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Abstract

The Philippines has mnever had a structural experience in
export development. Instead of fully departing from protection
and import—substitution, export policies were placed on top of
exisling biases and the country ended up achieving neither
cxport-orientation nor efficient import-substitution.

The paper explores two major forces to export promotion.
One is exchange rate. It is argued that it is a policy tool
available in active export promotion. The experiences of other
countries (to which the Philippines has been historically
comparable) show Low important exchange rate has been.

The otber is monetary policy. Access to domestic and
foreign credits, cost of money and financing availability for
exporters are discussed. It is argued that exporis should be
allowed access to financing from global financial markete. There
is something to be said for an Erim-bank for the Philippines
whose special effort is putting to bear its resources-fipancial,
technical - inte export development.

Some policy actions are suggested.



Towards a More Open Philippines:
Monetary and Exchange Rate Policy

Florian A. Alburo®

"Export for National Survival®
The theme of +the Philippines being or becoming export-

oriented or of seeing exports for national survival is not new.
This is a direction almost everyboly osgrees we should go.
Hewever while in the direction nobody disputes, there seems to be
o general consensus on what to do or how to go about it. Ewen
independent Philippine observers or students of +Lhe Philippines
cannot put a finger as to whether the country is really export-
oriented,

It is 2izo a theme that seems to recur everyiime the COURCTY
cxperiences an economic decline as the domestic economy fails to
peTk up. For example in 1985 I said, "... with real declines in
2conomic activities end a projected o percent real growth rate of
GNP..., one will have to contend with depressed domestic markets,
mare so when the stabilization program with the IMF shall have
been in force in the next 18 months....But we need not be
confined to domestic markets. We can gear up resources to

respond to international trade opportunities where a bahy boom of

*Professor of Economics, School of Economics, University of
Lthe Philippines. This paper- was earlier presented +to the First
Philippine Exporters’' Conzrecs (Novembor 19727, Philippine Trade
Training Center, sponsored by Philippine Exporters Foundation.



some sorts in supposed to have started. ... In fact trade would
seem to be where we are pinning our hopes."t

Well, in reality the economy did not have a zero growth
under that IMF program but erperienced a depression of more thano
a 7 percent decline and exports (and izports) fell by wore than
14 percent.2

The rationale for export orientation is well Enown. The
Philippines is always pictured az abuandant juo natural resour-es,
skilled and educated labor. and is an open economy. But this may
not be for long a characterization of our ceountry. W= are
Sﬁl;'iuuﬁl_? and irreversibly depleting our natural rescurces, our
educated labor force are migrating in droves st the peak of their
oroductivities and protty scon we will end up with the voung to
tend to, a runa;ay popalation, increasing poverty and greater
unemployment than what we have today.

Our present export potential lies in products u%ing a lot of
skilled and semi-—skilled labor, natura! zescucc s, and low-level -
technology. 3 The advantage of lnuking at the2 global market is
that it appears wide if not uﬁlimited as leng as we are
competitive.

Increaéed participation helps increase employment, earn
foreign exchange , and alleviate poverty. Indeed; in the.finnl
2nalys=is, increasing our exports of footwear. furnitare,
basketwork, xprncessud focd, garmenils or computer software
congeals a lot of labor and employment in them. We are really

exporting labor embodied in these products but at the same time .
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priming our related industries. ¥hat befteor vay is there of
national survival than of beecoming internationc! ly—eriented.

Yet the Philippines has never had a structural experience in
export development. If anything what we have is a long history
of prntggtinn and import substitution, longer in fact than the
other countries we started out together with — South Korea,
ltaiwan, Singapore. But it does not mean +that there has been no
rEtﬂEﬂitinﬁ‘ of the importance of exports and of implementing
policies and programe to promote them.d After all they pay for
the voracious imports of domestic protected industries. However
instead of fully departing from protection  and import-
substitution, the export policies were rlaced on top of existing
biases and the country ended up achieving neither. Ind:strial
employmeni share has in  fact declined, low-productivity scovice
iadistries ahsorb amployment . poverty has sorsoned sad fhe trade
urficit weeps on widening.s

The elements +that compose the process of moving towards
export--rientation i.e. an outward-oriepces develosrment strategy
are found in the eofficial document: af the devalopment plan.é
They heve bean discussed an® discassed. The  maore izporiant ones
will also (agein) be further discusssd. Whet is critical to
rememhﬁr though is that they should be pursued as a package and
similtaneocusly if necessary. What is more, unfortunately, is
that there is very little room for compromise among the elemenic.

This paper explores twoe major forces +to export promotion.

One iz exchange rate. ¥e demystifiy the meaning of it First



before arguing that it is & poiicy toel nvaiiable ia active
export promoiion. Them we look at the experiences of athe:
currencies of countries which bhave succeeded in the export drive.
Finally we look at productivity as the other side of the same
coln.

The other is wonetary policy. dere we I-ok at-access to
domestic and foreign credits., cost of money, and financing
availability for exporters. We also set in context the present
monetary policies as they impinge on export development.

We end the paper by spelling out actiomable policies and the

caveats that go with them.

IT. Demystifying The Exchange Rate

The exchange rate, i.e. the amoust of wvDesos needed to
purchase one unit of foreign currepcy usually a US dollar,
strongly influences the behavior of imporiers and exporters. AS
it goes up (meaning increasicg pesos per dallar) importers tend
to purchase less abroad even if actual price of imports remain
the same. Exporters Lend to sell more since foreign buyers can
purchase more pesos even if the actua! price of-exports remain
the same. The actual exchange received and paid for of course
differs hy such +things as bank charges, depnq}t margins,
documentary stamps etc.

Because of the importance of exchange rates in determining
exports, imports and general international trade, its historiecal

movement in the Philippines has been one of successive government




interventions that have kept it from adiusting towords ils
"appropriate” rate.? But what is on zrtpiopriate exchange rate?
Some would say that it would be that which can be maintained over
a sustained period of time. This however begs the question since
maintaining a rate can be a policy act which can then be
considered appropriate. An alternatiwve is to take the broad view
that aa exchange rate iz a general price indicater of the
countiry’'s -exports and imports relative to other countries
(whether as trading partners or competitors).® ITdeally it should
be that rate which clears the demand for and supply of dollars
without a government entity (or its agent) being a residual buyer
ar sellar.

While it is true that such an ideal may mnt be realizatilie we
can take a close approximation. Suppose that an average erchance
vata for a certain day, or month or vwear is copnsidersd
efzroplr.ate {(diue prlhaps to minimum interventicna). Whatever
that rate iz could be our basis for tracing the adjusiment to =
Dew appronriate rate.

The adjuctment ta a new apprapriate rate roliez on
esnentizliy two dimensions, One is the relelive aovement of
prices between the tradiog countries. Tn a sitvation where
Phil@ppina prices (measured by inflation) in general have been
rising faster than its trading partners (say inflation in the US
or Japan) Philippine expocrus become wore expensive and imports
cheaper - we are likely to lose export sales and increase import

purchases. Adjustment will require an exchange rate depreciation



of a wmagnitude equai to the differonces in relative price
movements. Thus even if prices are inecreasing, if a depreciation
increases the number of pesos per doliar they can compensate for
inflation.

The other is the degree of erxchange rate movements of cur
trading partners or competitors. If the Philippines denreciates
the peso less than its trading partners’ depreciztion, Philippine
prices fall less as well. Adjustment will require fucther
depreciation or a fall in general prices. An exchange rale
satisfying these +iwo dimensions is what 1 call a realistic or
appropriate exchange rate. A measure that takes these into
account is techmiceliy termed the real effective exchange rate.
And since it is based on a reference appropriate rate, it is
generally in index terms, i.e. REER.?

An appropriate exchange rate must therefore —eflect the iwo
dimensions I outlined. To the extent +*hat ios Phiilippine
exchange rate falls out of line with the two adjustments then the
p2s50 is either overvalued or undervalued. If it is overvalued it
means that our imports - are cheaper and exports more expensive
than 1f *the rate WEre appropriate i erportars are
renalized/taxed and importers rewarded/subsidized. If it is
undervalued it means that our imporis ci¢c more expensive and
exports cheaper then if the rate were appropriate. In other
words, the extent to which the peso is uv?rvnlued is also the
extent te which domestic producers are protected in addition te

the tariffs imposed, and it is also the extent to which exporters




are penalized in addition to the penality they receive from export
faxesq.

The exchange rate, if it is appropriate or realistic, is
perhaps the best neutral promoter of our exports and the best
neutral protector of our domestic industries. If it is oot of
line them it creates distortions to our trading system.

In the Philippines as well as in other countries, the
behavior ﬂf-;IpﬂrtE, imporis and trade in general is strongly
influenced hy +the REER. As the peso appreciciss (i.e. it is
overvalued) relative tr the country's tradiag psariners, ernoirts
declize #9:1 imports increase.

Since the abandovment of the Bretton Woode eystem of fized
exchange rates in the early seoventies and ‘fhe stringeatl IMF
coitlibtions of “fasdamental diseguiliosriua® as definiag wien
axclancs rutes chsnge, ithe exchange rate has besen rapidly used as
a potent policy tool for influencing trade. For those countries
which =vu% & social value to esring LoTElgn exchange,
arctmalating Feserves, promoting AETorts  wnd discouzaging
irports, tha exchange rate has been dJnaliberatoly ueed as a
rowerful Insiroment for development.

Losking now into the REER for the Philippines with reference
to 1970, it can be seen that in almost all years the inder
exceeded 100 meaning the peso either did not depreciate enough or
Philippine inflation has been rising faster than other countries

or both. In any case the magnitude in excess of 100 measures the
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degree of overvaluation ok ithe peso. An iInsufficient
depreciation of the pesc over Lhe wvears ~ffectively was no real
depreciation at all, indeed a case of "teoo l1ittie, too late™.

Conzider now the movement of the Singapore deollar, Eorean
won, Taiwanese dollar, Malaysian ringgit, Thai paht, ‘and
Indonesian rupiah. It can be seen these currencies have been
undervalued for meany years, a product of a deliberate policy to
pPromote exporte. In . the latter 3 currencies ihe recent meriod
shows guick adjustwents if not, again, an undervaluation. o
course the track record of these countries for export expansiod
or reserve accumulation is common knowledge. In other wordsz
these currencies’® movements reflect an aggressive exchange rate
lpuiiﬂr to promote exports.

Suppose that there are also deliberate efforts to increase
the productivity of the export industries {(or for that matter all
tradeable industries). Then this, coupled witiX an aggreassive
exchange rate policy, will bave a double-~Ruarvel eifect of farther
competitiveness since productivity improveswats lower prices.

Even efficiency increases in impori-substituting industries

T
increase the protection to them. Insufficient depreciation,
however, coupled with productivity improvements, undermine
competitiveness and actually redoce exports. The -message is

clear: depreciation and productivity increases should complement
each other. In fact increases in Japanese export industries in

the face of undervaluation of currency guaranteed export markets.




Tabie I and Figure ! show the Philiopircse REER from 1070 €9

OR9.  Por example, in 1980 the KikR soows an  jodex 6f 116.2

splying that the exchange rate should have devrciated by 16.2

percent if the Philippines were to remain competitive. A simple

compe

ison of US and Philippine inflation rates for that year
would reveal that the exchange rate should have been PE.B80 per US
dollar. The actual average rate for 1980 was P7.51 or an
overvaluation of 17 percent. In other words +the peso was
deliberately protected from adjuesting to its apprapriata rate io
1980, and in the process the country lost competiti-wz~rss at
least relative 1o US mackets. Tn 8Ll viher words, our dnreisw
\buyers were paying P116.29 fur P100 worlh ol Fhibip,ina soods
ftuen Table 1.

This explanation however dgnores how our compelitirs are
(@ iusling because one would nobe thed= by 1905 fFimns: 55 Lo FRaD
Siops ‘cicw 100 and the pesn was "undervaleed, ™ f.e. bthe forsign
Erers conlid Buy PIGh worth of PRIlippine gosde For P A6, e

Af similar goods are available from <. Tt innd und Tadanasia,

o muct wouia fnreigners pa tor them therea? Tahla 3 (Figore 3)

oY ULat the 2iames goods can be bought from Thailand and
firde=esls for much less (p37.00"And P55 19 regpectively). Thus

Even 1f  the peso was already undervalued (relative to 1970} it

mas otill overvalued relative to our ability toe =ell aovr szpocia.

Ef the Phillppines in the seventies ha¢ a currency that war

alved and its cowpetitors had adérva ued currencies then



the compeliiive loss of Philippine exports came from two sources,
PeEOD overvaluatian aned conpetitor country cCurrena>’
undervalustion.

Since all REER (Tables i-3) are in index l'i'-t‘.!‘.lnf_ti':‘- units _they. ,
are all comparable and we can use pesos as reference unit fnf:ull
to drive home the argument of the paper. Thrﬂugzﬂﬂ{ the
seventies foreigners had to pay more than PI02 +to parchasp Fico
worth of 1970 goods while the sewme forsigners can buay prasumahlf
the =ame Zinds of goods {e.g. garments. toys, fbut-ehr.
furniture)} from the other countries  for less +than P100.
Symmetrically, Filipinos pay only P100 for more than Pl04 worth:
of 1970 foreign goods From abroad while the Koreans, Taiwunéa;_
and others get less than P100 worth of 1970 foreign gnﬂdE;Jl}ﬁ
such a sitvation the Philippines would tend to sell less and.
purchase more abroad compared to its competitors and if the:
cxchange rate were adjusted appropriately. : -

When Figure 1 is compared witl, Figure 2  (or Tukis I 2ith
Table 2} the sustained undervalwati-on <f #he Yorean won is

apparent as well as the Singapore dollar zad In ihe sid-seventies..
L

and early eighti:s of the Taiwanese dollar as well.
:n 1%34, the exchange rate has been depreciated between
canuary and September by 12.8 percent (F22.4544 in January and

P25.35 in September at the BAP fiocor). Om the face of ii this

aeems to be a2 quick response and consistent with
relative Iinflation between s=say the US _ and
However, again, based on the




country's compatitors in the world market tiors seems to be soms
variation. With respect to Singapore, Xorea, apnd Trizen “he
peso has indesd really depreciated {(See Table 4 and Figure 4.
Un the other hand with respect to the close competitors of the
Philippines namely Malaysia, Thailand and Indonesia (Table 5 and
Figure 5), this is not the case. If the intention is to promote
exports ugﬁreasively. the exchange rate adjustmenis are so far
insulficient.

The 1990 adjustments however should not detract from the
need to devise a structural exchange rate policy of exzport
Promotion that will transform the country inte a real ezgeort—

criented eCOnomy .

I1I. Accompanying Monetary Policy

Competition in the international mearksts require that
producers operate on the basis of common parameters especiatix
for inputs +that are internationzlly mobile. One of these is
financial capital. A country's comparative advantage ovuzghi to be
reflected by its resource endowments and not to be handicapped by
its inaccessibility te Financial TesSources .,

Although broad monetary pelicy (reserve requirements, CB
: operaiions, monetary base, elc.) is undoubtedly important, what
is probably more important to the particular development of
exports is narrower.

First, there is the access to cshort—term credit and long-—

term financing for exporters in general. In theory and under
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free markels, ecxporiers coald bave no trouble sourcing fonds From
international credit markets sinee ithey trade globally. hasaoming
that they have a wood credit recor<, thaoy can presumatly sealk
financing from muliinational banks or even domestic commer-iai
banks. Given a saltisfactory credii evaluaticn, access ought not
na' aproblam.

viilervunately this 12 not so in the Philippines. For ope,
there are restrictions to exporiers from directly borrowisy from
international creait mariets or even from offshore banks.10 For
another, smaller and purely Filipino exporters are disadvantaged
vig—a-vis exporters that use inputs on consignment hasls pincs
presumably the lalter receive raw materials financed from
international credit marketis.

it is difficult to wunderstand why this is sa. After all
exporters trade in foreign currenciss and are perfectly capable
i assuming e¥change visks. And govermment grarantees cannot be
a substitute for zormal] bank credit '‘Svaiuarica. Inasccessibility
to short—term credit or even long term fiscucing inbibiis e
growth of small exporters as well.

Secoud, a presumally standard reply to the above paint is
that exports can zlways access to domestic credit markets. The
subsequent concern is more telling. And that is the high cest of
financing in ‘the Fhilippines. With rates of interest that are a
muitipies of what conpeviag exporters pay, financing i; a Tesource
handicap. Add to this the collateral-orientation of local banks

and the resistance to tie up funds beyond the period when an L/C
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iz opened, becawse of higher opportunity costs in gnver&ment
treasury notes, sxporters are fertber biased egainst.is

A discussion of the high cost of meney and its solution goes
beyond the purpose of this paper.i2 It involves a mors general
microeconomic and monetary problem. Teo the extent however that
some of the sigpificant bult unnecessary intermediation costs are
reduuud.m greater banking competition encouraged, and project
Torthiness used as gauge of fipancing, the cost of money can be
reduced Lo wexporters in particular and to the financial sectar in
ganeral i3 Conservative exporters with access to foreign
currency credit markets would perhaps finance their Iocal
currercy c2sts  domestically (at high financing coals) to avoid
exchange risks.

Third, there is the concern for =necial credit windoss or
loan  guarantees for the export scctor. Indeed given the
importance altached to exports it is only natnral to expect s
Tinancial concessions for the sector. There arc in fact severa!
existing mechanisma.t4 One is Lhe availability of guarante
funds for  export financing through smitilateral and bilataral
gupport. Another is the existence of special rediscount rate for

export paprers with thes Central Bank. Indeed éipartefs ﬁ;§ only
around 18 percent rate for financing which banks in turn
rediscount at 14 percent. The effective rate may be higher given
that exporters are financed only up te 64 percent of their

papers,1s
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Finally. cthere is the vacouw of a governeent financial

ingtitution whose sole purpnse. iz to promote, faciliitate
financing and advocate exportis. i analopy iz made with the
Export-Import Bank of the US or Japan and other countries. In

addition to these itasks it might De uwseful Lo mention that
existing guarantees and special firancing windows for exports are
anderulilized sioce these are not knowna %o many exporters
especially ovtside major urban centers.i6

There is something to be said for an Exism-bank Ffor the
Philippines. After all our competing neighbors do have much
fFacility for their exporters. HNot only will such a bank zoazoli-
dalte the variety of existing mechanisms. it will also be akle to
cut down both cosis and {turnaround time Jfor rediscounl
facilities, reduce transactions and information costs for
exporters and concentrats the job of exyport promotion on a
coordinated bhasis. One prime candidate for an Exim—bank is the
Development Bank.u[ ithe Philippines (DBFj-.

DBF might argue, as it probably will, tiot it is alrcaas
responding te export needs through some of its windows.17 This
i8 however no suhstitante for a concentrated effort in putting to
bear its resources-financial, technical - into_export develop—
ment.

These various monetary dimensions are essential to the full
and sustained development of an expurt—ariﬂniei-Philip@inﬂa.

They do not however bear directly on monetary policy per se but

are somehow responses 1o adverse consequences of policy. In
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..;}.E1inr as the cost of money goes up becaunse of monetary
{fxr. special windows are opened to address the financing nesds
.ﬁp_ﬂ::lnl groups {(in thi= case ezporin).
Xhat sgeems sore rTelevant  to the export sector is greater
@pital ard Financial market liberalization as well as greater
Bey eoavertibilily. The former plus banking reforms would
Fove finencial sector competitiveness and with it reduce the
DSt of BOREY for borrowers. If combined with policy effortis to
b¥2 policy-based intermediation costs, lending retes would
ML sowe more. Th.o lallss would allow wxporters {as well as the
of the economy) to determine on the basis of their own necds
Pplans their foreign and domestic currency reguirescnts
tgﬁ-;t CB rules or rTegulations. This would be superiar to
f;y_ing the surrender of 211 export receipis into domestic
Frency and for them to purchase foreign currency at diifereat
+-18 Eroviding for- different rates or differeat propoctions
mAngs is actually de facto & multiple exchange rale
m. The Philippines has had this experience in the paat apd

led.18

All this does not mean monetary policy does not matter to

art promction. In the face of an aggressive exchange rate
ffL'ﬂ more conservative but accommodative monetary regime
:;:iﬂppnrt exports in three ways. The first is that monetary
Ethrough both lower intermediation cost and CB direct instru—
s will be cornducive to longer term investments in export

;:fi ies. The cecond is that monetary policy that preserves
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price stabiliity wr provenis inflationary spiral maintains oo
country’s intermatic-al competitiveness that the exchange rate
promotes and avoids continuous exchange rete adjustments.
Finally supply problems of export upstream industries are
minimized and the sector as a2 whole has & more certain
environment for responding to glebal sipnals. .

White it is true +that accommcdative or liberal monelacy
policies may not be essential as long as specific needs of
exports are addressed through special guarantees, windows or
access to finmancing sources, it is true that a "correci” mornetary
policy is far superior in accommodating export grewth, does not

necessitate a special treatment for them. and contributes more

broadly to overall development.

IV. Policy Actions

Since this paper®s concerns are focussed on Dopdtary and
exchange rate policies, it 1is imporiant %o point oul that there
are other equally critical, if not more criticel, £factors that
would influence exports. All these form part of a package of
policies and programse that wmust be viewed as ah whole and
implemented as a whole. A piece-meal effort would fail te
achieve any impact and may be counterproductive. For ianstance a
competitive exchange rate may stimulate a supply response but if
there are infrastructural bottlenecks to the availability of

production inputs, prices may only rise erasing an exchange rate

advantage. In fact many studies point out thal a major key to
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export development is <1he provision of basic ipfirastructure
(physical, power. communication).:i® Some also argue that
incentives are important especially if competing countries oifsr
them.20 Even land reform is important if export growth is to
translate itself into a broad base development. With a skeeved
income and wealth distribution, an undervalued exchange rate will
still lead to purchases for luxury consumplion asd imports and
SOomehow disaipatc its protective effact.

There is an abundapce of a _comprehensive policy agenda Tovr
economic development in general and export growth in particular
for the Philippines.21 Whether Filipinoe or foreiyn oauthored oc
institetiopally advanced, there iz no sarfeit of coocrele
proposals. What is often noted as & rTeason for failure in
carrying them out is lack of "peliticel wili™.

Rather than repeating a known agerda and az & w2w of

]
i1

summarizing this paper, a set of policy actions is spelled out
order to increase their appreciation and uvaderstanding of th.
interrelationships in the context of export promotion.

The first is a full and total departure from the regime
oI protection and import substitution along with esxport
promotion. It was technically clear that legislating R.A. 6135
{Exrpert Incentives Act) on top of R.A. 5187 (Investiment
Incentives Act) was bound to achieve neither efficient import

substitution nor sustained expori development. This is w=zll

doctménied for the Philippines?2 and, in all other cases,
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outward—orianted siraterizs followed import—substitution 4ia a
slep phase, pot simul. anecusly. 23

It is difficult to understand how a meaningiicl
prioritization can be made with a policy attachment to hoth
protection and export promotion, hesides the government losing in
forgone revenues through various inceniives. With 222 industries
or product groups in the 1989 Investment Priorities Plam. ome
wonders how facilities and attention can he given to alj.ie

Compatibility between the twao suggests confining
(manufactured) exports in bonded warehouses or processing :omas
withiout strong domestic inter—industry links. The development of
{competitive) upstream industries is therefore inhibited. ek
2gain,; the -experience of th&.newly—expurtiug countries show that
their sole export drives eventually led to the backwyard linkages
and development of medium and eveniually  heavy upstream
inlostries.25

2 Second, there must be a Firgp sacis] commitment +o
adopt, implement and sustain an export—oriectisd economy as A
natural sequel to the departure from a regime of protection and
import—substitution. Not only must the political regime rally a
social vision of exports but it must put a premium to exports.

Although there is always a conlinuum in the trade—off among
economic policies, in the final analysis there is very little, if
any, room for compromicz  azong policy choices especially if it
involves accurate numerical magnitudes. To 1illustrate, an

insufficient peso depreciation iz ne depreciation at all, inyites
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speculation, exacerbates a balance of payments problem, and the
economist gets blamed for the ensuwing economic debacle.

Fotice that this action requires the acceptance of a ﬁﬂﬂiﬁi
responsibility of export development, not individual interests.
This means the whole country (society) gears itself up te earn
foreign ezchange, accumulate reserves, ard strive to avoid
deficits in the balance of payments. Onece this social commitment
(and social premium to exports) is bannered there cannot be a
compromise in policy making. Thus it is seldom that a government
exprésses clearly and in unequivocal terms what is the social
direction it wants to take. But if govermment is half-hearied,
hesitant and compromising, what for is it?26 After all social
order ig its main task that +transforms a citizenry into a
society. If exports are important, a “ffial premium needs to be
put ioto it.

3. Third, the exchange rate must ©bhe cnntinuuunl}
realistic, competitive and even undervalued to reflect the mocial
value to exports. It has been argued in this paper that the
exchange rate is the superior neutral promoter of exports and
neulral protector of import-substituting industries. Natural
advantages and efficiency will determine competitiveness and
trade.

Even without a scciai premium {¢ wiposls, on unrealistic
exchange rate eventually leads to a balance of payments crisis

which in turn lead +to a larger set of economic problems. The
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ieéanah of a ferelign exchange crisis every decade frem 1949 and
more irequent siace 1977 Vone ir 1994 .and now in 1%29C) iz pretty
clear. Beliance on exogenous factors (controls in e 507%s:
teriffs in the 60's; debt in the 70°'s: aid in *he 80'87) doocs ot
change the structural problem that a wrong exchange rate
foasters.2T

On the other hand, an aggressive exchange rate policy helps
wiports and import substiiutes, encourages local iadustries, an:i
induces savings. The record of the countries whicsh have THa AT
aggressive exchange rate policies in terms of sustained exporis
is evidence of its effectiveness.

&. Fourth, keeping in mind the need to maintzin « rico
stability, there must be greater financial! and monetary poiicy
liberalization. While direct monetary ease or tightness does not
affect exports, the associated liberalization {greater
compeltition among hanks, convertibility, etec.) and its effects
sould promote exporis.

The intermational! trade character of exporte  sugpests that
exporters be allowed to directly transact in  intern=iioons:
capital markets, either through correspondent domestic banks or
offshore banks. Liberalization of wonetary rwles should
accommodate this.

5 Finally., Lhe design, implementation and management of
economic policies for exports must be in the hands of
professional, not amaledr, economisis.zz While alternative

designs have to be fully explained, discussed and agreed upon Ly
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the body politic and society at large, their specifications rust
be entrasted te Lhose whose discipline is economics itself.

These five arecas of policy action of course cover more Lhan
errﬁange rate and moneftary policy. They are however essential in
order to keep the context circumscribed. These acticns in
support of export promotiom should have heen done 10 or 15 Y¥ears
D, areﬁl&te. and require immediate application. In fact, the
experience of the country in export growth in the last 10 to 15
years shows-the rationale for these policy actions. Horeover
what has bheen spelled out here are all in the realm of Executive
action, are knqwn in the policy circles, and can be guickly
implemented.

This does not mean mno legislative work is cut out. Tn +hka
medium term the restructuring of the Central Bank as the monetbery
authority may have Lo be modified. There ' are others as well.
The debi problem may have to be separately addressed, although ia
a4 separate paper, an argument is made that its selution will not
solve the trade’s structural problem.29 The wvarious laws
promoting import-subsiitution or relaining prutection may have to
be amended or repealed.

A break from the past in terms of mometary and exchange rate
policy is the beginning to sustained export development and an
oulward-looking Philippines. If there has been undue attention
given in this paper to exchange rate policy for export orient-

ation, it is because it is probably the mos=t important factor.

21



Table ¢

Real Effective Ezxchange Rate Irdax
{May 1970 = 100}

Philippines

1970 105.5
1971 110.9
1972 103.9
1973 in3.3
1574 123.5
1975 108, 4
1976 1iL.%
1977 110.2
1978 100.7
1979 1i0.0
1980 116.2
1961 118.4
iggz2 120.4
1983 103.5
1984 103.1
1985 102.3
1986 Th.l
1987 6%.6
1988 68 .5
1989 72.3

Source: Centra] Bank of the PLilippinea,
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Tabie 2
Real Effective Exchonge Rate Index

Singapore Dollar, South Korean Won, Taiwan Dellar
CEXoT0 = 1007

South

Singapore Korea Taiwan
o 1970 100.0 100.0 100.0
1971 G4, 3 92.2 93.8
1972 90. 4 80.8 85.8
1373 109.5 T2 : 84 .9
1974 122.5 77.6 114.7
1975 116.6 73.9 109.1
1976 103.5 79.8 105.4
1977 o%.5 TT.d 100.3
1978 89.1 72.8 95.6
1979 90. 3 80.3 99,1
1980 90.2 85.5 108.0
1981 93.7 85.8 116.7
1982 99 .2 82.3 111.9
1983 97.1 75.2 105.0
1984 97.0 729 102.6
1985 92.4 66.6 97.2
1966 77.9 56.3 69.5
1987 73.72 57.2 99.5
1988 T2 4 Gl 1 104 .3
1989 75.9 73.8 1173

Source: Central Bank of the Philippines
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Table 3
Hoal Efrfective BErchange Rete Index

Malayslan Rispit. Thai Daht, Yndovesian Rupiahb
(1%70 = 1G0)

HMalaysia Thailand Indonesia

Iara AL L] Ion.A
1971 97.48 93.8 88. 0
1972 96 .5 4 .1 79.4
1973 . 161.0 BO. & 84.1
1575 103.7 89.6 1045
1975 9T .5 83.4 i0L.0
1976 69.6 83.8 111.%
1977 85 .32 78.7 110.7
1978 N 67.9 95.3
1972 79.1 /i 790
1980 75.3 78.0 A4.9
198" 77.3 80.1 85.9
1982 82.5% a4 .5 $9,0
1963 70.3 B4 .2 T4.0
1964 85.3 T7.6 71.9
1985 78,7 67.0 74,5
19355 62k 57 .4 55.1
1547 53.4 53.4 A% &
1985 53.2 34 .2 34.5
1989 52.9 55 . 4 35.7

Seurce: Central Benk of the Philippines.




Table 4

Real Effective Exchange Rate Index
Singapore. South Korea, Taiwan
Jeugnary-septenber 920
(1970 = 106)

Singapore South Kerea Taiwan
Januaiy 7B.5 Th. b 117.8
Fecbruary T9.4% ThH.2 118.3
March ; BO.5 T&, T 120.0
April an.8 TH. i19.9
May an.q T3.7 1146.1
Jure 80.06 T2.06 1i3.4
July 79.6 71.9 111.8
Aupust 9.1 T71.9 111.7
September TG.6 T1.1 112. 4

Source: Gaee Table 2.
25
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Tatife 5

Real Effective Exchanpge Wate Tndex
Fhilippines, Malaysia, Thailand, Indoneszia
January-September 190p
(1970 = 100)

Philippines Malaysia Thailand Indonesia
Janunary 3.1 53.5 4.6 356.3
February TH.0 53.8 5.2 36.7
March T3 54.3 58. 85 7.8
April 75.0 53.6 57.2 16.2
HMay Th.,2 52.9 56.7 37.5
June Th.4 1.8 27.8 e 1
July & A 51.4 36.5 5.8
August T .G 0.8 30.6 32
Eapteamber H6H.6 59.9 S56.1 33.7

Sonrce: See Table 2,
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ENDRCTES

TSee F.A. Albure (1985).

¢The govermment is again (October 1990) preparing a ner IMF
program which will presumably have quantitative targeis and
economic forecasts. Given this experience of the actual
performance being way off program forecast, a careful assessment
of a new program is essential.

JFor a classification of Philippine manufactured eXporis
into their resource content see F.A. Alburc (19a7).

-
ASee ILO (1973),.

*Contrary to theoretical expectations, and actual experience
of labor-surplus countries, the share of manufacturing employment
actually declined from 11.2 percent of +total employment ia 1976
to 9.2 percent in 1986. Poverty incidence did decline frowm 528
percent of househoids in 1985 to 49 percent in 1988. Yet it must
be moted that the incidence in 1971 was 51 percent. More-ver Db
incidence measure is sensitive to inflation rates and it wos!

not be surprising if the incidence has again increased.

S5ee NEDA (1986) for a statement of +this objective of
outward orientalion though not quite unambiguons.

"For a historical account, see F. Pante (1983).

%8ee World Bank (1987) for cross—country comparisons.

FAn index over 100 means that +the exchange rates of the
partner countries have deprecialed by wmore than the peseo
depreciation or their inflation rates are lower or both in which
case the peso is overvalued. To correct for that the pese should
have been deprecisted by the extent of the overvaluation.

105ee R.E. Balwin (1990).

118ee M. B. Lamberte (1989).

123ee M.S. Gochoco (n.d.)

13In. onme World Bank estimate {he bank spreads between
borrowing and lending with current intermediation costs amount ta

5.2 percentage points.

198ee M.B. Lamberte (1989).

27T
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i1*Bonks normai’y [ipance 80 percent of papers which are
rediscounied for 80 percoet with the R yielding =2 64 percent
Proceeds for expovters. :

i6¥hile some speciiic programs (e.g. the Export Industry
Modernization Progrem) may have been fully utilized. some have
not been  including export rediscounting facilities of CB. See
M.B. Lamberte (1989).

L7DBP has participated in the IGLF [(Indusirial Guarantee
Loan Fund} bgt considering the number of other export financing
schenmss sratterud dhong mamy  Iniplementing institutions  there is
still wide scope Tor it to assume a greater Financing role Tor
exports,

188ee R.A. DBaldwin {1973) for a detailed exercise in
estimaticy exchange roies for different transactions.

19For a survey see M. Ariff and H. Hill (1985).
203ee 8. Guisinger (1986) for an illustrative AT Eament

218ince 1961 there have been more than half a dozen maior
studies on the Philippines which praclically argue the same themes
about the economic direction of the country. Among them are G.P,
clicat apd J.H. Power (1971), BR.M. Bautista, J.H. Power and athers
(1979), F.A. Alburs and G Shepherd (1991}, and Woerld Bank
(1976).

128ee R.M. Bautista, J.H. Power and others (1979).
238ee G. Hicks {1990} for a recent SUTYVET
Z48ee F.A. Alburc (1990

23A  forced backward integration as Korea did in 1979
actually  backfired and cauged pelicy problems in the esrly
eighties. For an acccunt of this experience see Jungho Yoo
(1989) .

$6The so—called "lack of political *§11% is really & product
of a prier decision as to the social or economic direction
desired and the social! premium placed in it. An outward—oriented
oullook can be fully explained in terms of costs and sacrifices.
Once the censtituency (not all) accepts It the political will
follows.

278ee F.A. Alburo and C. Rejante {1989).
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28A counter—argumeni is often made that the economy is too
important an area to be lefl to economists. Two points may be
said in this regard. e Iz thatl since 1949 the Philippine
economy was never managed by economists (though most elaborate
plans were formulated by them). Look at the econemic record af
the country since then. The other is that placing the analysis,
design of policy options and their management to professional
econowists does not mean social and political leaders wil! have
no say. Rather they will bDe fully aware of options and
consequences (through interaction and iteration) for which their
final decision hinges on.

I98ee F.A. Alburo and €. Rejante (1989).

.
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