avalled of nor was the US contingency debit used.

10.  This included IMF Stand-by, poiicy-based loans and the specific
structural adjustment lcans. 3
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