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ABSTRACT

- The paper evaluates the effectiveness of the country's system

iacentives in promoting the ocbjectives of efficiency and employmant

o

j__f-T- in the manufacturing sector. For this purpose, it lays out

framework by which industries are ranked on the basis of their
i !,“ , ity in terms of their comparative advantage position or
felative efficiency in production and of their labor-intensity
'_'“- ting their employment-generating capacity. It then tests the
>thesis suggested by the Hechscher-Ohlin-Ssmuelson factor propor-
theory of trade that a labor-abundant country like the Philip-
would have its comparative advantage in labor-intensive industries,
ind would, if it followed its comparative advantsge, produce and export
tively more of labor-intensive products. The country's incentives
system by introducing 'harket distortions” is raised to explain the
iﬂvitnlnnt of the e¢bserved factor content of production and exports

from what it is expected to be under efficient resource allocation

“conditions.




incentives and Protection Policies in Relation to Comparative
Advantage and Labor-Intemsity in Philippine
Hamufacturing: An Bvaluatiom

i

by Horma A, Tan#®

I. Intreduction

Ihe purpose of this paper is to indicate the directions in
which incentives and protection policies might be improved to promote
manufacturing industries in which the country has comparative advantage
and the most capacity for gemerating employment in the light of the
overwhelming need to alleviate the twin problems of mass unenployment
2ad economic poverty. The paper starts with the question: given the
country’s pressnt economic resources, what sre the manufacturing
industries thet most deserve to be promoted in terms of government
policy support towards the achievement of its goals of providinz more
Jobe and greater income for the pecple? It then proceeds to turm to
what economic thecry provides by way of an answer and focuses on the
Bechscher-Ohlin-Samuelson (HOS) factor proportions theory of trade.

In brief, theory predicts that under efficient resource allocation
conditions, a country would have its comparative advantage in the
commodities which use more intensively its relatively abundant
Tesource. The hypothesis iz made that a laber-abundant country like
the Philippines would have ite comparative advantage in labor-intensive
in&ustrigs,_and would, if it followed its comparative sdvantage, produce
and export more of lebor-intensive industries. If such were the case,
this would directly address the natiomal problems of unemployment and
poverty. To examine this hypethesis, a framework is formulated to

prioritize or rank manufacturing industries on the basis of their
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degirability in terms of thei£ comparative advantage or relative
efficiency in production and their labor-intensity to indicate their
enplovEent—seneratiny capacity. Such s raoking ie drawn. up for 94
indnstries which are grouped into four main industry categories:
group. I, competitive and lshor-intensive; groun II, competitive and
capital-intensive; group III, noncompetitive and lshor-intengive;
grouvp IV, noncompetitive and capital-intensive. These industries are
then examined in relation to the expected resnlts under the HOS
theory of comparative advantage. The empirical results suggest that
the country's.comparztive advantage is in labor-intensive manufactures;
however the country's productive resources have not actually moved
towards these relatively efficient and labor-intemsive industries.
Instead, these have gravitated towards the capital-intensive manufac-
turing industries, a great pumber: of which are very cost inefficient

from the social viewpoint.

The country's ﬁrntaéfinn DS Ferantives system is S
explain the divergsence of the obzerved factor content of production
and exports from what would be expected to arise under efficient
resource allocation conditienme. The view is talen éﬁat the protection
and incentives systém in tha country introduces "market distortions”
which have heen Ieffe.r.:tive in ﬁrea].'].ac.al:ing productive resources from
industries Hﬁere ;hcs¢; nthar;ise, would be. To E:#Iain these "market
distﬁrtinus"; a bfief-sﬁﬁmary iz given of the histnf? of protectiom
and incentives policy in the P.hilippinu gince 1950 and of t.ha
structure of protection before 1951, the year tariff reform was imple-

mented, and after 1981. Then, the paper goes om to discuss how the




r pattern of protectiom, incentives and subsidies could have
1 the structure of production so that the "wrong" industries
y profitable, promoting these at the expense of
r__, ‘where the most potential for generating output and employ-

"_'..'_:_.-!-;; o be found. The study concludes with the suggestion for review
. cturing of the govermment's policies on protection, incentives
so that the most deserving industries by virtue of their
efficiency and employment potential might be encouraged by a

e the bias against them are much lessened if not entirely
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more substantive guidelines for prioritizing industry areas for

promotion.

Given the two geals of more employment and greater cost
J if!i:ilnny, it is desirable that industries to be promoted meet both
criteria of cost efficiency and of labor-expansion capacity. Since
the two objectives of maximizing the current levels of output and
employment are not necessarily comsistent for any particular industry
(i.e. satisfying ome objectives does not necessarily satisfy the other
objective in reference to an industry), there is a need for a priori-
tization framework that would require both cbjectives to be satisfied
by an industry to qualify for promotion through the various incentive '
packages offered by the government. These criteria are comsistent
with what economic theory tells us to expect to be in the country's
greatest economic benefit by pursuing its comparative m:t'.rm:n:m.g,n.-'E-‘IIr
This can be restated as a hypothesis involving the Hechscher-Ohlin-
Samuelson (HOS) theory of comparative advantage in relatiom to the
capital and lsbor resource endowments of the country, Stated simply,
the theory predicts that under normal market conditioms in a 2-comsmo-
dity and Z-country modal, the more labor-zbundant country would
produce and ezport more of the labor-intensive commodity. This has been
generalized to include a multi-commodity, multi-country wﬂuig—” which
predicts that a labor-sbundant country like the Philippines would

tend to produce more and export more of labor-intensive industries
under efficient resource allocation, i.e. when a country is following
its comparative advantage. The prioritization criteria then is as

follows:



Define, =
F oiC if (d./s) <1, otherwise itk 1
A =
Flel, Whitrer
d
Fj = indusEry J
£ - cest competitive indu&éry
dj ~ domestic resource cost ratio of iﬁﬂuszry i
s = shadow exchange rate . :
g = tnnpeﬁitive indusit?
Defime further,
F'j L, Ef [kj.-"}':"_l < 1, otherwise (23
o where:
]
L - labor-intensive industry
= hj = . capital-labor ratio of industry j
k- capital-labor ratio ecua’ o
. FI0, 000 per worker =
L = capital-=inteasive industry
THerefore, f : : Tchs ; i
j:fFjaC}rLT i€ (difs) <1, and (kiKY <L (3}

An industry gualifiez for promotion if it satisfies the condirion in
equation (3) which is the combination of the conditioms in equacions

{1} and (2).




geaction (3) makes use of the concept of the domestic resource
.:?-] which iz dj in the above formulation. It is an
Eriterion by assessing the Crue costs of projects on indus-
::5_*« to their crue benefits, costs and benefits being
:'ttwuu.af their "social or opportunity” values to sociery.
sbility or desirability of a project or an induscry is
®d by comparing the costs of the Fastor foreign exchange in that
fustry with the shadow price of foreign exchange. Operatiomally,
the domestic rescurce cost rario is defined as the demestic resource
E0st per unit of foreign exchange saved (by an import-substituting
Project or industry) or easrned (by an export—earning project or
indd&ttyéf Ihe numerator is the sum of the direct value added of
domestic factors (suchas labor, capital and land) evalusted at
opportunity costs and the value of the nontraded domestic commodicy
Inputs evaleated in tefns of their accounting value. The denominator
1s the net foreige exchange earned or saved {or intermational free
trade value added). Thus, the domestic resource cost per unit foreign

exchings saved or carned is estimared as followa:

LA Efsjj.rg 4 Eaijpi @)

. =—m.
1

whera dj is the domestic resource cost rario; ij iz the coeffi-
cients per unit j§ for primary factors s inp industry 3% v iz
 the shadow price of the primary factor s; Eij is the coefficient per
unit j for nontraded dﬁmeﬁ:ic compodity input 1 ip induscry @

P; is-the accounting price of nontraded domestic commodity input i3



U. iz the marginal dellar revenue of cosmodity ;i and @&, 15 che
i‘ ]

wd

marginal dellar Import réquirementcs for the uait production of commo—

dity “j. Alternatively, equation (6) can be expréssid as

EE oW
g, = —2l.% ()

where qu refers to the cotal of both direct and indirect primary
factors of produceion,-and whese ' the Iadirect primary factors are
also evaluated at their shadow pricesy and ;j refers to the total
of direet and indirect marginal import requircmests per woit j.  This
is ro underlipe the inélusion of only:the nontraded domestic Inpuns
in Iaijpi and the ipclegioniof the imported imputs of nontraded
inputs in mij' This ensures that Eﬂijpi will be idenscical with
the indirect value added of demestic primary factors of praduction o
that the numerater will coasiast of thetotal direct and dfdirect
domestic value added measured AL SpPOTLUNITY CosbE.

The DRC criterion is uvsed in this paper for ranking industries

S

sceording to their compsrative advantage compared to the rest of the

world. We define the country's comparative advantage In industr 3

if the follewing condition holds, ~

£ oy (&)

Vo

('
L

or ity equivalent,

(A Fi) o6 Eos (7}




witere dj <8 or {dj.r‘sj} <1 are considered socially
and are ranked from the lowest to highest value of equation

ing the greatest to least comparative advantage among

uation (3) also uses the concept of labor intensity. The

e
e

sity of production methods as well as of industries is

T __ considered favorable to employment expansion. Underlyiog

b wiew is the belief that industries, in their choice of production

x %, are confronted with techniques ranging from high to low
extions of capital to labor. In a situstion where the overriding

_ ive is employment generatiom, the more labor-intensive indugtries

oL appear to be more desirable. Choosing which measure of labor

Semsity to use can be & problem because of the diversity of indicators

char are I.H‘é!\'.i"‘*?"‘

and the fact that the ranking of industries by these
*icators often will differ. The capital-labor ratio is used as the
cator for labor intensity in this paper because it seems the most
appropriate in the face of capital being the current grester develop-
‘Sent constraint. Despite the koown limitations of this messure
icularly in cases of svbstantial variations in capacity wtilizatiom
oss industries quite common among developing eountries, the capital-
ratio does provide a static ranking of industries by their direct
por intensity which suffices for the purpnéa of a simple ranking of
industries by their employment-generation capacity. The capital=labor
‘ratic (k} is defined as the ratio of the stock of investment in Fixed
capital and in working capital (K} to the flow of labor services (L).

This is compared with some cut-off capital-lsbor ratio, say k. in
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excess of which an industry’s k would be considered capital-intensive.
Conversely, an industry j. is labor-intensive if the follewing condi-

tion holds,

(B)
or its equivalent,
(::jfi::- | (9}

A11 industries where k. < kK or {ijE} < 1 are considered labor—
intensive and are ranked from the lowest ro highest value of equation

(%) indicating the highest to lowest labor intensity amomg industrics.
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Table 1

GROUPS BY COMPARATIVE ADVANTAGCE AND
LABOR INTENSITY

.Edjfﬂ} (kjfE} Industry DE?EIiPtiﬂu
<] <l competitive, labor-intensive
<1 >l competicive, capital-intensivq
=1 <1 noncompetitive, | lasbor-intensive
>1 »] noncompetitive, capital-

intensive
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I11. Philippine Comparative Advantage in Labor-Intensive Manufactures

Using framework discussed in section IT abave, four major
industry groupings emerge inte which Philippine manufacturing industries
are classifieds OGroup 1, the competitive, labor-intensive industries
whaTe I:djfr.]l is less Lh.:m 1 and {kj.l'E‘,I- ig leas than l; Croup IT, the
competitive, mpit&ll-int{:‘nsivc indusrries whre {djfﬂi} is less than
1 aprd {I{jer} is greater than 1; Group ITI, the noncompetitiwve, labor-
intensive indus:iiﬁs where (djfs} is greater tham l and {kjfi} is 1Es§
than 1; and Group IV, the noncompetitive, capital-intensive industries
whe re {djfs} is greater than | and (kjfi} is greater than 1. Thege
are shown in Table 1. Induscries with {rij {8} ratios less than 1 are
those in which the country has comparative advantage and are termed
competitive industries. . The domestic resource cost per dollar saved
(if it iz an import substituting industry) or per dollar earned (if
it is an export industry), the DRC for these industry, is less rthan
the SER which is the opportunity cost of the dollar saved or earned.
These are either labor—intensive or capital-intensive. Conversely,
induscries are nopcompetitive If [heir {djfaj ratios are greater than
1, meaning the domestic cvesource cost per dollar saved by lmport
substitution or earned by exporting, the DRC for these industries, is
greater than SER. Again, these are either labor-intensive or

capital—intensive. Estimates of the average and labor intensity for

the four groups are shown in Table 2.

Tt would seem from Table 2 that the country's greatest "compa—
rative advantage in menufacturing is in industry group I. This group,

competitive, labor-intensive manufactures, has the lowest {djfs} racio
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Table 2

Industry Group : I:dj Is) 'l:lij /i)

M

Competitive, labor-intensive =~ .68 e - Sy

Competitive, capital-intensive 83 g

. Woncompetitive, labor-intensive - 1.10 .42

- Noricompetitive, capital-intensive’ 1.32° . §;43 -

s -
. i

Seurcea: The values of d. are based on the DRC estimates for
1974 by R.M. Baufista and G.R. Tecson in R.M. Bautista,
J.H. Power and Associates ﬁ_f. The value of 3 is
the SER estimate by E. Medalla, op.:c¢it., the value
of k. are derived from the estimates of the replace-
ment Yvalue of capital and data on industrial employ-. . -
ment from the NCS0 Annval Survey of Manufacturing

¢ ‘used as basic data for the DRC ﬂl:imtuifthe eut=off -

value for labor-intensity k is P30,000—.

sy s i | W Car
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indicating, om the average, more than 30% cheaper costs than the
shadow exchange rate s. This is significantly lower than the
average of .33 for industry group II, competitive, captial-intensive
manufactures. These findings sppesr consistent with the theory that
countries with relatively abundant labor ag natural rescurce would
likely find their comparative advantage in labor-intensive industries.
Thiz has imporant implications on the magnitude of costs that would
be saved in reallocating resources more towards this group. Amomg
the noncompetitive industry grouwps IT and III, the ratios are 10 per
cent and 20 per cent, respectively, higher than the shadow exchange
rate s. It is also significant that even among theé noncompetitive
groups, labor-intensive industries hawve the cost advantage over the
capital-intensive ones. From these results, it would seem that even
a shift from the capital-intensive industries of group IV to the
lgbor-intensive industries of group III would further lower costs in

manufacturing.

ANothsr Tosiiives actos. oan Bk ssdi doaditidor to the cost
savings ﬁnncuuitnnzzﬁu resource allocation towards industry group I.
Being the competitive, labor-intemsive group where the (dj!s} ratios
are lowest and less than 1, industry grnﬂﬁ I includes the more compa-
ratively advantageous production activities for the country, where
production costs are likely to be lowest and therefore are likely to
be competitive in the world export markets. The expangion of equrtE
of these industries, in turn, would likely vield a positive effect nn.
the country's economic growth. Higher rates of growth ac:umguﬁging

the growth of exports are commonly traced to some longer-run factors




o ¥ to take advantage of economies of scale and to
within factories or plants of :pprnpri.u;te size, and the

L o incresse efficiency in the midst of competition in foreigm
i like factors, .

& part from implying substantial savings in domegtic TesSources
Py

er economic growth that comes with greater ability to compete

fron j.n foreign markets, the promotion of imdustry group I would

. _- prospect of substantially generating employment opportunitics
? J1"::.1'::5: pool of unemployed workers in the country. The labor-
. character of production in these industries is by itself a
to encourage their expansion. The faster the growth of these

-~ relative to the capital-intensive ones, the faster twould

- “ shifr vpward of the demand curve for labor. Loreover, if some

= 5

ure of success is achieved in shifting from the capital-intensive

of the competitive industries of group II to more labor-

Eensive methods, this would also enhance the employment-creation

=

e
ity of the manufacturing sector. Perhaps, most important for

e

5 i
—

ent expansion is the likelihood of greater export orientation

.f'-ﬂfﬂl:;i I industries because of their lower production costs. As
menticned earlier, greater export oriemtation of an industry is

¥ to be effective in accelerating the rate of economic growth.
fgain, this would, :al:aris. paribus, result in a higher rate of upward
.",t in the demand curve for laber and Hm.';.ld, therefore, result in

more workers employed.

Let us now turn to whether or not Fhilippine comparative

ntage in'labor-intensive manufactures is mflected in the product-
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ion apnd export performance of these industries. Table 3 shows the
ratios of exports of the four industry groups to toral mammfacturing
valueadded as well as their shares in total manufacturing walue added.
It appears that group I, the competitive, labor-intensive industries
where the greatest comparative advantage of the country lies, produced
23 percent of manufacturing value added, less than the 45 per cent
contribution of group II, the competitive, capigalvintanaivu industries,
and even less than 30 percent contributiom of group IV. .ﬂnderst&uﬂahly.
competitive groups I and II sccommt for a noticeably greater part of
total value added, approximately 70 per cent, than the share of non-
competitive proups IIT and IV. Among the competitive groups, the
capital-intensive industries predominate over the labor-intensive ones.
The situation is the same among the anoncompetitive groups where the
contribution of labor-intensive industries is insignificant relative

to that of capital-intensive manufactures. The more :igniiiéant
cbse;vatinu that can be made from the figures in £n1umn 1l iz the over=-
whelming contribution of capital-intensive industries which i; three-
fourths of total uanuﬁanturing value added. This seems contrary to

the hypothesis made in section IT that the country's production

structure would favor the labor-intensive industries.

'Prom the viewpoint of export performance, the country's
comparative advantage in group 1 industries is hardly.confirmed by the
very low share of exports in total valee added showm in column 2 8f
the same table. The ratics are much hisher for groups II and IV indi-
cating the much greater contribution of exports of capital-intensive

manufactures, Groups I and II appear to outperform groups I and IV




Table 3

VALUE ADDED AND EXPORT SHARES IN MANUFACTURING

£

e Indusctry Group vﬁ:&maﬂf_;ed Ehrr:':-tin

______ Cwaloe added
Competitive, labor-intensive 230 011
Competirive, capital-intensive A50 +.!132
MHoncompetitive, labor-intensive 010 003
Noncompetritive, capital-intensive 300 024
| ALl Manufacturing 1.000 070

= of Basic Data: Input-Output Table of the Philippines, 1975.

17
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becapﬁc of their greater competitiveness. However, in both the
mr&l’.iti'ﬁr{‘. and noncompetitive groups, the capital-intensive industrics
tfﬂ#t more than the labor-intensive industries. Finally, in relation
(s t!‘le hypothesis made in section IT asbowe, it seems chat the country
instead n-f_uxpnrl: ing more labor—intensive manufacrures actually export

more’ capltal-intemsive ones.

A most disturbing cooclusion, rhen, emerges from these
relationships brought out in Table 3. The iaduscries which are indi-
ciated to be the most efficient in urilizing domestic resources, the
indugtries wherein lie Che country's greatest comparative advantaga,
and where the greatest capacity for generating employment because of
cheir relative labor int:;nsit]r, annear to 14:.|3|=_- ot To I;:h-r;- less efficient,
less comparatively advantageous and less employsent-generating industries.
Their contribution to manufacturing valuwe-added as well as their exporc
shareé in output are significantly smaller compared ro the capital-
intensiv& groups, Its disapp?inting record is excecded nn;y by the
even' greater inefficiency and worse performance of group ITI, the
nunc?mputiriw:, labor-intensive industries. That the magnitude of
c.'::ls:;s involved in terms of misallocated resources and foregone economic
grm.r'i:.h and :mpln}"lﬂ.:nt could be substantial is indicated by the 3:l
pru[.!%:rrim of the less cfficient, capital=intensive and less income
g:nekating industries to the competitive, labor-intenmsive group.

Eroup T induscries are listed in Table 4 with chelr indicators for
domesCic resourceé cost dj, and labor intensity kj' These mmber

1l in all and esllectively have the lowest DRCs and the lowest K/fL
ratios, and theréfore, are the most efficient and @mosr labor-inteasive

industries in the eéntive manufactutring secbor.
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Table &

COMPETITIVE, LABOR-INTENSIVE INDUSTRIES

UL g, cmtmlhng §.31 14 .0

supplies 4.39 14,0

I Dessicated coconut products - 4.89 18.5
- Furniture & fixtures e R i | 7.6

Ceneral Industry machinery ;

& equipment 5.98 25.8

Cigars, chewing & Emlung

tobacco 6.15 22.3

Leather ;I'I:'DdI.I.LI:ﬁ exeent

footwear apparel 6.25 11.0

Other made up textile goods 5.45 4.14

Footwear except rubber

& plastic . 6.47 9.1

Miscellaneous manufactures, ;

nec ' B.T75 §.2

Books & pamphlets 8.17 15.2

‘The DRC escimates are by R.M. Bautista and C.R. Tecson in
B.M. Bzutista and J.H. Power and Associates J’E f. valoes
of K/L are derived from the ¢stimates of the replacmem:
value of capital and data om industrial employment from
NCSO Annual Survey of Manufacturing used as basic data fer
the DRC estimates.
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IV. Market Distortions and Effective Protection RBates

The key to the failure of the coumtry's menufacturing sector
to be a leading source of economic growth and employment, as
discussed in the preceding two sections of the paper, is the failure
of the economry to produce and export in conformity to its compara-
tive advantage in low—cost competitive labor-intemsive industries
under efficient resource allecation conditions. Uhat could explain
the divergence of the observed factor content of production and
exports from what would be expected to srise under an efficient
reasource allocation? We hypothesize that the protection and incen-
tives system in the country introduces “market distortions” which so
diztort the real market structure of induostrial costs and prices that
the comparatively inefficient and capital-intensive industries are
the ones that are made privately attractive to investors gnﬁ
mamufacturers, The theory of effective 1:\1.‘r.t'cnlz».'.t:l‘.i:n:n.g-IIr predicts an allo—
cative effect by the structure of protection or incentives on the
L eoumtry’'s resources. The resource pulls created by tha protaction

system posits a certain pattern of resource alleocation among
industries in the domestic market. It predicts the movement of
_resources from the less protected industries to the m&ta protected
ones through the structure of prices and profits yielded by the
eystem. By causing prices and rates of profits to incresse more in
_gertain industries than in others, protection induces production
~factors and resources to shift to the more profitable protectred
industries where rewards to resources are higher and away from the
less protected and less profitable industries vhich can only afford

to pay lower prices to resources. Lf this is 8o, then the observed




safacturing production described in section III above
X
imed by the rescurce pulls and pushes induced by the

x in‘.:ntlvza system. As a background for un:]a‘rat.mdi.ng'

£ these "market distortions,” a brief sumary of protec-

policy in the coumtry is given below.

en and Incentives Policy in the Philippines Since 1950

_-.'_'." Exchange Controls and inltiple Exchange Rates

=

tion Policy in the Philippines may be said to have

: ‘the end of 1949 when in response to a balance of payments

% and exchange controls were imposed. The defiecit in
try's trade balance mounted as a result of the huge expendi-

__.:Iqu:::u for recomstruction and rehabilitation after the

8 well as large imports on food and consumer goods. At the

-

- me, export earnings was slow to recover and provided little
Jhtht continuing trade deficits. The policy response to
©=isis was to ration foreign exchange. This was implemented in
that allocated more foreign exchange to the importation of
goods such as capital and intermediate goods than to the
ssentiasl finished consumer goods. Controls, then, was intended

solve a balance of payments problem but provided at the same time

'-':'.,, ion for the domestic mamufacture of consumer goods,

1.
Import control was instituted through the creation of an

control board which had the authority to restrict the importa-
of luxury and inessential items. Initially, import control wac

Btended to run for only a year, but eventually it took on a more
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rermanent nature with the passage in 1950 of a new law vhich estab=
lizhed the Isport Control Adminiatration, This time the intan;inn
to protect local industries vas evident as the law provided greater
rercentage reduction in imports if there apoeared to be sufficient

domestic supply of 3 commodity.

The Import Contrel Administration was later replaced in 1951
by the Inpuft Control Commission which Enntinu&& the function of
import comtrol until 1953 when the Central Bank took over this
function through its control of foreign exchange. The Central Bank
administered exchange controls such that imports of don—essentials
were restricted and preferemce was given to the importation of
producer goods, This mesnt the elimination &f -any significant
foreign compztition in domestic non-essential industries which made
these industries very much gintected in the domestiec market. Mora-
over, a system of omltiple exchange rates provided additional
protection to industries considered "new and necessary." This
resulted from the exemption u£ thege industriesz from the 17 per
cent tax ‘om-the sale of foreign exchange in 1951. This tax was
enforced until 1954 when it was replaced by a special tax on.
imports. This tdéx' on :i.mpur;s was waived for the machinery and: raw
materials importation bv the "new and necessary” industries and was
periodically reduced until its complete eliminatiom in 1265. Im
1959 too, the Central Bamk was given the authority to charge a 25
per cent fee on the sale of foreipgn extpangg. Arain, the "pew and
necessary” industries were exempted f'rlr.n.n .thi.s fee which further
unhangeﬂ_their 5£atus a3 compared t?ipth?r industries. This rate

- 5

wag reduced gradually until its complete phase out by 1062,
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thenge controls and the multiple exchange rate system were
th 2 change in administration in 1962 in response to

ag notoriety as a source of graft and corruption. Hore-
increasingly apparent that after s decade of exchange
 there was little room for further favoring producer and capi-
is considered as essential imports relative to the

consumer items. At least 35 per cent of total imports

1562 consisted of “producer goods" and the rest were also

Btial in the maintenance and expansion of output and employment

existing industries. The exchange rate, however, was not

¥ vnified until in Hovember 1965 when the requirements to

20 per cent of export earnings at the lower than the free

smriet exchange rate was removed and the peso was devalued

Pificially.

Thus, the system of import hem:[ng and exchanse control was
lized and full decontrol was achieved by mid-1%60's, By 1965
the main source of protection to domestic industries was the high
tariffs which were ;trmgthtnad by discriminatory sales taxes as
as tax exemptions to so-called "new and necessary industries.”

en 1967 and 1970 saw the reestablishment of moderate exchange

‘Eontrols as a result of the rapidly worsening balance of payments

‘situarion brought about by subetantial expansion of domestic credit

2 government investment expenditures. These were in the form of

"tnr controls of credit to importers particularly of less essen-
tial poods. In February 1970 with the deficit in the balance of

ents again reaching crisis proportion, the government decided
N

£0 put the peso under a floating exchange rate system in which



snzhange controls were gradually removed. Initially, a system of
m:ltiple exchange rates providing for lower peso conversion rates
for exporters was adopted but was later replaced by a special export
~ax to exporters.  Even as the peso has been allowed to depreciate
w-nce 1372, import licensing has been reinstituted for some items..
This results from a provision of the Tariff and Customs Code of
19/8 which grants the President authority, smong others, to impose
quota or surcharges, and ban imports for specific purposes. Also,
the Central Bank has been charged with the responsibility to regu-
late the importaticn of certain commodities. In particular import
ceilings are set for items classified as ponessential and unclas-
sified commodities. Ey early 1933, however, more stringent import
sl exchunge controls once again appeared necessary in the face of
the rapid deterioration of the balance of payments resulting from a

combination of economic and political factors,

Increasing Use of Tariffs

Tariffs as a protection instrument became established only
- 1257 with the passage of Republic Act Ho. 1237 known as the
# "Tariff and Customs Gud%:uf the Philippines.” Btfgic thia, tariffs
s provided Eor . Sr *:%"’r;ines-nriff &ct of 1909 which was
enacted by the United States Congress before Philippife independence,

was intended to serve primarily the purpose of raising government

revenuve. However, Philippine government revenmes from tariffs were
ercdzd by the preferential free trade with the United States which

was the country's predominant trading partmer.. The clamor for the
removal of this preferential trade culminated in the Laurel=-Langley
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2 provided for the graduazl phase out of tariff exemp-
or U 5. goode starting in 1956, This led to the enactment
e Tariff and Customs Code by the Philippine Congress
¥ added the protection nb-jea:ti.ve to the mainly revenue

..!Hn tariff in the pre-war years.
_ k noted earlier, protection of the manufacturing sector

s

prried out through a system of foreign exchenge controls and

ple exchange rates between 1949 and the mid-1960"s. With the
a1 m:lius of this system by lﬁg} howvever, the tariff

e the main instrument of protection. This tariff structure

ited a protective bias in favor of consumer goods relative I.;.ﬂ
Emediste and capital goods similar to that provided by the

tem of exchange controls. It appears that the same pattern of
structure and resource allocatiom that the system of
controls encouraged was perpetuated by the tariff system

placed it. This structure became even more pronounced by

s Bome upward ldju.ltﬁmti in the tariff rates were made.

rates were relatively high by 1965, estimated to average
cent for consumer goods, 55 per cent for inputs into con-

o, 21 per cent for intermediate goods and 16 per cent for

goods. Thus, the structure of protection remained

tually unchenged between the 1950"s and 1960's although the

ments of protection changed from import and exchange

sle to tariff.
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lodificaticns to the Tariff Code in 1573 and 1951

Between 1905 and 1973 there have been miner chanses in the
tariff system. A major revisiom of the tariff law was implemented
on January 1, /1978 with the primary objective of simplifying the
tariff rates to a siwx-level schedule in order to improve the
administration of customs. The amended Tariff Code of 1973 also
prﬂfideé be special duties tu.prutect Philippine industries
agalnst un!alr EDEPEtltIDn such as dumpin", subsidy and subvention,
Furthermura, it add:d a prnvislun on the 1mpu51tiun of an addi-
tlunal dut? of 10 percent on pru&u:ts of anvy country which dis

nrlnumated aga;nat Philippine prndu:ta.
3 .l ||

An important modification was the imposition of expore
duties which became a permanent feature of the Tariff Code. The-

present sthedale of rates for export duties as amended by

L B- B

subsequent legislation'censists of a bagic rate and.a flexible rate
called the premiom duty.  The export tariffs fall on the traditional
agricultural and mining export sectors of the country. An axport
tariff of & per cent is applied on most of these commodities with
the exception of logs, with an export tariff of 20 per cent, copra
with'7 142 per cent and centrifugal sugar with & per cent. The
flexible rate or the premium duty is applied on a fewer pumber of
industries with the maximum of 30 per cent imposed on copra and

20 per cent on all the rest. The objective of export taxation is
to induce the processing of these traditional axpnrt'pru&pcts-and
give an advantage to and encourage the export of manufactured and

semi-manufactured goods as = whole. The higher tariffs for logs,




mrrifugal sugar reflect the policy of phasing out the

] commodities in

their unprocessed forms and promoting

in @mOTe processed forms.

iee 1573 and prior to 1981, there have been some tariff

adied in the Tariff and Customs Code of 1973 and sub-

wements. The new Code provided for the same gix levels

Iates, namely, 10, 29, 30, 50, 70 and 100, While there

= free rates, some articles may be imported duty=free

Ttain conditions as specified in the Code. This was later

Bl in 1979 to include other tariff rates not exceeding 100 per

&8 valorem, In the main, the Tariff changes between 1973 and

Leted of dowmrard revisions in the tariff rates ag well ag

classification of specified commodities aimed primarily at

:h: Supply and bringing

down the prices of essential food
= ;
; 2r items. The ecollective effect of these, however, did

“antially change the structure that congistently charac-

By 1, 1931. This resulted from & policy decision to effect &

Teform of the Protection system in the country aimed at

the competitiveness of domestic industries

8

and promoting

£ alloccation of resocurces in relatively efficient export and

substituting industries. The removal of the long-standing
38 the protection structure against exports, against backward
- ¥

2 of industries and against the more efficient users of
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TeSOUrces Was recognized as important fprerequisite to the improvement
of the ‘country's balance of payments and the overall efficiency in

the manuiacturing sector.

A'paximum doty of 50 per cent and a minimm rate of 10 per
cent with few exceptions are set. This narrows down the range of
Tariffs substantially from the previous maximm rate of 100 per cent
wkile maintaining the base rate of 10 per cent. The maximum 50 per
cent tariff rate provides some allowance for adjustment to indus-
tries which for more than two decades have existed under a regime of
protection, but still represents a sharp reductiom of protection for

these indpstries.

Tariff rates are reduced as well as evened out across-the-
board within specified industrial or erduct catepories. The clas-
sification of industrial or preduct categories is based on the
degree of processing invelved, i.e. raw materials, intermediate
goods, and fini;he& zoods. Fbr.rae materials the cutputs of which .
are either insufficient to meet local demand or not domestically
produced at all, the tariff rate ransces from 5 to 10 per cent. The
lower rate of 5 per cent is given as a temporary concession in the
first or second year of the progran implementation period. For raw
materials domestically produced in sufficient gquantities to meet

local demand, the range of 20-30 per cent is applied.

Intermediate goods receive a 20-30 per cent tariff. Finished
gocds consist of two categories: Capital equipment and producer
goods, and consumer goods. On the first is applied a range of

20-30 per cent which is the same 2s that on intermediate poods.




'::: higher range of 100 to 200 per cent on imported cars.
T ~direct personal use sre charged a compensating tax equal
_ - tax rate. The specific tax is in terms of a specific
=t collected on goods per unit quantity or amount sold whether
sced locally or imported. The specific taxes on imported goods
igher than the specific taxes on domestically-produced products.
froduct coverage of specific taxes is very limited and indirect
ion is mainly in the form of advalorem sales taxes.
"
Indirect texes in the form of sales taxes and specific raxes,
_- Source of protection to domestic manufacturing because of the
t minstory treatment of imports as compared to domestic produce.
bets subject to sales taxes, the discrimination is in terms
BESing & mark-up on the transaction value of the product, which
hean used as the base of the tax while, domestic produce is
ed without the mark-up. The rate of mark-up progresses with the
fes of inessentiality. For some products, this discrimimation is
reased by the higher rates of the sales tax on imports relative
he domestic produce. A further advantase to the latter is

ad in terms of a lower base for domestic produce as a result
ng the application of the sales tax rate not on the total
ion value but only on the remaining value after deducting
erial inputs on vhich percentage tax paymenrts Were previously
2. This was modified in 1978 by granting tax credits equal to
t taxes paid on inputs. For products subject to specific
_'. . the discrimination is in terms of the higher specific taxes
than on domestic produce. The structure of indirect

; have changed very little since the post-war period. Some
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consumer. goods get the maximum tange of 40-30 per.cent. £ movement
toward greater uniformity in tariffe is apparent as the 20=30 per
cent rate is applied on certain categories of raw meterials, on
ictermediate goods and finished geeds in the form of capital equip-
ment and producer goods. The wunifying effect of the application of
the 20-30 per cent range on broad. economic categories irrgnpentiv:
of the degree of processing i= one of the more significant features
of the tariff reform. This revised schedule of tariffs minimizes
but does not remove the cascading structure of tariffs such that
inputs, iﬁ generai, continue to receive lower protection than final

rroducts.

Thus, the tariff reform progranm is staged over a five-year
peried beginning on Jamwary 1, 1981 and reduces the previous
meximum rates of 70-100 per cent to 50 per cent covering largely
inessential items. In additiom, a generally reduced tariff is
applied on the other categories, ranging from a minimum of 5-10 per
cent -tg 30 per cent.  The range of tariff rates being limited ro
10 percentage point within each category, leads towarde a closer
uniformity of tariff rates. All these have the overall effect of
lowering tariff protectiom for the non-essentials relative to
other items and reducing substantially the dispersiom qf rates
acrose: industries, [ith the tariff reform, the average tariff
rate falls from 43 per cent to 28 per cent. The possibility that
infant-industry reasone exist for some of the industries is allowed
for ‘by staging or graduelly. lowering the tariff through a period of
five yedrs in two to five stages.. For the peak rate industries,

the staging: period spanned a two—year pericd, from Jamsary 1, 1981
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1982 ' £o bring the 100 per cent duty to 50 per cent. The
_, w2z lowerad to 50 per cent on January 1, 1981 and

s _ fter. For the lower rates, further reduction is
f"!;tinﬂ of five years, from January 1, 1941 to

{i;: or less.

slicies

' “:: £ Taxes

-

are two basic Evpes of indirect taxes in the country,

tax and the other is the excise tax or specific

B sales tax is imposed on most products while the specific

smposed on a few products, namely tobacco, alcoholic

BS, Zasoline and oil. Both the sales tax and the specific
posed on products whethsr domestically produced or

s Products are subject to either sales tax or specific tax

both.
L

‘sales rate varies according to essentiality. Moo~

28l items are tawed at 25 per cent, The sales tax rate on

22l articles is 5 per cent and that on agricultural products

- cent. librecver, graduated tax rates renging from 10 to
- ] J

are levied on certain locelly produced srticles such as
8 clocks, fountain pens and ballpens, electric fans, stoves
» Phonographs, radio, television sets, refriperators, and

E=. The imported versions of these articles are subject to

B Sy

gracuated sales tax rates. Hanufactured cars likewise are

w

graduated sales tax rates with lower rates on locally

2d cars ranging from 10 to 200 per cent depending on the
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reduction in the rates and mark-ups were implemented since 1978 Bt

these have not modified the structure significantly,

Tax and Tiscal Incentives

There are various tax and fiscal incentives provided to manu-
facturing firms in the country. To the extent rhat these incentives
increase producer receipts from domestic output as cnup#kad to the
Tree-trade value of imports and exports, these incentives can be

considered a subsidy. These constitute a scurce of protection and

must be included in any measure of protection to industries,

The tax and fiscal 1nnantxv¢s are grantad tu firms maluly by
virtue of the pfﬂ?lﬂlﬂﬂs of two major incentives laws. Ihﬂse are
the Investment Incentives Act of 1967 and the E:gnré Incencives Act
of 1970, “ess tao Vet Tave Bess soeuned B NeL beecan to
furthé; liberalize certain incentives provisions. In a&ditiﬂn.ﬁa
these two basic lawe, there are other laws which Erant &éﬁ incen—
tives to a number of products in the form of tax exenption from the
payment of deties on imported raw materials and capital goods and

of compensating sales taxes,

-
The Imvestment Irccngives Act nf 1967 provides for the
creation of the Board of Investnanta {(BOL), the ageuny in nharga of
a&mlniatzrzng the fAct. Th;: ACt was PTlEﬂTllF intended to ennauragn
1mpurt substituting industries but also encourages expansion of
czpnrtsﬁ Thg Act reiterates th& :ﬁnstitutlunal guaran:aua of
freedom from nxprnpr;atiuu amd reguisition Extept in the 1nttr¢st

of national Helfara or defense, and only upon payment of just
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. All foreign investors are allowed to remit earnings
Bents and to repatriate their investments in the currency
ey were originally made. Remittance of foreign exchange

ots of interest and principal on foreign loans as well

ariging from technological assistance contract is

Act provides for the yearly preparation of an Investment
ities Plan (IPP) wherein are listed the industrial sectors
;'_rt priority comsideratiom for investment and incentives

It grents fiscal and other incentives to firms which
With the BOL under two priority clagsifications, e.s=.
Bmser” and "preferrved.” Invesrments which introduce mew products
Bew processes into the country are classified as "pioneer"

;?1_, while investments which are in areas where existing

:T-:_-t is less than vhat would meet domestic demand and axport

d are classified as "preferred” projects. Enterprises can

i :- for “preferred” status if at least 60 per cent of the

I, eapital stock as well as of the memberghip of the Board of

Bctors are Philippine citizems. Enterprises can register for

_ seer” status with no citizenship constraint.

- The incentives that enterprises may avail of under this Act
tuse: (1) accelerated depreciation, (2) net operating loss

_- over, (3) tax deduction for expansion reinvestment, (4) tax
-*-_iﬂﬂ.ﬂﬂ imported capital equipment, (3) tax credit on domestic

equipment, (6) exemption from all internal revenue taxes

the income tax, (7) post-operative tariff protectiom,
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(3} double deduction from taxable income of prl:r;:wticmal EXPENSES,
(9) double deductiom from taxable income of shipping costs and
{10) tax ecredit equivalent to the sales, compensating and specific
taxes on raw materials upeed in export prodoction for tem years.
"Freferred” enterprises may avail of incentives (1) to (5).
"Pioneer"™ enterpries may avail of incentives (1) to (7). EOI-
registered enterprises, "preferred" or “piomerr," which export or

propose to export are allowed incentives (8) to (10).

The Export Incentives Act of 1970 was aimed at intensifying
export activities by increasing the extent and coverage of incen-
tives to expert enterprises already provided for in the Investment
Incentives Act of 12970, This Act provides for the yearly drawing
of an Export Priorities Plan (EPP), which is a list of export
products which are to be given priority in terms of incentives
depending on their ability to increase foreign exchange earnings,
encourage the utilization of excess manufacturing capacities of °
exports, develop new markets for Philippine products, utilize
indigenous rew materials, create employment opportunities and

encourage regiconal dispersal of industries.

-

Availment of incentives under the Export Incentives Act are
granted to Philippine citizems or to corporatioms and other entities
which are at least 60 per cent owned and :untrnllud‘by Philippine
citizens, who are pioneer export producers of products which are
clacsified s pioneer under the Investment Inmcentives ﬁnE of 1967
end which are listed as export products in the EPP. If =uch pro-

ducts are not listed in the EPP, at least 50 per cent of such

products must be Expﬁrte&.
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‘B. Effective Protection

In evaluating protection, the question of which measure to

BEe arises. To measure protection on the baszis of the tariff or ite
equivalent applied ot the product price alone would be to ignere the
effects ﬂf‘tariffa or their equivalent on the inputs that went into

| the output, Howewer, :;riff syutems penerally encompass a broad

- Spectrum of products ranging from the primary commodities which undergo
lirtle or na prnEEasing to the highly processed group of manufactures.
irﬂﬂucts, considered either as outputs or as inputs, are subject to
tariff and other trade restrictions. Nominal protection, or protection
of the product price alone, therefore, would not adequacely capeure
‘the joint effects of tariffs and similar instruments on both the
outputs and inputs of a pintegsing activity. From this neead has
‘&volved the effective rate of procection (EPR) measure which seeks to
show the effecrs of the structure of nominal tariffs on the production

Process threugh the effects on the value added rather than on the

Product price of the protected industry. The EPR represents the

proportionate inereosc in domestic value added per wunit of output over

free trade value added per unit of output as a result of protection.

The EPR may be estimated, if free-trade coefficients are
available, by the following eguation:

é ; i

. - W
Sty v 2 ST T (10}
h|
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1
s is the effective protection rave: ui iz the domestic value

added per unit  j, and uj iz the {ree trade value added per unic

j- Also, let

Uj = Pj (1= Euij} {11)
T .
- — 2
v {1 + tj} P E’ij {1+ :ij {12}
where pj and R ar¢ the free trade price of j and the value

of material input i per unit output j, cespectively, and :j and
£y tefer to the proportions by which domestic market pricgs of the
output and input, resneclively exceed

world market prices due to tariffs and other protective insrrusents.

Then, substituting eguations (11} and (1!} in equation (10}

t. — Ea.. E.
e {11y »

1=k & .
i 355
The EPR is interpreted her: as & moasure of the ¢f£¢ct1vn prlcu Cebticki

1& the wvalve added) that thﬂ market guarantees EhE private producers

as a result of prntertian.

Structure of Protoction Before 1951

Variation in Sectoral Protection Rates

Estimates for the Philippines in 1974 show that the nominal

rates and the effective protection rates of EPRs differ substantially
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sectors. The EFFs, however, are more dispersed around their
Mdn than sre the pominal rates as shown by the coefficients of

lation of 203.1 per cent for the effective rates compared with the

-7 per cent for the nominal rates,

The nominal rates of protection derived from the tariff and
?indirect tax rates yielded a supply weighted mean of 44,3 per cent.
On the mhnl;, the nominal rates of protection exhibit characteristics
‘widely sscribed to most tariff structures such as the "cascading” of
ariff rates, meaning zero or low rates are identified with raw
aterials and fuels, higher rates with semi-manufactures and highest
rates with finished products. In general, intermediate products and
Semi-manufactures including semi-processed food and industrial
materials and equipment fall within 20-70 per cent range while finished
Products and manufartures recorded much higher rates. Hominal rates
on the basis of teriff rates alone are generally lower than those
Based on both tariffs and indirect taxes. Protection of industries,
‘mainly resulting from tariff prorection, appears to be markedly
itrength:ned by domestic indirect taxes,

EPRs of Major Industry Groups

In general, the primary and agricultural sectors have EPRa
lower than tht:unnuficturing sectors which indicate the protective
for the dumnsiin processing industries. Export-oriented induatrinslgf
mostly negative EPRs implying a bias against exports in the

otection structure. This can be traced to the impoeition of the
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# expoTt tax on a number of agricultural and mineral EXpOTtE a5 well as
to the tariffs and taxes on the inputs of these commoditics in combi-
nation with zero tariffs and taxes on vE:‘:q:u:-cﬂ:s.ill-‘Ir These results are

summarized in Teble 5.

Under the drawback system being implemented, all tariff and
tax payments on inputs into exports are returned to the exporter in
the form of tax credits. This tends to give exports zero protection
except for those export commodities subject to export taxes in which
case drawbacks serve to reduce the penalty from input taxation. Board
of Investments (BOI)-registered firmz, however, get zero protection
for their exports since tariff and tax payments are given back in the

3 form of tax credits and are also exempted from the payment of export

taxzes.

e T

Belatively higher effective protection would seem to charac-
terize the impnrtvnnn:umpetingégfindustries for which a weipghted
average of 143 per cent is estimated., If this estimate represents
non—~redundant protection, it would indicate a highly prutecégd ETouD
of industries with very little competition from imports which are
kept at low levels by protection. For the import competing induscries,
the average EPR is 37 per cent, much lower than the lﬁéhpér ﬁent
avérage derived for the import-noncompeting sroup. -%his would seem
to sfuggest & correlation between an inpdustry's level of protection *
and the proportion of the domestic market locally supplied. Thers
effective protection is less adverse to imports, it wnu1d1seem

plausible for imports to gain a bigger share of the domestic market




Table 5

AVERAGE EFFECTIVE PROTECTION RATES ACCORDINC TO
MAIOR INDUSTRY CROUP
{In per cent)

Industry Group EPR
Agriculture and Primary 9

. .thufacturing _ 54
Exports &
Honexportable &1
Import, coapeling 37
lmport, noncompeting 148

Overall Averape 36

Ssurce: Novma A. Tan, "The Structure of Protection and
Besource Flows in the Philippines,” Unpublished
Fh.D. dissertation (School of Economicg, University
of the Philippines, March 1979).
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while they encourage cost reduction in the home industries through

competition.

Un the average, the EPR estimates are significantly higher
than the nominal rates, implying that the wripghted average of the
tarifis and their equivalent on the inputs must be less than the
weipghted averssce of the tariffs and their equivalent on the products.
A close similarity is cbserved in the ranking of industries by the
nominal rates and by the EPEs. In general, the effect of dif-
ferential tariffs on inputs and on outputs is to exaggerate the

range of protection given to industries.

In terms of discrimination according to the level of pro-
cessing, however, effective protectiom in 1974 hardly deviates
from the pattern observed im 1965. Consumption goods receive very
high EPTs. Intermediate goods receive substantially lower protec-—
tion. Capital goods and inputs into comstruction receive the
lovest rates, Estimates for these industry groups are shown in

Table 6.

Three elements of bias are, therefore, apparent from the
structure of effective protection. First, the bias in favor of
manufacturing over the other sectors; second, the penalty given
to exports, both within manufacturing as well as in uﬂﬂmlnu;ﬁntur—
ing industries; and third, the bias in favor of the finishing
stages of producing consumption goods over intersmediate goods,

and especially, over capital goods.




Td.h 1s: El

AVERACE LUTLCTIVE PROTECTION RATIZ ACCORDING 10 1n e,
- (In per cent)

Industey Geoup T -"1:-;1}1'“_
Consumption poods 70 T
Intermcdiole powds T b
fmputs it m-u:_'.uﬂ.ml.i::m A 15
Capital pood:s L& 18
Total munufacturiog 41 Hry

-

wl w + ' s y
Lalimaton in J. Power wmwl ©. Siear, The Ml ki o
Tndustrialization and Trode Folie Pt {Lotilon, Mo Yoek aied
Ruala Luspor: thecbord Uoiversity lecos, 1971 ).

bEaI:‘Imﬁa from N.A. Tanm, op. cit.

41 .
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Subsidy Effects of GOI Incentives on EPRs

In addition to teriffs and indirect taxes, the incentives
availeble to firms registered with the Board of Investment (BOI)
under R.A. 5186 and T.A. 6135 constitute another source of protection
in view of the numhg; and magnitude of these incentives availed of by

13/

firms in recent years.==' Incorporating the BOL subsidies into the
EPR measure provides a second set of EPRs covering a smaller mumber
of industries for which subsidy rates could be estimated. Thege are

shown in Table 7.

Compared to tariffs and indirect taxes, BOI subsidies appear
to be a minor source of fruteutinn to domestic industries. Estimated
on an industry basis, bemefits to export in terms of BOI subsidies
as reported by recipient firms are too minimal to offset the ceneral
penilty on exports that the system of protection imposes, However,
the subsidies could be substantial for particular firme and could
significantly increase their level of protection., TIn zeneral, the
overall relative incentive effect of the combined tariff-indirect
tax-B0T subsidies to industries largely reflect the incentive effects
of tariffs which dominate the effects of the indirect taxes and tax
subsidies. The estimated effect of BOI subsidies on industries is

@ slight improvement in the EPR.

The Structure of Protection After 1981

Tariff Reform for Industrial Development

The above findings confirm the misgivings on the AppPropriate=

nese of this structure of economic incentives which has prevailed for
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Tubile 7 :

TRILACTT TARITES AHD EISTa-Tive BATIS,
AL AFUICTED BY BOT SUBSTLLEED, elLassiriin
BY FROLDCTS OF BOl-REGISTE:LD Cress— i
(1o pee vt )

JEFT et ive paTan
1=3 : el oo EHE
i, b FProduet i Wl with
TR s Sula i ik
S tnte= iz pend
N Prauit puvatuction -6.0" b G
Gy Livustock R LTTES vy 128.u l2e.0
25 Barine poosduts (RN} Lk,
49 Cavnaves stureh, cornstareh 63l 1 ETE
153 Lot il ; BT L T
ey Procensad coconut products and :
bypruduets =100 o
wl, yi Frovumned Food aml )
uh, 46 buverape praducts ) 55 1 PR S
B, 52 )
Wy S0 )
16 Fami E.u L5 .0
T, TS Filwer product: 1 .03 -
#3, 82 Mool and wuad Produsts ) .o Ll ui
H4, UG ; ) '
a7 Fulp wiel jaiper; pulp of Slrow
and abacu 8.0 &4
[+ ENTTAE LI i . FLH w4




L4

akil 7
Connt Treed L ..

1-0 R B RSl KON ey e
Produet Wittwany Uil

RO Y LR B el b focs
__M__h:i:;ll il MIgsweranl i:_t.'l_hi'.i'.é_t_n}_'.
i Iran oo =daoly L)
33 Copapaesr =h .l Li. o
iy Hickel, Silicoate ope =D, i
121, Epimiby Hteel 4" 116
119 Kotk aprgrvpa b 6.0 2
ad ¥ DL bibae g e b
Ceramicy, eoramics products } Y, AT
114 Lluass products, lomipated Saleby plasss 440 - ST
E'_!I = bgziand
::'.l-._‘r._il‘._q Muauhi fgseey -.:q;.ii[r_uﬂuul' adnd pabs ST T
deg=-124 Hetal jusoducts : E u
Lae=1a5 Lluetpicul equipment amd eloctpiaal
Produc i .o bi o b
Claa il =Bl
101,x11 Endugtieriadl ahemicals, chouicuals and
chemical products U Lh
72 Synthoelic fibers ' )

Fetilen, textile prodoers )

Thu o%.u

1.0 Platic products B sk 4} bt 4l
oy Muodicinal snd pharmaceut ical frivemlue s Fatd bl
19 Crdbtneri Lz =i =¥rou




&5

well over two decades in this country. The studi::lifnf the system

of protection since 1965 yield the implication that the economy ' s :
resources have not been efficiently allocated. among industries, as

the more socially profitable and efficient industries appeared to

have been put to a greater disadvantage by protection than the ieas
socially profitable and inefficient ones. These also indicate the
uv:rwhelmifg biae of the protection system in faver of nlnufi;:uring
over agriculture, the penalty against exports, and the bias in favor

of fhg finishing stages of producing :nﬁsump:iﬁn goods over interme-
diate goods, and especially, cver capital goods. This problem,
however, is not peculiar to the Philippines. In a atudyléfﬂf an?numic
incentives arising mainly from protection, it was shown that in develop~
ing countries, the Philippines included, the structure of protection
has often actuglly created biases within the range of industries,

which generally are against exports and primary sectors of the ecopomy,

and in favor of manufacturing for doemstic consumptionm.

Hore recent 51:||.|,|:!:f.uarl§-‘Ir indicate the inhibiting effect on pro-
ductivity that arises from a structure of market incentives heavily
influenced by protection. Plrti;ulatly important is the finding that
the relatively more inefficient and high-cost industries are also the
more highly protected industries, The inference is that resources
may have been migallocated from the more efficient sectors to the
leas efficient ones through the attractiom of profits artificially

raised by tariffs,

In view of the above consideration, the institution of scme

thanges in the tariff system was made in 1981, These revisions
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mainly consisced of overall reduction and evening out of tariffs and
effective protection rates across industries. Details of .the tariff

reform program have been discussed earlier in the policy section of

this paper. B

Greater Uniformity of Protection Rates

The structure of protection to industries implied by'tha

tariff reform can be examined on the basis of nominal tariffs and

effective rates of protection (ERPs). :By ageregating tariff headings
or lines and the revised schedule of tariff :atéa according to the
industrial classification of the Input-Output (I-0) Table of the
PhilippiEES, the impact of che tariff reform on industrial sectors

can be assessed,

Rates of protection were estimated for the 127 tradable
sectors of the I-0 table. It appears that there remaine a substantial
variation in both the nominal rates and EPRs across sectors. This,
hEHE?er. represents a more even schedule of rates compared to the
schedule estimatad for 1976. The coefficient of variation for the
ﬁ?ﬁs is 1?5;#.pef cent while that for tﬁ; nominal races 15\33.ﬁ per
ﬁéﬁt-hfﬁﬂtﬁ EuEffiéiﬁnta ar; lower than the earlier estimates before

tariff reform. ; ' : -

Hominal Protection

4 lowering of nominal rates for most sectors is apparent.
Hominal rates derived from the revised tariff rates in combinationm

with the prevailing indirect tax rates yield & weighted average of 21
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per cent. FPretection to industries can be expected to continue to
‘continue to result mainly from tariff protection although markedly
strengthened by indirect taxes. The protection to industries from
indirect taxes arises from the fact that the country's tax structure
L&xe:‘impur:s more than it does the domestically produced output of
an industry. The tax rates, applied on sectoral imports are greater
than the tax rates applied on their domestic counterparts by some
percentage mark-up of the basic tax rate. This is also true for the

ad valorem equivalents of specific taxes applied on a number of sectors,

In general, the tariff reform does not significantly change
the “cascading" structure of tariff rates. Low rates continue to
be nsautiateﬁ with raw materials, higher rates with semi-processed
products, and highest rates with finished products, This is showm
in Table £ which gives the average nominal rates for industrial

categories according to the degree of processing and end use.

The nominal rates, determined largely by the tariff rates
continue to be highest for consumer luxury and inessential items.
These are substantially lower than the previous rates because of
the redoction of the peak rates from 100-70 per cent to the maximum
30 per cent, lowever, the effect of indirect taxes brings the
nominal rates for luxury and inessentials higher than 50 per cent,
notably distilled, rectified and blended liquors, cigarettes, wines,

motor vehicles and jewelry.
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Teble 8

AVERAGE EFFECTIVE PEOTECTION BATES ACCORDIBG TO EHD UsSE
(In per cent)

__ Hominal EPR
Industry Group Poet tariff Tost tariff
reform 1974 reform
Consumption goods &0 s 42
Intermediate goods 22 23 33
Inputs into construction i 16 31
Capital goods 28 18 25
Total manufacturing 29 2t ol 36

Source: Estimates for 1974 from ¥. A, Ten, op. cit.; post tariff reform
estimites from Table 2.7 in 1. A. Ten in C. Findlay and R, Garnaut,
{eds.), The Political Economy of Hanufacturing Protectionm:
Experiences of ASEAW and Australia (Sydney: Allen and Omrin,
1936).
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Effective Rates of Protection

Tiking the combined effects of tariffs and indirect taxes
on both the final product and inputs into the final product, yield
the effective rates of protection on these sectors. The EPR
estimates on Eﬁﬁ basis of the reviesed tariff rates and existing
rates of indirect taxes give an average of 28 per cent. This is
higher than the averape of 21 per cent for the nominal rstes. The
in@litatinn remaing that,-in'génzral, the weighted average of the
tariffs on the inputs must be less than the weighted average of
the tariffs on the products. This appears to be consistent with
the cascading structure of nominal tariffs. In general, the effect
of differential tariffs on input sectors and on gutput gectors is
to strengthen the degree of protection given to industries. The
general restructuring of the nominal rates due to the tariff
reform reduces the level of overall protection to 28 per cent for
all industries. The EPRs of individual industries, however, still
VALY ACTOBS Sectors, although a marked narrowing of dispersion

across gecbors 1z apparent.

EFR Structure of Industry Groups

The primary and agricultural industry group continues to
receive very low protection (Table 2). In contrast, manufacturing
45 a group continues to be more protected. Its EPE, though lower
than it was for 1975, still demonstrates the same overwhelming
protective bias for the domestic processing industries., The TEry

high FPRs of manufacturing industries compared to those of BETi-
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Table §

AVERACE PROTECTION RATES ACCOEDING TO
HAJOR. IFDUSTEY GROTP

(in per cent)
. Hominal EFE .
Imdustry Group Post tariff Post tariff
reform 1974 reform

Agriculture and Primary 4 o 3
lianufacturing "2y &4 36
Exports ' & 4 12
Ponexportables 36 61 &5

Tmport, competing 35 ' 37 35

Import, noncompeting 37 148 &7
Overall Average SERPSari. (g 28

Source: Estimates from #. A. Tan, op. cit.
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culture indicates the continuance of the policy to encourage the
demestic procegsing in manufacturing sectore of raw materials and

agri:ulr.m:ll comodities,

Export-oriented sectors, on the whole, remain to be much
less protected compared to nonexportables. The tariff reform,
however, reduces the relative bias against exports. The low EPFR
of exports can be Erm:ed to the continued imposition _nf the export
Lax on a2 mmber of agricultural and mineral eXpoTts as well as to
the rariffs and taxes on the inputs of these commodities in

combination with zers tariffs and taxes on exports.

With the same drawback system being implemented, all tariff
and tax payments on inputs into exports are returned to the exporter
in the form of tax credits. This tends to given export zero pro-
tection except for those export commodities subject to export taxes.
The drawbacks serve to reduce the penalty resulting from taxes on
inputs. Board of Investments (BOI)-registered firms, however,
get zero protection for their exports since tariff and tax payments
are given back in the form of tax credits and are also exempted from

the payment-of export taxes.

The nonexport-oriented industry group continues to get an
overvhelming though lower sdvantage in the protection system with
this group getting about four times the level of protection of
export-oriented sectors. However, the tariff reform means a
significantly lower EPR of 45 per cent comparad to the 61 per cent
it received. This drep in the EPR is chiefly due to the sharp

reduction in the EPR of the import-noncompeting industries for




which an average of 67 pér ceat ia derived compared to the previous
EPE of 148 per cent. This is expected to encourage efficiency
among this previcusly highly prn_tg:ntlg_:ll group of indust_:r_iea throush

competition from imports. .

For the import—competing industries, the overall level of
prbtectitn goes down from 37 per cent to 35 per ceat after the tariff
reform. Compared with the EFR of 148 per cent for the import-mom—
import-noncompeting industries éver import-competing industries from
4 to 1 to 1.2 to 1 ratio. This is expected to realign the overly-

. protected import-noncompeting industries with thl! import-competing
industries by maling it easier for imports im the former group to
gain a biggﬂ': _‘_:'lh.!.l..';:er of the domestic market while they encourage cost

reductions in the heme industries through competition.

iy
" The reduction in industrial EPRs is seen to be borne mainly
by the consumer—goods industries, This industry group receives a
‘much lower level of Iptutact'i'nn of 42 per cent than the 77 per cent
it enjoyed before. The structure of protecticn remaine biased
against the capital-goods industry as it comtinues to receive the

least protection.

'- ..-‘-‘-

2 '!hus, the t;t-:rte'l:ti,nn structure continues to favor the
relatively finished and more processed products as compared to the
semi-finished and intermediate goods. It alse remains £o be
plrtin'iiiarlf biiséd"'gaiﬁsf"&giicﬁiﬁél and ‘raw materials and”

iy e = ST L p A% ad: 0t m
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capital.goods. Towever, the spread of pru'i:'utinn levels are more
even than before. The leveling effect is attributable to the
lhh‘rredmg:mnf protection to consumer goods combined wirh the
sigmificant improvements in the protection to intermediare goods
and inputs inte comstruction.
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V. Effects of Protection and Iocentives on lesource Allocation

_Hithin danufacturing

Ideally, 2 country's incentives system should reflect its
priorities in accordance with its development objectives. "It would
hardly be surprising, however, if im the Philippines as in other
developing countries, the ideal is not observed., The existing =
system of industrial incentives in the country is the result of
various incentives measures conceived to serve specific and not
necessarily comsistent objectives with respect to warious interest
groups at different points in time over the last three decades of
planped development. It may be that each incentive measure has
served its intended objective. But it is unlikely that the incentives
accrmulzted over time entirely and wmanbipuously present a comsistent

set that is supportive of overall present goals amd strategies.

To recapitulate, the empirical results discussed in section
III above suggests that although the country's greatest comparative
advantage is in labor-intensive manufactures, the country's productive
resources have not actually moved towards these relatively efficient
and labor-intensive industries. Instead, these have heavily gravitated
towards capitazl-intensive mamufacturing industries, a great mumber of
vhich are very cuui incfficient from the socisl viewpoint, Fhﬂ
hypothesis is made in section IV above that the existing system of
protection and incentives has introduced "market distortioms" which
would explain the divergence of the observed factor content of
production znd exports from what trade theory predicts to happen under

conditions of efficient resource allocation, i.e. whem the country is
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follewing ite comparative advantage. This section discusses how the
particular pattern of protection incentives and subsidies (discussed
in section IV above) could have distorted the structure of production
50 that the inefficient, high-cost relatively capital-intensive indus-
tries became p:iv;tely profitable; a;;;uraging their production and

drawing rescurces to them away from the efficient, low-cost labor-

intensive industries which could have generated more output and
employment for thehnuuntry. |
It is evident in Table 10 that effective protection rates before
tariff reform were significantly lower for the competitive industries,
i.e. groups I and II than the noncompetitive industries, group III and
IV. However, compared to all the other groups, the competitive, labor- -
intensive industries received very little protection or incentives.
There are 11 industries in the group listed in Table 11 among which are
the more export-oriented industries discussed in section IV sbove to be
relatively penalized by the protection system. Examples of these are

cigars, chewing and smeking tobacco, desiccated coconut products and

leather products which received negative protection, mainly due to

the export tax imposed on them. Other esxportables receiving positive
though moderate protection were furniture and fixtures, other made-up
textile goods, and miscellaneous manufactures. The other industries in
group I were mainly oriented to the domestic market but received generally
low protectiom, in particular, medical and surgical supplies and general
industry machinery and equipment. These appear to have contended with a
high propertion of imports in total domestic supply with the exception of
footwear which were mostly domestically supplied. Thus, with the penalcy

on exports in terms of export taxes and of taxes an inputs plus the relatively
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Table 10

DISTRIBUTION OF EXPORTS AD OUTPUT, EFFECTIVE PROTECTLON
RATES, BY MAJOP. INDUSTRY GROUP

EPR (Before EPE (Post

Share in Share in tariff reform) tariff ref

Industry Group

Cutput ExpoTts (in per cent)
I Coompetitive labor- :
intensive 23 w16 2.5 &b
IT Competitive, capital-
intensive A5 L6 Al 30.9
III Honcompetitive, labor—
intensive 01 02 1101.6 34.6

I¥ Noncompetitive, capitsl=
intensive = 30 <36 7026 A8 T

Al]l manufacturing 1.00 1.00 44.4 36.0

Sources: BShare in output and share in exports derived from Input-Output
Transactions Table of the Philippines, 1974, Mational Census and
Statistice Office;

EFR averages are based on IPR estimates for 1974 and fur post
tariff reform from H., A. Tam, op. cit,
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Table 11

DREC, /L AND MARKET ORIENTATION: COMPETITIVE,
LABOR-INTENSIVE INDUSTRIES

: z X/0 M/5
Code [ h'_hil_] USTRY DRC EfL 1974 1974
151 Measuring, controlling

scientific equipment .31 14.0 05 .88
152 Hedical Orthopedic &

surgical supplies 4.39 I4.0 <08 -88
131 General Industry

machinery & equipment 5.98 25.8 03 .88
81 Other made up textile poods  6.45 &.14 .15 .01
17 Footwear except rubber

& plaseic 6. 47 9.1 JO7 00
92 Books and Pamphlets A 15.2 A3 i P
70 Cigars, chewing &

emoking tobacco 6.15 22.3 =19 .00
86 Furniture & fixtures 5. 17 7.6 w22 03
26 Leather products execept

footwear apparel 6.25 i1.0 . 35 A0
57 Dezgicated coconut products  4.69 18.5 77 05
157 Hizcellaneous manufactures,

mec 6.75 4.2 637 23

Sources: The DRC estimates are by R.M. Bautista and G.R. Tecson in R.M.
Baurtistz and J.H. Power and Associates L5 /; values of K/L are
derived from the estimates of the replacement value of capital
and data on industrial employment from NCSO Annual Survey of
Manufacturing used as basic data for the DRC estimates; values
of exports te output ratio (X/0) and of imports to total supply
ratio {M/5) are from the Input=Output Transactions Tahle af che
Fhilippines, 1974, Mational Census and Statistics Office.




Table 12

SUBSIDY RATES TO BOI-RECISTERED FLRMS, 1974

Total Batic to Batio to Cutput Batio of

Su::gr Froduaec'r Subsidies Sectoral of. Registered Export
(#1,000) Output(X) Firms (Z) Oucput
Apro=Bused
3 Fruit Production 9,337 05 o * &
35 Livestock production B} | 0.1 b4 * *
25 Marine products 2,334 0.1 6.7 #
54 Cassava starch cornstarch 2,516 0.8 .8 *
103 Coconut oll 35, 150 0.9 . i | 16 .4
57 Processed coconut products
& by-products 887 0.2 -3 8.9
0,41 Processed food and
: beverage
45 . &b
48,32
54 .56
635,66 products 3,964 0.2 * *
i Ramic 9,552 .8 H %
74,75 Fiber products 4, Thb 2.4 * &
33,82 Wood and wood products 28,177 1.4 76.6 12.7
84, Bh
a7 Pulp & paper; pulp 'of ;
straw & abaca 31,895 5.6 23.6 -5
B85 Handicrafts 271 o} = 2
Mining & Minersl Processing
33 Iron Qre 1,987 249 6.7 260
32 Copper B7, 137 2.9 Bl 0.3
35 Cald s 72 i * %
12} Primary Steal 17,577 .1 s B
119 Mercury 371 i 6.9 i
Bentonito
Marble products
Rock aggregate
117 Dinpersare - 5.5 L *
ile Glass products, Laminted 12,922 3.8 i <2
Metal Based
129=134 Mochinery, equiplcnt p
& parts 1,260 a2 * *
120=-1283 Mercal products 5,296 o w #*

136-138 Electrical equipment &
cleetrical products 18,586 5 .0 & #
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Lont"d of Tuble 12

I-0 Toral Ratio to Ratio to Output Ratio of
PR Product Subsidies Sectoral of Regisrered Export to
(f1,000) Output (%) Firms Output ()
Chomieal-Based
101,111 Tndustrial chemical , 36,748 5.4 30.7 -7
chem. & chemical '
ProducCs -~
72 Syathetic fibers 23,855 1.6 : * *
Texrile, textile 13,645
76 products
Synthetic bags G4 % -9 *
150 Plastic products 402 +1 L ®
107 HMedicinal and pharmaceu— 571 " ® *
tical products
79 Garments 17,359 4.1 * *

#*
Data for sales and exports are not reported.

Source of basic data: Board of Investments.




Tuble 13

R, KJ1 AND MARKET ORIENTATION: COMPETITIVE,
CAPTTAL-INTENSIVE IRDUSTRIES

ooy iy : x/o _ wmjs
E 0 DS T RY . DRC K/L 1974 1974
s mraporated condenscd milk .87 137.0 06 LA
i1 nsecticides, permicides &

spricul tural chemicals .03 95,97 0 .51
133 Metal caps, bBoxes & con-=

o Lme s & .78 52. 44 D A9
132 office compuring & ;

acetg. machings 5 .50 - =01 B
80 Hanufacture of embroidered

s produces w1 173.86 .07 01

12y agriculteral machinery & i .

cquipment 5.87 5. 77 b 5} b5
113 Other products of petro-

levm & coal 6.12 95,79 Dk .15
L, Medicinal & pharmaccutical

PrepLrat lons b.33 2110 02 e i)
10 Composed & liquified T

gas compressed 6.35 65.29 .00 70
142 Shipbuilding & repairing € .45 32.51 .04 .85
P26 Fabricated wine products b.4&7 88.45 O 2B
P2 Fertilizer & lime 6.93 266.45 L0 .70
146 Motoreyeleg, bicycles &

parcs ' 7.23 = .01 &4

Stomped, coated & sugoived

metal preducts 7.26 £73.07 ey Sy -26
50 Corn milling 7.45 4215 .00 .06

Plasric materials 7.51 162.9% 07 bG8
34 Slaught ing & poultry ™

deeas ing 800 = 00 01
G2 Preparcd feeds for animals

& fowls .06 105.23 Ol Nk

ig ther textile products 3.16 197.14 1k . 36
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Code INDUSTRY DRG K/L I;‘iﬂ 1;‘;:
112 Petroleum refineries 8.96 2943,27 01 Q7
87 Pulp, paper & pnpe.rhmni
manufacturing 9. 14 300,65 « 08 .28
79 Ready-mide clothing 5.13 888.85 .16 .01
135 Communication equipment 5.45 30,15 13 .58
47  Fish canning 6.33 65.56 .18 AT
73 Mnitting mill products 6.52 15.75 . . .14 .24
117  Pottery China & earthware £.68 72,23 .10 .08 -
130 Other special industry
machinery & equipment. 4.75 33.33 =24 -88
g2 Lumb-r 6.14 33.2 <20 .00
118  Hwdraulic cement 7.19 714,55 21 01
114 Structural elay products 7.94 117,25 «26 47
83  Plywood & vencer products 6.48 54.17 .3.? 00
163 Coconut oil 3.48 20066 32 OO
121 Bazic nen—ferrous meral
industrics 5.05 69.43 N1 ¥
33 Bugor milling & refining 6.4 289. 44 -73 -00
104 Other oils & farg .34 298.69 .50 I

Sources: See Table 13_+
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low EPRs given these industries (many are intermediate imputs and

capital goods with low EFE= noted in section IV abowve), it i= not
3ﬁigrisin3 that proup I industries would account for less than one—
fourth of manufacturing output and about one-sixth of manufacturing
experts. Somé upward revisions were made via tariff reform but these
were of little effect in changing the very low level of protectiom
E;timﬂtlﬂ to be a low 4.4 per cent still in 1985, Furthermore, as

can be seen in Table 12, most of- these industries are noticeably excluded
from the list of registered firms receiving BOI incentives with the excep
ion of twe: furniture and fixtures nthe:.£e:tilg_gtndnnta and desiccated
coconut. BEven then, the subsidy effect might pot be much if we look

at the 6 per cent increase in EPE which was the most that was estima-

ted for the sector with the inclusion of BOI subhsidies.

Table 13 gives the list of group II, the competitive capital-—
intensive induostries, These industrieg have the second lowest TRCs
and are the most capital=-intemsive relative ro those of other groups.
uite significant is their general orientation towards the domestic
market. The preat majority or 24 out of 37 of these industries
export less than 10 per cent of their outputs. But prndh;ing fnr.
export is a significant activity for some 10 industries. Six have
export ratios betveen 10 and 20 per cent. The eight inﬂnﬂtEitB
which recorded relatively high export-orientation are the country's
traditional export industries such as sugar milling and refining,
coconut oil, other oils and fats, basic non-ferrous metal industries,

plywood and veneer products. The more recent industrial exports here
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are structural clay producte, other special indestry machimery and
equipment and hydraulic cement, Alarge nomber of these are interme-
diate inputs and capital.goode which are seen in section IV to be

subject, gemerally, to low duties,

Tﬁé.eatimated average EPR in 1974 of 37.3 per cent is deceptive
because it arises from a mi:tu?e of negﬂéiva EFRs of some traditional
exports which were subject to eXport taxes,and a scale of low to
ﬂndtf;ta EFRs ranging from & to 52 per cent and high EPTRa of & féﬂ
raugiﬁg from 92 to 126 per cent. Thus, if the penalty to exports due
to the impﬁsitiuu of export taxes to traditiomal export industries
Were ignﬂred, the group's EPPs would rance from moderate fo high.

Some of the more protected industries include metzl cans, boxes and
enutaiﬁt£a; manufacture of embroidered products; atﬁar textile products;
motorcycles, biéyclea and parts; plastic ma&nriala; fertilizer& and
limz} stamped, coated and engraved metal products; pulp, paper and paper-
board; and.prepare& feeds for animal Bnd.fnﬂls. These latter group

of industries are geared mainly to supplying the domestic market and
EXPOCL at most. & per cent of their outputs and most export much less.
These compete with imports that are able to enter the domestic market

in the face of moderate to high EPRg. Thue, the structure of production
is characterized by gquite a number of traditional exports, and some

‘mew axports in the midst of overvhelmingly domestic market-oriented,
moderately protected industries competing with dmports. Classified
according to end use, these industries are geen to be predominantly
intermediate and capital goods shown in section IV above to Teceive

moderate protection relative to the consumer and finshed goods.




~There iz reason to beliewe, though, that the moderate
protection given the importable industries in this group understates
the actual protection received by them. From Table 12 it is seen
that 24 of these or about two=thirds’ of the total number received BOL
incentives or subsidies. Judging from those industries where data of
.rﬂgiﬁtEIed fiImE:EEIE repﬂrtaé, the raét; of subsidies were high. For
gome, the subsidy rates ﬂ!r; even higher tham thusa_hased on tariffs
and-i;dirttt taxes alone, ranging from 17 fu }E per cant. Euuntiﬁg
tht Bff!ﬂt of EOL Bﬂb::dlﬂﬂ, fnr some firms the rate of protection
: :nuld thgn be as much as 100 ptt cent or higher. Of course, seen in
terms nf ovarall industry prutg¢t1uu, these high effective rates to
particular fiImEEEIE Eiluteé by tﬁc lower rates of firms which did not
EFlll of thEEE 1ncautiues The ﬂléh prnte:tlun rates inclusive of
!ubulﬂita given to grnup IT industries may very well explain the 45
pur ﬂent of manuflcturlng output it atcuuntnd for. Tariff reforme in

th: aarly 1939'5 saw some upward changes in the tariff rates which vere

tstimatad tu ?1¢ld 2 new 1veragn of 8.7 per cent in 1935.

Group III, the noncompetitive, labor—intensive industriss
listed in Table 14 have the third highest DRC and the highegt labor
intensity as a group. These industries are meainly domestic market-
oriented with the exception of preserved fruits and vegetshles which
export about one-fifth of its output. Mostly finished cnnﬂﬂ;ﬁr goods
with very high effective protection rates nmoted in section IV above,
these enjoy a sheltered local market because of high protectiom.
Judging from the generally wvery low ratio of imports to domestie

supply of theseindugtries it could be that a lot of this protection




Table 14

DRC, K/L AND MARKET ORIENTATION:
LABOR-INTENSIVE INDUSTRIES

HORCOMPETITIVE,

Code i bl S L DRC K/L 1§§2 lggf
-
a0 Macaroni, spaghetti & noddle G Gl B.b61 08 i
a5 Tanning & leather finishing I 23.50 00 .10
54 Candy & uheu]':ng gum products 15.18 3.9 .04 .00
o2 Bakery products 15.68 29,9 02 00
150 Fabricated plastic products 23.24 17.14 A3 08
46 Other preserved fruits &
vegetables Q.94 .02 .18 . 06
Source:  See Table 13.
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is redundant or unnecessary. Even the relatively low rates

for preserved fruits =and vegetables and for maca-

roni, spaghetti and noodles would have to be revised upwards if sub-
sidies are included. These two industries belong to the processed
food and beverage products group which are shown in Table 14 to have
received subsidies through BOI-registered firms. It is significant
that only these two industries which enjoyed subsidies export a signi-
ficant proportiomn of their outputs. Comsisting of only six industries
in all, group III accounts for just 1 per cent of manufacturing value
added. The downward revisions of these rates after the tariff reforms
yield the much reduced average EPR for the group of 34.6 per cent

estimated for 1985 which would be higher if spbsidies are included.

Greup IV industries, the noncompetitive and capital-intensive
industries are listed ip Table 15. A lz2rgely non—eXporting group,
only 7 out of the 33 industries have export to ocutput ratios greater
than 10 per cent in 1974. These export industries include doors,
windows and other millwork; canned fruits and vegetable products;
other wood, cane and cork products; cordage, twine and net industries;
cocoa and chocolate products; uncanned meat products; seafood products
and other electrical indestrial machinery and equipment. The rest
are oriented to producing for the local market in which these industries
face varying degrees of competition from imports. Competition,
in terms of the moch higher proportion of imported counterparts
to total domestic supply, is more promounced in cutlery, handtools
and general hardware; basic industrial chemicals; other rubber and

related prodocts; other electrical and industrial machinery and equip-
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Table 15

DRC, ¥/1. AND MARKET ORTENTATION: HONCOMPETITIVE
CAPITAL-INTENSIVE INDUSTRIES

XS0 MS5
Cade N BN 5STERY DRe EfL 97y 1974
12F Hesay fng &;naratuﬁ, Tighting,
wrt . 9_T6 £8.91 L0 - 26
115 Streetura! concrete products ST 55.19 <A 00
143 Motor wvehicles, mid/assembled 982 120.52 -0l )
144 HMoror vehicles, eapine bodies
& parts 9.82 100.94 5 |
28 Tires & inner tubes afe. &
retreading 9. 85 19047 L0 Bl
49 Rice milling 2.86 87.46 L0 -G
124 Structural mecal praoducts 9.8% o B I 2 o
56 Procedsed coffoe LR 156.82 e « D5
101 Basic industrial chemicals 10,06 418.99 07 70
L0 Misc-converted paper prod., nec 1022 12454 06 28
109 S0ap & other washing and
cledning compohinds 1039 103.92 L1 05
59 Starch & HtﬂTE# by-products 1055 64.9 01 04
ila Glags & sliss prodocts 11.499 13935 OF -1
88 Paper products 11,10 45.8 -00 -28
7 Textile mill produces PEAS 51527 A2 2
120} Basic ferrous meral products I13.06 290,68 .00 it
=3 Cautlery, handtoosls & gen.
hardware i TT.54 O - 30
1115 Paints, warnishes & rel. .
compound 15.36  115.17 .01 48
L5 Bictilled, reerified &
blended 1iguar 15.61 B3 .65 L0 L
44 Butter, cheese, and ather
dairy products 18.13 275.84% <07 « il
L Cigarettes 18.23 645 .92 01 .00
g7 Bubler, foolwear 20, 36 54 .54 He 00

s Hisc. food manufactures, n.e.c. 23.97 507.68 02
128 Other fabricated meral prod. i e N A B L0 25




Cont'd. of Tahla 15

hE

z XS0 M/S
Code IHNDUSTRY DRC R/L 1974 1974
a1 Flour milling, eerteal & [lour :
blended 26.02 254,27 00 .06
71 Leaf tohacco processing 26.26 37.51 00 .04
99 Other rubber & related produccs 28.51 302.39 07 .58
108 Cosmetics & coilet preparations  139.08 43.09 01 e
141 Qrher houschold electrical
applisnces & wares IEIRT - « 00 -
140 Refrigeration & air conditioning
equipment 14.41 - .00 .20
134 Other electrical, industrial
machinery & cquipment 14.55 - 00 SE
48 Other fish seafood products %.36 32.71 =10 17
41 Meat products, uncanned 9.43 57.54 -13 <01
35 Cocoa & chocolate products 10.38 87.09 -2 04
74 .Enrdage,.tuinu & net industries 10.18 406.77 | 03
85 Other wood, cane & cork products  10.18 345,47 a7 .05
45 Cimned fruirs & wegetable
products 10.33 111.59 « 4G 06
84 Doors, windows & other millworks  11.53 49 .66 akid 02

Sowrce: See Table 13.
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ment; basic ferrous metal preducts; assembled motor vehicles; and
Botor vehicle engines, bodies and parts. Supply is mostly local
martket-originating for structural comerete products; coffee; soap and
cleaning compeunds: starch and starch bypreducts; liquors; cigarettes,
rubber' footwear and flour milling. Including the non-exportables
which are largely consumer, finished goods receiving very high rates
in the EFR scale discussed im section IV above, and a few exportable
indnstries, this group's average EPR comes to 68,3 per cent. However,
if the relatively low rates of exportsbles are excluded, the average
EFR for the remaining non-exportables i.e. import substituting
industries would yield a higher estimste, not far below the high EPE
of import-substituting industries of group ITI. Horeover, like the
capital-intensive industries of group IT, this group includes a very
large number of industries 28 out of 38, where firms availed of BOI
subsidies. This is another reasom for believing that the EFR
estimate ;f 58.3 per cent for this group could be understated.
Considering the ¥id=r industry availment of BOI subsidies of the group,
it is likely that the EPR would be much higher for particular firms
benefitting from the subsidies. Because of lack of adequate reported
data, the subsidy effect on the industry level could not be estimated
for all “dindustries. Tariff reform substentially reduced the rates

by 1285 but assuming BOI subsidies remaining proportionately the
same, the effective rates would still be on the high side for many

firms in many of the industries in group IV.

Summing up, the discussions of the preceding paragraphs of

this section lead to a number of observations. First, the protection




cad dncentives svstem provides excessively high protection rates to
the noncospetitive i.e. socially inefficient indunstries of groups IIT
and IV as compared to the rates received by groups I amd IT, the
comparatively advantageous industries. This is due to the fact that
greups I and II are largely esport industries which are penalized
under the gystem in terms of export taxes, and positive tariffs and
Cazes imposed on their dnputs.  Horeower, the non—exportables or
mainly import-substitoting industries in groups I and II have relatively
lower EPRs, these consisting meinly of intermediate inputs and capital
goods which are sssociated with relatively low nominal rates in the
gystem as noted in section IV. Tn contrast, groups IIT and IV, the
inefficient groups, are mainly import-substituting industries,
producing consumer and finished escods provided with high EPRs in the

system.

Sacond, amcng the competitive or Sbci;ilf efficient groups,
tha ayafem-discriminates in favor of the capital-intensive industries
in two aspects: a) in terms of generally higher EPRs as a ?Hiﬂit of
higher tariffs and indirect ta#na, and b) in terms of grea:é: avail-

ment of subsidies by Bll-registered firms in these igdustrius.

Third, the discrimination in favor of group II, the compati-
tive, capitel-intensive industries-arises from the capital-cheapening
character of the BOI subsidies as incorporated in the Investments
Incentives Act of 1967 and the Exports Incentives Act of 1970. This
allowed the capital-intemsive industries to receive proportionately

more subsidies frgm the BOI-administered incentives laws.
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~Fourth, the EPE differential between group II and gEroop TIIL
could be narrower than it appears to be on the basis of mominsl tariffs
and rax rates alome. This ig because of the subgidy benefits to the
capital-intensive industries of group IT which presumably sre greater

than those awailed of by the labor-intensive industries of group III.

Fifth, although group III appears to be more protected than
group IV, the lsrter, because of its greater capital-~intensity, night
have availed of greater BOI subsidies te compengsate for its lower

level of protection from tariffe and taxes,

fnd finally, the competitive, labor-intemsive industries of
group I are discriminared against by the incentives system in terms
of: &) low protection from tariffs and indirect taxes, b) peralty om
exports through export taxes andfor tariffs and taxes on inputs into
eXports, c) lower subsidies relative to those available to the ineffi-

cient capital-—intengive industries of groupe II and IV.

Thus, in effect, we have a system where groups II, ITI and
IV industries are generously protected and subsidized while group 1
where the country's comparative advantage and greater potential for
employment expansion lie, are relatively neglected and penalized,
It is therefore, -ot surprising to note that production and EXpOTLS
are concentrated in the two capital-intensive industries, groups II
and IV which together accounts for 75 per cent of manufacturing output
and 82 per ceat of manufacturing exports. Less than one—fourth and
less than one-fifth, of manufacturing output and of manufacturing

exports, respectively, are comtributed by group I industries. The




estimated EPIs for 1985 after tariff reform shows a significantly
- reduced level of protection but the structure of relative incentives
8till penalizing the efficient industries, and the efficient and

intensive group still at the lowest rung in the incentives scale.
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Y. Gnntludigg Lenarks

- The empirical results of the study confirm for the Philippines
the Hechscher—-Ohlin-Samuelsen factor preportions theory of trade which
predicts that a labor-abundant country (which the Philippines is) has
ite cnupaf;tiva advantage in labor-intensive industries, However,
the country's ohserved fa:?}k content of production and exports appesr
to diverge from what the theory predicts under efficient resource
alln;ntian ctenditions i.e. if it is following its comparative advantage.
It produces and exports relatively more of capital-intensive manufactures
(2 great number of which are very cost inefficient from the socisl
viewpeint) rather then of labor-intensive manufactures. The study
discusges how the particular pattern of protection, incentives and
subsidies, by introducing "market distortions," could have distorted
the structure of production =o that the comparatively advantageous
and more employment-enducing industries were ?elati?:ly penalized by
the incentives and protection system. The study ends with the
suggestion that work on incentives reform in the future would have to
Pay attention to this aspect of imequity in the system in addition to
the work that has already been done and remains to be dome, to remove
the biases against exports and agsinst import substitution
in the intermediar:> znd capital goods sectors. The main task is to
make sure that we encourage not all exports per se, or mora importe
substitution to include all intermediste and capital soods per se,

But to keep a discriminating eye so that the incentives E¥SLEem
promotes only the socially efficient and profitable exports and

import substitutes while at the same time giving priority to the
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labor-intensity dimension of these industries. Heavily protected or
subsidized exports and import substitutes of vhatever stages in the
production process would have to be revealed for what they are -

privately profitable but costly te the economy. The criteria of

social efficiency or profitability and employment - generating capacity
should be taken sericusly in investment promotion policies of the

e
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Hotes

1. The concepts of casentialicy, industry overcrowding, exporkt and
emplovment promotion have been cited as underlying guidelines for
industrial proteccion or promofion policies alrhough ctheir wse as
precise and consistently used operating criteria in industrial
Promolion is aor oclesr.

2. Becent discussions, for example, on import liberalization, ecodomic
stabilizarion and cecovery, debt rescheduling negotiations and
Investment incentives have focused on the peed Lo increase output,
coplovmenl and living standards under conditions of constrained
Ei= SOUTEES . g

J. Spe R.M. Bartista and . J.H. Power and Associates, Industrial Promorion
Policies ia the Philippines, (MecCro Manils: PIDS, 1979%.

4. The theory of comparat Dve advantage, uwsually discussed in the
economics literature in terms of a 2-product, 2-country trade wmadel ,
dates back to the works of David Ricardo's Principles of Political
Economy and Taxation, as <iscussed in the Works of David Riecardo,
eds., P. Sraffa and M.H. Bobb, Wol. I (1951). This was later
formulated as the [actor proportions theory in the works of Elf
Heckscher, "The Effect of Foreign Trade on the Distribution of
[ncome" in Economish Tidskrifs, 31, 1919, reprinted in American
fconomics Association Readings in the Theory of Intermational
Trade, (Mew York: MeGraw-Hill Book Company, 1949): and also formu—
Lated by Bertil Ohiin, Interregional and International Trade,
(Cambridge: Harvard bnivers ity Press, 1933: and more recently by
Faul A. Samuclson 4" Internationad Factor-price Equalization Once
Again," Economic Journal, 59, No. 234 (June 1959,

3. See Amme 0. Krueger, "Growth, Distortions and Fatterns of Trade
amontg Many Countries,”" Princeton Studies in International Finance
Na. 40, International Finance Sectiom, Department of Economics,
{Princeton Universicy, 1977).

6. The use of DRC for project evaluation has had a long history of
application in Israel. The systematic treatmeat of the measure is
relatively recent, mainly in the work of M. Brumo ip various
publicationg, notably in ¥. Bruno, Interdependence, Rezource Use
and Scructural Change in [srael, (Jerusalem: Bank of Istacl, 1963)
and M. Brunc, "Domestic Rescurce Gosts and Effective Protection:
Clarification and Synrhesis," Journal of Political Economy, LIXX
(January-Febreary, 1977}).

. A review of rl.- differ it measures of labor intensity is given in
A.5. Bhalla, "The Concept and Measurement of Labor Intenzity", in
A 5. Bhalla (ed.): Techuology and Employment im Industry, Geneva:
International Labor Office, 1975, and in J. Stern, "The Employsent
Impact of Industrial Investment: A Preliminary Report™, World Bank
Staff Working Paper No. 255.
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8. This value was commonly used in government project evaluation in

1974, FYor example, it was comsidered the upper limit for capital-—
labor ratios of projects considered by the Development Bank of
the Fhilippines and the Industrial Cuarantee and Loan Fund's
financing program for small and médivm industries. Morsover,
P.D. 1123 daced Mav 31, 1976 defines labor—intensive activifies
a5 those with capital-labor ratios of ot more than B30 000 in
capital assets per wmit of labor. This value was also used in
similar ‘studies as in E. Hife /25/

9. The concept of the effective protection rate has had extensive
Crediment in the economics literature, themost nocable contributors
inclode B. Balassza, C. Barber, 0. Basevi, M. Bruno, and M. Corden.

10. By definition, indusctries which export more than 10 per cent of
their production.

11. Becavse of the agpregative level of the input=putput Sectors, some
activities classified under a sector considered as export-oriented
by definition, are impért-competing (i.e. industries which import
at least 10 per cent of domestic supply) which have positve tariffs
and taxes. This resulrced in EPRS which are positive for owverall
export-oriented sectors.

12. By definition, less than 10 per cent of total domestic supply is
imported. ]

13. Apart from BOI subsidies, there are possibly other important
subsidies available to firms such as accessibility to low interast
and long-term loans. Their inclusion in the EPR measure was nor
attempted because of the unavailability of consistent data on a
gectoral level of agprepation.

14. Bee J.B. Power, "Import Substitution as Industrialization Stratepy,"
Philippine Economics Journal, Vol. V {Spring 1967), and alse N.A.
Tan, "The Structure of Protection and Rescource Flows in the
Philippines," an anpublished Ph.D. disservation, Universicy of the
Philippines, 1979,

15. See B. Balazsa (ed.), The Structure of Protection in Deweloping
Countries (Baltimore: The Joho Hopkins Universzity Prezs, 19717,

16.5%e R.M. Bantista, J.H. Power and Associates, op. cit.




4

2.

1.

13.

REFERENCES

Anderson, J. and S. Raya, "Substitution and Two Concepts of the
" Effective Rate of Protection,™ American Economic Review, LIX,
4 (September 1969).

Arrow, K.H., H.B. Chenery, B.5. Minhas and R.M. Solen, ‘Capital-Labor

Substiturion and Economic Efficiency,” Review of Economics snd

¥ - R ————— i
Starisvics (August 1961).

Bautisra, R.M., "Domestic Besource Costs in Philippine Manufacturing,
1969," IPPP Working Paper No. &, University of the Philippines,
School of Economics (March L978) .

Bautista, R.M. and G.R. Tecson, "Domestic Resource Costs in Philippine
Masufacturing, 1969 and 1974," IPPP Working Paper Mo. 13,
University of the Philippines, School of Economics {(September 1978).

Bautista, RB.M. and J.B. Power and Associates, Industrial Promotion
Policies in the Philippines (Metro Manila: PIDS, 1979).

Bautista, R.M. in R. Amgad (ed.), The Development of Labour Intensive
Industry in ASEAN Countries {Bangkok: ARTEF, 1981).

Balassn, B. "Tariff Protection in Industrial Countries: An Evaluation,"
Journal of Political Economy, LXXITI, 6 {(December 19653, 573-94.

Balassa, B. (ed.}, The ScBucture of Protection in D&vﬂlﬂping
Countries (Baltimore: The John Hopkins University Press, 1971).

Baldwin, R., Foreipn Trade Repimes and Feonomic Deve lapment:  The
Fhilippines (New York: NBEE, Inc.. 1975).

Barber, C.L., "Canadian Tariff Policy," Canadian Journal of Economics
and Political Science, XXITI, 4 (November 1955% , 513-=-30.

Basevi, G., "The U.5. Tariff Structure, Estimate of Effecrive Rates of
Frotection of 0.5. Industries and Industrial Labour." Review of
Economics and S_l:ati.ﬁl:ics, ELVIII, 2 (May 1966), 147-60.

Ehagwati, J., The Theory and Practice of Commercial Policy: Departures
from Unified Exchange Rates (Special Papers No. 8, International
Finance Section, Princeton University, January 19687).

Bhalla, A.S5., "The Concepr and Measurement of Labor Intensity," in
A.S. Bhalla (ed.): Technology and Employment in Industry
{Geneva: Internarional Laber Office, 1975).

14. Bruno, M., Iaterdependence, Resource Use and Structural Change in

| 5=

Israel (Jerusalem: Bank of Tsrael, 1963).

Bruma, M., "Domestic Resource Costs and Effective Protection: Clarifi-
cation and Synthesis,” Journal of Political Ecomomy, LXXX
{(Jenuary-February 1972), 16-33.




Ib.

s

<

ri IS

T

A
oy

. 8

.

3l

Corden, W.M., "The Tariff," In A. Hunter (ed.), The Economics of

Australimn Industry (Melboornr: Melbourne University Press, 19633,

Corden, WM., "The Structure of a Tariff System and che Effective
Protective Rate,” Journzl of Political Economy, LXXIV, 3

{June 19667 .

Corden, W.M.. The Theosey of  Protection (London:” Oxford Tniiversity
Pras=, P971).

Evaits, HoBo, "“The Eppirical «Specification of o Groeral Equliibrinm Model
of Protection in Australia,” ip H.C. Grubel and BG. Johoson
feds, ¥, EEfective Tariff Profecrion {Genewva: ©GATT, 1971%.

Colay, FiH.p The Philippioes: Public' Policy and Mitional EBconomie
Development (Ifthaca: Cornel Bniwersity Press, 19715

Cregorio, R.G., “"An Eronomic Analysis of the Effects of Philippine
Fizcal Ionfeéptives Tof Tndustrial Prowmotioo, sopublished Phob.
dissertation, UUpiveraity of the Philippinés, 1979

Crubel, B.G. and ‘H.G. Johoson, "Nominsl Tariffs, Indirece Tixes and
Effecrive Rates. of Protections The Cemmon Marker Countries,
1959," Beopomic Joursal, LMKVII; 308 (December E967).

Cuisenger, 5., "Begative Value Added and the Theory of Effecrive
Protéction,” The Ouarterly Joccnal of Economics (August L9693,

Bechscher, E., "The Effccrts of Foreign Trade on the Distriburion of
Incame ,” in Economizh Tidskrifi, 31, 1919, reprinted in American
Economic Awsocliaticn, Readinpgs in the Theory of Intérnational
Trade (Mew York?y MeGraw-Hill Boak Company ., ﬂ-l"s'?}.

Hife, E., "Factor Productivities snd Invensities in Philippine Manufac-
turing with Emphasis on Establishmect Size, 1974," IPPP Working
Paper No. M), U.P. School of Econosics (June 1978).

[LO, Sharing in Development: A Progremme of Employment BEquity and
GCrowth for the 'EE"]lHi;:FhH::-r CGemowas, T978Y.

Johnsopn, H.Go, "The Theory of Tarif f Structdre, with Spébial Referenee
to World Trade snd PBevelopmest,” Trade and Bevelopmest (Geneva:
ingtibtul universitaire de haotes studes incernationglesz; 1965%.

Johnson, H.G., "The Theory of Effectiwe Protection and Proferences
Eeogemica, .50 XAV, 142 (May 1969).

Krueger, A., "Some BEconomic Coxts of Exchanpe Control® The Turkish
Experience,” Journal of Poliiicsl Economy, LEXIV (Dctober 19663 .

Krueger, A., "Bvaluating Restrictionist Trade Repimes: Theory and
Measurensent,™ Journal of Politlical Economy, TXXX (January=-
Febroary 197527,

r-:.h'l];.':jﬂr, Aopirowehy BEstorUiondg, sud Pavveems G Tesideapdons, My
Corendr Loy Poincoson Shod les dniinternacional Floasnce Moo,
Internarional Fipapce Seclion, [Deparrment of ‘Econemicsz, Priocelon
Trivwrnizw, 1977,




79

Lary, H., Imports of Manufactures from Less Developed Countries {New
York: NBER, Inc., 1968).

Leibenstein, H., "Allocative Efficiency vs. X=efficiency," Aserican
Econémic Review (June _1'96-@}. . .

leith, J.C., "Across-the-Board Nominal Tariff Changes and the Effective
Rate of Protection," Economic Jowrnal, LXXVITI (December 1968).

lictle, I.M.}). and J.A. Mirrless, Manual of [ndestrial Project Analysis
in Peveloping Countries, Social Cost-Benefic Analvsis (Parig:
QECD Development Centre, 1969%.,

Lirtle, 1., T. Scitovsky and M. 3cott, Industry and Trade in Some
Developing Countries: A Comparative Study (London: Oxford
University Press, 19707.

Medalla, E.M., "Estimating the Shadow Exchanpe Rate Under Alternative
Policy Assumptions," unpublished Ph.D. Dissertation, University
of the Philippines, 1979.

Chlin, B., Interregional and Interpational Trade {Cambridpe: Harvard
University Press, 1933).

Power, J.H., "Import Substitution as an Industrialization Strategy,"
Philippine Ecomgmics Journal, Vol. V {Spring 1967).

Power, J.H. and §.P. Sicat, The Fhilippines: Industrialization and
Trade Policies (London: Oxford University Press, 1971).

Power, J.B., "Estimation of the Replacement Cost of Capical,” IFPP
Working Paper Wo. 3, University of the Philippines, School of
Economics (December 1977).

Samuclson, P., "International Factor-price Equalization Once Again,"
Economic Jourmal, 59, No. 234 (June 19495,

Soligo, R. and J. Stern, "Tariff Protection, Import Substitution and
Inovestment EBfficiency," Pakistan Development Review, Summer, 1965.

“h. Sraffa, P. and Dobb, M.H. {eds.), The Works of David Ricardo (Vol. I,
1951).

43. &tern, J., The Enployment Impact of Tndustrial questmﬂut:. A Preliminary
Report, World Back Staff Working Paper No. 255, Tume 1977

46. Tan. N.A., "BOI Incentives and Effective Rates of Protection in the
Philippines,™ IPPP Working Paper No. 16, University of the
Philippines, Schoocl of Economics {September 1978).

L

47. Tan, N.A., "The Structure of Protection and Resource Flows in the
Philippines,”" unpublished Ph.D. Dissertation, University of the
Philippines, 1979.

48. Tan, N.A., "Structure of Protectrion and Resources Flows in the Philippines "
in R.M. Bautista and J.H. Power and Associates, Industrial Promotion
Policies in the Philippines (Metro Manila: PIDS, 1979).




B0

49. Tan, NH. A., "The Structure and Causes of Manufacturing Sector Protection
in the Fhilippines,"” in C. Findlay and R. Garnaut (eds.), The
Political Economy of Manufacturing Protection: Experiences of
ASEAN and Australia (Sydmey, London, Boston: Allen and Unwin,
1986) .




