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Abstract

In this paper, the dynamic effects of exchange rate changes in

e

the Philippines in/1970-1980/are examined and compared with those found
e

by Beutista for 1956-1%68, using his supply oriented, macroanalytic

= & s ¥

model. The effectiveness of a devaluation as a policy instrument for

increasing employment, cutput and investment was found to have decreased

in the.1970s. While having the advantages of having a weaker inflationary

pressure, a devaluation therein was found to have introduced a second

trade--off, namely lay offs.

A comparisoa of the effects of a single devaluation in 1970 and
those of the series of devaluations in 1970-1980 showed the beneficial
effects of the latter over the former on employment, output, investment,

exports and imports and its negative effects on the real wape rate.



DYRAMIC EFFECTS OF EXCHANGE RATE CHANGES
I THE PHILIPPINES IN 1970-1980

by
Susan 5. Mavawro®

Introdoction

In thisz paper, Bautists's amalytical framework in examining the
dynamic effects of devaluation in the Philippines in 1955—19631 is used
o stuﬂﬁhthnéﬂ in the 1970s. A supply oriented, macroanalytic model is
developed and cstimated by Bautista from annual data to provide 3 gquanti-
tative framework in the examination of year-by—year effects of a change
in the axchange rate. The problem of scarcity of foreign exchange,
causing the Philippine authorities to regulate the volume of imporcation,
allowing it to increase only to the extent parmitted by the available

export esarnings is taken into consideration in the model.

The analytical framework is presented im section 1. I;o section I-,
the dynamic effects of a devaluation on employment, output, investmeat and
the genmeral price lewel in 1960-1980, with 1969 and the corresponding
values of the wvariables therein =z the benchmarks, are examined and
compared with those obtained by Bautista for 1956-1965. In gectiom 3,

the dynamic effects of a devaluation of the Philippine peso of 65X, which

=
The commencs of Dr. Homeo Bautista and of Dr. Amado Castfro oo an
earlier draft of this paper are gratefully acknowledged.

L omen Bautista, "Devaluation and Employment in a Lebor Surplus
Economy: The Philippines,” Economie Internationale, 26(1973), 543-557.




actually took place in 1970, are examined with 1969 as the benchmark for
the eleven year period 1970-1980. The findings thersin are compared with
those found by using the actual exchange rate changes during the same

period. The concluding remarks are in section 4.

Section 1
The Analytical Framework

Following Bautista's specifications of aggregative relarionships
constituting a macro-model of the Philippine ecomomy for 1956-1953,2 we
obtain the feollowing regression equations, using the ordimary least

squares procedure, Which are cstimated from annual data on the Philippine

economy for 1960-1380:
A. An employment equatiom,
(1) N = 3637.5 + 0.1261 T + 445.4844 (10C P/i*)

(1B.57] (1.45)

R = 0.971 DM, = 2.046

B. A production function,

(2) T = 4809.05 + 0.2281 K + 0.8339 N -
(15.52)  (1.96)
RS = .998 D, = 0.788

C. A price equation,

(3} P = 11.269 + 0.0126 W* + 0.4144 P + 0.1485 P ,
(4.06) (7.80) T (1.19)

R = 0.998 p.H. = 1.199 :

2'IhE eguations obtained by Bautista are in Appendix A.




- A wage equation,

(4) W= <157.8 + &_8B242 P + 0.9522 Hfdl
(2.25) {8.36)

R = 0.996 D.M. = 2,287

E. 4n investment equation,

(3) =L = -2951.1 + 0.1603 Y + 0.5735 M - 1.1361 W* + 45.3650 P
(2.09) (1.81) —L1.23) {1.65)

o 09.979 D.W. = 0.877

F. MAn export supply equation,

(6) X =794.29 + 6.4838 P_ + 0.8971 X,
(1.22) (5.47)
= 0.912 DLW, = 1.751

G. A defimition,

(T) E=% ki

E I

H. A restriction that the country balances its trade transactions after

* the devaluation, in recognirion of the problem of scarcity of foreign

exchange,

(8) PM="PX



H = average annual employment lewvel; io thousand workers
¥ = GNP at 1872 prices; in million pesos

P = dmplicit price index for GHF; P = 100 ia 1572

Wk = W prior to 1974
= W+ A starting from 1974
W = anmual morey wage rate, computed as equal to the daily wage

rate of unskilled industriszl workers in Manila multiplied
by Iﬁﬂﬁ; in pogos
A = the sum of allowances and wage adjustments granted through
various presidential dccrecsﬂ starting from 1974; in pesos
E = capital 3tn¢kﬁ at 1972 prices at the begioning of the

current year; in million pesos

3
Sources of data:

1} The Hational Income Accounts, CY 1946-1975
Link Series, Wational Economic and Development
Authoricy, 1978.

2) The 1981 Philippine Statistical YE&fbDﬂk Natlunal
Economic and Development Authority.

3} The Statistical Bulletin, Central Bamk of the Philippines.

“his is the method used in Encaroacifm, Mariano and Bautiszta,
"Macroeconomic Model of the Philippines, 1950-69," The Philippine -
Ecomomic Journal, X (1971), 133.

5Thr—: presidential decrcaes are listed in Appendix B.

2.58 X following the procedure used in Encarnacibm;y
Mariana ang ﬁautlsta, Aﬁicrﬂecanumic Model of the Philippines, 1950-69,"
Pai L33




P = dmplicit price index for GMP; P = 100 in 1972

L

Pnl = preceding year value of the Implicit price index for GNP
Em = implicit price index for imports of goods and non—factor
- Fervices; PE = 100 ia 1972
P}E = implicit price index for exports of goods and non—factor
sServicas; PK = 103 in 1972
Iﬁh = ilovestment in 1972 prices; im million pesos

M = imports of goods and non-factor services at constant 1972
prices; in million pesos
i = exports of goods snd non-factor services at 1972 prices;
in million pesos
The numbers in parentheses underneath the regression coefficients are their

E-walues .

The adjusted wage WS and price wariasbles were also entered linearly
in the employment equation, as Bautista did for 1956-1968. In both cases,
the specification of equation (1) has a much better fit, sugpesting—as
Bautista noted- the sbsence of money illusion among producers in the

demand for labor.

According to Bantista, equation (3) reflects a cost-push adjustment
to 2n equilibrium price level determined by the wage rate and the import
price variables, the latter in view of the economy's heavy dependence

o0 imports.



Like Bautista®s export supply equation for 1956-1968, the coefficient
estimsta for P'x in equation (6) is not significont even at the 10X lewvel
of significance. ﬂ:&wrd_ing te Pautista, this probably reflects the lack of
stability of an aggregate supply function for Philippine exports. considering

thet only sbout six comoodities dominated the export trade.

At the mean value, the long run price elasticity of export supply e
ig 0.767. The corresponding value in Bautista's model for 1356-1968 is
2.855. Using 0.420 and 1.38 as alternative walues of e 2s Bautista did,
we gbtain 3.3511 and 11.6679, respectively, as alrernative values of the
coefficient of Px in equation {6). The response of exports to chanpges

in the exchange rate using these values of e_ will be studied in the

next section.

The endogenous variables in the modeél consist of H, ¥, P, K, 1,

We, M and X, K_iﬁ Irl, H__}_~ HFI‘

two influences on PE‘ Bt 1_?"‘{_1 namely: the exogenously determined import

Pm and Px are predetermined. Of the

and export prices when expressed in terms of the foreign currency amd the
axchange rate, a policy inmstrument, the latter will be the object of majnf_l

concern in this peper.

Section 2
Iynamic Effects of a Devaluatiom

Taking first differences in equztioms (1Y={8), using the resulting

equations to sdlve for the increments of the endogencus variables over a

peried of five yesrs, wé obtain the dynamic effects of devaluations on




these variables. In view of the significant change in the exchange rate

in 1970, we: shall use 1969 and the wvalues of the wvariables therein as the

bench marks im this section. That iz, we shall consider the values of

these wariables as initizl conditions and then eéxaming the affects of

disturbances due te devaluations of 43% and 70% when e 0.420, 0.767

e

or 1,33, The results are presented in rables 1-4. For purposes of compa-—
rigon, AY and AI woere also cxpressed in 1955 prices and the corresponding

values of AP were computed when P = 100 In 1955.

The following iz a comparison of the effects of a devaluatiom in
1356-1268 as found by Bautista and those that we found for 1960-1%980 by

using the equations in section 1 of this paper.

#. Enployment effects

l. 1In both periods, 1356-1968 and 1960-1930, the impact effect of a
devaluation (i.e. at t=0) on employment is invariant with respect

to the price elasticity of export supply.

2. The impact affect on employment in 1960-1350 is greater than that
in 1956-1968. however, the employment increments during the next
four years in the latter period are considerably greater than those
in the former. The sum of the increments over the five-year period

following ‘a devaluation is greater in the latter than in the former.

3. In 1556-1968, higher walues of the devaluation rate generate higher

additionsl employment. The same is true for the first two years



P——— e—— — e e e

Table 1

DYNAMIC EFFECTS OF DEVALUATION OR EMPLOYMENT

] v = 40 v = 70
B, : E AN for AH for AN for AN for
| 1956=1965 1060=1%80 1956=1968 1960=-1%80
1] 129 181 223 312
1 158 L4 301 119
0,420 2 ks 184 = 240 =1
3 147 =11 182 =20
& 100 =10 LL2 -1f
0.855% in 1956-1068 0 12% 181 223 312
1 101 15 307 21
0.767 in 1960=-1980 = 194 =7 257 =14
3 L6 =g 213 =14
& 129 =f 1a8 =10
] 129 - 181 223 3l2
1 195 17 ; al5 24
1.38 i e 206 =3 27H -8
3 . 216 =2 254 =5
& 201 1 223 3




Table 2

DYHAMIC EFFECTS OF DEVALUATION OH OUTFUT

¥ = 40 y = 70
e £ LY for L956-1968  AY for 1960-1980 AY in 1360=2570
* (51088 Siiceey, || Tn 1955 3 1977 ?EniTgﬁijﬁtiiii} Tal0.0 In 1072
prices pricas P prices  prices
i) B 60 151 110 104 261
1 112 44 111 184 75 190
2 141 44 .5 112 208 17 193
0,420 3 154 47 118 234 81 205
[ 158 449 124 246 86 217
y 64 60 151 110 104 261
1 120 47 119 198 81 204
0.855 in 1956-1968 2 163 51 128 247 88 222
0.767 in 19A0=1580 3 196 56 142 ang o8 246
4 220 62 155 171 198 271
0 i) 60 151 110 124 261
1 129 53 134 215 91 230
1,38 2 190 62 157 293 108 272
3 308 73 184 od " AAZE iy 320
é

381 83 209 499 145 366
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Table 3

DYHAMIC EFFECTS OF DEVALUATION OM IKVESTMENT

y = 40 y = 1 -
a t Bl in 1956-1963 AT in 1060-1080 AL in 1956-1068 EI' in 1960-1080
~ {in 1955 prices) (in 1955 (in 1972 {in 1955 pricas){in 1935 ({in 1972
prices) prices) prices) prices)
4] 74 158 435 L34 276 76l
1 115 3z 87 204 55 151
2 LED 12 33 205 21 57
0.42 3 101 B 23 176 15 4
& i3 T 19 115 12 i3
0 a7 170 468 175 a7 B19
0,855 in 1936-~1968 & 157 43 118 278 rL 205
2 176 23 62 309 39 108
g.767 in 1960=1980 3 L&D 1B al) 329 e B8
3 03 16 45 260 29 79
O 125 191 SaaE 234 A54 e
1.38 L 210 63 : 173 a5 109 01
2 i85 " I L1 429 72 199
3 i 03 i 36 949 451 63 174
& 258 33 w2 428 58 16l




Tabhle 4

DYHAMIC EFFECTS OF DEVALUATION ON THE GENERAL PRICE l...E'i.f]EL"I1 i

.

¥y = 40 gy, = 1]
8 t AP for 1936-1968 AP for 1960-1980 AP for 1956-1968 AP for L9A0-1980
* (P = 100 in 1955) P=l00 in F=100 in (P = 100 in 1955) P=1)0 in P=100 in
. 1955 1972 1935 1948
i 11.1 P 9.3 12.4 4141 16.3
0,855 in 1956-1963 L 20.2 5.0 2.0 35,2 2.1 3.0
2 27.8 ] 1.0 48 .6 i 3 6%
0.767 in 1960-L%80 3 34.5 L d 0.9 60.3 3.8 1.3
& 40.5 £vd 0,9 .5 0 1.5

TI|T]1ue same sets of price increments can be ghtained for e = 0.420 or 1,38, The price effects are
invariant with respect to the price elasticity of export supply.
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following a devaluaticsn in 1960-1980. In.the succeeding three years,
however, higher walues of the devaluation rate generate greater
decreases in emplovment. An exception toe thiz iz the fifth year

i .

when = 1.28 duriag which 2 higher walue of the dewvaluation rate

generates higher additional emplovment.

In 1956=1968, the employment increment rises from the initial value,
reaches a pesk in the second, third or fourth period, and finallwy
dacreases over time. Accordivg to Bautista, this appears o sUggest
that between the two uppasiﬂg influsnces ﬁn employment iﬂduteﬁ by
the devalustion, namely: higher output and prices on the one hand
and higher money Wage on the other, the dynamic uffccts of the

larter deminate eventually.

In 1960-1980, the employment increment decreases congi-
derably from the initial value during the second year. Layoffs
gccur during the third and the fourth years. The sitdation improves
during the fifth year when layoffs decrease (if €, = 0.420 oxr O.767F)
or employment increases (if e = 1.38). It seems that inmiﬂﬁﬂ-lﬂﬁﬂ,
the negztive effect of hivher money wage on emplovment dominates
the positive effect of higher output and prices duriag the setond

and the third years after a devaluwation. It is eventually dominated

by the latter.
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Qurpat effects

1.

Z.

%

&

The impact effect of a devaluation on real output is invariant with

respect to the price elasticity of export supply in both periods.

In both pericds, higher values of e or of the develuation rate

v reperate higher output ipcrements.
=

In 13561968, the output increment increases over time. In 1960-
1980, the output increment decresses from the initisl valus during

e,

the second yesr and increases thereafter.

The gutput increments in 1960-1980 are less than those in 1956-

1968.

Investment offects

—
1

b
kS

The impact effect of a devsluation on the investment increment in
1960-1980 is greater than that in 1956-1968. For succedéding years,
the investment increments in the former pericd sre less than the
:nrteapnndini ones %n the latter. The sum of the investmenrt
increments over the five year period following a devaluation in

tha former i3 ligs than that of the iatrer.

In both periods, the investment effect of a devaluation increases

with the export elasticity and with the devaluation rate.

In 1956-1968, the investment increment riscs from the initial value,
reaches a peak in third or fourth period and then decreases aver

time. In 1960-1980, the¢ investment increment decreases through time.



D. Price effects

i. In both periods, the price effect is invariant with respect to

the price elasticity of export supply.

Z. In 1956-1968, the price increment increases through time. In

i i
1960-1980, it decreases through time.

3. Like the investment effect, the impact effect of a devaluation
on the price increment in 1960-1980 is greater than those in 1956-
1968. For succeeding years, the price increments in the former
period are less than the corresponding ones in the latter. The
sum of th¢ price increments over the five year period following a

devaluation in the latter peried is greater than that of the former.

Section 3
Dynamic Effects of the Actual and One Shot
Exchange Bate Changes in the 1970z

In this section, the dynamic effects of a single devaluation of
&5%, which actually occorred im the Philippines in 1970, are examined over
the pariod 1970-1980 with 1969 25 the benchmark. The lindiugs therein are

T

then compared with those found by using the actual exchange rate ﬂhangesﬂ
in the Philippines during the period 1970-1980, alsc with 1969 as the

benchmark. The results are presented in tables 5 and 6. -

“Source of data: Internationsl Financial Stariatics Yeorbook,
1984, International Monetary FPund. =
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Table 5
it
DYNAMIC EFFECTS OF A ONE SHOT EXCHANGE RATE CHANGE TN 1970
!
Tedr t AN AY AT AR AT # i IS WP

1970 0 391 263 760 15.11 72,92 251 236 3% , 38
1971 1 20 190 191 3,32 85,45 925 212 24,43
1972 2 ~13 206 101 1.62 #O,18 202 190 24 .96
1973 3 ~13 229 82 1.40 91 .66 181 170 25,56
1974 4 -9 251 74 1.40 94 , 00 162 153 26,17
1975 5 i 272 68 1.42 96,38 146 137 26,78
1976 6 “0:15#= 291 62 1.46 68,81 131 123 27,38
1977 7 303 58 1.50 101,30 117 110 57,98
1978 & 325 57 1.53 103,85 105 49 28,58
1979 9 11 340 49 1.57 10847 94 a9 29,18

1980 10 14 354 46 1.61 109,16 85 &0 289,77
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Table 6

DYNAMIC EFFECTS OF ACTUAL EXCHANGE RATE CHANMCES IN 1870-1080 ;

Year t v AN AY AT AP Al M AX Wi /P

1970 0 0,65 291 2643 760 1501 72,92 251 236 24,38
1971 1 ¥ 20 190 191 A3z BEAY 225 2132 24,43
1972 2 0.0538 23 236 204 3.68 99,12 236 222 24,52
1973 3 -0,0075 =1E 250 93 1.55 101,83 w7 195 25,18
1974 4 0.0498 21 302 183 3,55 14,08 219 206 25,43
1975 5 0.0613 15 156 230 .60 130,78 239 225 25,56
1976 6 ~0.0093 7 375 06 1.98  134.08 207 195 26, 34
1977 7 -0.0078 L3 399 12 1.eb 1aE.7s 180 170 27.18
1978 B 0.0007 g 425 79 2,01 139,08 162 153 27.94
1979 g (0.0054 18 450 86 2,34 143,70 150 141 28,64

1930 10 0.0249 W= 433 126 Fale LEZ70 152 143 29.14
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The following is a comparison of the results of the calculations as
described in the preceding paragraph. Case 1 refers to a single 65X
devaluation in 1970. That is, the exchange rate is sssumed to remain
unchanged during the succeeding years. Case I refers to the situstion
where ~the actual exchange race changes in 1970-1980 in the Philippines =re

used to determine their dynsmic effects on the macroeconomic variables

which are listed below.

T,

A. Case l: Effacts of a single devaluation in 1970

The follpwing are the dynamic effects of a 65X devaluatjon of the
Philippine peso in 1970 under the assumption that no exchange rate changa

follows it:

1. Employment efifects

The employment increment decreanes comsiderably From the
imitisl walue during the second wear of the devaluation. There
are layoffs durimg the third to the seventh vears as_th& employment
change AN becowes negative. The situation starts to imﬁrnve in
the fifth year as the mumber of layofis stexts to decrease, after
which employment increases at an increasing rate. The graph of

AN is U-shaped with the minisum point occurring at n:-=3.‘§|

=3 corresponds to 1973, t=4 to 1974, t=5 to 1975, etc.



i

3.

£33

Cutput effects

Like the graph of AM, that of the output change AY is
U-shaped with the minimum occurring at t=1 at a positive wvalue of
AY equal to 190. The minimm point of the output change occurs
at an earlier date than that of the employment change. That is,
the output increment starts to increase while layoffs are occurring.
The increases in the nominal and the real wages, 23 stated below,
might have caused an increase in demand and & consequent increase
in cutput. Eventually, increases in emplovment are observed
starting from the sixth yvear after the devaluation, as discussed

aboye .

Investment effects

The investment increment decreases through time, with the

most drastic change in it occurring during the second year.

Price affects

The graph of the ?rice increment is U-szhaped, with its
minimum occurring when t=3 and & at a positive value of AP. iﬂa
most drastic change in the price increment occurs during the
second year. Beyomd the first year, the p;ice effect iz wvery

weak,
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J. MNominal and reai wage effects

The nominal and the real wages increase through time.

6. Trade offocts

The export increment decreages through time. Since imports
ars assumed to be made possible only to the extent allowed by the
availability of foreign exchange earnings, the import increment

alzo decreases through time.

Case 2: Effects of actual exchange rate changes in the 1970s

The following are the dynamic effects of the actual exchange rate
changez in the Philippines during :hg pafiud 1970—1980 with 1969 as the
bencimazk. Eince there was no change in the exchange rate inm 1971 after
the 64X devaluation iIn 1.9?"3, the actuzl dynamic effects in this case
(case 2) for the first two years after the 1570 devaluation are the same
as these In case 1. The differéencas occur froem the thicd year hence—
forward. With the exception of the layoffs that occurred efter the
appreciation of the Fhilippine paso when t=3, 6 and 7, the increments of
employment, output, investment, price, nominal wage, imports and exports

are predfer im case 2 than in case 1.

1. Employment eiffects

The layoffs that followed the .appreciation of the Philippine

peso {when t=3, 6 and 7) were greater than those that followed the
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single devalustion in case 1.

Output effects

The ontput increment increases through time.

Iovestment effects

Devaluations were followed by increases in the investment
incrément while appreciations were follewed by decreases in it.

The investment increments are positive.

Price effects

Like the investment effect, depreciations were followed by
increases in the price increment while appreciations were followed

by decreases in 1t. The price effects are positive. Beyond the

first year, the price effect is weak.

Hominal apd real wage effects

e

The nominal wage increment increases through time. The real

wage lncreases through time and is less than that of case 1.

Trade effects

Until the fifth year after the change in the exchange rate
in 1970, devaluations were followed by increases in the import and

export increments while appreciations were followed by decreases




21
in them. The increménts decrease theraafter.

Conelus ions

There seem to be significant structural changes in the Philippine
economy between 1956-1968 and the 1970s. A devaluation of the Philippine
currency seems to have less beneficial effects on employment, output and
investment with a weaker inflatiomary pressure in the latter period than

Bt

“4n the former.

In the case of the single devaluation in 1970 (case 1), the country's
dependence on imported raw materials and machinery seems to be Eﬂft heavily
felt during the ecarly years following the devaluation, 33 the import
increment dcﬁreases and consequently, the investment increment decreases
drastically. As a result, the output and the employment increments decresase,
followad byl;a?nffs. The ig:reasing nominal and resl wages, however, might
have helped in increasing the local demsnd for output. In later years, the
substitution of labor for the decreasing investment increment takes place
to sustain the increases in demand. Beyond the first year, the inflationary

pressure is weak.

The series of devaluations in the 1970s, though very small in
magnitude, helped to sustain higher increments in Emplnymgni, output,
investment, exports and imports than would otherwise have been the case in
its absence. It seemed bemeficisl also to the lsbor seetor.as it increased
the mﬂmalw&gﬂlm:.fmeatﬁl 'Enw&v:er, 1t aemd to c.aus;a'a. EEtE;mratmm

the real wage.
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It appears, thergfore, that the effectiveness of a devaluaticm as
a palicy instrupent [or increasing eoploymemt, output and investment hasg
decreased in the 1970s as compared to that of the previous decade.
foreover, it s¢ems to have negative effects on the real wage rate, if
applied in succession instead of givenm as a single shot, while seeming to
improve the comndition of the labor sector by increasing nominal wages.
Hhilé:hauing the advantage of having a wesker inflatiopary préasure. a

devaluation in the 1970s has introduced a second tradecff, namelf layoffs.

In view of the above memtioned congiderations, the desirvabiiity of
the foreign exchange rﬁtc as a policy imstrument in the Philippines seems
questionable. Other policy instruments can be used to solve the urgent
economic problems of a poor country like it. Much has been said
about the merits and demerits of export led and import substitution
strategies for econcmic growth. What i; needed to hasten, or to make
"possible, the development of the Philippines? Is it the outward or the
imward nature of a strategy or the nature of the prbdﬁct or products boing
promoted? 0il sﬁddenly caused the inflow of financial resources intd the
Middle Bast. Is there a similar product which the Philippines has not vet
discovered for itself? Among many other possible solutions, the elimina-
tion of waste and inefficiEnq; in the gﬂvarnmcntln might generate the much

needed savings and restore the seemingly lost confidence of invesrors.

il e : = hm
The poseivilfer of loree scale waste =nd imefficiemcy in the movern-
ceny is centioned ip Iooanuel de Dios (ed.), An Analysis of the Philipmine
Beonoroie Crisis, Tniwersity of .the Fhi ines Preaa (1984)._p.. 71.
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ﬁEEendix A

The following equations were estimated by Bauwtista from annual data

on the Philippines for 1956-1968:

TR W= 2203.3.+ 0.4771 Y + 191.6 (100 B/W)
{23567 (1.71)

7% = n.984 D = 2.3
(2)' ¥ =61.15 + 0.2660 K + 0.4948 N
7.83) £2.36)
BL = 0.997 V00 e 0 4 |

(3)" P = -8.076 + 0.0102 ¥ + 0.1798 P+ 0.7627 BP_, =
* {2.08) (5.36) T {9.10)

RS = 0,995 D =-1.62

(4)° W= -107.6 +3.202 P + 0.8305 W_,
(3.23) — {807

=2

R™ = 0.980 D.W. = 1.91
(5)° [ ==251.2 + 9.1680 ¥ + 0.3281 M - 1.095 W + 8.864 P
{9.09) (2.94) (-3.51) (Z.47)
Be = 0.987 D.W. = 2.21

(6)' X =196.73+ 1.874 P+ 0.7470 X ,
Ty O vy i

R* = 0.848 D.W. = 1.61
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W = annual money wage rate of unskilled industrial workers;

in pesos.

The definition of all the other variables in eguations (1)' -
(6}' are the same as those in section 1. However, real
variables are expressed above in 1955 prices, rather than in

1972 prices as in sectiom 1, and ?x = pn =P = 100 dim 1955.
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Appendix B

The allowances and adjustments which were provided for by the
following presidential decress were included in the computation of the
variable A in this paper [A added to the snnual woney wage rate W equals

the varisble W* in this paper]:

1. PD 442 granting 10 paid holidays, namely: Hew Year's Day,
Maundy Thursday, Good Friday, the ninth of April, the first of
May, the twelfth of June, the fourth of July, the thirtieth of

-. November, the twenty-fifth and the thirtieth of December; done
on Hay 1, 1974,

2. PD 525 requiring employers in the private sector to pay their
employves who are receiving less than P600 a month emergency
allowance of P50.00 a month if their capitalization iz more
than | million pesos, P30.00 if their capitalization is more
than 100 thousand pesos but does not exceed 1 million pesos,
and F15.00 if their capitalization is 100 thousand pesos or
less; done on July 31, 1975 and should take effect immediately,
In the absence of data on capitalization of private firms,
an emergency allowance of F30.00 = month was included in A
effactive Angust 1, 1974,

3. PD 851 granting a 13th month pay for private employees
receiving not more tham PF1000 2 momnth, regardless of the
nature of their employment; dome on December 16, 1975.

4. PD 1123 granting an across-the-board increase of P60 in
emergency allowance as provided im ED 525 effective May 1, 1377.

5. PD 1614 providing for the payment of P60 monthly allowance to
non=agricuitural workers effective April I, 1979. Section &
of chapter IV of this Decree states that nothing in the Decree
shall be construed to withdraw or reduce any existing allowances,
bonuses, and other henefits provided under existing lawe, decrees,
wage soisrs and other issuances or employer practices or policies.

6. PD 1634 requiring priwvate employers te pay each of their employees
whose ware or salory is not more thom P1500 & —oath, a moathly
addirional ecerrency living allowsnce of 760 effcctive Saptember
1, 1975 and amother F30 a -—onth effective Japuary 1. 1980.
Employers who gave increases in wages andfor 2llowances of less
than P60 2 month on or after August 1, 1979 were required to
pay the differemce. 1
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