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This paper =xamines the employment sffects of economic
policies since World War 11 by analvzing data on output and
enpioyment and various stwiies o trade and industrial policies.
]E+“1:1:n:':1urkr_=. that Fhilippine oubput growih has been lower than
selected peighbors and that this mey be traced to the country's
trade~policies. It also finds that during the post-war period,

implicit factor substitution has gone agairat labor.
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Employment in Philippine Development
by
Cayetans Paderanga, Jr.l

T terms describe the predicament of the Fhilippine latar
foree: low income and vremployment,. The proportion of housebolds
bl thET poverty line increased from 50 percent in 1971 to &0
pErtEnt in 198952, The unemplovment rate was estimated to be 17
percent and the underemplovment rate to e 35 percant foree  [985
representing =2 worsening from 1954,  when laboe  force TR EYS
started, when unemployment was seacured at 14 percent o and e
undererployment rate was 21 percentI.

Trying to climb out of the deep recession of 1983 and 1785,

e Philippines was confronted with what to do about inCome ard

1Bimnvenido M. Gonzales fssociaste Frofessor of EBconomics,
Schosl. of Economics, University of the Philippines. Abridged
wersion of Paderanga (1988) written as & report to the Institote
of Developing Economies. I would alss like to acknowledge
research  support provided by the Center for Research  and Dooe
munication to the Policy Advieory Sroup to the Department  of
Trade and Industry in 1987, which started my cresearch dn this
af & =

National Economic and Developrent Authority, 1986, page 0.

IThe rates are not directly conserable becatse 195946 figures
SR 10 to &5 years to be in the  labor force and bhe Past wegh as
the reference pericd. ATter 1976 the laboe forfe wmas redesined
te include only those 15 to &5 wears old and the past uarter as
the reference period. More comparable but much earlier informa-
tion for 1976 give the vremployment sod underenployment rates as
S perocent and 10,5, mﬁpecuﬂ!ly.




St -dqoor urtise=rba lization was

divided into S M! =l tanetural [AlEeo =19

al., 15966: 11}. The letterman whal wouls be eliminated with

apeopriate morwtary anidl | TisEal policies. Tha fornnr was bhe
large residual of vhotilised Tabo thwe Lo ireppropriste irduistei-
ab, trade and commercial pelicies: Tiw QowesTmnent coutd e for a
TETeR IR “frat pEi Lamediately ahled Tondind burdl  Tabor
unther=ulilizatior . Hovever, “thils would ' ifcress e ot pf
later modifying ite  dndustrial sirufture 0 order G0 eelve
structural’  Ghcer-ubilization. The alternat @ wes to  stact
modifying the fndstrial strechure wfdch voole |l Feouire  fere
deliberate choice and, therwiore. sirwer @ FEsuscitation of ir—-
dustries. Thiy would avoid the peica ooet of revdving  Tediatries
thal would dissamear with sore o U iate polici=ss ey,

The policy dilemra  in 1986 ombdeli=t the  oredicameit oF +he
Philipgines. The loog-term solutiom Lo o is La-l:l-_.'r ueder-uti L ra—
tion requires «ome short—us sar=i P cen, Hoesrver, the  losn of
!Em anc the resulting soclial dopetience pot a wory high  orice
tag on the ‘Torg-term sOlitics  Hew it 5t all cobeto this 99 o

=
costtry that only three oecedes oo appeared to B0 leavineg :te
neighbors  bebing® Thi= paper sttenpts 0 eeplain  bon this

evolwed, “Section

BEveys tihe  growih record of thE Pralip-
. el
Branalyesus B policles underialen i tte

post—borlc War SO, sex | jcpv four traces the effact of thoeo
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5 Tiwe Prilippine’'s Growth Record

The Philippine growth recoed iz, perbeps, pat - an better
Ferspective when compared with those of other countries. Fram
1965 to 1985, the por capita gross naticnal product of the
Fhilippines grew by an aver age of 2.9 percent (Tabie 3. During
tl‘-':'l:. wame Deooniy—vear period, low-incoes aooncmiss aloo g Loy
¥ percent (i Chine and [ndia  are excluded, Ly 0.8 percent).
Midile-incom: economies griew by 3.0 percent and industrial market
Beonumies by 2.4 percentd. The Phalippine growth recosd looks
respeclable until it 1s noted that compared to ite ASEAN nEigh—
bora and the rvmed y—industrializing economies (HICs), Taiwan, Sin—
gapore, Homghong, and South Korea. the growth performance of e
FPhilippines leoaves a iot 1o be desired. All obtker AEEAN Coum—
tries grew By at least 4.0 imrcent while the NS grew by oan
average of 0.8 parcent annually. Reckoned from 1955 B0 19652,
the Philippine growth rate woold still be only .6 percent,
irdicating that the difference in growtn performance cannot  be
entirgly biamed on the 15989-328 recessicn.

With this disparity in growth rates, the Philippines” per
Capita GN° of $50B0 1n 1985 LS. dollars looked small compared o
the LSEL,000 of Malavsia, USSB00 of Thailand, and oaly marginally
Fagher than %the 530 of Indonesis. (With tha retovery, e
Philippines would have per capita O of §960 in 1984 U.S.
oollars; Indowsia, USs990). The MiCs 'uﬂ even higher per capita

ircomes.  In contrast, the Philippines’ per capita income at the

Aol Bank (1957 X002




Takln 1

dotpet and Srowidh Dates oF Do Canite Tocome, Fogs5

Popalati Irea GHF per cepifa

Killiong Thouzemis of Bt

Hud- 1985 Square ve, Amnya)

follar Gresth Fabe §
15854 1905-0%

2, AIEAE
Indonesia 162 7 1,014 530 13
Kalayzza 156 1 2, o 4.4
Fritippines 3.7 i 380 2.1
Thailazd ok T alg &0 £ 0
b Rids
Hosghang .4 1 6,230 6.1
Eorea 411 o 1,504 b h
Singapore b5 1 T.4z0 7.4
Taiwen

Jepree;  Paderanga (19880 Table |




Febla 1

Braoy logestir Proaoed
Total and Per Capita

{Te Bollers)
--_1..__-=EE==::1.-'"-;‘ o - . dimErrEvedrr FTRTIRLT3-EGT ™
10ah 1585

Total r.C. Total P.C.

B rT P ks oo DT AR TEC ST IR Al e - HLE
T,
=, hEER
Toinnesia 30 4 &f470 M
Hlaysia EHE s B30 2 et}
rhiiippings BlLO i Jx5en s
Thailand = it 155 a0zde g
b Fils
Honqiong A F91E 30 5250
5. Drreq gL ] BE109 FAEL
iTalo e Erd 1T FTATR T
Teduan
+.

Zoerces:  Rorid Developesol deport, 19T
{Tabie 1 E 3 of Table 27 for popelstion growsh rites),




start of that peariod Hll ﬂt e 25 Thatlant's and rot too fTar
behimdg Gtk Yoress's (Table 2.
Indumbrial Strocture
Striking i= the Philipptre’s spparect trfability to sthatt its
indhrstrial o struckore wWhile wuilbmtantial chenoee {0 secteral
compositicn «re  takdng place din gther  countries in the area.
Changes were most pronousced in the NIGs  where Taiue decroased
the agricultu-al share of GOF from 27 percent to 7 peecent and
increased the share of  the industrial sects- fron 29 percent Lo
45 peervent (Table I). South Korea decreased agriculturs' s share
from I9 percent o 18 poroent and Increassd industry's share from
Za-to 51 peroont. Malaysia snd Thailand sbowetd more  modlest Sutl
everthaless significant changes. In  tha ;r&;imimg, Agricul-
bere’'s share of GF remained the same  and 9 share of Lewhustey
inched up  from T8 percent  to 32 percent at the sxpense of e
BErAALE  npchor. Changes in the composition of the PHilinpine
labor force told essentially the same sliory . Industr ' s shares
wag Constsnt while agriculturs’'s share dropped ohaly from o8
perceEnt o O3 percent wdth e slare '_-uhlftirq o services.
Tablgs 4 and T show how the shifte in sector shares came about .
W detR i service s share of GOF coupled with an increase in
Imbir fbgﬂc# share indicate the pporverse nature of J"hr:- anctor ' 5
"gresdth.t Theml also indicate the inability of the industrial
sacior o ahh_'tu grEater proporiion of the groseth in  laber

force and the role Of the service sector as an emplover of 1ast

a F
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Teele Ja

Sectoral Coanpeifion of bross fo

mestic Prodact (GOP

EE NI CIE I NN D B

B 0P Fistribetion o f EEY I(pereeatbtage]
- Fefst i ] 5
955 198S 1955 BRES IWES 1985 1948 f9eS . 15 1988
T=allERE= e i P11 I ELE] e
T,
LET
sl LEW BA AT 5k e 13 b E 4 3 4
2ysia LN I Im i o 25 e ;| PP T
i lappines 6 0H 32,590 b ) . k) i I 4 A
ailand 4,050 38,240 3 17 3 3 14 0 42 B
Wils
pgkong 3150 3730 3 1 40 n 2 LI
3.0800 86,186 kL 14 26 i 1% . B T
e 319 17,470 & 1 . 1 15 . e - R .
(R 08,731 1,307,687 i 7 bl 4 47
(AT SN |

L1 . 1.

5 share of 6BF i3 shown separately.
¢ Dosestic Product.

Pederenga (1988), Table e,

CoEECICDERIEE zE= SEE

ECaase mamufactoring 32 geperally the most dynamic part of the industrizi secter,
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Table In

decteral Compasilioe of the Labor Force

e T i naLes FIRSSITES —————e-- FORTET EEE e E EFEEERSFERRENFESSFodo=x
Hrﬂ:t!?ﬂiw'ﬂ Pertceatange ol Ladber Force Eve. Loneal
of working age =~ = 0 oot e (oWt of - L (R)
{15-84 y73.) et
--------------- - i [ 3
1565 1983 1565 i) 1945 1360 1965 1588 1965-R8 198035 30R%-
ey = T e e e R S | e e L Ll et e B T ] =i - —— T Em e T e TEE LT A s Sk
b kSR
Tndonesia 53 & n 57 ¥ 13 n i 31 2.4 id
Majayzia i 29 54 42 13 10 L] kR R L &
Pli1iippines 32 5b i) 52 16 16 h 1 5 2.3 e
Thailend | 39 B2 7l 5 1 L 18 &8 ' I.

_h Fils
Eoagkiug 5 68 b i 53 31 1 47 15 1% L,

_!n:_rﬂ a3 2 - In 1 Ex) | 3, i1 ar 1
Singapore | f7 fi : a k= 1 L3 4,3 5.9
Tarwan® 47 i 12 4t n a1

Foarce: Paderanga (19981, Table 3b

Taiwes Statistical Gate ook, 1987 -
L.
-
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jatle 4

mvRTaoe Annual Grewth Bifes of Dosestac Produc

Teble 4
Iverage Dmngal Srowlk Estes of Dopestic Product (1977 prices|
Br Industrazl Criginm, 1940-1977
{percent}
=, =1 AT Ty LT i R
1905-53  1953-57 1957-61 1941-&5 1963-69 1949-73. 1973-77 1%40-78 1977-81° 198E-R5t
. Fiea &% CEEIOZEN -
galiare r.? 4.3 4.2 4.8 4.0 14 5.4 4.3 4.5 1.4
strial Sector .8 8.1 17 5.8 5.5 7.3 .1 b.5 h.1 -3.7
Y BESIEY e 32w B Ry 88 33 54
ciurizg 14.1 111 T 1.8 6.5 T3 a0 7.8 5.2 !
iruct ion 0.3 L6 o i0.8 = h 2 i B i.6 By -2
fies b 5.7 13 3.0 b 1.8 13:2 44 B8 3F
Sertor 0.4 £ b 4a 4.4 47 46 5.2 5.7 S -, 4
estic Prodert B.6 k.2 1.2 4.8 4.6 4% f.1 5.5 5.1 =23

=iEEoETT=

Paderazga {15871, Tabie 1.

.ilfi ¥os wsed (revw dala frop Philippine Stabistical Yearbook {1084, MEDR),

szmTrTT
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Table §
browth Retes Of fopmlation ind Eeploveent
{I956-08)
T REETECT x - R
Period Fopuiation Exployment
1%56-65 ib .7
186¢-75 4.8 31
JATE=-20 17 4.8

Source: Padersnoe {19%88). Table 2.
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Teble &
Eeployzeat Srowik Rates Bv Broad Tedustry
[1955-85}
af b ef
Period hgriceltare Tndustry Services
I.'ldll——b'""' = L1 L L 3 == e —- CEE L]
135061 1.8 2.1 2.4
18063 1.6 4.1 .8
1965-7¢ 1.3 4 8. 3.8
1570-T5 4.3 1.1 4.1
1573-80 1y 14 3.5
158085 1.4 5.2 4.5
af
hgriceltare, forestry . kunting amd fishimg.

bf

Mizing a%d quarryicd; Cosstructios; Memufacturing: Electricity, aas, water
ood sanitary services: Cosmerce '

)
Transport, commnaity bosioess ané recreational services: Domestic
services: Perspeal services other tham demesiic

.
'Y

Note: “Indusfry oot reported® 13 exeloded
Source; Paderanca (15871, Table 3.
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Table 7
Employed Persesz By Broad Isdustry Sroupings
{1956-87]
1056 1870 i9gd
o -4 ¥ 3 fn 3
T S NN LS LGk rr TS SToSTSSSISTEiSEsalTosT s FErroTeEsasTE
af
Arricuitore aa47 80,7 Bial ) a9t 3.3
B
Indwstry i3 #.7 4 P i 4389 5.1
ef
Services N 13.5 el W8 4083 el |
af
dgriczltere, fishery and forestry
B

Miming and quarrying; Mamvfactoring; Elestricity, gas and water-
Constructson, wholesale asd reteil trade

)
Transportstion, storage and commsnicatioss: Fisenciass, issurence, real
estate and busizess services; Comemnity, sorial and personal services

Bote: Excludes data en Indmsiry not adequately defiped
Sewrce: Faderamge (19871, Tabie 4
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AIe this model  the  comnonly tedd view of the  provalencoiBRs
am winciplby capital-arteEnea vl e oy et the ey of sgaptatain
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Ragher productivity wae nansed o in hinhier labor income. a mass
market for increasingly sophisticated precducts was developed.

The otber model is the ore empoved by a mesber of Southesst
and East Asisn contries ranging from =mall countries 1ike Laos
and  Famputhes, through medius-sized countries such  as Malayein
awl the Philippires, to indonesia. These coasbries have folloesd
an andustrially dominated dewveloomest strateqy characterized by
structure of protection favoring durable consumEtion gocds and a
bias sgainsl sgriculiure and  exporbs. Marafac turing indu=tries,
urban construction, and  limitad Public worbs  bergd to be haghiy
Capital-intensive. Seall scaie procduction unite are discouraged
by incentives o capitel which rovder labor—intensive production
meEthods  unprcfitable. ﬁ1:i],m‘.,1ﬁe Ol e T omeneer E-:-:!_ﬂrier;c'#- Eu—

emplities the experience o Ehis oroup of comtrioss,

I Impact of Policies
-

The policies which prevai e during  the first, guarter
cEntury of independence bawve teon described s pEnalizing agricu—
e and ewports, ang SpSOing . drndustries which: tend 4o e
inetticient, import-dependent, capitai-hiased and mable to
generate e amplowment mecessary for utilization of  tha
countyts labor forte. Fowsr  and Sicat (19711 swnarised the
conseqguences aof  the policies as: {3) Lrnaard= looking :11m5vi\!~5;
(b} an excessive depeadence o iported Inputs: (e an exceaoive

reliance of the m O a T primary edport, oding to  the

Joee Fadersaga (19884, section III 7or & summary of polie

' t
a F e
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tTailvre of the irndeatrial oo tor ] I:l!:*"-.-'El':Ip- as-: a sogrce of
foreign exchange; (@) over=toncentrated regional dewelopmant; (e)
greater inequality of income distribotion: (f)  the reglect of
wage—goods industries; fg) slom growih of industrial ensioyments
ek (1 tecknical and ecowsnic mefTicisnty-

During the firnt fifteen years, ljoport-sobstitution strategy
v Drimarily espressed by the system of  exchenge and rmport

-
contenls aithough other policies like tariff, credit and tax
incenkives refilected the priorities of the mexre dominant instres
ments, In the last ten years of that peciod; tariffs became
aominant, Hossees, a6 Yaldepenas {(8FT0) nobed, the _FF"iﬂ"'itiEE ot
PLEROmLS policy shieerl P8 effective change. Fawored indistiries
belonged mostly to the industrial sechbor and were oriented
towards  the domestic market. At the same time, the type of
ipcenbives given; bax and btari T rebates on inpor s wuf fnpdts arnd
credit enbeidies . bendpd to biss growih toward Those wndustra
which wers eve receptive to capital-antensive  techagues.
IMoustries Iless . able to adapt to capital=-intensive activities
e [Eff ot of the avallable incentives. The bias also toogoed
ta be for import-substitubing industry and against agricul bural,
fepart-oriented activities.

Prver antd  Sicat (19701 estimated the Effj__':_tg-._;iw prreE e R 1on
rates (EFfs) for the various andusteies for 1988, Agriculiural
ant egriculturebased andustries. bypically suffered negative
EFfs. For pwample, effecbive protestion o coanned meal anc dairy

prechuchs was negative; at Sother oxbrems, valus scohed at world

market prices wWas  oegetis mietal  FTurmiturse SR oy,



Averige Relet of Proteciios In Philippine Wamnfactoring, 1963

(In Percent)

EEEIIES FESEOERES SEEEEE =FEZEZEIE: ==

Effertive Protectinz

Industry Groop Boainal
Protection Falagga Lorden
PTE sTrzzizszsszszzsssszssrreeoce Press

Exports {excleding sugar) -k -19 -19
Izport-competing ki 61 59
Hon-laport-competing if a3t B1r
f1gar 3 146 133
A1l Mufaclfering 4 40 4k

Breept erpurts b T 7l
srssrzmszsmzoessasmszsscsacs SITIEEamssssscrocazorzrrressmrmzszrmzsmssszcozozoozsesses

*Realited protection.

fource: Power {1978), Table 11.10.




- 17 =

faple 9

DHC estimates: Philippine Mamufecturing, 1988 amd 2074

coatinaed. . .
I -G Code BRC
B e e Industry e e e
1504 1074 194 1874
3 9 Slaughtering end ponitry dressisg g1 8.0
38 aj Beat products. ramned 8.02 f. 26
41 Meat products. wacanoed B.02 043
28 41 ™ Evaporaied and comdensed silk 112 1.67
Al 43 {ee cream and otber fiavored ices,
dairy driak specigities 1.9 B.10
i H Butber, cheese & other dedry producks 1813
it 4 caneed froits b veg, prodacts 1.3 1.3
a3 4h Qtker froits § weq. prodects 52.88 094
4 47 Fish canaing 125 6.3
48 diher fizh & zeafond prodocts 12.5% i3

A5 49 Race ®illing 5.70 986
46 ap Corn willimg 513 T.45
:.ﬂ 5l Fiour milling f.53 I60E
48 52 Bazery products 5.15 15,68
o i3 Seger milling & refiziag 4.4 . 46
) 54 Capdy b cherizg quo prodocts 15.18
k1] ] (ocoa & chocolate products - 10.38
L) p1 Processed coffee 5.17 W
33 1) lesiccated cocomui products .5b 464
x5 L] Starch & starch sroducts 166 10.5%
ah &l Macaromi, spaghetii, & moodles - 944
57 B Veg. lerd £ margarize 5.48

£ LY, Prepared feeds for snimals & fovls 5.0 406
an fd Hize. fond menufacidres, n.e.c. R i
w 85 Diztilled, rectified & Dlewded fiquors .40 15.81
_ 66, &7 Wines, brewery £ meit products 2. 48

Bl &8 Soft drinks & carbonated water 1.9 .08
82 i3 Cigarettes 108 18.73
| m Cigars. cheeing, & sweking tobaceo f47.08 6. 13
&3 T Leal tobacco processing 352 .2
11] T “Textile mill products B.99 1115
Ly n Koatting mill products 5.84 692
% 4 Cordage, twize & net indmstries = 10.18
L7 76 Other textile prodocts 11 &
o T Footwear, except rubber & plastic 825 647
m ] eady-made clothing i 5B
n &0 Napufactors of esbroidery prodocts 35 i
n Bl Other wade-np textile goeds 441 .45
T3 a2 Lamter 3,68 6,14

3
&
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Tabie 7

ORE estimates: Philippine Mantfacturamg, 1989 ang JC7L

coatinged. ..
TaAZE REELES =i S Db it ol T R g RUEE SEEEE:
I -0 Code ORC
ity o R e wRL i Ese o
1974 1959 1974
EET LmemoT TFRET =" BETECEOT -
B3 Plyvood vemeer plaats 55 b4
B4 Doors, windows o 1153
8 Other wood, ceme £ cork producis 146 10.18
Bi& Pood & rattan tursitere § fiztures 6. 0% L7
Betal furniters § fixtares 29 il
g7 Pulp, paper, § meperhboard mamnfacturing b0 b.14
&3 Faper prodects b 11 18
88 Faper § paperboard roptainer £.36 11 47
48 Mise. cosverted paper products, poe ¢ §12 eI
n ¥ewspaper, magizine, b pericdicals, ©oeoc 47 583
42 Books & paampiilets 4. 589 B.17
a3 Commercial § job priatisg - 6,07
a4 Bookbindizg £ other allied activities 1w -
85 Tanging & lestber fimishisg b3 455
& Leather productz, excepd footwear 0.Bh B. &5
W Aubber footwear 10 3%
L Tires § isner tabe sasofacturing 373 585
Tire velcanizing. retreading & repair 4 6% b
o Other rubber related predects 1% M4
o Compressed £ liquified mazes = 6. 35
10t Basic industrial chenical 11 1
102 Fertilizer § 1ime 4.1 (R
163 Cocnont gl 3.6 3.48
194 Giher obls § fals 18 7.54
15 Paints, varnishes, & related cpds T.56 15,3
106 Piastic materials in W
1 Bedicizal & pharnscevtical prodects ER 5 R 1
168 Cosmeticn § toilet preparstines 137 .95 13308
g Soap & other washisg & cleansing cpds. = 478 HW.N
1@ Imsecticides, germicides .08 4.43
111 Gther chemical products, 3.¢.c, 4.7 a
11 Petroieus refineries 1.6 804
113 Praducts of petroleam, coal £ roke A8 612
114 dtraciwral clay proderts o4 7.5
113 Strecteral coacrete products b6 g.74
116 Elass b alasg praducts =1 1.
nr Pottery, chima, & eirthwere I T S
118 Frdrzulic cemant LT 1|

119 dtber upa mefallic mineral products 13.83 a




Table #

BRC estimates: PRalippine Masnfacierino, 156% ané 1974

congloded. ..
1 -0 Code DAz
s [sdustry
1574 1350 131
120 from b steel dasic mdustries &9 138
- Iron & steel foumdry products 594 g3 e
i | Famic soo—fersoes melal producis § 13 5.4%
¥l Metal came, bodes, & contaimers 3.12 4.78
13 Catlery § gem. Bardware handtools i 13.74
i) | Stracters] mela! prodocis 5.33 829
§ ~ Stanped, coated, § cograved prodects 6. H Foh
126 Fabricaced wire prodacts S.4b b 47
127 Heating apparétus, laghting & plewbing B.4% o Th
128 ther fabriceted metal products. 2 e.c, 679 3532
] Bpriceiturel machigery & eqoipeent 4453 87
130 Other [abricated mefal producis, =g ¢ 4.8 4,75
) Gezeral industry wachinery & equipment 5 i 5 58
133§ Eiec'] disfribution & contrel apparafes .12 5 20
135 Copmunication eqeipment = 14.55
138 Batheries 1.5 .45
137 Eiec'|l lampz & Fixtures ER i
136 Etec'] wires & wiring devices N |
130 Fousehald eiec'] spplisnces § wires 627 -
Hogseboid radio, televisioa receiving sets, phooegraphs
and ACCESEOTIES .68 =
- 140 Befrigeration & air-condifieming eowipaeat - 14.9
141 Other bousedold elec’| &ppliances S 1T
142 Shipbuiidieg sod reapiv 7.75 bA5
143 Botor vehicles 4.7 §.82
144 Molor vehicle engioes, body £ perts = §.82
145 Rebwildiog, repeir of wehicles & engines 1.6 -
146 Masnfacture of molorcycles, bacycles 7 ports - 1.1
149 Bazical i@siruesois 13,48 =
150 Fabricated plastic profducts .18 B
13 Mamufectoree of medasurisq coatroliing eqospesst i a3 »
132 Banafactere of sedicinal, orthopedic & surmeel sepplies . 4w
157 Kizc. mansfactures. n.e.c, 358 b TS
s Sl TETIEITIEISSSLSssssanasas EEEr & = = .

Fotes: ¥ ]-0 (1%60}: Frwii jmices. canned aad preserved
I-0 43 (196%): Vegeiables, caomed and preserved
8 Wegative pet carning o sacvizg of foreign exchisge.
- Data ox capital or laber cost aot availabir fres ik JSRFASE or Ecoxvamic Cemses

Ssorce: Bauticta 2ad Tecson {19794, Table 1.




Table 10

Bank correlaticme resulis

R LEOE ™

ExrozEnoz

—naTEIEw

Tarizble Correfsted SpERTHET
wf Domestic Resource Huaber nf Secton Correlof 1on Level of
Cont Coeflicient ciguificamee
1964 1974 1048 1574 1568 1474

Share of exports

sectoral ontput B4 ¥ .30 =038 0082 0,103
Capital ynkensity g4 9 -0.014 613  0.151 0%
Capital productivity B 88 -0,383 -1.417  0.001 0.0M
Labor prodect vty 81 BT R M 038 0,017 f.001
Eifective rate of

profection = ] . 681 - .01

Source: Bawtista and Tecsom (1979), Teble I




= 21 =

refrigerators and  air conditiorers, eather, jute mill products,
household radios, phonciraphts, and televisions, a8 well-as  for
i lery, Implyvingan absolaie weste of resoorcess.

The discrisingtio sgainst expirting was sStronD  Been in

proftected’ industries becasse proetection  implied wouch  Righer
rrTa-*gins Fom dommatic welvs thah exporis. Table B shows the
aviraggs  orabtes of protection of conmodities by target merkeb.
Effective protection as  of 1955 (after twenty yedars of indepen—
dence) peralized exports and discriminated against cepital and
intermediate goods i Tavor o comsomer products.  Sarmp thore
wan liktie chenoe in the taridtf strocbtore from 1965 Lo 1970, the
structure described could be  teken to be the culminatizn -of the

first guarter century of incdependence.

Folicy Impact, 170 to present

Afier the policy changes conrected with oecontrol dn 1961,
the most irpor-tant changes Ctcurved Iater in that decade. Iry
1547, the Investment Incentives Act wes enacbed, followsd by the
Export Incentives ACt in 1570, The 1987 sl Tormed the Board of
Imvviestments (EOL) which i1mpleamented most DT ihe policles
regarding traede  and  inchmteial policy egides Toom moreiarys

sxchange rate and closely welated policies. ¥ The majior cherges

=

&The aothors gualify this reult by thatbooting the biag
against domestic products mey have contributed to thow result o,
Geing to CwideEpread evasiong Lhe actual level of protection maey
twr lowemer Lhan the apparsnt level.

7The Depressed Ares Ihcentives Act  (BateS Fambenza Blg.
Y. pases in. 1581 g ! incEntivien Wwhaich W alsoc T b
adninistersad e thie Boacd Mvizstments,

B
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lLizarZongpelioe o Gleld be sald] o (Ebhecn pakds 2t
the aiamt.0f L el

Bastinta. Fraes arc-fospelates (1979 oxanlned  the oattern
ofandustrial promotion as of 1978, Me=le) la canel Power {1977 1n
the same woalame JRsigned . a-Bethod of estinating FiTeciive protec=
ticn rates {(EFFR] baned on  peocact differentiation amd imperfect
omipetiticn ircorporating the sfiett g dogdrectciares.. Waale
cane of the most obviipus aromplizs in 1965 were remedied. e
basic thrust was untouckes. Three eleverdts 67 hias  resaineh
Tirst, the bias. in favor of masitfecturings: secowd.. the Wity
ptsed of panor s, bobh i renufecturing and | noamanatashering
kst riess and ctnded, tha hies Ji o devonogT he finishing stenes

oFf producing consurption. ooosds medse odinterpsdlale angd cepita)

aoodss,

Tha =same acthors alsoestimated For 211 dndusirips dte

o

tomEstic resmurce cost (IR which de grgentislly "a coso-benad
ratic of the social valuation of dommtic resources wosd oere u-it
of . pet Toreign excharge ewnad (or saved) by to wEnrt (or
SEpoEt b EttiRion) oF a oiven prodaci.t Tabhles 9 presenic the
DR setimatee. T suthore found e opositive corgeplaticn: Eetvwem
thesssectoral BRC and EPR estipates, Imblyvicg that Righ oot
ingustries were generally receiving sy prokechion,  moes
-

efTicientxmcheicioo W Being pealized¥. They: also ot g

reoative el aiZon betiewn . UL and export orisntatica. Finally,

Steut Ietme Poser S o isites 48T . pogm 0.

Trautivtas Pover sl Fecocintes g% 7 . page A1,
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they notiond & rough eisssitication dividing the industries twe
greupssoal) low DRC  and hich capital and lsbor  productivi by and
B high DRC and low capital and labor prodoctivi by

Gregorio (19791  analvied the dmpact Gf the  Investments
Incentives Act and  Ew Export  Incentives oack. She mobed that
while the BOI incentives have a relatively minge effect on the
overall structure of protection, the che-acteristics af the more
impdrtent dincentives oranted  like tax erErption/credgit on Bhe
durchass ol capital squipment, asccelerated depreciation, E".‘:E-:,.
ieade to & bias against emplovment creaticr. The incerdives arp
al=o inadequate for offsetting tre penalty o exporks,

I sum, the policy changes during 1570 to 1995 did rnot ol ter
the gemeral character of industrial promotion. Contrary to policy
pronouncements of the sarly sswenties, the thrust  of trade and
industrial  policy has been wwhanged from World War 17 wadil

today 10,

W interrelationships: Policies and Do iopment
Dutput Grosethil

The effects of the Philippines’ trade and industris] stra-
teqy an the pace snd patitsrn of ite cevislopment iw, mrhg,:.a, best
arpreclated 0 conparieor Wittt  dee  BSERR Combtrioes and Ssoian

e Starting at  roughly the same levels Bf  income almost

10This statement wil) mre  concretely supported when EPRs
and DRCe are-estinated fromthe 1985 input-cutmut Tables.

11The disgusssice i Bection basically follees that of
Paderanga (178088 & = 17,




alsc atoptid] esmerbially similar fnftiz] 2p0ra B fo frcustiia

myamoarreal growthoof  ieclEbeial prococtlionl B 5-10 per-cext -
However, a8 the potential of the dowslis mgrkets  bocsime Faplaly
Trlled up growth  slackensd Al the impor LRt e c e o7 Lot
substituting mencfacturs begen to  prokes periodic Toreign
excharege shoetaop=n

The NMICs shifted breaard seabsbeol=en tented,  esgmrt pr oot Erg
policies, looking towarcs foreign investment to soluve SRed
proolens of capital and foreign echange ehortage oo esports o
solve  market shreinkcage. Taivan, dor exanple, chdnged ite in-
mhitutiona} eccironment From oorp et chel bt 5 v o drhim by
ta ooe that allowed private el vpeasoors to explore the foreiogn
marcet.  The “ioternal ly orisnted, ! icpert-sutstidting strategy
O deiay 0 “dulieardily ofrisrhed” 1l icies
korea begarn dismentling ltc inward-looeing strategy by uhifeing
BChange rates and oevaitnng the win an 19801941 sl Iitse s .
ing import controls. proort. subsidy sChemeives ol g
atfect, a 30 perrent tax rocuction allowed on export prafils, aod
full esemption drom dndirect faoms on dnpots. for exports’ wos
given.1E (Bt comnitries. like the Philippires masntained b

protecitive ftructiere ower import-sobed i tubes. Far the Philip

1250me oEmrvers el e that  Sosih Eorea ooeer Py de et in
grrortahleon 1n Hhe cobee At Ero pesger tion ot s e
goimg to erporiSimeay | e oo Beaond glsiniabng o reborms rela-
tive 1o resOurERs godne to  procks Lion o b gemestic market.
Eee, T oxanpie, Eruosges (1901 pp. 204-715.
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pines, the mantle of protection never really came off until the
tariff reform initiatives to be spread over the 1981 to 1985
pericd which, howewer, was suspanded in 1983,

The effects of differing policy ragimes can be shown by
confrasting the experience of the Asian WICs, especially Eorea
and Taiwan, and the Philippines. The former can be described as
largely outward-oriented dnring the peried, the latter was
basically inward-looking.

Taiang and Wa (1985) describe a model that synthesizes what
the impportapt issues in economic growth. The main factor behind
growth of a country’s per capita income is productive capital per
perscny; ¥t = FE/L. A developing country's main task is ko reach a
sglf-sustaining rate of increase in capital per person. Howaver
lass develeped cowntries seem to settle at a low-lewel of capital
Fer person. A "big-push" is often necessary to "get over tha
hupp™ inte salf-sustaining per capita growkth in both —=spital and
incomes.

Figure 1 illustrates the problem graphically. O the vartical
axis we have the chahtge in productive capital peér capita,
f=5=zxl, The ¥ - curve shows the relationship between income
per person {¥) and productive capital per capita (r}. Tha ¥ =
curve uzes a diffent scale and the relationship depicted g mexely
ipdicative. § is the saving rate per person of the country in
percentage terms. It is on ~he sane scale as paed xf, £ is
the rate of change of labor fomte [[/L} which is approximated
by the population growth rate. =f, the product of productive
capital per parson (r)] times the population growth rate, is the
capital investment of n&muijust to eguip the new workers

coming on stream. When & > ¥ increasas if § < =f,

ﬁ' 25 i
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Figore 1: From Toiang and Wo {1385), p. 303

=1
[ |

(A
i

o

- il
-
-~ :
H_.--' _.“E.r_"""_'_" 3
at I s —— . i
i 3 e ; t "
T R I
) .___.-" E
| \
f
; } %
! ¥
| I
o 3 i . -
o Ta 5 r3
e
1
Figure 2: From Telang and Wo {1985}, n. 07
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r decreases. In the diagram r? is a stable eguilibrium point,
The econcmy tends to go back o it. If the economy is to reach
self-gustaining growth, it must get beyond r3. (Multiplving both
sides of the inequality by the inverse of average income per person
(LY} transforms it into the more familiar condition S/¥ % (KAv)E
which ig the form usad in Table 12 apnd Appendix Tables S5-8).
Tsiang and Wug {1985} infer recopmendations from their model.
First, external assistance and foreign investments can push the
economy on the horizontal axis past the self-sustaining threshold
{z3). Even if that did not happen, the distance to 'be covered by
domestic measures is correspondingly shortened, Domestic measures

Lo be undertaken by an LDC on its own are alse implied in the model:

"(1}) to lower the rf curve by reducing the net
raproduction rate of the domestic population at
each per capita income level (hence at each
level of r); . (2) by raising the § curve through
increasing the willingness of the domestic
population to save at each levael of per capita
income and hence at leval of r; (3) by intro-
ducing improved technology that would increase
the real per capita productivity at each level
of the capital /lsbor ratic . This wounld hawve
the effect of shifting the 5§ curve upward and
to the left relative to the rf curve (Tsiang,

1964) ."

Trade by permitting a country to specialize in those industries
in which it has comparative advantage has the sama effect as an
enormous improvement in technology. It raises the S-curve in
Figure 2, decreasing the capital-iabor (X/L) level nesded for

s2lf sustained growth,

The impressive record of £he Asian NICs which employed the

apan, oubwardly orientad pan reviewed here as 2
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vardstick For the Philippipes ApDaEnd L Tiblt! B Ze 3 and 4

summarizes the eoxperiences .of Taieca, !unﬁla Singapore and
Honglkong, respectively. Note how sudden incrgsse=s in changes in
productive capital per person (r) roughly lesad or coincide wilh
susisie? increasses ia per cap.ta lucome: Tsalang and Wu estimate

the take—off wears for the Azian NIC=z as follows:

Taiwan 1964
Korea 1966 — L2967
Singapors 1966
Hongkong 1965

The Philippines,: on o the  other hand, has been beset by
various problems. Table 11 provides similar - information the
Philippines. HMost surprisingly, aside from the perieod around the
crisis, the Philippines had a wvery respectable record on the
basis of +the Tsiang model. It had &a high saving rate. Even
discounting for the period of large borrowing by the Philippines
starting in the mid seventies, up to and beyond the NICs take—off
years. Therefore, ita rate of increases in conital per person
could be characterized as being superior to those of the NICs up
to the time of their take-offs. If any country could nsve boan
expected to take—off on the basis of the model, it should have
been the Philippipnes. What happened? .

One explanation may be the inability of +the counicy o
implement the complementary policies Iimplicit in the Tsiang

model, preventing the full use of the high saving rate that the
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e
able 11

Chagges in Prodective Capifal Per Capita 4nd
tonsal Frowth Rete' of Besl CDP apd Weal Per Capifa

i T '__-....-2_-.-q TAE - T EEEEE FETE SHERLEE ERa
Arpnel Erowih Jada?
BT- deal Fer Cenita
ar KT LIL (KLl 8 (LT i Gop
S EEEIEC SIIrrIscooorres TES SEfczzszzoraa FZEEER SIEEe =
57 LT S o8 L 11,12 .68 5.3 5,18 )
1*53 530 1.E0 LY. 0d A 1 T 1.55
o 5,36 .50 (166 10,35 §.75 k.71
i §.40 1.0% 1217 676 30 1.5% s
W[ 11 §.33 1.0 R T .4 .73 §.od 3.6
" .15 T [3.61 ET 367 %.qe §,7H i1
| .16 .0 123,71 [076 653 6.96 1,30
"4 £ 7,78 f2.52 | T S 157 i 41
FEs k. D 3.00 1.3 .95 §.k5 §.2% .05
W1 &.07 N0 1.9 Wit .M §5b 1.6
o 109 1.05 12,17 I T b.§ 1.4
5 1,97 148 1211 P T {1 5. 56 B4k
"6 107 L 12,31 162 .7 i 1.5
T8 3.8 1.11 it e o §.58 [.&4
1 336 180 [1.18 10,07 0,8 §.492 [.a5
13 kT .35 11.15 b oL T §. 76 105
k| 160 L b 10,87 W58 T i 66 5, ik
ks 5.6 1,08 .11 LT S 1 54 1A
s 1,51 1.4 it S P b.3E &.56
*Tt .50 [.63 5.70 T 6.1 i
M 530 2.0 580 1 Y ) b.53 3.5
T 1.58 37 1,5] B 9.1 581 1.12
7o 1,50 .65 9,28 4 Ilidh 571 3,04
30 T30 1.57 L s e N L3 1.0
8 LN LM Im W15 195 3,78 L%
" 3.50 1.4 B.&9 .5 QY. 2.9 0. 51
U ] 1.50 1.59 .75 Pl i, 19 [.4 -1 T4
"y 3.50 .49 .71 16,88 .18 -5,04 -T.47
53 158 147 B.5% 1597 © 193 -5, 18 b Lh
i 5.50 184 i.04 [1.I15 i P58 =145
i 130,13 W
1] IEEz=cgsIges Sl o EEA =EN IiI=

= 1] BT for 10TE-8% assumed to Be 350,
2b Populetion growth far 194360 sssumed 3q Be a cosglznt =aie,

faderangs (190, Table 8.




couniry produced. The fuil efredct of B _i-a.'w zaving rate is
schieved through =pecial +aktion in -nduﬁttjiiw;ﬁira the economy
has the highest comparative advantage. Trade allows this
specialization while toreign investment rai:g!; the capacity to
increase capital per worker. The Philiiﬁines did mot fully
exploit its increased saving rate whean it meglected its export
markets. Thus, the story of ils missed opportumity is captured
by itse relative neglect of the foreign sector compared to its
ASEAN neighbors and the Asian WICs.

The hindrance posed by Ioward orientation is indicated by
the country's inability to substantially decrease its capital-
labor (K/Y) ratio. Duriang the same period, Taiwan decreased its
K/Y ratio from a very high 6.0 to 2.1. Korea proceeded [rom an
already low 2.8 to an even lower level of 1.8 in 1973. In
contrast, the Philippines decreased its K/Y ratio only f[rom 4.54
in 1957 to 3.51 in 1975 when the latest reliable estimates of
cup}tﬂl stock are availahble. Thiz =usiaiped high capilal-Zabor
ratio is concretely manifested in the wrong choice of industries
to promote. While its endowments suggest that the couniry’s
greatest comparative advantage is in labor-intenmive manufactures
for the moment, productive resources: have been Induced by
industrial policies to flow towards rél&tiv&lx. inefficient,
capital-intensive, inward-!oocking mnnufacturing industries (Tan,

1987: 54).
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The net effect of prevailing trade and industrial policies

8 to create o dualistic economic structure with two eagsentially
Separate industrial sectors applying widely different production
echniques. The manufacturing sector was highly-capital
ntensive while the non—manufacturing sector was labor—intensive.
The effect of this cleavage is illustrated by an analytical
ﬁ:cnmpnsitiﬁn of the national capital-output (X/Y or k,), and
that for n;;-mnnufncturing A The method of calculating
ilippine capital stock makes the assignment by sector
lifficult. As a proxy., the capital-output ratio for Korea in
#1973, 1.8, is used ‘as an estimate for the non—manufacturing
capital-output ratic (kpe) in the Philippines. This is probably
a high estimate because Korea had a significant capital-intensive
industrial sector by that +time. Using the national capital-
uu{put ratio (kp) is then deduced. The computed magnitudes are
summarized in Table 12a.
Trade and industrial policies induced capital into the
‘capital intemsive sector raising the overall threshold at which
take—off could occur. Figure 3 illustrates the Philippine
situation by showing three 1y curves. The solid r; curve
‘reflecls the nationmal capital-output ratio, R It depicts the
take-off threshold to be at r3. However, the dualistic nature

of the economic structure is shown by the two brokem 1ri curves.




The 0y curve raflects the capital-satpuot ratio for
manefrctoring (k) 330 =hee? @ mech higher S Exke—-off threshold
lewel, ) s, i The other brokan Ccurve, r"“y.. reflects the

coapital=putput ratio for non—-manufacturing (Egx) and shows a
lower threshold fcr take—off, b nfartunately., ftrade and
industrial policies have induced capital into the capital-
intensive sector. This has ralised +the effective threshold at
which take—off could occur to the @much higher level of r'3.
Yiewed in this perspective, the Philippines’ high saving and poor
economic growth records are reconciled. Table 12a shows thag
using the higher capital-output ratio for manufacturing, the
excess of saviopg over ithe aeeded capital per new worker (87Y—
kn*L/L} is much lower than eriginally thought

. Im contrast, Korean manufactured exports became ipcreasingly
labor—intensive relative to manufactured Imports as wel] as to
manufactured output during the 1960-68 period when take-off
started (Balassa, 1985S: 153). Taiwan's exporis alio reoouired

less capital per worker than its import—competing goods. Becoause




Plgure 3

PF=5-rt




.

ITE Sxports wer o lebor inteneiwe: BN 48 st reploce—
mRhtE,. Taiwan's deveioprent proved o b SENIECRTenE  iich o ifwm
“omparat iwe alvanitogs (Kun ano Fei, 1985:87).

WAL OLeniation Ty e more haemful fhan fust FEncdsring a
country unsble to decrpass ite capiial-fabtewr ratic. Comparisor
of the Fhilippices’ and the NICs"  records shows that up to these
COuUntraes” takeegife, their KA ratios did rert dEffer much, Craly
after specialization PeErmitied by exports do Fhe Capital -Tabor
differences becone VR iR, iPvard=1 ook fing Palicies, because
it reguires massive and comtant  intecwention in the martket,
imperses & cheadee ight loes try mak ing an BoLoeny 6 firms focus on
incorrect chjectjves ot less abip 0 compete. Wemmo 1 7 Fesy g jim s

roughly ewplain Hhe COWtry ' m growth’ record rielative  &e 54

neighbors.,

Empicement Rpcord

As mentioned Bar ]t Pl FRLIIppines potssessd o IO
roughly similar to the Taiwsn SN0 South Kores atzul throe docarks
=00. Oppendix Table & shoes the WRiovmEnt  record of  Taiwen
The data show & Stabie 47 oradual mesvenent frpm thedr .;-1::-_;,-
Position to Ow present situation of general by adevuate labor
util fzat ioe;.

T

Incentrast, the Pl Lippines exhibhits a eeraictent plcture

of inadequate labor (il Zatin. Tabie 5 shows the Iabee oreE,

unemployment andl estimaice under empioymEnk  f igiee at Aritus

pornts. These figures need o be interpreted in the context  of

Oshima's (1985) description of the Ecosostcs of TN Oig.




focording  ito him, Y characteristic of  monsooe argricul ture
FEQuires the "traditiomal Indiumtrial struclure the large pool of
body reqguired for variows funcliors thirir the peak EEﬂE;:rl'_ﬁ of
Flanting and harvesting. The rest aof the year, most of thess
rorkers  woeld e ueder—utilized  in ovarious "make—sork” DS LS
tionn. Part aof the accomplistenent of Taiwsaen and South FKorpa was
in  transferring these workers from momsoon agricul tural frndos-
~

tries to activitios requiring year—round  full employment. Trds,
of course, reguired techrological ang  institutional inmovations
in the agricultural sector allowing it to produce the seme volume
of output with a smaller "starding™ laber force.

Aralysis of Philippine trade and industrial policies indi—
taies that these polities encouraged indusiries unable to address
the labtor utilization needs of e EConomy . Studies gensrally
conclude that the protective or srorotion steusture was Biseed
towards import-substituting, capital-intensive, and against
export—oriented, agriculiure—based industrieslI, The hias 1=
strong for manufacturing which s importsubstituting,  imgort—
dependent, and capital-intensive. There is alsoc a gersral Bias
against agriculture and other primary. export-oriented ang Labor—
irtensive inguetries like garments naratec buire awd some =
ture-based imdustrie=id. The picture indicates t;%era] Fallure
of strategy in  the sense that the expanuion  of the industris]

sector which was the linchpin of the plan was Irnadecuate. The

155ee sectiom V.

185ee, for i-@mle

{1975).

Sicat [1970) and Baldwin
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sectors abare of te labow Toree s mal chtrants
into the  lakor force. Table: 13155
specifically mavifacturing, was asie

ite share of el outpots ils lovment roma:nod

besicsily the same. Services was t];!_ £ of agricul-
ture’s  decrease in employirent share.

Temn factors determinge a0 iodhis ‘I;_hl_.l_t';'_y to provide

-,

employmert: 1t outpat growth aed thm i? it labor—outpat
ratio. Relativw to our AGERM neighlors &l H!p MNICs, the Philip—
pire economy griw more slowiy than bopeed for- Eim—.z the strategy
funged on the expansion of the indumbrial sechor, the slos grosth
calh b traced to inthstry’s drability o expand as  exeetad.
The irdustries favored by the strategy aiso tended f5 be  those
With lower than averesge incremental Iabor—utput Fatices. Table
13 sbhows that iIndustries which were favored and, thereforo,
enand tho grow  fasterls in the post-war period also btended £

have higher incremental cutput-tabo- ret os. In other words, our

Andustrialization strategy chome "“poo—winners” whach  at the s

time were less than perfect absorbers of labor.

Poano andication of the net impect of the pztkaqﬁ ot olici-
FEeprEvailing ouring the post-war pericd two rough measores of
the combimaticn of input  substitution and tecihnolpgical chance
wpre esCimatacl. Trhe first [s an estimate of the percenil change

in Iabovr—outpa® Fatio. Leing the forauaia

13In “this ﬁ%m, mel  ooeestic  product N and gross
domesiic product (DR} are srordsuer in real berms.

1585ee Table 1.
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Tabie 12
] Share Of Gulpst ind Empioyment By Todustry froust
1955-198¢
: AFF .h _d;ﬂ‘ - ¥ [ R R . ‘I‘ﬁf 5 .Tnta]
Sk —TE=a = —-- TEELas TESSZsmmTos Na== 2ms rEx 2ze FoE=ITEE
Hei Domestic Product
1934 45 74 3 R 9 8.7 083 4.41 1R 37 1. 80
131 i 45 L R | 3.83 #.78 4.6 18.86 41101
1054 4.1 1685 “#.1 &8 _on 4.68 18 A 160 80
FLYE] 42 46 1.9 7 3% 48 4. B8 LRE 4.5 1851 100,60
m;-" 1.5 451 m1é .04 B 17 f.68 16,41 109.90
l'l'l-_"-lil|I EFE Y 28 L1 Mo 1.30 6.5%  15.54 b, 10
EUHE-” I7.Th 216 36]) 4. b8 2 .08 15.81 16050
bf
Srployment

: 1556 ol 20 6.1l B8 247 0.1 315 R Lon 09
981 67,05 0 A ({3 R} R S e
19%6 #4.15 3% 134 2,30 .28 R T 106, 09
19 ah.42 L3l 1335 £.24 0.53 T 188 106. 09
1074 £ 11 k4l  12.43 3.83 it 34 07 19.m 11
% - 57,53 0.5F 1ké6 38 0.4 £ U 108,09
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' 5 W = dN/8 - dQ/Q

we obtain the direction towards which the economy was implicitly
substituting. The second measure was +the concept of the
aggregate production Function wilh an allowance for technological

change. Using the simple aggregate production function

L

(2) Q = F{K, M. t)

we derive the change in output as

dQ 40 dqQ
(3) dn = — dK + —— dN + — dt .
dK dn dt

Rearranging, we get the following expression for the change in

labor emploved.

dN dN dN
(4) dn = — d — (—) * dk — {—=) * dt
dQ dK at

{=constant Q=constant

A rearrangement of equation {4) gives us an estimate of the

impact of implicit substitution on labor Emplhymﬂnt.lT

lieor a conservative estimate, a weighted average of the

labor—output ratic of all five year periods as the proxy for the
inverse of the marginal product is used. That is,

dn Sum, first to laszt year, (N;z)

e = -

fs 1] Sum, first to last year, (Q:)

{for the 1956-1978 period, I used the 1956-61 estimate; for Lhe
1967-81 period, the 1967-72 ectimate] .
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Change in ﬂuiwl %y Izdostry Sroep. 2
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Indnstry/Period i956-61 I991-b6 i9GE-T1 TSTDTR 1976-B) 10RI-86 19%6-70  1S6T-R)
bgri., Fishery & Porestry 1] EFE | 11540 3136 4814 T . N B T
Finipg £ ﬂl_mrrfml; il i 303 46 &84 =617 LK {311
!in:fa:i!u_'lag 1Lp8 M 263 368 60 -2M2 . ead5 13658
*:t_rnstrum.:m 19 447 =58 2Td N -de4p LA ] 1
Elen., B35 b ¥ater k| 5 5 188 E¥l e LA T4
Tﬁn.‘!.. Slorage & Coes. 20 ITh 08 LLE| Ta38 b3 1 akng
Seryices B45 1046 1500 it Bl -5 332 E168

TOTAL 448 5580 e S - 175584 4130 413 qmTS

Sogrce: NEML. Philippise Statistirs! Yearbook, veriosr inmses
NEER, Wationzl Tocome Bccowsbs. 1953-87,
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Erploveent Gemerataon By Indwstry Gromp, 105d-1986
Pmits- Ie Million Pesps

onizow SEEr = ==

ey Peried 1956-61 1961-66 1966-T1 1S71-T6 197e-AY 1081-Gh 1956-70 1956-B1 1956-5h
.

., Fishery & Forestry 570 i 1A 168 B2 131 36 WAL Ml

§ Duarrving 17 -b /) ] H 70 84 83 13
actoring 50 218 141 Pl 127 % 720 784 2
mstructyon 13 Ti 144 M 10 £ 313 4019 44k
_oRas k Water 14 3 11 -i2 Hi -4 43 54 54
le & Retail Trade 4 1% 134 ERE) 92 A58 g4 1174 M@

. Storage § Coss. ah i8 131 31 184 17 463 51 A1

e 132 01 801 =57 714 4 - CmeE 0 X 0 T
TOTAL W1 1S 15TT M3 e | 348 TEeR MRS 1M1

TIEAFTE T

ez: Ercledes "industry eol adeguately defined”

NELL, Philipprae Yearbook, 1987




Table i3c. N
p=
Incremental Ontput-Laber Rebia
Ty

LE T TS e e ey
-

Indestry/Period 1956-61 1060-66 106671 1201-T6 1%Ti-81 1U81-B6 1056-7H
Agri., Fishery « Forestry 145 34 1588 1.58 &A1 .97 k3
2l

Nining b Quarrvieg Lig -14.33 103 0.00  $60 00 -887 00  265.09
Hamnfacturing KR 5.3% 14M 1214 M5 -n o4
Constraction ey 883 4 B4 B W -1 1L
Elec., fas & Water i6d4 7.57 LB -1567 1683 305 005
Trans., Storage & Comm 2.5 4. 6 3 n.a bdd g, & i, 37
dervices 5 268 1.581 1.6% 3% i ol 1

ToTal ; .14 3% 5 44 §.13 B9 -1.80 q. 8

= = L L= === ETEED nmm-

! -
Camnot b computed.

Sowrre: Output figures, 1956-75, WOP. 1567-85, GIP.
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{5) implicit substitution = dN — (dN/d4Q) * dOQ

= = {(dN/dK) * 4K + (dN/dt) * dt}
O=c (=c

Figure & illustrates the points above. No is employment

*Qpring the initial perieod Wy is in the terminal period. Ha is
chosen by producers given the relative prices between K and N,
as shown by Lhe budget line Bg. N3* would have Deen the labor
loyed in producing the output in the end period if the labor-
putput (and the capital—labor) ratic had been constant. This
would have happened if the budget lime has beem B;*, parallel
o B,. Ny* - N; = ({(dN/dQ)*d0. However, because of trade and
industrial policies, producers think that the relative price
tween K O and N is shown instead of By . Therefore, they
‘choose the combination ¢ which implies laber empleyment at N,.
Ni* — N = (dN/dE)*dk. This is the substitution effect which is
biased against labor employment. An additional bias agaimst
employment is possible +through labor-saving technical change,
shown in our diagram as a shift from the solid isoquant Q; to
the broken curve i g e This is measured by the Tterm,
(dn/dt)*dt. However, the paucity of ionmovations in the economy

and the pervasive importation of machinery foxr expansion by
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avored sectors, +tend to diminish the significance of this term.

R & I T

mbodied technical change in imported inputs is, perhaps, best
slassified as a substitution effect coming from relative prices.
any rate, structural dvalism reinforces the belief that
nlicit substitution is mostly caused by relative prices.
1 Table 14 shows the percentage change in the aggregate labor
yutpat ratiuﬂas described by equation (1). For the periocd 1936-
981, +the impliecit substitution was negative. The economy’s
:ftput was becoming relatively less—labor intensive. The sole
exception was the 1981-87 period when employment still grew while
sutput shrunk. Aggregate substitution can  happen through
ubstitution against labor in existing industries or commodities
by movement of economy towards commodities which use less
fabc 2 There are indicators that both trends have been
res nied.

Table 15 summarizes the percent change ia labor oulput ratie
industry- The largest percentage decrease was in manufactur—
ng where the capital-bias of the incentives was probably more
=ily accommodated or incorporated. What may be surprising is
‘hat the tendency to substitute against labor was quite wide-

=ad. It was probably least in mining and quarrying, constrac—
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wide possibilitiss 10 capital=labor- combs (The large

.

i
spEctrun, of  ava labhis, tectaaces |fmﬂ:ﬂ'ﬁ gre L wode

AL Ve e posiiive B bargo ety Iert =uwibhetitu—
Eioe peircenbagend . Ewver agr icul bert  cxBEREER this tondeicy.
ol i

Services showsd a =stable resistance o H_‘#_!.:htita.r‘l.il:" e .
However, thiz . inclides domestic swyclosss el ublic sector
emploement,  traditiceally resicual plafes for those onable 40
tanmd wemplonmmimal womepl e e,

Tebkle & and 17 mbhoew the eoploveent effect of implicit
substitution from labor as eeassed by eguation (5).  The reqelts
coeroborate b Dowlungs of Table 18 slasiieng osogatiss degrm b mny
smployment for il periods  escepl 198187 which  incluged the
BoonoOmic Fecessio . ol 1TSS irge anformabion o bBeeiecl ano-
dustry groups sleem in Tablies 1B anit 17 aiio reinforce the siorsy
told by TFable 14. Mo g tries cetdbited A Eeregdungy for
?Ertjuﬂ:e sy | from lTaton with the o ception of e gprvices
%m ghowedd positive implicii sulstiiubion during 195670
aﬂ .'I"!-l!:‘;*-'qi- Plhinireg ol tradrryimg  srel COmSLIucCTion L0 i

positive effects for I9A7-84.

Ful! i1 Sector Employment

i

menf e principal results of Pholippioe techemtrralization

18, Derbaps,’ Ellustrabed Dy e mrecooforsoog) BEwavior ol

BErvire sector Waplovna:t, One chue o Thin upussl]  rERaOocrse i
provided by o finer breakdoen of ihe empicryment Shgures by o foane
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Percent Change 35 lggregefe Towor-Juiput Baiie
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Tabie 15

Percent Change In labor-petpst Betio Bv Taddsiey

Fndast ry fPericd E956-61 19%1-6 196571 197176 I9PR-BI IMS-BO  1956-78 1%47-81°
dori., Fishety, Forestry L6 <L.% 5 B3l -L# 0.8 -1.66 -42.B2
Biping & fuarryies f1.50 -Bif -133 p.81 A 185 0.4 =0Tl
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Table 17

Eploymnt Bffect of faplicit Substitutiog
1n Groas Dopestic Proguct

(19871807
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Tahie 18

s Baployment Biiect of Toplicit Gubstitstion
in NEP By ladwsiry, 1956-1074
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Tabie 19

Ezptovment Rffart of Tmplicid Suhatifets
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Fagier of Ewploved Pergate By Clage of Mlekers 1656-1904

(Tn Thonsands)
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Wege and HLH]
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" Includes parson whose categars es worker was nof reported ausbering 38,800 for [964,

Soureed  Tamlas (1998}, Table 5.1,
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Ciass of wekers. It shows that  wage
coeased  from 3O to 46% nf the total frgmd i
Bame tame, the oroposthion of govver fimen s

alery  workors  increased feom 170 o
2 iod (Table 2L1.

The rola of the govermment in the PhilIpBIneS Bs =inila- o
that in some otker lowo deviioped countries, Soeotimes THEinG an
the empioyer af  last rossors, Further, the sarvice sectee  im-
Cludes domestic services and various cecupations belonging to the
informel sector ash o hawiing ad occasional odd  Jobs., The
employment record of  the service and Public sectors, thergfors,
wndicates that a resickal sector rather “han that of it enpending
sector in the stage of high-mass comsumpticn.17  It's relatively

Iw incremental cutput-lasor ratio im an indication of this rale.

VI sy ared Do s ions

The record of  the Philippine |conory since the sacong woerld
War I @asy to summarize. Our output growth  is dismal compared
to countries similarly sitiated eeen a5 late as 1940 Tre s
ploymant situation has rot improved in the past theoe doecaces.
The presence of a large poc! of emplioyed  and ur*-dnﬂ::"c_-l-:-ycﬁ

workers has depremscg Wages to a poant where  ruol weges seem to

have bee cecreseing in the face of incrsasing national  ircoms

i Tk TR R T & E‘l’-_r '_:tﬂt-:"'r! of E.‘._"E'r__"_:m'_r_ it
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Sowrce: Canlas (19881, Table 5.3




e wexskec 18, Eitially, the  patieen ol biased
against Isboe in favor of casital wits L o

distribation: Al of Bress  obesrvations 4 ratber

disappointing rerord for the B Spoiress 0 Y
Paul of the developeent strategy sosms 10

Fhilippine devwelopmeat sl Aatexyy n.:lu.;- e & recriented
tovards comscimsly pulting the seplovrenl oboecbive on ot loast
an exual plane as output  growth. The studhy of ol icy inc lucirg
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e have seer, was o dissal performesnce in income and et ] oyt

The Role of Agricultursl Dewsiopmee b i

Ostame (19597) calils for a development siratey desiored for

monNsnon Asla that  is expressed  in long——un eoullibeium pRTinds
-

indicating varig:s transitions, e of these 1s the agro-in—

dstrial tranSition oreeising o five cteps. Bipsk. ds e

comatruction ofmars] | arifractruc tere abicis inc idental ey OIEuE—

EEEven e iuding the 17EI=-D08 rocmssion




e lacrk moodls. Secorxl, wiillh more work
} ircomes, more will b2 ospent on
e i idhes,  bopls, arnd  eguiapment.
il r.,.""a'h' Imase o higher amployvment on such o
EET H';Euil'?:-.:-.ﬁ Hsembock rassing,  Tishery axl forgsiey, coone
of dwl'i:-r-r outpotCan be SSpo-ted. In the Tourth step, diversified
agriciiitures Gives Fase ool f-1arm fobs,. Tinglly, higher incomes
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Home wterind e, ofa] oihers . As e abtones prockess Eontirzess . e
inCreasgs 0 employment  tend to cotrace the grosth laboe supply,
the labor marbets Lighten and real wantn Pepgan to rise walh the
apprcach of Tuli enployment.

Too lzteral an adspdabion. o the Philipoires  woold be
detrimental for Leo rEascEm. Fireh, sowe of bR comditions may
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thiy —an povide the meghitele of employment neided for™ the
tervalopment . push.  Second, the Tive steps that O=shima (P957)
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the whole procese. fa b stands, the steos Toous on & Barcoe
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charmes withain bhe  economs. Pt 1o aes E.'l.'l Giher  ESEetors af i
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the Frilippines can s;ucceed  Hhem, Howaeror ¢ e T shers

may bE taken o design  for agricultare i raclis—
ries. The strateyy also highlights o maEn Angredients  of an
alterpative stralegy. It (ocuses o the role of &g il e el
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The Fzle of Trade
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doreslic progucers with foreign competiticen. rosk p::ﬂ:v-a.'.:ll';.r Lisin
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o oare shitled. from import substitutsg (o ofher spefees, Thya

prso—-bo—dol lar rale ey alen b expected to rioe go FEsteict icne

o imports  (REEdY and ron-teriff  DaRplers) are loweed. This

y r




Sipte 2 combre’s greatest asset

ey fims in usang ite o ol abusedant rescrce,
Ity Tike the Phalippires actomsticslly goes
arrie .l'.'l‘l"l:'-‘-'lr'l‘_l. ite wnemployment prodtem.  Tsiasg aod

4
Moo | 15EE) g MOddy  utilizang tte oppoctunity to trade ...

-
ﬂgl'l*ﬂbJ.El a colntry b specialire in thowe frchesteiss in owhich iF
=has the higheet remparative advantage”.

The  @wpansion of Ltrade resulting from o  resl igomert of
antemtives sheeld ot be confused With & growth.atrategy thet s
anchoned on export  promotion, although export  eupansion  may
remult from s balanced strabegy. In the former case, the oo
phasis ds.on the alighment aof the price signals with the econo
My 'S TEEOLTEE . Tol mocfosmphasiscon U laber may CaLISE . an
BConomy o overlovaest i exportabies’ i SR senee that the
proportion of dte  resources gning  into espoetes may tave  gones
bevord: diminishing retwns +Felalive to rn;;cur'nﬁ gaing inko

thmentic products. 1%

fn A termative Strategy

Aopolicy program for the short to medivum—term cars b drae
incorporating e Osbima (1987) fivw-eten provess:
(a) PFestrachre the system of protectiion  towerds a more unifora

Pk

a roasonalle level  of protegtion and gores o

et

e T14-715) o Eoewa.




(B)  Irnvest in infrasfiruc e cervicen

good charactesintices,

el I desired; go. invts Tive—rsars with
Fol Dpswirg  Teatires:
Py provcte at most-onsl io Hhree
imfat-ircetry potentisls for
five wadrn. The one—lothres i
is dewigned ta ensure thal $he
the —wst of the wwonomy doen not DeCOne
EMOESS LV .
(Z} wiere necessary, structure incerbives. 3
Yoxeprds those Lthat emcourage the vse of Tabor
(o exanple, o per workse sobeic .
{3) Limit promotion to five-vears in order Lo
induce dinvestment in productivity increases.
IT en irchimtry’ s pronotion must Tast more than
five years, than ib st mean that one
Fomprctiive ndostry wWill lose 1is chance
at belng promoled durieg fhe et Fiwa—par
P el . e
(4 Trncentives sust be available to any One who -

wishes to invest in an eligibile frehsbey.
That is, Incedlivwss sboold be irdustey—
SEERITIC . TS will encourage sfTiciency

and discouranes abaermal retimms.

20While’ Mot discosEmd oG e 1ext. this InCorporatos
Oetuinn 2 omphasds o the sur-ort stachures.
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Estanalion of the Appooxisete Tesr of Take=nff 2 Anowal Srowik Rate of Bmal B8 Per Caprta Tncooe in Taiea

T Sk dmrTrroOlanm r e S L T I TEESASkRTrroTon ey m e THILTasemgmsaa

Msmsal Groeth Pate of Realt
I

53
Tear 5 S LA | (44T (/T /Yie{im) come  Per Capita Incone
1932 6.6 13 15 S 1.1 4.3
1853 L R 50 15 61 57
1554 Staw X7 M 11 156 8.7 5.8
1555 - A i B £¢ =133 B8 1.9
1956 £5 34 56 46 -10.8 1.6 i
1957 R kS 7.3 q.1
1954 0 SR AR T 5.5 oy 7.1 37
1958 ¥ o by 1 50 -1.2 6.4 3.2
1964 e 7.6 =5 5.4 1.7
1961 B4 0 31 By B0 2% 6.8 3.5
192 o o (R TR 16 8.7 5.5
1063 i 3y 109 134 -3.2 .2 8.2
1984 P TR ST R 163 23 ¥ 10.5
145 17 8 ) 5 g4 7.6 1.6
1948 s 228 iF 1.0 115 9.4 6,5
1967 S-S g ®1 M3 9.5 7.8
1968 3 SO T B 158 113 9.8 5.4
1044 A RS ony i L 0.1 7.7
1970 R O T 1.1 8
197 I T Y me 100 i3 1.1
1572 O 4 Dt W 13.2 1.1
1523 &0 Ta 3.8 BE N4 139 1.0
1 T SR 2 - 1.8 3.7
HT3 i3 i% 3 B3I W 3.3 14
1974 L < N - I 15,4 131
1477 5 S 1 81 WS 3.0 .8
1974 hie k8 54 B.1 N4 1.3 74
1578 s R My 7 1.1 5.7

aFcs ! = T1o = ——

‘ML coastant 1976 prices adyvsted for geves or lnsses due 15 changes in the terms of Erade

Senrce: Paderamga (1988}, Tsbie 4.
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i browth Hate of Beai 60F and Per Capita 6OF in Korea
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FESTT

ok | Enzwaf Grewih Rate of Real®
Teir BT R (B 87 (KL G Fer Capiis GOP
=R FF E cHratakE E=acs —== SITTAEUAREEFE S
1853 28 {8 ol 44 E.% R n.d.
1354 7 113 5.5 1.4 -i.! 5.5 47
1555 L& i35 g4 i3 -1.8 .3 2.4
185k ol S e 1.5 -14 0 =149 1.7 -4
1557 3 19 7 0.3 5.4 7.6 g5
1558 2.4 2.8 7.0 -0} -1.1 5.5 1.5
F05% id .5 7.4 }:3 .1 1.8 1)
E0gh 24 0% 7.4 -£.8 <158 .9 -7
194! 1.3 et BT -3 -8 T 8.1
1503 I3 2.4 6.7 ol -4 1.7 1.1
- 1963 21 N b2 11 -1 .1 fi.1
ok 1 2.6 5.5 4B =] K L T.h
1965 FR b i 1.4 -1.1 0.3 7.k
Hibs 15 5 4.8 7.1 3k Hel | 3.3
L 1.% 1.3 4.4 f2 1.8 5.2 o
1568 1.9 1 4.4 0.3 3.4 T A2
1og% 1.9 .3 4.4 (4.8 14,4 11.6 1.1
P97 I i 4.2 I+ 0.8 7.9 i
1871 1.5 nn 38 IR 71 48 b b
1471 1.8 B 3k 10,3 b3 T 17
purs i 18 1.1 183 153 144 1Z.4
15 . 1.7 B i 4.4 &8 [ 5.6
1575 I.d. 17 ] 130 B 7.8 LRI
[Ta i.4, 1.& N 150 ni 124 186
1577 1. 1.6 1.4 1.6 B.d R .
"ht comstant 1975 prices
-
Soerce: Paderangs {1928). Table 5. :
|
-




T ;

Loesdix 3

Estimeiion of the dpproxisels Teer of Takes
e Avnwel Erowlh Rebe of Beel 80P and Por Camd
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iond 1.4 i3 E ) Gl | =53 3 =39
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LEAT 5.3 14 34 41 1] 11.4 9.4
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8 ronstasd 1958 prices.
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Year Mo. of Unesployed Dacepiomest Rate

= {1,000 peragus} (5
L 4 mooz EENE& s oo TS = eoe
14953 154 b. 2%
§954 - 128 §.02
1955 102 5
1556 174 .63
1957 185 373
1934 104 3.88
1559 4 509
1968 I3 12
1947 Fi b. 21
156k i 633
1963 M b3
1964 it} b.40
1965 i 5. 20
1568 181 4.15
g7 140 336
1968 el Z7h %
1584 157 i
1978 143 .01
T 1ar im
1512 14k .7
1573 122 L
. 1974 150 .66
1973 14 31
1574 153 i.83
1977 138 .4 ,
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