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ABSTRACT

This paper looks into the "growth vs equity" issue by
comparing wages and employment in the manufacturing sector in the
Philippines and in Prewar Japan (with special emphasis on the

period before 1920).

On the whole, it seems that the growth of the manufacturing
sector contributed more to increased inequality in the Philippines
than in Japan. To some extent, this might have been due to the
effects of government policies in the Philippines. Thus, changes

in policies may lead to both increased growth and reduced inequality.

It is\also very possible, however, that the growth of the
manufacturing sector in the Philippines contributed more to
increased inequality than in Japan (or failed to make for a
narrowing of income disparaties) because of more basic and non-
policy induced facters. The differences between the size-structures
of factory émployment in the Philippines and in Prewar Japan,
for example, are not as striking as suggested by a superficial
comparison of factory statistics of the two economies. The major
dissimilarities between the manufacturing sectors of the two
economies can be found in the unorganized sub-sectors and the
rather early setting in of dualism in Philippine manufacturing.

As such, nothing short of a sﬁstained boom in export of manufactures

may be required to make growth and equity objectives complementary.
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INTRODUCTION

. The GNP of the Philippines grew at an average annual yate
of 5. to 6 percent in the last 25 years. -Considering the country's
human and.natural resource endowment and exceptionally high. rate
,of population growth,, this growth record can hardly be .considered
spectacglgr.<¢Given favorable internal political and external

PO

economic conditions;. the.government would probably be in a position

! <t .

-f/A“preliminaryhreport based on a draft. written while: the
author was a visiting research associate at the International
Development Center of Japan (IDCJ) in.connection with one. of IDCJ's
on-going projects, the Comparative Analysis (C.A.) project.

. One of the main ohjectives of the C.A. project is to gain
insights into the relationship between equity and growth by
comparing Japan's Prewar experience with those of contemporary
developing countries. o

ﬁﬁ/The Japan Foundation provided research support. Very::
helpful comments and suggestions were received from Prof. Kazushi
Ohkawa, Dr. Le Thanh Nghiep and Dr. Toshiyuki Otsuki of IDCJ and
from Dr. Mahar Margahas of the School of Economics, University of
the Philippines. I am also indebted to Prof. Komosuke Odaka of:
Hitotsubashi University for recommending very useful reading
materidls. Any remaining errors are, of course, mine,. . .7




RSN N

to implemenyipoi§eiee-that'will{eeceie?etevecongmieggpowgh.l

Recently, however, increased attention has been focused

on the social and distrioafi;; Aépeé£s36% the country's economic
growth. One conclusion that seems to emerge from thislyela: .
tively new interest in the relationship between equify and T
growthr is that past shortcomings in growth performance pale

in: comparison:with.those in'the concern for better distributien.
The relative position<(and: probably even the absolute position)’
»®¥f: the’ lower incomé groups and the common worker has not- improved
or.even worsened in' gome cases. i-Clearly, the fruits of a = -

. timddest economic: growth rété were'not equitably sh’éared.2

e

Conventionally, it has been assumed that in the early

stages of economlc growth dlstrlbutlon tends to worsen as
" ! Co WE ik :
i pep caplta GNP r1ses. Some econom;sts,3 on the other hand

~4~~74

‘ The National Ecopomic and Development Authorlty (NEDA),
for examp;e con51ders a'7 percent growth rate ‘attainable and
uses a 7 percent growth rate 1n the four year plan 1nstead of
the historical rates. n

2 Mahar Mangahas (ed.), Measurlng Phlllpplne Development,
Development Academy of the Phlllpplnes, 1976.

3 Dr Gerardo Smcat has held thns v1ew since the late
1960 s. . The most comprehensive.and most w;@e;y discussed set .
of. pollcy recommendations that suggests that growth and equity .
need not:.conflict in.the Philippines is contained in ILO (1974)
Sharing in -Development (more popularly known. in the media and.
the business community as the "Ranis Report").

""""




think that the conflict between growth and equity objectives
may not apply in countries whereaccelerated growth can be
achieved by utilizing presently under-utilized human resources
more intensively. The elimination of unemployment and under-
employment is viewed as one way of having one's cake and eating
it as well. This can be explained in a very simplified fbfm by
noting that as the unemployed find work, the capital-labor ratio
falls, If the main reason why the capital-labor ratio is at

its present level is the presence of trade rgstrictions and
imperfections in the capital market which ﬁéfe brought by past
government policies in the .first place, output and the output-
capital ;étio will rise as employment rises, raiéing the incomes

of the working (and by assumption, poorer) classes.

Graphically, let GE in the diagram below be the growth-
equity relationship in the absence of policy-~-induced market
distortions. The curve is downward sloping since thececonohy
is in tﬁé iﬁitial stages of modern economic growth and is
therefore on the negatively sloped portion of Kuznets' U-shaped
curve. The economy, however, is on a lower curve G ,E_ because

11
of certain government policies (examples often mentioned are

Simon Kuznets, "Economic Growth and Income Equality,"
American Economic Review (March, 1955).
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highly graduated tariff structure and cheap foreign eXChénge'

for favored impdrters of capital goods). Without policy reform,
the equality index will fall from e to e' if per capita income
rises from Y to Y'. If on the other hand, increased growth is
achieygd through the liberalization of trade policies, of capital
ma?kgts_apd foreign e#chanée prices, income will rise to Y' with-
out fhevcpst of increased inequality (in the graph, B' is
higherfﬁhan”point A so greatezlequality is simultaneously
aqhievéd wifh growth). Thus the degree of conflict between
gféwth and equality dépends on how efficient or inefficient the

A=
present allocation of resources is (the gap between GE and GlEl)
-« -

and on how favorable or unfavorable the general socio-economic

conditions are (the slopes of the curve).

Unfortunately, it does not seem possible to arrive at'
unchallengeable estimates of the necessary parameters. The
relationship between equity and growth has been estimated from
cross seqtions of cquptriess since it is not possible to obtain
adequate time serieéjdata fof the Philippines. Similar}y{
estimates_gf the productiqn_effgcté of various goverpﬁent

[

policies vary widely according to the set of restrictive assumptions

4S“MindaﬁillaVBarlis, "Ppeliminary Projections of GNP .
and Income Inequality in the Year 2000," PREPF Phase I Report, ...
School of Economics, University of the Philippines, August 13975.




used. .Thus, it seems more promising to study a more limited-
aspect of the problem of growth and equity by comparing the
historical experience of the Philippines with that of Japan

(particularly Prewar Japan).

Since human resources are.the most 1mportant and most
evenly distributed (across famllles) resource in the Phlllpplnea,
it seems log1cal to focus the comp‘ratlve study of the two
economies on employment and wages. Slnce Japanese economic
progress is often descrlbed at 1east in its 1n1t1al stages. ae.
par]‘y based on 1ncreased utlllzatlon of her abumdant labor whlle
the- Ph;ilpplne case has been V1ewed as one which falled to |
increase labor utlllzatlon, a comparlson of wage and employmentv
patterns in Prewar Japan and Posnnan.Philippines may offer

insights:on how to minimize trade-offs between growth and equity

objectives.

On the other hand the promlse of complementarlty between
growth and equlty ob]ectlves at an early stage of economlc
development sounds too good to be true in the llght of the

6
experience of many nations (1nclud1ng Japan). Thus the

6 International Development Center of Japan, Japan's
Hlstorlcal Development Experience and the Contemporary Deve-
loping Countries: TIssues for Comparative Analysis, March 1977.
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nagging fear that hopes are being raised too high and too soon
remains since even more than modest achievements are difficult
to appreciate if preceded by even bigger expectations., Also,
there is the danger that the Philippine government may become-

- more inclined to postpone more difficukt decisions which carr:.
directly reduce inequality (e.g. extending the scope 'of land
reform to sugar) since lesstgsinful measures may_be considered

quite adequate.

A comparison of Japan and the Philippines will perhaps
help us get a better assessment of Philippine performance“hd-
potenti;ié in the area of employment and wages and hence give
us a partial indication as to. whether. Shgring in Development and

its predecessors have indeed created unreasonably high expecta-

tions.

Finally, it must be noted that the study will focus on
the manufacturing sector. Conceptual and éata availability
problems make it practical for us to limit-our scope. It is,
for example, very difficult to make international cappariaons‘
of bofh output and employment in the service sectop; This is not
surprising since, unlike the output of other sectors, physical
indices are non-existent in the service sector. - Also, it should

be noted that the service sector plays a rather ''spongy" labor



absorption role during the initial stages of modern economic
growth of lateé - comer countries and that labor force data.for
both Prewar Japan. and PéstwarzPhilippines,make it almost im-
possible to arrive at comparable estimates of residual employment

in the service sector.

| fhisblimitafioﬁjﬁf,s;opé; hoﬂeﬁer;'dbéé nét se§ere1y
limit the relevance of the comparative study. As in %he case
of Japan, thHe role of the manufacturing sector will be a crucial
one dn the Philippines. It is very difficult to visualize

sustained progress in the other-non-agricultural sectors with-

.out a dynamic manufacturing sector.

In thérnext éecfion we wili provide what we tﬁink is a
necessary backgrounder for a comparative study of the manufac-
turing sectors of the two economies. In the terminology of
the Comparative:Analysis (C.A.) Project, this is known as
phasing. As to be expected, the two economies display both
similarities and differences at-various points in time. = As
a result, no-direct lessons can be derived from the study. ' We
nevertheless believe that several similar forces were at work
in the growth process of the two countries.so that some insights

can still be drawn.




In the last two sections we will compare the employment
and wage performance of the manufacturing sectors of the two
economies. Hopefully, this will lead us to a more coherent
interpretation of the distribution of manufacturing output

between labor and capital.
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ON CHOOSING COMPARABLE GROWTH PHASES

- First, we must decide which portions of. Japan's economic
history can be most fruitfully compared with: the contemporary
Philippine experience. Since it is not our intention to compare
a more developed economy with a less developed one, much of.
Japan's postwar growth record is not directly relevant for our
purposes. Further generalizations, however, cannot be as un-
conditional nor as totally free from some degree of arbitrariness.

‘We must therefore draw our criteria from other comparative studies.

One approach is to start by sub-dividing Japan's economic
growth into a phase displaying approximately constant (unskilled)
wages and high wage-elasticity of unskilled labor supply and
another phase with substantially lower labor supply elasticity
and rising wages.7 Periods within or close to the former phase
are generally more important for our pugposes. Thus, as mentioned

above, we will- exclude the period after the late 1950's or the

7This is the approach used in IDCJ, op. cit., 1977. We
will evade the classical vs. neo-classical debate. Thus, we
will not use the phrase "unlimited supply" of labor or assume
equality or inequality between wage and marginal product.
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. . . . . 8
early 1960's (Ryoshin Minami's Turning Point) from our reference
period. What needs further elaboration is the treatment of the

interwar years.

Although we accept Minami's view that wage and labor market
behavior after the late 1950's was unique in Japan's economic
history (see Chart I), we must still make a distinction between
the initialiphasé-of-Japanése economig»develophent ana”the inter-
war years. fRising“waggs, cyelical or otherwise, are after all
almost alien to-?hilippine postwar economic”hiétory. In addition,
while it is true that the rise in Japanese wages after World. War I.
was abnorﬁai; 80 .was the subseqﬁeﬁt drép@whigh was largely due
to a very depressed Qorld economy. Thus, using fﬁe wage behévior
criterion, we should focus on the sub-phase thatﬂgpded between H_g

1914 and 1917.

According to Minami, the Japanese economy was characterized
by unlimited supplies of ynskilled labor until the end of the 1350's.
Fei and Ranis, on the othér hand, placed the "turning point" at
a much earlier date (1916-1913). See: Ryoshin Minami, The Turning
Point in Economic Development: Japan's Experience, Tokyo: Kinokuniya
Bookstore, 1973; and John C. H. Fei and Gustav Ranis, Develogmént
of the Labor. Surplus Economy: Theory and Policy, Homewood, . J11linois,
Richard Irwin, Inc., 1964. E

9Much of the 1950's can be viewed as "catching-up" years,
so we can also exclude them from our analysis. It should be noted,
however, that there are links between the 1950's and the 1930's so
that it may be useful, in some cases, to draw on data from this
period to gain insights about the 1930's since more data are avail-
able after 1950. This is especially true with respect to size-
differentials in labor productivity and wages.
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CHART - I
~-REAL WAGES OF DAILY WORKERS IN
AGRICULTURE IN JAPAN (1934-36 PRICES)
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The levels of other indicators give further justification
for giving emphasis on the'iﬁitial phaée»éf Japan's modern econcmic
growth, One example is the coﬁcept of the agricultural surplus
which plays a key role in both neo;ciassical and classical dual-
istic growth models. Although it is very difficult to compare
agricultural productivity of two economies that produce very
different crops, one could say with some amount of confldence
that the level of the agrlcultural surplus generated by the
Philippine agricultural sector in the 1950's and the 1960's ﬁas
much closer to the level for Japan before wbrld War I than after
World War E. A comparison of agrlcultural product1v1t1es per
male agricultural worker computed by Hayami and Ruttanlo 1llus-
trates this éoint (Table 1). The figures invthe table are, of
course, notlbéyond question since output is-gross and the presence
of products iike coconuts in the Philippinéé and silk in Japan
leads to index number problems. But if we recall that the use
of improved seeds and teeWmology were already widespread in |
Japan by 1920, whereas the diffusion of new varieties is a
relatively more recent development in the Philippines, the

figures do not seem implausible.

OYujlro Hayaml and Vernon Ruttan,’ ricul Dév
ment: An Internatlonal Persoectlve. Baltlmore and London: The
“Johi. Hopkins Press, 1971.
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Table 1
Agricultural Outputl
Per Male Worker in Agriculture
Japan and the Philippines

(In Wheat Units)2

A. Japan

1880 | N 2.4 1020 _i | :, 5.6
riées . | 2.7 1928 - 5.6
1890 '_ B é.p | 1930 | 6.1
1895 | o a1 | 1985 7.1
1900 .i 3.6 | isuo  | 7.7
*w.;sosv 4.1 | © 1aus ; 6.8
1910 . 19$of | 6.1
1015 we  1ess 7.5
1é?pv' 5.2 1960 ib,7

B. Phiiibpfﬁes

1955 3.7 -
1960 3.8
1965 4.1

.

Source: Yujiro Hayami and Vernon Ruttan, Agricultural Development:
An International Perspective, Baltimore and London: " The"
dJohns Hopkins Press, 1971, pp. 328,320-321. ‘

Yevoss agricultural output net of ihfermeaigte inputs. from agriculture.

2For relative weights used, see pp. 309-316.
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The sturcture of exports is another commonly used indicator
in comparative studies.ll In this case, the figures tend to over-
state the relative backwardness of the Philippiné economy (Table 2).
The high demand for minerals from present day developed economies
and fﬁé feiativei&m;iéﬁer Philippine‘ﬁétural resource endowment
raises the proportion.of primary exports for the Philippines, -
while the presently more advanced state of world technology
accounts for the much lower ratio of Philippine machinery exports
to total exéorts. Yet , the table does not fail to convey %hat
Japan during the interwar period had a more mature economyxthén

the Philippinés in the 1960's.

A cbmparison‘of the sectoral structures of the two éco-
nomies suggests the same conclusion. Uéing the agriculturg (A),
industry (I) and services (S) classification scheme, it can be
seen by (Tables 3A and 3B) comparing the shargs of industfy in
employment and the shares of agricultur; in NDP and in employment
that the sectoral structure of the Japanese economy after around
1915 (or at the latest 1920) became significantly different from

the sectoral structure of the postwar,Philippine economy. Thus,

1lpbor a listing of indicators of the level of development
for cross country comparisons, see Hollis Chenery and Moises
Syrauin, Patterns of Development, 1950-1970, London: Oxford
University Press, 1975, Our'problem,-howevef, is slightly
different since we want to compare two economies with the same
level of development at two different time periods.
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Table 2
Distribution of Exports

(In Percent of Total Merchandise Exports)

| Japan Philippines
. 1 w Food

Primary™ Textile Machinery a Mineral Primary Manu, Machi
1875 62,9 3.8 - 1965  21.1  46.7 24,5 .
1880 66.3 31.6 - 1966  22.2  43.2 19.2 .
1885  62.5  38.9 - 1967  14.2  32.9 21 .
1890 60.2  31.1 - 1968 17,8 34,9 20.3 .
1895 41,7 . 474 - 1969 20.4 334 20.2 .
1900 32.2 52.1 .3 1970 23.3  33.5 22,0 .
1905 7.5 45.5 1.1 1971 27.9  40.5  25.3 ..
1910 19,7 47,7 1.2 1972 22.5  38.7 24.8 .
1915 18.7 45.5 1.9 |
1920 10.9 52,4 3.0
1925 11.2 5§7.2, 1.6
1930 7.8 51.8 6.6
1935 7.2 51.4 7.7
1940 6.5 38,9 4.3

Sources: Japan: Worksheets. Mr. Katsuo Otsuka helped me with
' s ‘worksheets, ' e

Philippines: Forcign Trade Statistics of the Philip-
pines: 1965-1972,(IDE Statistical
Séries No, 14, 1974).

lAgriculture_,f‘isheries, Foresfry»and Mining.




Table 3A

. Sectoral Shares in NDP

(In Percent)
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~-.Japan Philippines
A Il S ‘ A I;‘ S
1887 #1.1 11.8 47,1 1960 - 34.8 26.0 39.2
1890 39.5 12,3 48.2 1962 .° 34.9 25.7 38.4
1595 35.7 4.1 50.2 1964 . 33.3 26.8" 39.9
1900 4.1 17.1 ug.8 . 1966 3347 26,9 39.4
1905 3%13 19.7 47,0 . 1968 33.8 27.3 38.4
1910 31.4 24,3 44,3 . .1970 33.5 27.8 38.7
1915 29.4 27,2 43.3
1920 24,9 29,6 LS. b . 1972 30.8 30.2 39.0
1925 22.4 35.6 42,0
1930 21,3 41.1 3746
1935 18.5 45,9 35.6
1938 16,2 49,7 34,1

Philippines: .

"series). .

Sources: Japan: _LTgs;Vol;.li(Table 36, Pe 242; Smoothed

NEDA, Statistical Yearbook of the

' Philippines,1975.

; lI includes mining, manufacturing, facilitating and construct-
ion industries.



1890~

1895

13800

1805.

1910 . -

1915 . =

1320

1925

1930

1935

1940

Table 3B

Sectoral Shares -in Employed Labor Force

(In Percent)

. Japan B N Philippines

A i S . A L S

68.8 - 31.2 1956 59.0 19.u4 21.6

66.0 3u,0 1960 6l.2 19.2 19.6

65.5 34,5 1965 56.8 18.0 25.2

64,8 17.0° 1842 1968 53.8 19:6 24,6

62,4 18,3 19,2 1372 5445 18.4 27.1

58.8 - 20,2 21,0 1973 56,0 17.1 26,9

53,9 24,7 21,4

51.2 25.8 23,0

49,6 26,46 23.8

46,7 27,0 26,3

by,1 30,8 25,1

- .Source: . Japan: 1890, 1895, 1900: Ryoshin Minami, The

o Tyzning Point in Economic Development:
Japan's Experience, p.312. Kazushi Ohkawa

y and Henry Rosovsky, Japanese Economic Growth:

e ' Trend Acceleration in the Twentieth Centry,
p.  310. -

- Philippines: NEDA, Statistical Yearbook of the
Philippines, 1975.
1, . .
Primary and non-primary,
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the phasing suggested by wage constancy coincides roughly with
the phasing suggested by agriculture's share in. employment and

output, and industry's share in employment.

Inspite of the above discussion, however, we are still
very hesitant to exclude a substantial portion of the interwar
period from our analysis since the manufacturing sector is our
main concerne. Regardless of whether or not Japanese wages would
have grown faster during the interwar period had her economy
grown much more smoothly but at the same long-term rate, the
interwapﬂyears-may be more relevant for purposes of comparison
simply because théy represent. more recent experience in techno-
logical borrowing from abroad especially inthe industrial sector.
For this reason, Philippine manufacturing may be much more-similar
in structure to the manufacturing sector in interwar Japan'than
in the initial phase. This will be discussed later in greater
detail, but is already partly illustrated by the fact the I share in
NDP in the Philippines is closer to the levels in Japan Between
1910 and l925:théa.b9f9re 19l0%fN$2éP}9>3A>y‘,Tﬁus, Wbilé,W9 -

consider the initial phase of Japan's economic growth as more

l2The bias of Philippine policies in favor of the indus-

trial sector is probably partly responsible for this.
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relevant for comparative purposes, we cannot afford to exclude

the interwar period.

Finally, we must raise somé qualificatioﬁs”befofe proceed-~
ing with our main coméaréfive“work. 4As already indicated éarlier,
we do not expect any direct lessons from this study. There are
many factors, known and unknown to us, that limit the amount of
inferences that can be drawn, . Worth noting is the declining
relative price of capital goods in Japan during much of our
reference period13 and the rising relative price of capital . .-
goodslu in the Philippines. This certainly affected wage and .
emg}qyment behavior in both economies. We are, however, not in
a position to:.quantify its effects, . We nevertheless maintain-
that existing, similarities are important enough to warrant.
further comparisons. The concurrence of the.wage-constancy
criterion with:most of the other indexes presented above can

be taken as a good sign.

l This is considered to be a major factor in Japanese

development by Allen Kelley and Jeffrey Wllllamson, Lessons, from
Japanesg :Economic Development: An Analytical Economic History, :
Chicago: Chicago University Press, 1974, See also Le Thanh Nghiep,
"The Structure and Changes .of Technology in Prewar Japanese Agri-
culture,”" IDCJ Working Paper Series No. A-03, March 1977.

lL+Complete data on prices of capital goods are not available
The prlce index for imported machinery, however, may not be a bad
proxy since a substantial portion of capital goods is 1mported.
The Central Bank's price index for imported machineries has risen
faster than wages.
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THE GROWTH OF EMPLOYMENT IN MANUFACTURING"

While the employment share of the manufactuéing sector
in the Philippines has remained close to 12 percent of total
employﬁent since 1956, it grew from about 12 percent in 1906 to
erf 20 percent in 1937 in Japan. Although this is partly attribu-
téble to highérbgrowth rétes of labor force in the Philippines‘
(around 2.5 percent in the Philippines and clbs; to l‘percent in
Japan), it is also partly due to differences in demand for labor
in the manufacturing sector, Since high labor force growth rates
are expegged in the Philippines even under assumptions of reduced
fertility, it is important to understand the differences in labor

absorption in the manufacturing sectors of the two economies.

Employment in Small, Medium and Large Scale Establishments

One faétor wﬂich is considered a major'reason for the
sluggish growth of manufacturing employment in ‘the Philippinés ~
is the bias in favor of large-scale firms inherent in the country's
‘impébt-substifgtion boLicies. Data from the Annual Survéy of
the Manufaétﬁféé (ASM) for example, indiéaté that employmeﬁt in
large establishments grew faster than employment in small establish-

ments, and that employment in small establishments grew faster



after 196215 (import controls were. lifted in 1961, Table 4).

Compared with data for Japan, the growth rate of employ-
ment in small establlshments 1n the Phlllpplnes appears very
small. In Japan, employment in medlum and small scale establlsh-
ments kept pace w1th employment in large establlshments - lagélng

behlnd 1n the upward phases of the long swings but catchlng up in

the downward phas'cs.l6

“A comparison of the size structure' of factory employment
in the Philippines (also using ASM data) with that of Japan gives
‘the~same impression (Table 5). " It appears that the employment: -
‘share of large establishments was higher in: Postwar Philippines-
and that'the share of small establishments was higher in Prewar
Japan.

It is therefore very tempting to accept the inference'

that growth of employment in small establishments was retarded

15110, op. cit., pp. 140-141,

16Kazush1 Ohkawa and Mutsuo Tajlma,,"Small-medlum Scale .
Manufacturlng Industry: A Comparative Study of Japan and Develop-
ing Nathns,"_IDCJ Working PapervSerles»Np. A -02, March 1976.

l?IL‘O, EE_. Teit.




Table 4

Employﬁent in Small1 and Large2 Establishments
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Philippines

oy (2) (3)

5 or more 20 or more (1)-(2)
1956 205,809 150,878 54,931
1957 223,551 172,708 50,843
1958 228,307 178,328 49,979
1959 238,666 185,580 53,086
1960~.. 248,781 199,094 48,877
1962 278,473 230,469 48,001
1963 © 300,383 - 250,128 50,255 -
1964 316,415 266,241 50,174
1965 353,770 - “v.2§é,459 - 56,311
1966 327,354 275,979 51,375
1968 | 394,336 325,131 69,205
1969 402,064 331,841 70,223
1970 403,874 331,121 72,753
1971 420,988 353,008 67,980
1973 537,944 455,894 82,050

Source: NCSO, Annual Survey of Manufactures

lWith 5 or more persons engaged

2With 20 or more persons engaged
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Table 5

SIZE STRUCTURE OF FACTORY EMPLOYMENT, JAPAN- AND THE PHILIPPINES

(in percent)

Employment Share-of Size Class

Establishment

Size NG. of .. Philippines R Japan
Persons Engaged) 1957 . 1962 1970 . - 1909 1919 1931

5 - 49 . 3958_.‘29.4 24,9 - 45,7 34,0 37.6

50 - 99 10.6 - 9,7 7.5 12.3 11.2 11.4
100 - 499 24,3 28.5 26,1 21,3 23.3 25.4
500 and over 25.3 32,4 41,5 20.7  31.5 25.6
Total . 100.0 100.0 100.0 - 100,0 100.0 100.0
Sources: (

 Philippines: NCSO. Annual Survey,of Manufactures (1970
oY from ILO _Ro clto P. 539). .

- Japan: Ministry of International Trade and Industry,
Kogyo Tokei 50 Nonshi (History of the Census of
Manufactures 1909-1958).
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by the Philippines' adherence to brotective import-substitution
industrialization policies since smaller firms did not have access
to the bureaucratic system which granted the incentives. The
only reason we hesitate to do so, however, is that small firms -
faced_grégt'difficulties in Japan as well18 and yet continued
to employ-a.substantial portion of the labor force in manufac-
turing. Eveﬁ.in the 1920's and the 1930's, when inter-size
differentials .in labor productivities widened, the employment
share of the $mall firms remained high (Table 6). As mentioned
earlier, empléyment in small firms increased when employment

opportuntties .in large firms decreased.

A re-examination of Philippine data on factory employ-
ment and of conclusions drawn from them is therefore in order.
Pending more vigorous evidence, we are inclined to'take the view
that employment in small establishments would be substantially

understated if estimated directly from ASM data19 and that the

18 Miyohei Shlnohara, "A Survey of the Japanese Literature

“on’ Small” Industry," in Bert F. Hoselitz (ed.). The Role of Small
Industry in the Process of Economic Growth, Mouton, the Hague and
Paris, 1968. B . :

19Rosa Linda Tidafgb, "Labor Absorption in the Philippines,
1956~1973," Philippine Economic Journal, Vol. XV, Nos, 1 and 2
(1976).




28

jumped to 69,000 in 1968, remained -at approximately that level
until 1971, and then increased to 82,000 in 1973.21‘It is not .
by coincidence that the Census has so far conducted only two

field canvass listings of establishments - the first in 1967

and the second in 1972,

; To.get a rough estimate of the extent of the under-
statement of the employment shares of smaller establishments
inlthe-ASM1 let us compare the size structures of factory employ-
ment reported in the 1962 ASM and the 1961 Economic Census.22
,Theh§pare,of establishments with 5 to 49 workers in the ASM was

only 29,4 .percent, whereas the corresponding figure in the
Economic Census was 35.2 percent. Since the 1961 Census was
not based on a field canvass of establishments, it is possible
that the actual share of the smaller size classes was even

greater.

. lThe ASM publication no longer reports data by size
. ‘class., Statistics are simply tabulated for establishments
with.S or more workers or 20 or more workers.

e The distribution of employment by establishment .
size was not reported in the 1967 and 1972 Census publications.




. We can therefore conclude that the employment shares of
-small establishments in Prewar Japan and Postwar Philippines
were about the same. This is not surprising since, as mentioned

earlier, both economies were labor-abundant economies.

What ﬁeedé;further eiaboration is the smaller share of
medium~-sized establishmenfs (especially the 50 to 99 and 160
to 199 size classes) and the relatively large share of large
establishments (with 500 or more workers) in the Philippines.
In our qpinion, the smaller share of medium-sized firms in.the
Philippines was due more to technological change, the more
volatile business conditions in Japan and the greater importance
of natural resource - based manufactured exports in the Philippines
than to the direct effects of import substitution.-on size struct-
ure. Until 1921, for example, less than ten out of a total qQf -
more than 4,000 establishments with 5 or more workey; had 590

or more workers in the food and wood industries.in Japan. In

e i\

the same industries in the Phiiippipes,'76 out of 5,000 establish=
ments had 500 or more workers in 1972 (mostly from the sugar,
lumber, coconut, etc.’ industries).™ -

. Also worth noting is the facdt that the Japanese firms at
that time, not unlike many contemporary firms, wanted to hold on

to their skilled workers without becoming overstaffed during the
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down swings. Thus, the more cyclical business environment in the
Prewar period was more conducive to subcontracting. The big firms
concentrated on essential operations and reduced the amount of work
subcontracted to avoid the laying-off of an elite group of workers
during the down swings.23 We conjecture that the employment 'share
of large firms in Japan would have been larger under more stable

business conditions.

Thus, it seems that the "small-medium vs. large" dichotomy
does not -explain the slow growth of manufacturing employment in'~
the Philippines or at best explains it only very partially. We
would even go further by saying that we are less sanguine about
the ;;éloyment impact of merely removing existing biases against
small and medium sized firms in the Philippines unless it results
to a sizeable boom in exports of products of medium and small scale

firms.Qu

2STIn contrast to this, the ILO team of exports (ILO, op.
cit,) emphasize direct competition among small, medium and large
scale firms in the final market. : L '

24

‘This by no means implies that it is not desirable to
provide a more conducive environment for medium and small scale
industry. Whether or not larger firms are less likely to export

is beyond our present scope. It is widely accepted, however, that
firms in Japan had to increase capital intensity to become more
competitive in the world market. For a discussion on export per-
formance by firm size, see William V. Rapp, "Firm Size and Japan's
Export Structure: A Microview of Japan's Changing Export Competitive-
ness Since Meiji," in Hugh Patrick (ed). Japanese Industrialization
and Its Social Consequences, University of California Press, California,
1976,
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Our somewhat pessimistic outlook, however,nié not un-
quaiified. Prewar Japan, éftef all, is hardly an‘outstanding
example of development with balanced opportunities for small
and large firms.25 What we would likevféﬂﬁéint out is the
possibility that the negative effects of Philippine impori
substitution ‘policies on employment in medium and emall scale
firms have been over-emphasized. Corivérsely, there might be
a tendency to be overly optimistic about-the beneficial ‘employ-
ment effects of changing some policies (e.g., removal of import
restrictions) and to neglect .policies related to institutional
factors-;ﬂét promote employment in medium and small scale firms.
Subcontracting in Japan during the‘preWar'period,'for example,
can be viewed as an ‘efficient way of allocating resources which
allowed industry to take advantage of a relatively abundant
labor supply by using labor-inteneive methods in peripheral
activities and at the same time use the most modern methods in

the key production processes. It is, however, not quite accurate

... to-suggest that subcontracting firms: grew in numbers mainly

because of factor prices which reflected the relative abundance.

of labor and relative scarcity of capital, It is probably more

-

25Miyohei Shinohara, op. cit.,
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accurate to say that relative resource scarc1t1es played a passive

rather than active role in the growth of subcontractlng fleS.26

Factofjﬁand Non-féctory Employmeﬁt“Ih

Since the contrasts between the -size structures of factory
employment in Japan and the Philippines are not as striking as~
initially expected, we must.turn to an older-way of classifying’"
manufacturing employment. We will compare employment in factory
and non=factory (househqQld or unorganized) manufacturing act-
ivigégS‘in Japan and the ;Philippines., What seems.clear from
Philippine data is. that although the rate of growth of factory
employment, as is usually the case in countries experiencing
modern. economic growth, was much higher. than that of labor force,
total manufacturing employment grew at a slightly lower rate than
total employment because non-factory employment, which accounted’
for around 70 percent of manufacturing employment, grew at only
1.6 percent (only .6 percentage point higher than the growth rate

2
of agricultural labor and much- lower than that of the service sector),

26For a case history of ancillary firm development in Japan
see IDCJ, 92, cit., 71-80. In this sense the Philippine govern-
ment's insistence that the Progressive Car Manufacturlng Program
(PCMP) be based on a subcontracting system is a step in the right
direction and thus merits closer study.

27110, op. cit., 142-143,
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This is confirmed further by the stagnation in the number of
self-employed and unpaid family workers in manufacturing (who

are mostly from unorganized'manufacturing, Table 7).

A comparison of the growth rates of factory, non-factory
and totél‘manufactﬁfiné‘émployment in Japan and the Philipﬁines
is shown on Table 8. fhé'fifétHfhingwthat”ﬁﬁgf”be noted is
that manufédturing employment in Japan follows the long swings
associated‘with investment spurté.?e One could get misleading
conclusiongfunless the long swings are taken into account. The
cyclica{\pgttern of factory and nbn;factory employment resembles
that of eﬁployment in medium and small scale industries. In
the down swings, non-~factory embloyment expands as demand for
labor in the factory sector contfaéts. In the upswings, the
factory sector draws labor away ffpm the unorganized sector.
Thus, we must compare Philippine’ growth rates with growth rates
for Japan during a complete- swing -(peak-to-peak or trough to
trough). Due to data limi;ations, we have to choose between the
period 1906 and 1931 and the period between 1917 and 1937.
Egllgwing from the discus;ioniin the previous secrion,‘the

28Ohkawa and Rosovsky, op. cit.
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‘Table 7

NUMBER OF NON-WAGE/NON-SALARY WORKERS
IN MANUFACTURING
" PHILIPPINES: 1957-1973
(In Thousands)

" Year . Manufacturing; Factory2
1957 ‘ 616.7 9.9
1858 651.8 10.0
1959 589.7 9.6
1960 fosk 9.2 -
1961 626.6 *%
1962 594.0° 11.6
1963 700,0 12.3

- 1964 620.0 11.2
1965 569.0 10.6
1556 592.3 11.0
1967 637.6 wk
1968 681.0 . 14,3
1369 614.5 16.0
1970 ik 14.9
1971 665.3 15.0
1972 ' 591.2 - Fk

1973 587.1 15.9

lSelf--employed and Unpald Famlly Workers: Labor Force
Surveys (May Series).

2Total Employment minus Paid Employment in establishments
with 5 or more workers: Annual Survey of Manufactures.

**No survey,




35
Table 8
.-Growth Rates of Manufacturing Employment

in Japan and the Philippines

(In percent)1

 Period | .Factofyv Noﬁ—Factory Total
A. Philippines. -
1. 1960-1971 . - L 1.6 2.4,
B. Japan- ...
1. 1906-1917 7.3 1.6 . 3.
2. 19017-1931 1.0 2.2 1.6
3. 1031-1937  10.0 -2.0 ay
4. i906-1931%2 w1 1.9 2.
5. 1917-1937° e .9 C2a
6. 1906-1937 ' s 1.as 2.7

Sources: Philippines: TLO, ég, cit. (Source of basic
data--ASM and Labor Force Surveys),
143,

Japan: - ETES,: Vol. 1 (Forthcoming).

g lSimple average of annual growth rates. "Factory .. . -

- includes establishments with 5 or more workers..
1901-1937 is a trough:to trough period in the long+

swings observed in investment growth rates., (See N
Ohkawa and Rosovsky, op. cit., for periodizatien,) '

2

31917—1937 is a peak to peak period.



36

former is chosen since it is closer to the initial phase of

. 29
Japan's modern economic growth,

As mentioned previously, differencesin population growth
rates had a'véry“impéftaﬁt-iﬁ%iuencéwgiwthé behavior of the
employment»share of thelmanufacturing.sector. This can.be -
easily seen noting that although the growth rates of manu-
facturing employment in Japan (1906-1931) and the Philippines
were both equal to 2.4 percent,the employment share of
manufacturing increased in Japan and declined slightly in the

Philippines,

The small difference between the growth rates of non- v
factory employment is noteworthy since a growth rate of 1,2
percent.to 1.9 percent in employmeﬁt in the unorganized sub-
sector 6f manufacturing implies declining per capita consumption
of the output of the unorganized (énd traditional) sub-sector

in the Philippines and an increasing per capita consumption

29The negative growth rate for non~factory employment
from 1931 to 1937 is not entirely due to cyclical factors.
Since the share of factories in both output and employment is
much higher in the 1930's than in the two previous decades,
growth of factory employment had a much bigger effect on
labor supply to the unorganized sector in the 1930's. The
1930's was also characterized by a sharp decline in Japan's
terms of trade and by increasing militarization of manufacturing
activities. - '
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in'Jépan."This is so because the products from the unorganized
sub-sector of manufacturing are largely non-traded and because

Philippine population growth is much higher.

Thus, .the Philippine manufacturing sector did not become
a net absorber: of labor because:the rise of factories, while
- directly creating employment opportunities, also indirectly - -
displaced-workers. in the:unorganized sector since the outputs
of non-factory and factory activities are to some extent

substitutes for each other.

o

- Why then was.the displacément effect much weaker30 in
Japan tﬁ;n in the Philippines? We will not form any testable
.hypothesis, but we surmise that factors related to domestic
demand are as important as differencesin productivity. When
Japan was forced to resume trade with the rest of the world,

domestic demand for a wide range of indigenous goods was

already strongly established.31 Demand for western-type goods

OJapan, of course, also had similar problems. Some
government officials, for example, attributed balance ‘of pay-
ments problems in the early Meiji era to the allegedly excessive
experiditures on ‘imported goods of prosperous farmers and land-
owners. Arthur Tiedemann, "Japan's Economic POPngn Policies,
1868-1893," in James Wilham Morley (ed.), Japan's Foreign Policy,
1868-1941: A Research Guide, New York and London Columbla
University Press; 197.4. = .

81 Even in modern Japan, indigenous goods are still very much
in evidence. See Henry Rosovsky and Kazushi Ohkawa, '"The Indigenous
Components in the Modern Japanese Economy," Economic Development
and Cultural Change, Vol. 9, No., 3 (April 1961).
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grew but not as rapidly as in a young country which is still,
to use a familiar line, in the process of becoming a nation in

an age of high speed mass communications.

It is, of course, hazardous to draw any policy implications
without the use of a comprehensive model which can take: second-
order effects into consideration., In addition, policies directed
towards -influencing tastes and preferences may have strong ideo-

logical implications.

At this point, we can only ask questions for which we
have no ready answers. We could, for example, ask whether or
not-non-factory employment in the Philippinhes would have grown
faster had the Philippines followed a more liberal trade policy.
On the one. hand, we could say that as in the case of Japan,
competition between the factory and the unorganized sub-sectors
in the product market would have been less severe if trade
liberalization induces a greater volume of manufactured exports.

There might even be a greater level of handicraft exports.,

ngher tarlffs and- 1mport quotas on flnlshed products
on the other hand may”perform a very important functlon. They
.mmay slow down the alteratlon of domestlc tastes and preferences.
One common problem of contemporary LDCs is that tastes and pre-

ferences tend to be westernized faster than producticn methods.
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Foreign-type goods, in other words, compete with traditional

goods regardless of whether they are produced locally or abroad.
Thus, although it is obvious that policies which penalize exports
of manufactured goods should be changed, it is not equally obvious
that trade pollcles should be radlcally liberalized. Tarlff

ratlonallzatlon" should not be equated with tarlff reduction.

We can ‘also speculate on the employment effects of the
urban bias in Philippine development policy. In Japan, there
probably was some bias against the rural sector as well since
the land tax was, the principal source. of government revenue.
But ther;mﬁere,countervailing factors which tended to raise:
the income of rural families. The increase in sidework act-
ivities of peasants, the fact that most female workers in the
textilejindustry we%é recruited froﬁ the rural éreas, and that
proopefous farméfs and iandowners invested in the rural éeotor
suggest that Jépanese‘ecooomio development was leso biéseo32

against the rural sector than the Philippine experience. Since

328higeru Ishikawa, for example, thinks that net resource
flow from agriculture in Meiji Japan, if there was any, was
mainly due to the output-raising effects of basic investments
and technologlcal progress. Shigeru Ishikawa, Economic Develop-
ment in-Asian Perspective, Kinokuniya Bookstore, Tokyo 1967,
Chapter 4.
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there was dualism in consumption behavior = between modern and
traditional sectors, demand patterns were much more favorable
for the unorganized manufacturing sector in Japan than in the

Philippines,

The above discussion, however, is_éomewh;t anomalqus
since in the preceding séction we.stated that the period befqre
1914 to 1917 is more relevant for our purp§ses than the perioa
after. It is safe to say, on the other hand, that if we had
data for peak to peak -growth rates in manufacturing employment
covering the period between the 1890's and 1917, our observation
wild.remain or may even become more distinct. The quantity of
silk produced using traditional methods was, for example, rising

until the beginning of the 20th century.su

Thus 1f seems that it may not be p0581b1e to 51gn1f1cantly
reduce the level of 1nequa11ty by 51mply changlng policies that
affect the manufacturlng sector since the rise of factorles,
perhaps unlike the rise of large sgale fleS, is a necessary

consequence of the initial phase of modern economic growth,

SaAllen Kelley and Jeffrey Williémson, op. cit.

3t Katsuo Otsuka, "Technological Ch01ce 1n the Japanese
Silk Industry," (draft). '




In the very long run, however, the labor absorption
performance of the manufacturing sector may improve:_.Thg’,“v'
‘employment share of factories has risen gradually in the
Philippines to about the level in Japan in the 1910's (Tables
wé'anatib). Thﬁs'pfovided tﬁaf“the factbfy séctor maiﬁtains
the same growth rate in the future, its employment effects
will become more significant. In Japan, this meant a decline
in agriculture labor force after World War'i, In the
Philippines it may imply a.reduction in the growth rate of
the ‘labor force in the service and/or the agricultural sector.
Thué,it*ig important to ask whether or not éﬁployment'in the
organized manufacturing sector can keep on growing at over
6 percent per year under present policies (which are allegedly

biased against'ekports) and world trade conditions.35

Dualism in Manufacturing

One important feature of the Philippine's industrial- -
ization program in the 1950's and the 1960's was the government's
policy of encouraging imports of capital goods via low tariffs

and interest rates and cheap foreign exchange.  This, according

35The First World War for example, was very timely for
Japan in the sense that it prevented a downturn by stimulating
exports. o '
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Table 9

Employment in Manufacturing

Philippines
Number employed Percentage employed
(Thousands) _
factqu. ' Non-Pactofy Total Factory Non-Factory

1956 206 756 962 21.4 78.6
1957 224 781 o 1,005 22.3 77.7
1958 228 699 827 24,6 75.4
1959 239 753 ' 992 V2u.; 75.9
1960 wg  wer 1,036 24,0 76.0
1961 n.a. - m.a.’ o 1,026 ' n.a. ‘n.a.
1962 . 278 TR . 1,052 26.14 73.5
1963 __ /'309  sag 1,139 26.3 73.7
1964 316 929 1,245 25,4 7.6
1965 324 . 777 1,101 29,4 70.5
1966 . 327 . . .902 . 1,229 26.6 73.4
1967 n.é.‘ n.a. 1,223 Nede n.a.
1968 sy~ sw0 1,234 31,9 68.1
1969 402 1,000 1,402 28.7 71.3
1970 4ou 1,086 1,472 27.4 72.6
1971 421 1,018 1,439 129.3 70,7

Souﬁdes:ull. Facfofy employmenté Annual Survey of Manufactures
~ (Establishments with 5 or more workers).

2, Total manufacturing employment: Labor Force
(Household) Surveys (October series, except for
1964, 1968, 1969 which are from May series).

. Notes: 1. Non-factory employment is computed as a residual.

2. No survey of manufactures in 1961 and 1967.
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Table 10

‘Manufacturing Employment

e . Japan
(Thousands)

"

Total Factory Non—Factory1 $ Factory % Non-Factory

1909 2,931 821 .. . 2,110 . 28,0 72.0
1914 3,000 1,009 1,991 33,6 66.4
1919 4,295 1,808 Coame7 w2a 57,9
1920 4,577 1,758 2,819 384 T6L.6
1925 4,813 1,996 2,817 41.5 58.5
1930 w.7s84 1875 2,879 se 60.6

1935 5,380 2,620 2,760 4.7  51.3

.Soyrces: TFactory: Ministry of International Trade and
o 7 Industry, op. cit.

“Totéi:‘ZLTESz Vél.uihﬁbeffhcoming);

lTotal less Factory (with 5 or more workers)e. . ... ...
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to many critics, resulted to excessive capital-intensiveness in

the (modern) manufacturing sector.

The policy makers in Meiji Japan.also. encouraged the
importation of capital goods and technology. But because the
Japanese government at that time did not have tapiff autonomy

“to’ protect the manufacturlng sector and was in a rather tight =

"flnanc1al p051t10n,'1mports of capltal goods by the manufacturlng

sector ‘Wwere not as extensive as in the Philippines.

In spite of these difficulgies, the cagitgl-labor ratio
in the manufacturingjsector continued to rise from the very
staffge‘at rates that were probably‘hot very different from
those in the Philippine manufacturing sector. Thus, it:§eems
that the capital integsity in thg Philippine maqgfacturingv
sector would have risen as well even if the government had

S e 37
chosen less protective measures.

It can of- coursehe argﬁed that'the 1n1t1al level of the

capital-labor ratlo in manufacturlng was much higher in Post-

war Philippines than in Meiji Japan. But because the level of

36Ohkawa and Rosovsky, op. cit.

e’
3‘E‘or both countries, data on capital stock are probably
the least reliable in comparison to other types of data.
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technology in the early 20th century was very different from
the present levgl, we would not pe in_gﬁppsition to gva;uate
the comparative absolute levels .of the capital~labor ratios
~even if weé had relidble data. ~Wé will thervefore use a diffe-
rent approach by comparing the timing and the extent of du&I§§%3“f¥;7_:?

_in menufacturing in the two economies.

. It is widely accepted that the dualistic structure in
_-manufacturing measured in terms of inter-factory-size differences
~in labor productivities, did not become important in Japan until
~after the 1920's., There were differentigls in wages and.labor

productz;ities as early as 1909, but they were relatively small

and observed only in industries where small firms paid below-

38
average wages.

-

In contrast, dualism in the Philippine manufacturing

that productivity differentials in the Philippines were even
wider than the differentials in Japan during the .1930's~--a
period when the.differentials in Japan supposedly widened

(Table 11).

38Yasukichi Yasuba, "The Evolution of Dualistic Wage
Structure" in Hugh Patrick (ed.) op. cit.

... .Sector appeared at a very early.stage of. development, It-seems- -~ - -
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Fip e o Table 11 ¢

{

" INDEX OF GROSS OUTPUT PER WORKER BY FACTORY SIZE
Index=100 for 50-99.opératives:

A. Japan
Factory §1Ze Coh CLIA Tt P6T

(No. of _
Operatives) 5 - 9  10-14  15-29,:-30=45-: 50499 -100-189: 200-499 ° 500-999

1929 +68.7F 72,5 - 78,6, .87;0:7 100,0-: 163.2 7 7122.8 95,0
1932.. -..68:3° 76,4 . 80.5. . '91:6::.100:0 - 102,8 ---311.7- 7 110.9
1935 ;- .. .62.8 72.5. 81.7 .- .93.2.:» ‘100,00 1Y7.0. ¢ 132.6° - 136.7

1937 . 6l.1 6542 77.5 8930 100.0 - 112:4 129.4 130.3

B, Philippinesl::w

5-19 20,49 50-99  100-189  200-
1870 3.7 §7.2 100.0 1U5.0 159.0

lValue added.:
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Since the differentials in labor productivities are
largely explained by capital intensities (e.g., total factor

productivities are not very different by size class), one

could indeed argue that by shlftlngnlnéentlves away from large
firms and creatlng a more favorable env1ronment for medlum :

and small scale flrms, employment can be increased wlthout ”

sacrificing eff;.c:.ency.39

Our main;point, héﬁéver, is that the main~~exp1anatibn’
for the poor employment performance of the Philipyile manu-
facturing sectbr cannot be found in the factory’Segtor. Uéiﬁg
small f;;ﬁs as proxies for the cottage sector, it can be seen
that cottage-factory differentials in labor productivity are
even wider (Table 12). Thus, it is easy to see %hj the
"elasticity"uoLéfvemployment with respect to output is greater
in the factory sub-sector than in the manufactﬁring sector

as a whole in both Japan and the Philippines (Table 13),

39 ILO,. Op. 01t.v In 1ndu;£flés where small firms are not

capable of- borvowing forelgn ‘technology or are dependent on
large firms for technological 1nputs, the above -argument does
not. apply e .

4o Strictly speaking, the ratio between' the rates of
. change in employment and output cannot be called elasticity.:



Table 12

Gress Output per Worker
in Small Establishments

;. Relative to Large.Establishments .- ..
Japan and the Philippines

Jépan - o Philippineé
(Year) (1) (2) 7 (Year) ~ (3) 7
1929 70.8 73.1 1956 us.s
1930 71.2 71.8 1957 ©° 43.5
1931 75.8 77.7 1958 43.9
1982 -~ - 71,2 LY 1959 - 39.1 °
1933 59,8 - 60.7 . 1960 ‘43,8
1934 58.2  58.3 1962 28.1
~1935  54.7 57.0 1963 29.2
1936 54,0 TUsu,2 1964 35.2°
1937 . 54,2 56.6 1965 3u.6
1938 58.0 61.1 1966 3u.1
o 1968 32.4
19687 26.u
1970. 25.7. -
1971 25.6

Sources: Japan: Census of Manufactures

tj*”“‘"Philippinés?f”Annual'Sﬁfvey ofnﬁanuﬁactdrés

(1)~ - Output per worker in establishments with'5 to 14
workers divided by output per worker in establish-
ments with 15 or more workers (in current prices)

X 100. . . . o ey

(2) " Output ' per worker in establishments with 5 to 29 workers
divided by output per worker in establishments with 30
or more workers (in current prices) X 100.

(3) Output per worker in establishments with 5 to 19 workers
divided by output per worker in establishments with 15
or more workers (in current prices) X 100.




" Table 13

Rates of Change in Manufacturing

) Outputl_andﬂEmployment

(In percent)

49

A. Japan (1906-1931)

. Employment
Factory o bol

Manufacturing _ 2.4

-~

B. Philippines (1960-1971)

Factory3 6.2

Manufacturing 2.4

Output
8.52

6.2

Bl

Ratio (1%2)
.48

.39

.38

lGrosé‘outh{ for factory, value added for

2;909-193;

3With_.QO-or more workers.

manufacturing.
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As long as demand for products of the cottage sector groﬁs at
a substantially lower rate than déméﬁd for factory output,
the "shift" effects'will”be=the?majormd§términant of the
responsiveness of manufactdriﬁé“empid§m;g%"fowchanges in
manufacturing output. This aisd eiﬁiaiﬁé why the over all
T employment “elasticities inthe manufacturing-sectors-of - o
Japan and the Philippines were almost equal inspite of the
fact that employment elasticity in the factory sub—secto; |
Qéé mucg higherzin the Phiiippinés (Table 13, col. 3).
The labér-saving éffect of an increase in the output sharé
of‘faé%éries in total manufacturing output was greafér iﬁ
the Philippines because the labor pro?uctivityvdiffepentia;
between the cottage and factory sub—seéfors was w{éé;ﬂiﬁﬁdu

the Philippines.

Thus, we are left to conclude that even if the

' Philippine factory sector shifts toward more labor-intensive
techniques, demand for labor will not grow very rapidly
unless“m;ﬁufacturiﬁgHoutéut gréws at'very high (éay over 10
percent per year) rates. Since domestic demand fé;:éﬂilippine
manufactured products is probably-élastic, but not overiy’

elastic, nothing short of an export boom in manufactures will

be required. 1In Meiji Japan, for example, wages of unskilled




workers did not rise although manufacturing output' was rising
rapidly. - Wages, of course rose after World War I, -but.then-"
manufacturing output was growing:at fantastic rates (e.g.
factory output in 1918 was almost two times that ofi1912)s.

‘It 15 of.;aa;ae 1m§osaa51e ta émedaat whetheriot not
the Phlllpﬁlnes can exéectwthe same export”prospects. Certalnly,'
it is de31rable to 1mp1ement pollc1es that make 1nternal con-

dltlons conduc1ve to export of manufactures. But con51der1ng
the uncertalntles 1nvolved, we would not make such polﬂc1es

LSRR g < S Cee

the central point of a program for equltable growth.

Output Mix and Employment

Undoubtedly, changes in the shares of individual indus-
tries in manufacturing affect labor absorption. As noted
earlier, for example, labor-saving tendencies in the factories

were apparently stronger in Prewar Japan than in the Philippines.

The actual extent of the labor saving in the Japanese
factories, however, may be much less. Much of the change in
the aggregate labor-output ratio may be due to changes in the
sex-ratio (only 38.6 percent of factory operatives were male

in 1909 compared with 47.1 percent in 1930) and output mix.



“From a: static point:of view, on the other hand, Philippine
factory employment would éertainly be higher if her ouwtput mix
were more similar to Japan's. Thus, we should qualify our pre-’
vious (and.rather pessimistic) conclusion’since, theorétically
at least, Philippine factory employment can grow much faster
than factory output if much of the growth comes from labor
1ntensive 1ndustry (e.g., garments) Thls,'of course, wlll
imply greater empha81s on manufactured exports. But because
the world trade cond1t10ns>1n the prewar perlod were very
dlfferent from the present condltlons, 1t 1s very hard to make

any comparlsons .




Table 14

Industrial Shares in Factory
Gross Output and!Labor Force
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Industry

Labor_Force ;? i

GrossiOutput

Japan, 1909 _ Phil. 1952vi,gapapH}9QQ; Phil. 1962

Food, Tobacco
and Beverages

Textile and
Products

Lumber and Wood
Products

Chemicals

Stone, Clay and: -

Products
Metals
Machinery

Printing and

Book-binding -

Miscellaneous '

Total

9l

62.8

2.9

3.7

6.1

2.7

100.0

32.0

21.1

1057

6.7

9.5

1.7

100.0

N lo.l S SEE

6.5

1 100.0

50.7 11.3

2.6 0 5.8

1605

4,2 6.9

5.4 8.1

2,0 5.4

3.5;2 E e 8
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WAGES

The trend in wages in the modern sub-sector of Philippine
manufacturing is con31stent w1th the sector ] poor labor absorption
performance. From 1956 to 1969, unskllled wages did not show

many Ai;éf”r1s1ng or falling trend. ‘Wages were rising béfore

" 1956" and- falllng after 1969 (Table 15} But the former and

.wlatter perlods were abnormal Mepgfegtuplng.6utp9tmgyevwve?y”
rapidly before 1956 while inflation, for the first time, hit
two-digit levels after 1969. -

el -

It is not very clear as to which set of data constltutes
Japanese unskilled wages. Whichever set of ‘data is used‘ how-.x
ever, it seems .that wages were more or less constant ih Japan
before World War I. Tus31ng, for example, has shown that the

wage of female operatlveo 1n silk reellng 1ndustr1es in Yamanash1 :

-

Prefecture were roughly constant between 1895 and 1911 although
earnings were 1ncreasing due to longer working time.ul One
would get the same conclu51on by using wages of male. agrl—‘Qé~.

cultural workers as proxy for unskilled wages. Product wages

ulArlon R. Tussing, "The Labor Force in Meiji Economic

Growth: A Quantitative Study of Yamanashi Prefecture," in E
" Kazushi-Ohkawa, -Bruce-Johnston-and-Hiromitsu-Kaneda, -Agri-.... .. !

culture and Economic Growth: Japan's Experience, Tokyo:

University of Tokyo Press, 1969.
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Table 15

Real Wage Index

Industrial Establishment in Manila and Suburbs

Skilled Unskilled
1950 119.7 90.6
1951 103.6 90. 3
1952 112.6 103.2
1953 119.2 109.9
1954 121.6 116:3
1955 122.8 114.6,
1956 120,0 113.4
1957 117.5.. 110.2.
1958 17,7 107.2
" 3959 120,77 109.1
1960 115.7 104.8
1961 113.6 . 105.7
1962 108.7 102.9
1963 106.0 102.8
1964 102,1: % 99,1
1965 100.0 100.0 . -
1966 99.6 101.8
1967, ©.98.1. ... .100.3
1968 11036 109.1
1969 " '106.9 112.0
1970 199,33 108.5 ¢
1971 . 91.3 101.3
1972 86.8 97 .4
1973 82.8 90.4
1974 67,2 7205

1975 6u.5 72,6

Source: Central Bank of the Philippines, Statistical
Bulletin (Basic data from private firms).
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showed rather wide fluctuations»but_gid not show any secular

trend (Tab_;!_.e 16). N

f;ué;iif tﬁere is anything in common between Postwar
Philippines and Meiji Japan, it <is the stagnancy of unskilled
wages. This.isﬂ;ot surprising. The Philippines has a more
favorable mas;land ratio but has a much higher labor force

growth rate.

Agricultural wages in the Philippines, howéﬁgr; seem
tb be decliﬁiﬁé;' Unlike the rec%nt decline in the manufac-
*"turing sector which can be associated with hyper-inflation,
the decline in wages in Philippine agriculture seems to date
back to an earlier date. Thus,.ét first glance it seems
that intersectéral differentials, behaved rather differently

in the two economies.

It should be noted, however, that agricultural wages
in Japan follow a very cyclical ﬁattern.uz When employment
opportunities:in the manufactﬁrigg,sector were scarce,
manufacturing wages did not fall; ‘whereas agricultﬁfal wages

fell. When démand for labor in ﬁénufacturing rose, on the

quhkaﬁa and Rosovsky, 923 cit.
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Table 16

1
Wages™ of
Male Agricultural Workers in Japan

(1894-1900=100)

. ..Annual Contract -~ +Daily'Contract *

Workers Workers

TN

894 o 91.3 | e .. 97,8
1895 ) 98,7 | 100.6
1896 . 1 9,5 R 101.6
1897 - 106.9 - ST 103030
1898 1011 ~101.9
1899 " 108.5 103.9
1300 o 93,8 7 90.9
..1901 . 106.0. .t . 105.8
1902 . 105.2  108.2
1903 1011 99.1
To04 ¢ © 1028 7T gl
. 1905 - 103.6 . . 99.4
1906 TSR 92.6
1907 o 97,9 89.8
1908 SERESL A 108.5 ou.3
1909 111.8 99.3
1910 Co T a12ae T T 100.8
911 ©103.6.5 . - ey.7
1912 101.1 90.2
1913 98.7 T Tes.0

Source: LTES, Vol. 9.

1Nominal wage divided by the implicit deflator for value
added in agriculture.

O B
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other hand, the firms would rather increase recruitment expend-
itures to hire workers from the rural areas so_that agricultural

wages rose faster  than manufacturing wages.

" We ééuié“fﬁérefore say that the recent trends in the
Pﬁilippines resemble the patterﬁé_in Japan during the dowﬁ
swings, in,hoth economies, the‘relative scarcity of jobs in%
modern manyfacturing sector which was due to down swings in
business activity in Japan and'fo high labor force growfh_
rates in the_Philippines, did not.ﬁring about a decline in
wdges in modern manufacturing. .The burden of wage adjustment
was placed 'on the other sectors;' Conversely, this may‘imbiy ‘
that as employment opportunities in manufacturing expaﬁd in
the Philippines, the greatest beneficiaries will not be'%b%kefs
who already have jobs in manufacturing but those workers who

are holding relatively low paying jobs elsewhere.u'3

We are of course not discounting other reasons for the

declining position of the workers in the Philippines' traditional

.

**In this sense there is no "surplus" labor in agriculture.

See Koji Taird, Ecoriomic Development and the Labor Market in Japap.
New York: Columbia University Press, 1970, S
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sectors. The relative neglect of agricultureuq in the past
together‘wighbthe“ponoentrationaofiland.ownershipfprobably
intensified the deterioration of the relatlve position of

the agricultural worker. o

Sklll dlfferentlals:aré lesshtﬁactable. In Japan,
average manufacturlng wages‘had been rlslng even when un—;
skllled wages were stagnant. ‘This implies that.wages of .-
skilled workérs were rising: “'This can perhaps be explalned

by the relatlve scarc1ty of skllled workers, 1ncrea81ng skllls

and changing occupational mix.; Sl i

P

-

The:trend ina#ﬁé Philinpines seens quite’ different,
Skilled laberers, according to" Centra1 Bank flgures, have‘_
not fared better than the unskllled workers (Table 15 and
17). The t}pe of workers included in the index are, however,
not directly comparable with Japanese data. Slnce the per-

formance of skllled wages 1s a very 1mportant deternlnant

N

i Hayam1 and Ruttan, o OP. cit., R. L. Tidalgo used
household survey data to show a narrowzng of cash earnings
differentials between agricultural and non-agricultural
workers and attributed it to the dispersal of high yielding
varletles. Rosa Linda Tidalgo, " "Wages and Wage Structure
in the Philippines, 1957 to 1969." Ph.D. Dissertation,
Unlver51ty of Wlscon31n 1975,

)




1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
19563
1964
1965
1966
1967
1968
1969
1870
1971
1972
1973

Table 17

Wage Différéntials
(Industrial Establishments in:Manila and Suburbs)

Common Laborer eQuéls 100

60

Cigar

Black- Boiler- & cigar Com- Fore- Lathe- Lino-
smith man _aker positor  _man man typists
122 10 100 196 195 167 253
117 140 © 113 187 182 157 238
124 1y 105 183 183 156 235
133 14y 101 84 196 164 239
123 150 99 172 194 158 228
1122 148 100 160 197 153 221
123 147 100 161 202 142 216"

1 156 108 158 206 158 223
119 159 125 156 209 157 221
121 163 121 158 212 156 212
122 159 127 159 215 143 206
120 155 133 150 209 135 194
118 162 - ;. . 112 138 . 205 131 183
120 159 11 138 . 208 132 191
115 150 116 128 207 125 185
111 152 113 7 7128 200 124 178
112 153 107 121 194 129 176
104 150 97 149 187 119 165
104 46 87 117 188 116 166
102 ] 85 110 180 109 153
101 134 87 108 178 . 110 150
108 - 129 8y 128 178 108 155
115 131 8k 124 184 116 156
Source: Central Bank, Statistical Bulletin.
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of labor's share in ocutput, we will:refrain fromcdrawing'nf

. 5 . N . s o
inferences, : . . : S o e .

Labar's Share in Manufacturing Output "~

Due ro Aata llﬁltatlons we will compare factor shares
in establishments with 5 or more workers only.? Although thls
does not enable us to make direct:comparisons; it minimizes
the problem of imputing incomes for  non-wage' workers who

constitute :the majority in the unorganized sectors.

-~

For the Philippines we will use data from the Annual
Survey of Manufactures. As mentioned earlier, the degree of
undercoverage is inversely related to establlshment size. In

the final paper, we will try to make the necessary adjustments.

For Japan we will use Mataji Umemura's estimates of

4 . . . .
labor's_sheres.wsfwggsnestgpeteszof net::output for the period

“5Wewwill-try;to ihcludezbetter data in‘the fihal paper.

Y

46Matajl"Umemura, "Labor ‘s -Relative Share An- the Japanese
Manufacturing Industry Since 1800," The Annals of the Hitotsubashi

Academy, April 1958.
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before 1929 were based on the GRJE which relied heavily on

the Nagoyavseries.u7 . It should be noted that the Nagoya
indexes overstate the growth of overall manufacturing* '
production since it included only selected commodities

with gross values exceeding ten million,yen.us,jﬁut becausé™
we w1ll compare labor shares in the factory sector only,

thls is not a very serious llmltatlon.

A more serious data constraint is the fact that value
added was not estimated in the censuses before 1929 so that
the GRJIE estimates of net product had to be based on bench-
mark estimates of net product ratios for 1930. As a result,
we cannot compare

a. absolute values of labor“shares in Japan

with those”in the Philipoines;

b. Year to year fluctuations in labor share.

47Kasuzhi Ohkawa ‘and ‘others, The Growth Rate of the
JaEanese Economy Since 1878, Tokyo: Kinokuniya Bookstore,
1957. .

a.ggaYuiohi Shionoya, "Patterns of Industrial Developmént"

in Lawrence Klein and Kazushi Ohkawa (eds.) Economic Growth:
The Japanese Exgerlence Since the Meiji Era, Homewood, Illln01S°
. Rlchard and D, Irwin, Inc., 1368, . e
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The series, however,’iSVStill useful for estimating
overall net product ratios for the entire préwar period.qg
Thus, although we cannot use Umemura's figuve for evaluating
short term fluctuations, we can use it for comparing long

REREE

term trends.

For Japan, the labor shares 'in the factory sector
showed a sllghtly decllnlng trend untll 1914, a rapld
1ncrease between 1914 and 1926 and an equally rapld decllne

from 1926 to 1938 (Table 18).

- TS P . AT
Il L Lk L N [IRTR

The trend for the Philippines:on the other hand, i§
ore of almost’ cdn31stenf decline (Table 19) at both the -
aggregated and dlsaggregated (by 51ze class and by 1ndustry)
leyng.so The -decline was'wery prohiounced and -probably as'lt
rapid as the decline in?ﬁéﬁén aftef“iééB when unskilled weges

declined drastically.

ugKazushi Ohkawa and others, op. cit., pp. 87-90.

5OLeonardo Sta. Romana III, "A Study of Property and
Entrepreneurial Income in the Philippines, 1956-1971" (Un-
published M. A. Thesis, University of the Philippines) 1975,
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{:?able.lS

. Labor's Relative Share in Net Output
(Factory, Sector) . .

ggpan

(9-year Moving Averages)

1904 o 350 0T 1915077 3056 .0 1927 1 u6.u
1905 . 83,9 ... 1916 31.6 - . 1928.- 44,8
1906 33,9 " 1917 3.0 1929  143.6
1907 s3lo 7 1e18° 861 1930 u2.8
1908 32.9 1919 37,7 - 1981 77 TYyo.g
1909 32.6 1920 39.8 1932 41.6
1910 .- 32.8° - 1821°  u1.8 1933 41.0
1911 82.6 .. . 1922 . 43,5 .., 1934. .  39.8
1912 32.0 1923 . 15.0 1935 37.6
19137 8.0 1%y 46.0 | 193  35.§
1914 - 30:3 192570 T Cue,6 i 1937 L35y

1926 ... ,45.8 . .--1938 '~-w‘3ﬁé§r;

Source: Mataji Umemura, Op. cit.




Table 19

Labor's Share in Value Addedl
(Factory Sector)

Philippines

lese L. o3
1957 i*“fi»' 30.9
1958 | 27,9
15 . 27.5

1900 2647

1962 ST e
1963 e 207
1964 S o0
1968 bl s e men ".264.6

Sa9s T T ar0
1968 . . om0

REC R 23,5
1970  26.7
1971 21.7

Sources: NCSO, Annual Survey of Manufactures

lIncludes depreciation
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The main task before us, théfefore, is to try to explain
why laber's share:deq%ined:much mqre,rapidly_in the Philippines
in 1956-1971 than in Japan -in 1914, At the moment, we can
offer only probable but still unverified explanations (which
are not necessarily mutually exclusive):

a. Was the share of skilled labor rising in Japan,
but was constant or falling in the Philippines’
so that although the share of unskilled labor
was falling in both economies, the share of
labor ds a whole fell more rapidly in the
Philippines? '

b, Were the movements in the relative price of
=~~..  manufactured goods more favorable for the
Philippine manufacturing sector? (or did the
users of manufactured products benefit more
. from increased productivity in the manufacturing
sector in Japan?).

c. Did a greater part of productivity increases
in Japan.come from technological progress,
improved skills and technological adaptation?
(or did. capital accumulation account” for a
greater  portion of productivity increases
in the Philippine manufacturing?).

.
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S L B A A TN vl

iiniit oo ot Some Prediminary: Conclusions

Development economlsts often ask whether or not 1t is

e e b e s
0 ShRx TEITE 0

mere dlfflcult for late -comer countrles to develop In the

same veln we can ask whether or not growth in late -comer

countrles tends to be less equitable.

As far as the Philippine manufacturing sector is concerned,
it seems that factors making for.increased income inequality are,
as a whole, stronger than factors that contributé €6 a narréow-

ing of income dlsparltles. In addltlon, it seems that the

fav
._~|-.' e

growth of the manufacturlng sector in the Phlllpplnes has been

o R S NPT EL ATttt Rl AN RFER SR

a greater source of 1nequa11ty than the growth of the manu-

.. {(: CrE T T Ty ETEAS

facturlng sector in Prewar Japan.

Dualism: din manufacturingy: for example, did not become- -~
a prominent feature of the-dJapanese: economy at the initial -~
phase of her economic:growth, The inter-factory-size differ-
entials in-labor. productivity in the Philippines, on the other
hand,ﬁappeareé at a very early stage and are wider than the
differeptialswin‘Prewar-Japan.

Thus, it could indeed be argued that in some respects,

the so called conflict between growth and equity may be more
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imaginary than real and that a redirection of incentives towards
small and medium size industries.may téntribute to both efficiency

and equity.

Bven after ehlstlng polrcy blases agalnst small and
medlumlscale flrms are corrected however, growth in the .manu-
facturlng sector may remain a net source of 1nequa11ty One
of the few direct lessons that can be learned from a comparison
of -the experierices of Japan and‘the'Philippinee,'is that borrow-
wing technology from more advanced countries inevitably creates"

a dualistic structure.

e Furthermore, the more 1mportant reason why the labor

absorptlon performance of the Phlllpplne nanufacturlng sector .

R SR

has been relatlvely poorer than that of manufacturlng in Japan,
is the weakneas of the 1nd1genoue components of Philippine
manufacturing.” Both demand and productivity conditions ‘in the
Philippines”have ‘been less conducive to’érOWth of emploﬁmehtﬁ’) “
in the unorganized sub-sector of manufacturing: EﬁpldYﬁeht i’
the -factory sub-sectér-must therefore grow miich -more raoidly.
Thus, nothing short of a sustained boom ‘in ‘the ekﬁort“of*manﬁ;4
factures would be required to make the manufaetarihgwaector a ”

contributing factor to the reduction of income inequalities.

Otherw1se, we must search elsewhere for pollc1es that w1ll

Ty

promote greater equity.
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