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T Table 15
oo i T

. U.S. AND JAPAN CONTRIBUTIONS TO CHANGES IN . .
PHILIPPINE TMPORT PRICE INDEX AND EXPORT VALUE, 1971 1976

™

Item 1971-72  1972-73 - 1973-T4  1974-75  1975-76

e ® et o b e sy
Import: price index ' R C AN SR R T TR
United States CTL070 T T A28 VIIDB8 Bel UG el
Japan .469 .395 0 L1100 2EA01SGT o meass

=~

Export value
Unlted States ) 411 280 .636 1 072 1 281

.818 402 . 322 .198 ) - 815

Japan __

*_ ,
Based on export unit value for manufactures:from the:two countries..

Source: Calculated by the author as described in.the text, ..
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SRNLT T e Ao e dei L
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the United States and Japan.al6 Overall, significant export instability
is attributable to the United States during 1974-1976; on the other hand
Japan contributed heavily in 1972 and, in the opposite direction to the

total export change, in 1976.

The trade balance figures given in the last line of Table 16 indicate
that Philippine trade with the United States has consistently been on the
surplus side during the period, except in 1975 when sugar exports fell
drastically due to the loss of preferential treatment among U.S. importers
with the expiration of both the Laurel-Langley agreement and the U.S. Sugar
Act in the preceding year. Among other important export products to the
United States, copra ceased to be exported significantly beginning 1974,
giving way to the expansion of coconut oil exports to the United States.
Shipment of canned pineapples has also increased substantially since 1873

despite the observed downturn of the U.S. economy.

While imports from Japan continued to increase during the period

(cf. Table 17), export receipts suffered progressive cuts immediately after
T —

the export boom of 1973-74. The result was a continuous deterioration of
‘,/’/————\—_‘

the Philippine trade balance with Japan from the $156 million surplus in
1973 to a deficit of $355 million in 1976, the latter amount representing
more than one-third of the total merchandise trade deficit for that year.
The principal export commodities heavily dependent on the Japanese market,

viz., logs and lumber, copper concentrates, molasses and bananas, appear to

3OIt is worth noting that the value of Philippine ekﬁorts to each of

these two countries declined slightly in 1972 and relatively sharply in 1975.
In 1976, however, exports to the United States increased even as exports to
Japan declined further.
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Table 16

PHILIPPINE TRADE WITH THE UNITED STATES, 1971-1976 ...

Ttem 1971 1972 1973 1974 1975 1976

($ million) =~ 291.2  312.6 449.5  733.0  754.3  801.
HETHOLT e Tt (2u,8) o(25.e) ¢ (28.2) (23.3) 0 (21.8)  (22.

Y Y

Bibsfts ‘ s . fpeeeo, : S L
($ million)  459.5 446.6 676.0 1,156.7 664.3  924,L
Bk R : (vo.4)  ~(u0.4) (35.8) ~ (u2.5) (28.9)  (835.¢

Sugar (thousand m:t.) 1,384.7- 1,210.9" 1,410.7 1,27576 7328.7 ‘ 960.¢
- (100.0)  (100.0)  (95.7)  (82.7) (33.8)  (6S5.¢

Copra (thousand m,t.) 187.2 222.4 211.3 10.0 - -
B ST H7,0)5 5 (24.0)  (28.8) O (3uTY 0
Coconut oil B o R A AR L SO
(thousand m.t.) 292.8 336.3 271.7 298.2 473.8 556.L
(73.7)  (72.2)  (63.6) (71.7) (77.1)  (6k.!
Plneapple : o | o . L
(thousand m.t2) "~ “" 55.1 %7 “B3d;3°-% 40,67 79:8 ‘86,17 -138.:
(54.9)  (49.3)  (uu.7) (68.3) (7.0)  (70.!

Trade balance . , Canbd
($"million)” - 4 168.3  134.0 - 226,570 42307 1 -904047  122.0

ﬁ.ri.f,.’.T'.’i":“.:'jf"f'.'.Tf“‘:f S VR o L IS TR O NP B A SO S U ARSI I 5 S RN

N enTs Y

CNBeY Vot oo R EREN afomgsn fen conoaos perrilrenen o
Notesi( Numbers in parentheses are percentages of total 1mports or expor
“ for the: year, A

‘m.t.7 % metric ton.
Central Bank of the Philippines, Annual Report (1976) and ... . ..
Statistical Bulletin (December 1875).

fedt i gy e e
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Table 17 \

[N
i
[
A}
2
})

: “ PHILIPPINE TRADE WITH:JAPAN;:4874-197625 2 2 (o ~oF rime
Item o 19717 T2 1973700 g9y 7l hede

ol TS

Imports.. .+cine oo S Then BEO Ry SETEI R ena ERerocry e or
($ million) 359.1  390.8  518.5 ' 86L.6  ''966.3 "9
REEN AT R A =Y s Tt At (30-«3 ),u\ (,~3<11 .8 ), i (,‘32\. 5) . (27- 5)\ (27 9) ”f(

Fiissw

76 %
26.9)

[ m G’u

Exports: ;- VIR Tt P LRmOL IRt s e i b Ree eemersf o E PR -
(s mllllon) 398.6  373.4° U e7u.5 0 T 9ug,2 ‘"U8e5.0 " “B¥1.5
o matosh RS (,35 .:_1): e g (33-8 ) ( 35 8 ) ( 3‘4 8) (37. 7‘_)', o ()2’4- 1)

Bananas (thousand m.t.) 266.6 . 412.0 ~  458.0 ~ 6uu.h 741.8  701.3
(99.8)  (97.5) (98.3) (97.2)" (90.7) “EYI1)

'”Logs & Limiser (Thiousand* M LENNITIC o SEp S gy B0 5 LAnT
TR R YO nne . e t ) 2 908.0 2,440.3 2 456 8 1 620 3 1 323 4 667.1
TR R e VTG TABIE)  ATOBY ~HKREDPE (B <n(56:5)
CoP‘pér'conc’én‘trates TRD e lenelarennon e rned tene oo Lot porn i osAT
(thoqsggg q%t,}h o 658.1 .. 669.8 671.9  778.6 681.6 736.2
TTroe Ty U (80.,7)Y t(8t.n)  cn(88.0)2l (93.8) n(85¢3) ~if78ul)
Méié§§g§® SRR mnic oy el o iea e gsol i wpoodT Jhofaag
(thou§§ggnm&§.l_m‘ 392,8‘h“ 325.9 549.5 612.8 589.6 n.a.
U e (80.8) "' (91751 778L€90.7% +(93.5) (87.5)enu

v
'-.f}

Trade Bafamae® “/71 "0 wngsl oot GYRE gnbeh o CeTELiAntaat
(.§-million) . 39.5  -17.4 156 .0 84.6 -101.3  -354.9

DR e [ DTN BRENTIN g FRAE SRR R S B P

Notes: Numbers in parentheses are percentages of total 1mports or expor’ts for
the year. e s et e

s StatJ.,stJ.Cal Bulletln (December 1é75)
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have been adversely affected by the recession in Japan in varying degrees.
Logs and lumber exports show a sharply declining trend beginning 1973. The
downturn for molasses and bananas came in ‘1975 and 1976, respectively. 1In
the case of copper concentrates, it was widely publicized that contract
_obligations Qéfé"béing'Vidlaiéd'5§“Japéﬁé3e'impéptéﬁé”thihg’fb reduce
- inventories-at the height of the-recession;by-1976- a--fairly strong- recovery-
of copper exports seemed underway. While 55% pf.Ehilippine exports?pf
'sugér ﬁenf to Jéﬁéﬁ:ih 1555 (aﬁounéiﬂgifs $3£d‘£§iiion), which constituted
a remarkably large shift out of the»traditional U.S. market, shipments“iﬁ"
1976 fell precipitoﬁéiy éo Séb miliion, illuStrafihg the high degree of

uncertaiﬁty‘atteﬁﬁiﬂg3expoft sales of this commodity.

Tabi;f;S gives data on capital_inflows from Japan and the United States
iﬁ the formusf develbpment loans31 éﬂéiﬁét diféétvinvestmént during 1971-1976
The terms of development loans are concessional, with interest rates mostly
withinf3—$% and'maturities'ﬁetween 10 to 50 yearéfinclusive of‘fﬁéféfaéé o
period. Ihe pattern of loan assistance by the two countries seems erraticy
but theﬁe;;é nozeQideﬁce of 'a .significant effect of the recent eéohémiciv
instabi;ity, except possibly during 1976 for Japan which indicates :a sharp:
}dro;. iﬁ tﬁe case of direct investménfs, the'éﬁﬁstantial impré%éﬁeﬁflaftér

1972 may be attributed to the new investment climate engendered by the =~

31The grant component.of"development assistance .from-bilateral sources

to the Philippines has been relatively small, as exemplified by the amount of
official grants ffqmjthe.UnitedﬁStates-averaging~less1than§eneamillion;dgllar
annually during 1971-1976 according to Central: Bank data). . From multilateral
sources, principally U.N. agencies, the averageé annual grant flow has been
slightly above $12 million during the same period.
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Table 18

DEVELOPMENT LOANS AND DIRECT INVESTMENT, 1971-1976

(in million U.S. dollars)

Item 1971 1972 1973 1974 1975 1976

Development loans
United States® 28.88 69.12 26.20 36.50 50.06 70.68

Japan 48.56 57.07 61.74 56.20 60.35 33.01

Net Direct Investment
United States -1.21 -13.16 51.23 36.41 112.64 47.77

Japan 0.56 -1.31 0.25 8.30 13.59 17.74

#Includes PL 480 loans.

Sources: MEDIAD and Department of Economic Research, Central Bank of the
Philippines (unpublished).
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imposition of martial law which, as noted earlier, also served to countera

any recessicnary effects.

V. Policy Responses

el DT T T TN T TOITE0 GEA S a0l STHINS LI
In reacting to thct\xwuﬁuaL19 fa2e cnémic” fluetuations in the ex

P -t P L
(R SN A RS B SR

sector in recent years, Philippine policymakers have had to contend also w

some exogenous internal developments occurrlng during the period under stu
okt

Thls needs to be taken 1nto account 1n the present discus ~Q,n__for_‘__a_prgp,e_r

understanding of the conduct of economic policy from 1971 to 1976. Some

O.. FaeTmon s

referenoe would also be necessary to the pollcy ad]ustments made 1n the ea

vt. ,: !

part of 1970 whﬂch effectlvely set the stage for later policy dec181ons.

assessment of the pollcy actlons taken as descrlbed below, together with t

e \ st

overall performance of the Philippine economy, is prov1ded in the iaSt par
PSP o o - -

of thlS sectlon.'H“

EER LR

: o

1. Monetary and fiscal policy

As part ‘of the stabilization progfam 1mplemented in 1970 to accompa

tre Ge facto peso devaluation, a policy of ménetary”and fiscalopestraint w

0]

adopted;to:reduce,dgmestiq(liqg;dityﬂgpdacounter,theﬂa cip atedAigflagigw

i e B e e
o J.\"

‘ P
ilit es, of all banks

»

+ - ”- f
resgure. Reserve PGGLI :aTente agaicgt (“p ¢ L2

(7"

wegg_ggiggd’(by % in January and by another 2% in April), rediscount ceil
of commercial banks were lowered and disqualifications from Central Bank r

count windows were made. The overall effect was to hold down the growth ¢

money suppl esB 6.2%. fDomestic credits of the monetary system
\ s '

incressed by 10.9%,‘Tith a major shift in credit pattern from the public t

the private sectcr in support of foreign exchange-earning production activ
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A sharp reduction in public works and other government expenditures resulted
in a net receipt of P107 million in its cash operations in 1970 (in contrast

to an operational deficit of P934 million in 1969).

Restrictive monetary policy continuedthrough the third quarter of 1972,
at which time two internal developments caused a policy shift toward expansion.
In July and August a series of strong typhoons and floods brought heavy damage
to the major food-producing agricultural regions, prompting the adoption of a
Calamity Financing Program which could lend up to P200 million to financial
institutions operating in the stricken areas. In September, following the
proclamation of martial law, "the Central Bank extended some P375 million to
banks on an emergency basis in order to allay uncertainty among the general
public", preventing '"the large withdrawals of bank deposits experienced during
the first weeks of martial law from escalating into a major bank run" (Central

Bank Annual Report 1972; p.4). The result was a 24% rise in money supply and

a 17% increase in domestic credits in 1972, roughly double the corresponding
increases in the preceding year. Fiscal policy apparently still aimed at
reducing inflationary pressures even as expanded expenditures for reconstruct-
ion and rehabilitation had to be made; "the increase in domestically-generated
money was basically a result of increased credits to the private sector as the
substantial growth in government balances made the public sector a disinfla-

tionary factor" (Central Bank Annual Report 1972; p.6.).

The shortfalls in rice production during 1970-72 due to the occurrence
of typhoons, floods and plant disease, together with the failure to procure
adequate rice imports, weighed heavily on the inflation experience during the

period (Bautista, 1976). 1In May 1973 the government embarked on a massive
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credit.expansionfand.fertilizer»subsidy program é3lled "Masagana 99" to de
erate the recovery from damages to food crops and alsé in ‘support of the 1
held objective of food self-sufficiency. ' This program was desighied for sm
farmers. to obtain productiqn:gpeditfwithOQt_cgllatengl, avail of. improved

gxtens;og_services‘andiusgumgdernwfarm practices. In the first six months
the ppggrgmfs gperation,_a,totg; cpgdithf\?ass.milligp,gas extgp@ed.,;Ihg
majo;‘sourceslpf credit;werg,rurg;ibanks and;thgnPbi;ipp;ge,Natipnaljﬁgp&m
government-owned qommergig;fbank),.fgnds being made available through nedis

counts with the Central Bank.

R
T

‘Otherwise, contractionary monetary-and fiscal policy:prevailed in '1¢
as a reaetion to the unparalleled expansion of ‘theiexternal: sectoy which
experiggged an -overall surplus;of $66uimillidn;inﬂtheibalance:of payments .-
The Central Bank reduced its own credit’operations; raiséd: teserve requitie:
ments on marginal deposits on-letters of-credit, imposed reserves on deposi
substitute liabilitiesgandﬁsqld3inmopéﬁFmanket3épeﬂati¢ﬁsiPQ billionwoprth:
Certificates of .Indebtedness (€BQIs)cq Current transactiéns of the Hational
government resultedvin;a%supplusamfaRBul?billionvowingﬁtﬁ‘anr@npﬁééedéntédf
increase -in operating receipts of. 85% due to the record~setting dolilestidns
by the -Bureau of Internal Revenue and Bureau of Customs ‘(attributable t6vso
administrative tax and. tariff reforms),'while«operating’expénséSIﬂbséxﬁy'bﬁ
30%. Mainly as a result of the large surplus in the external account; ‘méne

supply expanded by 21%,vtota;:domesticxcredits»ipcreasing by 16%. ..
--.The :severe irnflation beéing experienced in 1974 motivated afiew ‘the 7y
adoption*ofJcontractionarydmonétary*and'fiscal~polinyw;wTOémoderate thie - &xp!

sion~wadomestic‘liquidity,wtheLcentraliBank transacted net sales:of clbse:
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to P1.5 million worth of CBCIs. Interest rates on time deposits were raised
to encourage.longer term supply of investible funds. However, credit alloca-
tion-to.rural areas continuedto be encouraged in support of on-going food

production programs (Masagana 99 for rlce productlon and the newly—lntroduced

: i,,r

Masaganang Maisan for corn), as higher max imum loans per hectare were set
. T AR Do

e

and banking institutions were_?gqgired to set aside a minimum of 25% of their
loaqablg funds for agricultayal a;adit purposea. There: waswav;anaaéuent
growth of domestic credits by 31% in 1974, the hlghest in 25 ;;aiéiq Moneynﬁ
supply reglstered an 1ncrease of 28% despite a substantlal operatingﬁsu;fius

of P2. 8 bllllon in the government's cash operations; this is partly due to
the overall balance of payments surplus of $110 million in 1974 as substan-

tial inflows from nonmerchandise and capital accounts compensated for the

trade deficit of $418 million.

Two tax policy measures introduced in the 1970s enabled the govern-

ment to capture a portion of the windfall profits resulting from the export

bonanza of 1973-74. The first derived from the Stabilization Tax Law of

e

1970 which imposed<£;aporary taxes on traditionalﬂg;;;;zgiSfrom;Ruto 10% ad

‘valorem) to siphon off the gains from the February deya;uatiqp;lthis law‘was
subsequently repealed but the export taxes were made péﬁmanent effaqtéye
July 1, 1973 by its inclusion in the Customs and Tariff Code.. MofééQ;r, in
February 1974, President Marcos announced the 1mpos;tlon of/hlgher additional

tax on the premium derived by several export commodltles from prlce increases
N——

which began'in“ig73.h Ragééﬂaf'tﬁig:pbémium”eiport duty, ranging from 20 to
30%, were applied to the differené; between the ruling export price and the-

base price as of February 1974 determined by the Bureau of Customs. When the
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commodity: price boon ended .later in the-year, the premium tax became: ineffec
ive: (except: for sugar-in 1975), and even the regular export tax was:temporar
withdrawn on export commodities hardest. hit by the world recession such as.
‘copper:-concentrates; wood:products. and cement. Table 19' gives the amounts.c

export: and; premitim:taxes collected each year during 1970-1876.

?"rWigh;ihfiafioh;shoWihé”siéﬁé of substantial deceleration in 1975 and
1976, ‘eXpansionary monefary and”fisealvpolioy served to compensate for the
defid%ionafyﬁfﬁpaet'of‘fheihalahoe of.paymenfs deficif.? Lidﬁddi%fiincreaéif
measures were adopted by ‘the Central Bank, whose credlts expanded (by Deceuﬂ
1976) nearly three times the 1974 level. While there was contlnued support
to“foodfprodﬁcf{oh‘pfoéfaﬁairdeh%rai'Bank 1oan§'é%é”advahcés'wéﬁt‘u§“§ﬁ££§i5
dueiﬁﬁafgip to increased Séffbﬁingéfaﬁ'thé“paE%‘Sf“%ﬁé Government Service
Insurance System (GSIS) for hotel assistance and:o%hef government finéhéiéi"
institutionsfor hotel: financing under repurchaseragreement” (Central Bank

Annhuals Report: 19763 p.13). Total domestic credits increased by:38% in 1975

and 24% 'in 1876. - In the latter year the national:government -incurred a:o:

deficit’ of P1,850' million. in' its cash: operations, which was 2.1/2 times' the
deficit in 1975, relying chiefly on the issuance of Treasury bills *and oth
governmment securities--which has an expansionary influence on. money supplyv

Overall; money in circulation increased by 14% in 1975 and 17%dn 1976..

2. F ign exchange policy :
The Phlllpplne peso was already in a floatlng rate system when the

greater flex1b111ty of the world's key currenc1es was 1n1t1ated in the earl

SR SO I

part of thls decade. The forelgn exchange rate, by whlch 1s normally meant

R S

the peso-U. S dollar exchange rate, depended on the results of 1nterbank
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Table 19

EXPORT AND PREMIUM TAX COLLECTIONS, 1970-1976

(in million pesos)

tear Export Tax | Export Tax Total

1970 396.8 - 396.8
1971 548.7 - 548.7
1972 403.2 - 403.2
1973 o 286.9 - 286.9
1974 867.7 891.4 1,759.1
1975 581.8 872.9 1,454.7
1976 Ly2.0 130.3 572.3

Source: Revenue Collection Office, Central Bank of the Philippines
(unpublished).
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trading, commercial banks taking "the initiative in influencing or respondi
to demand and supply conditions in fopeign,exchange, particularly during th
early months of the peso's release in the market" (Central Bank Annual Repo
1970; p.67) on February 21, 1970. Exehange rates F the peso “with other
foreign currencies were determlned on the bais of the spot buying and selli
rates in New York of these currencies vis-a-vis the U.S. dollar at the end
the day preceding the ac;ual'bﬁpehase or sale'i@ﬁMa#iﬁ%ié'
.’ﬁﬂile'ifﬂﬁaambeen‘effieialiy claimed that a free exchange.marketrhae
created and. that the Central Bank would refrain from intervening in the for
exchange market, the latter (or an agent bank acting on behalf of the Centr

Bank) "stood rovide exchange at the current rate-to maintain the
stablllty of the exchange rate" (Central Bank Annual Report 1371; p.70). 1

1972, for example, the amount transacted by commercial banks was $240:3

million; during the same period the Central Bank sold foreign excharige. amol
ing to $129:0 million and bought $59.2 million. It is also worth noting tl
the exchange rate was allewed»}o float only within 4 1/2% below or above 1l
interbank guldlng rate, which is a welghted average of exchange rates for <

‘\1

sales made in the precedlng day A

The Central Bank's effective control of the peso-U.S. dollar exchan
rate is also evident from the remakable stability of the guiding rate duri
the period August - December 1971 (cf. Appendix Table 4) at the height of
dollar's weakening position in international exchange markets. A freely £
ing peso would have shown some improvement in its exchange rate with the d
as has taken place in the Hong Kong e#change market which showed new lows

the December exchange rates of the peso with the U.S. dollar (note cross-r
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from P6.870 in“NOQembeb’td*PSZSOB?in“DeceﬁBeﬁ!and‘telegfaﬁhic;crcss:ﬁates’

from ‘P6.887 to 'P6.808). However, in 'the latter part of 1973 when the deliar

L;v‘

was. againrbeing :depreciated relatf{ve “to other important currencies, theve Was
SO . 6 el TNy
a discernible “improvement in the peso ‘exchange rate. This might have been’
. . o . U LA e et ""i)j‘-‘\,“,;
+idue ito.sthe 'substantial improvement “in the country’s: balance of payments in a

.....

year in which the Central Bank transacted a net purchase of’ forelgn exchange

amounting to more than $300 million. et SRLAy

Pt et bR Shaes S LWL e gl
T 1

tricted;gge_imggrtation of,cerggéaigypes of commodities and remittance oft' i
> . .
invisibles, and placed capital moyements under.Cenfral.Bank control. -In i

Septepberc;972 a presidential decree pestricted foreign travel by residents:-
and from October to December other measures were adopted against blackmarkét-
ing of forelgn eurrency In 1973, the year whlch established a record sur-

plus in the balance of payments, there was some llberallzatlon of rules affect-
abre s

1ng forelgn exchange transactlons, e. g., those on forelgn borrow1ngs by -export-

o oatt nro BOREE RS

orlented and ploneer 1ndustr1es, remlttance of royalc1es or rentals on trade—,

marks, patents and copyrlghts, and repatrlatlon of forelon investments.

As one might expect,ﬂthis.movement.tqwandvfoneign exchange liberaliza-::
tlon Was reversed in the subsequent years of: worsening balance of :payments-ast

varicnsﬁgentral‘Bank,circularsﬂandhmemdrandawwene?issued;requiring; among other

things, Lprior referral to the Central Rank' of, §ing number:of: commo-

dity_dimpents. It is surprising, hewever.that the Philippine pesc has not depre-:

ciated substantially. Only on two occasions (during OctobervNovemberw1974Aand

June August 1975 whlch showed a 3 . 13% aygrage wonxhly rate of increase of the
T CREE Tt Ao RN

peso-dollar rate) dld the exchange rate exllblt any sagn OFf voiatlllty. Thls

RRRE
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would ‘séemi-té ' indidate rélatively suceessful intervention éfforts by the
Bank ‘in trying to achieve a stable movement of the exchange rate. More f
mentally, however; the high level of international reserves being maintai
(above“$1.0 ‘billion since March 197%) and the adequacy of the Central Ban
standby ‘credit lines have provided the safeguards against speculative act

in“théfforeign*eXChange market. ;-
I

3. Direct controls

Dﬁfing'the period under stndyvthe governmentvintefvened to control
and wages in a varlety of ways. Also in response to the recent external

an 1ncreas1ng role was assumed by the government in the superv151on of an
part1c1patlon 1n productlon and marketlng act1v1t1es, whlch the broad pow

P

of nartial”ianhad facilitated.

The Pr1°e~9323?°l Law in the hlllpplnes was enacted in Aprll 1970

et U TS Y AU RSP

follow1ng the sharp prlce rlses 1nduced by the devaluatlon and was extend

= P R Y O R S

reflectlng the percelved need to contaln the 1nflat10nary pressure 1n mox

cief

years by Congress 1n 1971 and by pre51dent1al decrees 1n 1973 and 1975 I
established the Price Control Council, which was empowered to fix maximun
1ng prlces of several ba31c commod1t1es32” representlng in pr1nc1ple the
of productlon (or landed cost, 1f the commodlty is 1mported) Plus speC1f1
markups for the producer (or lmporter), wholesaler and retaller ﬁnforceme

of these prlce celllngs was through legal penaltles, i. e.; 1mpr1sonment g

flnes. For certaln commodltles llke rice and fertlllzer, prlce control v

(’(

. f._,‘,_‘"") FONE NS N

32Theheemmodity 1ist has ineluded riee; corn; fresh”meat, canned 1
sugar, flour, milk, cooking oil, plywood, .common drugs, -galvanized iron :
laundry soap, writing pdds and notebooks, antibiotics and kerosene, among
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also sustalned by government sub51d1es and under condltlons of severe short-

ERIcE T ras IRl TR ST B . - "'1 ’Z""

ages, ratlonlng had been resorted to -~ as in the recent past for rlce, gaso-
S a2 i S ] ) < Lo ovacis

line and dlesel fuel The practlce of ”soclallzed pr1c1ng” served to prov1de

J: 20 :.if:fc}w'f"" : U P S oL WNT e

low celllng prlces for certaln types of goods consumed by poor famllles at the

Al ::x N P E . :*.'~.';.:‘;.!:.

same tlme that more expensive grades were left uncontrolled In the same

SOXY L LTRamol sidsa e SRRV AT 0eI0NL L L8y Doiwhiog
sp1r1t, rents on dwelllngs not above ?300 per month were frozen in 1972 (and
~ayonties ao ool rGanies ont snbrositay sosdas AL Tegnels va tHgT

still in force currently).
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. .The protection of low-income groups has been the principal motive.
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only of government price contr .-In 1970 the_ .
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mininun daily wage rates were adjysted significantly upward to: P8 for nons,
ﬁagrfcnltural emplggees (from the preyious level of 25), Psifor.sales andfser:
Vice employees in;ﬂsmall" establishments (of not more than 5 workers);ﬁgs:for
local government employees; and P4.75 for agricultural workers. The pressure
to rqise wages was also felt during the more recent inflationary period, In,
1974 the national government found it necessary to initiate the granting of an
emergency allowance of P50 per month for every employee with a_montnly_ipgome
of ?600 or less, thls was made mandatory for all employers eventually 109

1ncrease followed for all natlonal government employees effectlve July 1 1975

LB 1

while private employers were required to glve, an extra one monthfs pay
o LTURENT BN T SRS : b rYog

annually The Wage Comm1351on had also 1ssued orders for several 1ndustr1es

to adopt spe01f1c minimum wage rates hlgher than the natlonal level. 33
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Namely, P12 for ]eepney transport in Metro Manila, PS. 20 for copra,
B9.25: for-coconut oil products, and P6.80:and P11.00 for agricultural and:
processing activities in the sugar industry.
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Particularly after the imposition of martial law, government: Anterven-
tion in critical areas of ‘the Philippine economy has been increasing,‘ presum
ably spurred by the exogenous:shocks emanating from the external:sector.
With respect:to food supply,- self-sufficiency has become an overriding polic:
objective. Because the local 'rice crisis" of 1972-73 ¢oincided with the =i
worldwide grains shortage; the: government was unable: to' augment: domestic ric
output by adequate imports. Perhaps reflecting the perception of the author
ities about the unreliability of foreign trade to supply food and the need f
the country to be Self;&%}??ﬂ?;g§eY¢r§};f9°quP°dQ?ti°n programs, starting
wit§"M§s§gan§f993 were,laupcggd? involvipg mas§ive cyedi;ﬁand ferﬁ?}izepﬂ§gb
sidy sgbgmgg. Other”mea§ures were adopted to qomp;ement_;hgsg_programsf By
General GpdervNQ:‘H7rcorpqpations employing«moretthan SOQ“workersbwgpgdpqui
tq_ggpy_piggifor sqle_to‘theirfemg}gyees at gpvernmentegontrolledmppices.:Pj
FertilizerﬂIpdgstgy;Authority was established ip,1973vandigiven control over
all aspects of_;padg,_manufacturing, allocation”gnqwgriging of fertilizer; :z
tyo-tiered price system was maintained soon after, with & much lowep price ¢
fgrti;izgr‘fqr.gse in gqoderoduction,ﬂgtﬁ;?%ﬁbelow,impqrttcgst) compared tc
_}Q@F destined for export crops. Ig_gpnek1975”imppptat§9n_of the country's..
wheat grain requirements became an exclusive concern.of. the National Grains,
Au;hprity,(whichﬁalpeady has gxist;pg:monopo;y over rice and corn trade), by.

presidential decree to. insure "effective. price stapilization at minimum cos

Greater government intervention in the market for export crops is al:
evident during the period under study, illustrated by the imposition -of flo:
prlces for exports of copra and coconut oil in August 1974 as described abo

With the explratlon of the Laurel Langley agreement and the U S Sugar Act
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1974, terminating therefore the privileged position of Philippine sugar exports
to the United States, the government took control of marketing sugar for
export. In that year of phenomenal increases in the international price of

sugar the Philippine Exchange ny (PHI EX),B)LL which became the sole

ffgfffff;ff;fffff’ was authorized to set the price at which it buys sugar from
the millers. PHILEX had been instrumental in the diversification of the sugar
export market, shifting out of the United States to new markets such as Japan,
Russia, Algeria and China, and in the negotiation of five-year supply contracts
beginning 1977 with two large U.S. sugar refiners.35 Exporting of logs was
also recently subject to government regulation. A presidential decree in 1974
scheduled a phafing out of log exports as a means promoting the domestic pro-
cessing of logs and exporting of wood products. However, enforcement of the
complete ban, which should have started on January 1, 1976, has been deferred

because of the need for foreign exchange; currently, log exports are allowed

to comprise 25% of total hardwood timber exports.

Spurred by the oil crisis of late 1973, the government established

the Philippine National 0il Corporation (PNOC) which in January 1974 purchased

SuPHILEX is owned by the government's Philippine National Bank, which
already controlled the domestic marketing of sugar at the time.

35The American refining firms are Sucrest and Great Western United.
The former contracted for shipments of 500,000 to 589,000 metric tons;
the latter signed for 317,500 to 589,700 metric tons. In addition, for
1976, Imperial Refining Company contracted for 136,000 to 272,000 metric
tons. The terms of sale are not public knowledge but the contracts are
apparently being renegotiated in view of the unexpected movements in the
price of sugar in the world market.
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-Exxon's shares. of the large Bataan refinery (with a production capacity ab
40% of?the_pgtional»total) along with the marketing operations. For the f
time therefore the government had a substantial direct role in petroleum .
refining and.distribution. . The PNOC has*bﬁeanCGQFiﬁFiEE;Sil supply arran
megtsfdégeq;;yfwithmcountqies_nqt,previously,expo:;ing_oi;j@oapheiPhil;ppé
with an, eye to diversifying the country's crude oil, sources. ..Thus governn
to-government supply contracts account now for abou;”u§§19f_9rpdefoi;eregg
 Bents _compared to zero in 1973. Oil imports from the Middle East, which s
plied 9§§”of the_ceuptpy'S'tqtgl requirement in:1§73,.eoptribgyed,only,7§$
1976, the rest coming from Indonesia (12%), Malaysia (7%) and China“(§$);

Finally, to..ensure deliveny;of;tpe_coqtrgcted_pi;rsupply, the PNOC_acquipe

three tankers. capable of carrying half of the country's crude oil imports.

Pricing policy on petroleum products has' very roughly followed .the
ratés of increase in tlhie import price of crude oil supplied since: October.
1973. For instance, regular gasoline was selling in Metro Manila stations
at P1.40 per liter in 1976 3 this represented more than a four-fold increa:
over the pre-Octpber 1973 price of P.33_per,liter._.Taxes (qet of supei%g
on diesel oil and gasoline, which comprised 47% of total consumptlon of pc
eum reflnlng products 1n 1973, were. ralsed by less than 25% relatlvely ST
tax rate changes applylng to the other prodeete (Bautlsta, 1976) Due to
acute shortage of supply for about a month 1n early 19?%, gasolxne ratlon

had to be resorted to, and was done 1n a fairly orderly fashlon through tl

newly—formed "barangay" unlts (sumen1c1pal dlStTlCtS).



In planning for the country's long-term energy requirements,36 the
government (through the Energy Development Board, created by presidential
decree in March 1976) has aimed at reducing the dependenge on imported petrol-
eum from 95% of total energy needs in 1975 to 72% by 1985 and 53% by the year
2000. This is mainly to be achieved by an accelerated development of nuclear,
geothermal and hydroelectric energy sources. Two nuclear power plants of 620
megawatts capacity each, ten 52 megawatts geothermal umits and several hydro-
electric power plants of Yarying capacities will be introduced over the period
from 1977 to 1989. The first nuclear power plant, which will be operational
by June 1982, is expected to supply 16% of the total energy requirements in
Luzon where the bulk of Philippine industrial activity is situated. The esti—
mated cost of the project is $1.1 billion, for which the National Power Corp-
oration (a stat;.énterprise) has to put up an equity contribution of $208.4
million, said to be the largest single commitment ever undertaken by the
Philippine government. The rest of the financing for the nuclear project will

extended
come from loans/by the U.S. Export-Import Bank and a consortium of foreign

commercial banks.

While the energy plan does not assume eventual discovery of oil in com-
mercial quantity, exploration activities have been encouraged in recent years.
In particular, two presidential decreees have liberalized the requirements for

foreign participation in the search for indigenous petroleum deposits. The

3sThe present discussion of the Philippine energy plan draws heavily
from the sectoral reports of the Energy Committee presented at the ‘Intern-
ational Conference on the Survival of Humankind: The Philippine Experiment",
held in Manila, September 6-10, 1976. These reports have been published in
Energy for Development by the Energy Development Board.
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“production sharing!. system has replaced the ‘concession” as the mode of
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arrangement between the government and oil eXPlora.zt;i@. companies since 1973.
f@?sis&.?ns%-, demﬁéx,is..zsemnana%sﬁ at a re,w,rtted,:c_eta% c_,o..st ..°f; ;3200 mall;eﬂe Ths,»s_
was highlighted by the first discovery in March 1976 of significant amounts
of oil, in the NIDO I well in Northwestern Palawan, followed by a second dis-

govery, made at, the, Reed Bank some 240 kilometers .from NIDO I in July 1976.

4, : Bilateral and miltilateral arrangements .- . .

It ‘Pecent years the Philippine ‘governmerit'*has intensified its efforts
in ‘promioting the diverdification of ‘expopt markets and import sources as an
ad hoc pesponse to the ‘trade fluctuationfs ‘donfronting the economy. In part
due'téﬁfévoggbié'bolifﬁéaliaéééibﬁﬁénfs"bfffﬁ%’ﬁébiéd,"ﬁﬁ&ﬁ"headway has been
gained “in deVeloﬁfﬁgjf%édﬁ“%éfﬁ¥iéﬁ§”ﬁiﬁhﬁé6ﬁmuﬁi§f“Eountries and in exploring

ﬁﬁfﬁbﬂsféfgés'éf‘tfade”‘Edéﬁéﬁé&ioﬂ”ﬁith*btﬁéghgighN‘member countries.

RIS O

Government-to government transactlons with socialist countrles in

Eastern Europe have increased markedly, the most dramatic growth in tradesﬁur
flows (exports plus imports) being with Russia -- from zero in 1971 to a

total amount ‘of USSES million in 1976. ‘If 'is worth ndting that in the lattér’
year sugar was the"ﬁaiﬁ*éxpéﬁﬁ;coﬁﬁbdifyf*”Pﬁilippine trade with -China in the:
postwar period did mot Begin until 18715 By 1976 exports havereached $u43.6
million, while imports amountd to $53.8. The bulk of China's purchases.con=-. -

sisted6f lumber and wood products, while Phlllpplne 1mports 1ncluded s1gn1-

ficant amounts of crude oil. These transactlons were fac;lltated‘by thg

W ’wf

operation of the Philippine Internatlonal Tradlng COrporatLQn,ma state enter-

prise created in 1973 to serve in part as a central clearing house for bulk
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trading and financing involving non-traditional trade partners. Although such
trade flows did not account for a large portion of Philippine foreign trade
(only 3.5% in 1976), they involved particular commodities of special interest

to the Philippines in recent years of trade instability.

Philippine trade with other ASEAN countries (Indonesia, Malaysia,
Singapore and Thailand) has also been relatively insubstantial, constituting
5.2% of the total value in 1976. Certain decisions taken in recent ASEAN
meetings may lead however to expanded intraregional trade in future, partic-
ularly in certain basic commodities (rice and crude oil were the first two
such commodities identified) "through preferential trading arrangements,
priority of supply and priority of purchase ... in times of shortage and of
oversupply, respeetively".37 The first industrial cooperation program that
already has five large-scale projects allocated to the member countries and
being expanded to include other industrial projects can be expected also to
contribute eventually to export market and import supply diversification
of Philippine trade. Additionally, various other measures toward ASEAN trade
cooperation are being studied, viz., long~-term (quantity) supply contracts,
purchase finance support at preferential interest rates, preference in govern-
ment procurement and extension of tariff preferences. Reflecting also the
anxiety among ASEAN countries about common trade problems, machinery has
been established for dialogues with other countries or regional groupings

such as Australia, New Zealand, Canada, the United States, Japan, EEC and

37Quoted from the Report of the Second Meeting of the ASEAN Economic
Ministers, Kuala Lumpur, March 8-9, 1976.
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COMECON.

Thesé ‘riecent activities t6 promote bilateral and “nultilateral trade
arrangernients are significant ‘fér the Philippinés, having ‘lost preférential
treatment for its exports to the United States with the expifdtion ‘of the '
Laurel-langley.agreement in July .1974 and the U.$. Sugar:Act in:December
1974. .. While the Philippine and U.S. governments are currently negotiating
a treaty.tp1replace;the;LqurelfLang;eygagneement;pit;;oqksydoqbpful.whethex
substaqtial_concessiogs apequpthcoming;beyond,xhat,givenato;developinggui
countries generally through the Trade Reform Act. There has also been an .
official.mqye,_well,publigizggiduringwxhe‘Agrilt1976 visit..of President. Mar
to Tokyo, for a renegotiation of the existing bilateral treaty of amity,
commerce and navigation with Japan that would allow, among other. things,
PhiJ.,-ippix'ze;export products preferential  treatment in the Japanese market. .
The largely "colonial' nature of trade relations with Japan has also .been .
pointed out, Japan mainly importing raw materials and exporting manufacture
gogds, .-~ fostered by high tariff rates on manufactured products -that.effect
ivelyj@gep.procgs§ed,exponts of‘the.Phé;ippiqgs.out;Qf_thavqapanegg-mgrkggﬂ
(¢f.-Bautista and Tecson, 1975).,yThis;has;bqumeyaisone¢pqént_ip recent
years of -increasing trade daficits . with-depan.. ..o oo o0 o ome

Finaliy, ‘it is worth hoting that the Philippines becamie a member of

GATT inffgﬁéfﬁfﬁdéhféééivihg“éince~moé%;févoféd4nafi0ﬁ~fbéafﬁenf*iﬁiifé~mu1

lateral ‘trade ¥E€ldtions. *The government has also embarked ‘on ‘tax’ négotiati

and investment treaties with key trading and investment partners; the benef

accruing to foreign investors include the elimination of double taxation,

pro&ision for tax credits and proféctidn;of{investment. S oo
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5. An assessment

un
Reflecting public concern about theAuSually high rates of inflation

experienced since 1970, the government's Four-Year Development Plan, FY

1974-77 declares that for the Plan period "aE&—ggfg££§~§Eiii_ff_ffffffg_f°
kegE_Egiggg_f3gg_EB9ggggigg_bgyggglilffLEEEE_gs? year" (p.27). As indicated
above, the consumer price index began to increase at unprecedented rates with
the onset of the "oil crisis" -- only a few months after the start of the
Plan period. The Price Control Law showed immediate signs of ineffectiveness,
as petitions by local producers and importers for price increases of commo-
dities subject to price regulation were filed with and invariably approved

by the Price Control Council. Indeed it appears doubtful whether the free
market price wqg;d have been different from the imposed ceiling price, which
tended to be revised frequently. While existing monopoly power had perhaps
been discouraged from raising prices indiscriminately in the short run, con-
sumers had not been protected from quality deterioration of the product being
sold and contrived reduction in supply in order to stress the need for price
ceiling adjﬁstment. "Socialized pricing" only led to the discouragement of
production of goods consumed by low-income families. The Rent Control Law
fixing apartment and house rentals of at most P300 per month provides a
glaring example: since 1972 a significant shift in building expenditures

has occurred toward ;uxury residential houses and high-rise buildings at the

expense of low-cost housing (Stretton, 1977).

Granting that there was limited scope to moderate the externally-
induced inflation, wage policy could have responded more actively to protect

the real income of laborers which, as shown above, has deteriorated sharply.
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The wage and salary adjustments actually made were simply notiadéQﬁatg"to
matcbﬁtheféﬁoeion”of“puﬁcﬁasing“ﬁoweﬁfddfiﬁg the recent inflationary period.
The role. of ‘governhent -in-sifeguarding tHé welfare of workers is made feces-
sary by “the fact tH4at only 4 '$mall portidn (10% in" “1971) “6F the total employed
dre membErs ‘of -Yabor unidny ad an “évén smalléy “Fraction (1.3% in 1§73) ape
coveréd by existing ollective ‘Bargaining Fgvecnents A Bntarnat ion et al.,1976)
Alsojunder Tartial law, ‘strikes; pickéting and gidup assenbliéd of workers
have Beeti ‘profifbited.  More geherally, an important area of pollcy to déal’”
withthe inflation prioblefi tolicerns the need 'to’ oFfSet’ the redistributional
inequities of risitig consimer Prices (Bautista, 19765 pp.201-203)." I the ' "

'Philippine’ contekt it Wolld appear ¥hat thid has been negleécted in a sigii- **

ficant way.t 0 U ilos Leaogul ey moe dpomet Trn ased e s aniag D00 e
B ad “‘“' e Pralas -’.’r"‘"':‘-\( ko B x\... ol STk

It mlght be argued that one reason behlnd the dramatlc decline in the
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1nflat10n rate in 1975 76 was the absence of a prlce—wage splral, so that if

CLe 4 RO TSR T S RIS ““)u L .,-_~-4 Bt
wages were allowed to rlse commensurately, the hlgh 1nflatlon rate would
S R N S S Sy Y

have been sustalned Whlle thlS argument appears plau31ble in theory, 1t

Wy oRe v T e S )
is not borne out by past experlence. no algnlflcant correlatlon was observed
FLimeR amooi f e whane

by Treadgold (1969; P. 197) between‘annual percentage changes in CPI durlng

Rt e X Ty

1955~ 1965 and correspondlng ctﬁn“es 1n5e1ther cne'woge rate 1ndex for unskllla

s R

indust r1 al workers or the 1ndex of average monthly earnlngs. ThlS would
}H" . ; oo . e RS N B
seem to 1nd1cate some scope for the share of nonwage 1ncome to vary in the

ol - wrsey L

short run. As indicated above, the main’ factors that brought forth the sharp

cor : » - i . DN B . s CPp o ot T e o g e
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“‘*1’38However - bebatse price and ‘wage changes: during”thé obsepvation
period were relatively moderate, the p0381b111ty of a more sen31t1ve prlce o
respoiise’ to'labge’ wage ifitreasés cantot be ruled out:?I '
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fall in inflation rate during 1975-76 were the downswing in import and export

prices and the marked increase in food supply.

The overall conduct of monetary and fiscal policy has mostly been in
reaction to the country's balance of payments and certain internal develop-
ments during the period. However, the observed biases in the pattemof pub-
lic expenditure and credit availment have effectively benefited two sectors,
namelys food production since 1973 and tourist-related construction activities
in 1975-76. Given the declared objective of food self-sufficiency, it was
necessary that public works be oriented to agricultural infrastructure devel-
opment and credit facilities be slanted to the financing of food production.
Indeed, the consequent improvement in food output has contributed to the
slowing down of.inflation after 1974. It is more difficult to see the econ-
omic rationale for the huge expenditures in hotél—building and other tourist-
oriented projects financed through loans by government financial institutions,
considering the latter's high opportunity cost. As it turned out, a large
overcapacity in w.otel buildings was created, which may not be utilized until
after 1980 (Stretton, 1977). One might claim that, as Singapore has demons-
trated in the early 1970s, such tourist facilities would eventually pay their

way. Whether this may apply in the Philippine context, only time can tell.

It is possible of course to rationalize the encouragement of construct-
ion activities generally as a counter-cyclical policy measure in 1975 and
1976 to offset the decline in foreign demand. The Philippine economy might
not have performed as well during this period of world recession without such
stimulation of internal demand. However, one's presumption would still be

that there were production activities (e.g., low-cost housing) other than
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hiotel building, theé:active promotion of which would at least. have_entailed

less foreign exchange disbursement and more employment creationy

" Tax policy has mandged to deprive major export producers-part of their
windfa1l profits from both the?1370 peso devaluation :and the export boom of
1973-74 through the introduction of the stabilization export tax and the
export premium tax. - Thé'impértant thing about these tax measures is their .
selectivity, i.e.; larger windfall: profits were taxed relatively more’ - While
theps is mePit” in such a'systeém’ (assuming that governient spending. contributes
+5 social- welfape more than thé spending of' export producers), it-has:aot:us-
beén congistently followed dn'other policy areas. For instance;j exchange:: i«
rate policy has aimed essentially at Keeping the moyements of the peso. s Uis.
dollapr ‘exchange rate stable; 1o’ redistributive:pdlicy-actions have:been taken
with respéct.;o*any undesirable sectoral- gains and-losses resultingfrom the:

- observed realignments of trade“partnerfcurréncies:sincevlgﬂlf(Baﬁtista;htﬂﬂ?).

cacn

The "011 CPlSlS", perhaps more than anythlng else, has jolted

Yo eynow that K LT RTIAE
Phlllpplne pollcymakers 1nto the reallzatlon/strateglc sectors of‘the econ-

EEATSEN I st . . . " o
omy need to be more tlghtly controlled 'The petroleum industry at the tlme

.l‘L:-‘

was heav1ly domlnated by sub51d1ary flrms of ma]or 1nterns%foﬁélfoilfcoﬁpgzw

¥

nies. As.descrlbed above,(the government has 51nce ‘taken steps to have

" substantial direct role ih the ‘importation of crude oil, refining and dis-
triﬁﬁ%ioﬁ7offpeffbre&m‘Epfddﬁbts*éhﬁoughﬂthe:newiyeformedvPhilippineuﬁaxional
Ofl“éorpﬁféfibh:*ﬁGbVevnmentiintérvéﬁtiondin%the'markets~ofu0thevioriticale:
’Eoﬁmodiffes;‘éfgf;“rieééfférfilizer,-wheafgis&gar,»dopra and coconut ok,
has also increased$ifaéilffdated by thé créationiofistate enterprises charged

witﬁf?égdié€6r§ﬁfﬁnctioﬁéﬁlif‘ﬁot=él§d divect ‘participationtin produetion six
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and/or marketing activities. This is not without danger, however. Lack of
experience and expertise may lead to wrong decisions being made -- in nego-
tiations of export sale of sugar or import purchase of rice or crude oil,

in setting floor prices on export commodities where no effective monopoly
power exists, etc. Indeed there appears to have been some important policy
measures adopted without the benefit of careful analysis. This may have

been the case also in the preparation of sectoral plans. For instance, the
ten-year power program for Luzon formulated by the National Power Corporation
(NPC), related to the energy plan described above, has been judged by the
World Bank to be ''very costly ... and its construction schedules, particularly
those for geothermal and nuclear plants are optimistic" (The World Bank,
1976; p. 506). The World Bank's recommended program is smaller and less
expensive, spec;fying only one nuclear plant (instead of the NPC's two) and

"is believed to reflect more closely the demand projected by NPC" (ibid).
VI. Conclusion

There seems no doubt that the Philippine economy has been profoundly
affected by the exogenous shocks generated by the instability of the world
economy during the first half of this decade. The greater flexibility of
the exchange rate of the world's key currencies, the sharp changes in inter-
national commodity prices (including the "oil crisis‘’), and the subsequent
recession have had both direct and indirect influences on the recent econo-
mic performance of the Philippines. As should be evident from the above
discussion, it is extremely difficult to isolate them entirely from the
effects of the policy responses to the external disturbances. In addition,

there were exogenous internal developments -- a series of natural disasters
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in 1970-2972 and the declarationof maptial law in September 1872 -- that...:;

may havayaltereiﬂsignificantlw;thegbehavional-and policy parameters of the..-. .

economy’ s pexnformance. T

" WHEIE tHi5 paper has concentrated dn’the’Stort-run effects of the
recent instibi1T€y of ‘the world economy, wé& do 1ot want to convey the impres-
sion that the 'ichg-term fépefCussions'may*ﬁb%bbéﬁéignificant. As Philippine
policymakeréﬂﬁﬁéﬁméﬁﬁoré”éwarembf the need to protect the economy from the
"adverse impacf§*6f5eiférhéifiﬁéfability, there appeared notiteable trends
toward: (1) the active promotioh of self-sufficiency in important <':c:~'mmod:'Lt:ies,3"9
e.g., food and fertiiiieﬁ?’{f)“bilateral arrangements and regional economic
cooperation, involving'éééﬁéi&St‘countries and ASEAN member nations, respect-
ively; and (3) government intervention' in markets of critical commodities.
Depending on whether relative sécial costs and benefits are thought ofatcare-
fully or not, each of these miy iffpréve ob worsen the conditions for

Philippine economic development.

S EEELEA Eete e TR L
. ,3gIt is worth noting that "greater self-reliance in the supply .
of important commodities" is one of ‘three declared objectives of the five=oits
year Industrial Plan (1978-1982) recently drafted (cf. Chap. 6 of draft
( Develdpmernit Plans; July 26, 1977). e UOeE L LT

DY e
bR B A
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Appendix Table 1

ANNUAL RATES OF CHANGE IN SELECTED PRICE INDICES, 1956-1976

(in per cent)

General Export Wholesale Import Wholesale
Consumer Wholesale Price Price Index Price Price Index
Year Price Price Index of Export Index of Tmport
Index Index ($us) Products ($Us) Commodities

1956 2.67 3.19 .47 4,39 1.39 8.67
1957 1.78 4,27 1.33 4,59 3.24 5.32
1958 3.36 3.39 4,06 10.60 2.29 4,01
1959 0.91 1,37 8.33 13.06 2.00 9.00
1960 4,20 4,18 -1.46 2.63 2.20 5.77
1361 1.51 4,92 - ~8.00 3.90 1.47 5.20
1962 5.83™ 5.06 -1.07 20.95 1.90 9.42
1963 5.63 9.74 5.31 19.71 6.67 6.13
1964 8.21 4,60 -0.81 2.89 0.82 .91
13965 2.56 2.25 1.73 2.77 1.73 .50
1966 5.40 4,30 -0.90 1.30 1.60 .70
1967 6.26 2.59 1.78 6.12 2.26 .20
1968 2.32 2.71 5.06 12.00 0.58 -.30
1969 2.01 1.36 1.76 ~1.74 2.52 3.18
1970 14.40 23.60 9.74 24.18 2.93 31.u44
1971 14.60 15.72 -6.97 7.22 9.2f_\ 13.72
1972 10.20 10.10 -10.79 2.35 7.47 7.35
1972 11.00 24,52 8,00 53.91 16.48 l 27.94
1974 34.30 54.51  45.70 76.46 74.51 41.10
1975 8.00 2.87 -27.25 -30.56 7.96 18.04
1976 6.20 7.36 ~16.86 i 2.53 -2.53 5.64

Source#: Central Bank of. the Philippines, Statistical Bulletin (December 1975);
1976 data were obtained from the Department of Economic Research,
Central Bank.




Appendix Table 2

INTERNATIONAL PRICES OF SELECTED COMMODITIES; 197ii1a7 /i

1973 1974 1975”7 "T1876

Com U BV

ool !

Kaints s} xabol
555.6-——418.9 . 308.6
542.0 363.1 254.6

‘Rice ¢8imit.) (oL
- o—~Umited-States: -
- Thailand
Wheat ($/bushel)
ST AMdstralia
~United States
Urea ($/m.t.)
J¢ Europe IV i AT
Superphosphate ($/m t.) SN
United States 43.0 67.5 7 100.0  -308.0 205.0 91.5
Petroleum ($/barrel) : _
.Saudi Arabia,, . 2.19 2.46 3.29.  11.58 11.53 12.38
Sugar (¢ /1b.) , B o
.:Néw York . 8.52 9.09 10.29 - 29.47 22.49 48.31
Copper (¢ /1b.) o ' |
London 49.05 u8,47% - 80.81°" - 93,07 55.85 63.62
Copra ($/m.t.) < . e
. Burope 188.60 140.88 353.12 661.93 255 33 275.17
Coconut oil (¢ /lb ) AR
" New York 4.4 10.8 23.5 51.0 21,2 24.8
Plywood (£ /sheet) ‘ _ -
Tokyo 81.7 - 95,3 7 189.6 --152.9 121.8 147.7
Logs ($/cu.m.) W . .
Tokyo . 43.09 40,47~ 68.37  81.80  67.51  B87.01%
Bananas (¢ /1b. i“'" L SR S
“Uriited Statés 6.37 7.3% 7°¥93 - 8.35 11.11 11.96%
qu?acco (¢ /1b.)
Uﬁlted States 73.49 80.03 83.53 95.51 103.78 105.80

§5.32 14,03 3
4.90 4.06 3.61

315.8  197.7  111.8

LG HG L HE
HO B RN REEE ST 30.8

AU ] . . .
FO.C Based on prices during January to September only. L. e

,SourcewqJ;MRmantenngtlgnal Financial | St§t15t1c3»(August ;977), ST m
JLinsssd :-m:72_547:f§?ew:ﬂﬁ;e¢ SO ments g ipido s ave - '
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Appendix Table 3

VALUE OF PRINCIPAL IMPORTS, 1871-76

{in million U.S. dollars)

Item 1971 1972 1973 1974 1975 1976
Crude oil 127.4 133.0 166.1 573.2 709.8 801.2
Machinery other

than electric 255.1 239.9 296.0 424.0 654.9 625.3
Base metals 90.7 112.4 150.¥ 295.7 212.8 245.3
Cereals and cereal

preparations 65.1 8.3 111.8 154,89 175.4 157.7
Transport equipment 122.2 123.7 102.3 265.3 301.6 276.1
Electric machinery,

etc. 66.3 54.0 70.8 105.3 156.9 187.2
Chemical elements

and compounds 39.9 48,2 75.4 216.1 153.6 141.8
Misc. chemical products 53.u4 54.3 80.1 113.8 109.3 115.3
Textile fibers 48.8 45.8 60.3 88.7 77.6 80.3
Manufactures of metal 26.0 22.8 47.1 60.1 93.8 80.7

"Total imports 1,186.0 1,229.6 1,594.6 3,143.3 3,459.2 3,633.8

Source: Department of Economic Research, Central Bank of the Philippines
(unpublished).
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. Appendix Table 4

MONTHLY INTERBANK GUIDING RATE, 1971-1976
(in pesos per U.S. dollar)

AT .

1972 ' 1973 1974 1975 1976 1

Gy o

R

kY

SR July

"’Januaryh"“

- sc . February ;..

- ¢« March

April

=

 May
June

£Lati

August
: Sept ] .P':t: .

o CLO0E
October

" November

" December

(% change)

e €

6.4350

6.4350.;

6.4350 -

6.u4350

e 5.4350

o
S

6.4350
6.4350..
6.42u45
6.4105
64334
6.4331

6.4350

e.u3iT

6.4350

6.4350

6.4350

6.5749

6.7220
6.7718

6.7778 -

6.7795

6.7795
6.7812

6.7806
6.7804

6.6710
(3.72)

. 6.7719 5., 6.723H .

6.7814 " 6.7310 " 7.0664

6.7762,. 6.7189 . 7.0522
7.0261

6.7662 6.7216

6.7632  6.717%  7.0178

6.7592  6.7184

6.7583  6.7346  7.2719

6.7u67 6.7428

6.7392  6.7473  7.5091

6.7396  6.7724

6.7382  7.0670  7.4975

6.7353  7.0623

C6.7562  6.7860° °7.2479
(1.28) (0.u47) (6.78)

7.0177
7.0150
7.5018 _ 7.4297
7.5001"

(2.65)

7 ugse " F

Goges

7.4383 .

,.7.4354

“Goados

Crougge

7.42907

7.4282

2y

74402

Source: Départment of Economic
(unpublished).

i .
LA

O O H T T

Research, Central Bank of ‘the.Philippines
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RECENT EXTERNAL DISTURBANCES AND

THE PHILIPPINE ECONOMY
Romeo M. Bautista¥

I. Introduction

Towards the end of the 1960s the Philippines was experiencing a severe
fQgg;gg_g§gggggg:g£;§i§_precipitated by the need to s ice = credit

which financed the trade deficits of the second half of the decade. As part

of an IMF consultative group's set of recommendatiorswhose implementation
would enable the country to obtain the third credit tranche from the Fund as
well as agreement by foreign banks on longer debt repayment terms, the govern-
ment floated the domestic currency (peso) in February 1970, the exchange rate
moving from 3+9 to 6.4 pesos per U.S. dollar by the end of the year. In the
Philippines, therefore, the dramatic developments in the world economy during
the first half of the 1970s affected a small developing economy recently per-
turbed in its external sector and already adjusting to a new set of domestic
price relationships. *

Accompanying the‘é; facto devaluation of the peso in 1970 was a policy

ofdégnetar and fiscal restraint which did[not]lprevent however a substantial

increase in domestic prices.1 Unlike the peso depreciation in 1962, import

*Useful comments made by Laurence Krause, John Power and Yasukichi
Yasuba on an earlier version of this paper are gratefully acknowledged.
Thanks are also due the Central Bank of the Philippines for providing
unpublished data and Claribel Nacua for research assistance.

1According to Baldwin (1975), "the fear of further intensification
of the social unrest that was triggered by price rises associated with the
currency devaluation apparently accounts for the decision to fix the dollar
value of the peso" (pp.80-81) in December 1970.
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liberalization measures were not introduced, i. €., certain exchange and
import controls remained, effectively continuing the ban on imports of some
400 commodities. Thus, while the foreign currency price of 1mports rose by
only 2.9% in 1970, the domestic wholesale price index of 1mports 1ncreased
by 31 t_s%ﬁ ';'139}_ CPI rose 14.4%,.which pepresented: tha- céutitry's first postwar

experlence with double-digit .inflation rates (cf. Appehdix Table 1).2 7,

JLieT

T e import price- index clinbed up-9.3%; ‘contributing 5 ‘the observed
FrseT A L HDaoDiT v

on iU TR precedlng two decades were a perxod of relative stability in the,

./J\!

foreign tradd 6f the Phlllpp;nes.‘ Table 1 glves a summary plcture of the

extent ‘and dlspers1on of the fluctuations of aggregative trade variables in
terms of the medn and standard deviation of their annual percentage changes
within subperiods after 1950 Because they constltute the maln links to the
international economy, export and 1mport prlces, ;olumes and values bear the
most’ immediate manlfestatlon of external dlsturbances to the small, open

economy. Easily discernible from Table 1 1s the much hlgher standard devxa-

tion for 1969-1975 of each prlce and value 1ndex than for any other period.

-a;v i

The -dispersion of annual changes 1n export volume 1s also seen to be the

.»[vi SISO T

100 ;P FFL

2The consumer price index used in this study pertains to Manlla and
suburbs, prepared by the Department of Economic Research of. the Central Bank
and pgpl}shed,pqgulanly-ln its statistieal’ Billletin, This.index, which
extends back.to 1849, is: ‘highly ‘eérre ated with the:ggl foy the Philippines
rdeveloped Jaten by the same office. It is also mopgdw;dely used than the
consumer price indices:for: Manilaand® thé“ ént'ire country prepared by the
National Census and Statistics Offlce since 1970,. For. a comparlson of these

alternatlve;aeasures, see; Appendzx 6 1 1n”Baut1‘§ (1976)
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Table 1

MEAN AND STANDARD DEVIATION OF ANNUAL PERCENTAGE CHANGES
OF AGGREGATIVE TRADE VARIABLES, 1951-1975

T e W

B 1951-19857 1957-1963 1953-1459 1968-1975
Variable : ———— S S e
Mean S.D. Mean S.D. Mean S.D. Mean S.D.
- - - e c——— —
Px -2.65 13.55 1.55 5.17 1.44 1.77 9.91 28.59
Pm -.97 2.86 '2.76 1.77 1.59 0.72 19.77 24 .89
Qx 5.10 8.55 7.96 7.44 1,15 3.48 8.35 9.27
Qm 5.93 10.67 -2.52 7.52 9.49 8.76 3.37 4.30 -
Vx - 1.32 19.02 9.79 12.36 2.44 3.61 24.63 40.7
Vm 4.91 ’ 11.14 0.20 16.25 10.95 9.37 23.57 232.95
-y
Notes: Px = export price index Pm = import price index
Qx = export quantum index v :Qm = import quantum index
Vx = export value index Vm = import value index

Source: Calculated by the author from data published in the Statistical
Bulletin, XXVII (December 1975).
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highest for 1969-75, but not markedly. In sharp contrast, the standard
deviation for the import quantity %ndex is lower for 1969-1975; this would
have been a surprising finding were itjnot for the fact that import restrict
ions had been_@n e§%stencemwnicnﬁyaried,in_intensity_overztnerpostwar perio

(Bautista, forthconing);“

o - i Rmyes e i e ' - meen. T eapem WA L A N T g amn - -

Exports increased 31gn1f1cantly after the 1970 peso devaluatlon, des-

e o e —— e W ST A W e

pite the recession in the United States and Japan during 1970 and 1971, res-
Py - e e s oo aan vs e e o [V

pectivelyﬂ !Managing.to expand by‘a mere 17% during the entire six-year peri
1963-1969 'Philippine export earnings exceeded for the first time US$1 billij
in 1970, representlng an increase of 24% from the preceding year's value.

ThlS was also due partly to the rise in dollar export prlces of close to 101

,J
the expgrt quantum 1ndex therefore showing a 14% increase. In 1971 the

volume o?'exports cllmbed up by 14 6% desplte a dfhcernlble decline in the

export price 1ndex. At a dlsaggregatlve level coconut products (con31st1ng

-

of copra, coconut 011 copra meal or cake and de51ccated coconut), copper
concentrates and sugar showed the most 1mpress1ve export performance (Baldwi
19?1 P. 81) Addltlonally, exports of nontrad1t10nal marufactured goods, tt

promotion of which had been the object of recent policy measures (e.g., the

endctment: of the~ExpdrtfrncentivescActiof’1970)lexpanded significantly by -

On account of the conti-ved controls on import transactions and the
contractionary fiscal and monetary policies, the value of Philippine imports
rose by only 6% from 1969 to 1971 (despite a 12% increase in foreign currenc
import prices). The result was a substantial reduction in the country's mer
chandise trade deficit from $276.9 million in 1969 to only $38.1 million

in 1971. Furthermore, for the first time since 1967, invisible receipts



28%) .

exceeded payments in 1971, reducing the deficit in the current account to

$22.3 million.

Domestic investment appeared to have been negatively affected by
the currency depreeistion in the first year. However, it showed signs of

recovery in 1971, expanding in real terms by about 4% over the 1970 value.

Also, the gross national product increased by 5.4 and 6.5 per cent in 1970
and 1971, respectively, discernibly higher than the average annual growth of
4.9% between 1963 and 1969. With perhaps justifiable reason, the government's

Four-Year Development Plan, FY 1972-75 "unfolds with the promise of brighter

prospects” after noting that the country has regained "economic composure from
a gruelling adjustment period in FY 1970 and 1971 that saw some powerful

policy-shifts redirect tﬁ? development path” (p.21).

It is against this backdrop that the recent instability in the world
economy needs to be evaluatsd in its effect on the economic performance of
the Philippines. We first examine certain elements of instability occurring
in the first half of the 1970s, broadly indicating how they impinged on the
Philippine economy and bringing out relevant characteristics of the country's
external sector. This paper then analyzes the various channels through which
the external disturbances had affected the economy; because Japan and the

United States are the country's dominant trade partners, it is of some

interest to determine the extent of 1mported 1nstab111ty coming from these
two countries. Government policies adopted in response to these exogenous

shocks will then be described, their effectiveness evaluated and means of

improving them suggested. Some concluding remarks are given in the last
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section of this paper. P [T DO

II. Sources of External Disturbance . Oy S e

: HEGSH T ENE It RO R L A

““Fourmajor developments in‘the ‘first half ofithe T9T0s" might be' ¢éh

small ;" -developing countries during the pericd . Thess are ri:Hia‘@gii10:-:a"'“"lfi‘-.i'i' Fley

' bility‘in ekchange rates -among the ‘World's kéy Currericies,“the sharp chang

in international commodity prices,”the ®iY’ problém, ’;aﬁ&"ithé@‘coﬁb;fﬁf? reces
\s ‘\

of the world ecomomy. ' vt -LTEC YT gnidova Vel L
JUUTnL enr RO RO Iy Lrnedy o

Discussions regarding "optimum currency areas" point to the desir-

R
- ' [ 2= 0

ability for a small open economy, in »faci“li'_cg@:_ivng ;i‘nt.evxjna;’_cxilgnal_:;rgglq'and 7
payments, to peg its currency to that of the country with which it has mos
of*Its" trade and’ financial transactions. TE thepe gbe i Jarge” countries

to which"the smalleconomy has strong links’ in tradesahd Fifanes ho’ 3adde:

‘tional problém - is"éréeated as long as the two dominant thade pabtners hain

tain'a fixed'éxchange vate between their durrencies: This' was 1A' Fact'the

'Phildppiné case’during most>of the”postwar’ pepisd) €heUnited StatdsTahd

W

- Japan’acceounting for more than’twosthirds of' Philippine’ trade” Flows' "a%a’ -

until 2871,-the &xchanige raté between the U.S. dc11ar"3Hd"Fapaness fén 7
remaining relatively stéble. With tHe greiter fiexibiifty in éxchange’ pat

Aot el e D I Eras o snon, o s sdioanlpoarsh o) ol

PERC AT w5 Sl

awonsi dae For example, Mekinnon' (1963) and Mund&ll (1966, Craprer 8). -

1o 2nThe Bullé 6F ¥He remaining one-third would be dorthibuted by Wester
European countries such as West Germany, United kingdom, Netherlands and

- Italy, &< well ‘as’some'Middle East countries supplying crtide 6il impowts.
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among the world's domlnant currenc1es 1n1t1ated 1n the early part of this
decade, Phlllpplne pollcymakers now have to contend w1th the exogenous change

in the effectlve exchange rate of the domestlc currency due to any reallgn-

SFers "',‘ s LT ~rrs S AWL TR

ment of the U S dollar and Japanese yen (Bautlsta 1977)

SEr A REET P A AN
_Philippine export trade, .like that of most developing countbies; is’
alsoicharacterized by a high degree of commodity concentpation. “About”four-
fifthsi of the country's foreign -exchange earnings from merchandise trade in’
the.postwar: period have been contributed by ten“principal’eXportUCOmmodities;
export;value for any.given yeary sugar, copra, coconut oil, 1bgs,'ahéc&ﬁaﬁa
coppen;concentrates., An-additional consideration is that several of thége'’
principal exporticommodities have been dependent té a'significaht’degree on
only one.or two;dominant markets. ' For examp1e5 during 196269, the United
States: was-the.destination market of virtually all exports-of Philippine 7%
sugar, 86% of coconut oil, 98% of plywood, 93% of veneer and 80% of desicdcated
coconut; on the other hand Japan had absorbed 99 of Phlllpplne exports of
st Fonogne SR

iron ore, 78 of copper concentrates, 81% of logs and 846 of molasses

‘(H LT

Except for crude 011 the country s pr1nc1pal 1mport commodltles have been :

.r';,.‘.-rf .v” i

supplled malnly by Japan and the Unlted States. Thus, 1n the 19603 these

3! _,, . b L.,

Soeioon

two countries accounted for 700 of total Philippine . 1mports of machlnery

—FOmme .. ‘B :
and equlpment (1nclud1ng transport and electrlcal), 71% of metal manufactures,
42% of cereals and 62% of,chemlcal products. These commodlty groupsﬂao;ntly

Srioa
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accounted for about 68% of total Philippine imports in 1970.

One 1mpllcatlon of the above is that(any changeenlnvtneAexchange

- rates of the U S dollar and Japanese yen could cause a redlrectlon of »H
Phllipplne trade flows as nell as 1nfluence the magnltude of total exports
and imports if the effectlve exchange rate of the peso is changed ; Based /
on;Ph;l;ppgne,mepghandise trade with the six principal trade partners,
-thﬁrpe§9q@eP?39i§$ed;fDQm;197litof1976Leffectively by 27.7%,. computed as -
an average -of the peso exchange pate changes with the currencies of these '
partner countries weighted by the 1973=74 trade flows. The ‘induced changes
in. the prices of exported and.imported goods expressed in domestic currency
would have affected diréctly andindirectly the domestic prices of both
tradable;and nontradable goods. -Moreover, there would also’'be ‘some changes
in,theigatfern of income flows in the sectors affected by the'eurrency
realignment. in terms of the gains and losses of the importing ‘and exporting
industries-as a result of the altered sets of prices and trade flow magniz-

_#gd'es._‘ . . ) . . : e v : T LR CEG

leen tneusmall open chanacter of‘tnevPhlllpnaneqeoonomy and the
characterlstlcs of 1ts external sector as descrlbed above,.the 1nfluence of
externally determlned export and 1mport prlces is also llkely to be 81gnleh
f;cant. The rise in world commodlty prlces in 1972 7u whlch was both | _:

comprehensive and sharp,6 and the subsequent prlce decllne 1n most commod~

E LN

- Accordlng to Frled (1976) "from the beglnnlng of 1972 to the mlddle
of 1974 the U.N. index of export prices of all primary commodities increasec
by more than 150 percent, fully three times the advance that occurred during
the Korean War commodity boom" (p. 9ul). :




ities would have induced similar movements of Philippine export and import
prices in foreign currency terms. The main causal forces behind these
drastic price changes--some related to supply and others to demand-~differed
among the major commodity groups.7 Cereals, which the Philippines imports
heavily (about $100 million average annual value for 1971-1976), suffered
crop failures in major producing regions beginning 1972. In the case of
raw materials like copper, logs and coconut products (which are major
export commodites of the Philippines), the simultaneous expansion of indus-
trial countries which exerted upward pressures on demand was the principal
cause for the price rise; the subsequent stee§ decline in demand was also
the reason for the concomitant fall in industrial raw material prices.
World supply of sugar, the principal export product of the Philippines,

had tended to lag behind the accelerated growth in demand due to the rapid
rise in world income. The depletion of stocks resulted in sharp increases
in the world sugar price in 1974; this led in turn to surprisingly large
reductions in consumption which, jointly with the significant response
among sugar producers after 1974, pushedthe price of sugar in international

markets to a precipitous fall.

Changes in the worid pirices of export products of a developing
economy like the Philippines would affect export earnings directly and also
indirectly through the response of export volume. "In addition to the stand-
ard export multiplier effects, there would also be a commensurate effect on
the country's capacity to import which for foreign exchange-constrained

economies has significant implications on the development effortvyAOther

7The following discussion is partly based on Fried (1976).
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iE.

things remalnlng”thelsane, a change in forelgn currency amport.prlceﬂw1ll
have a negatlve proportlonate effect on the capac1ty to 1mport. The
domestlc prlce structure would be affected also by changes 1n export and
1mport prlces. An 1ncrease 1n the forelgn currency Pprice of exports'wouL
stlmulate an 1ncrease in the domestlc prlces of home-consumed exportable
products. leewlse aAprlce rlse of 1mports would 1nduce hlgher domestic
prices of 1mported goods, as well as 1mport competlng products moreover,
1ndustr1es u51ng 1mported material inputs would be subject to r1s1ng

5 productlon costs whlch tend to be passed on to final consumers through /
‘ product prlce 1ncreases. Lastly, non-lmportlng flrms would also experlen«
hlgher costs of local 1nput purchases from 1mport dependent suppliers. ;A:

wlth exchange rate changes there would be further repercussions in the

economy of such changes in domestic prices.

‘The third source of external disturbance identified above-~the o0il
crisis-<could have been subsumed under the second category. The drastic
increase in the import price of crude oil in 1973-74 (and for a time the
lack of adequate supply) affected however the country's economic performa;
in special ways and evoked particular policy responses that separate acco
needs to be taken of this partlcular exogenous shock._ There is probably !

ey IO
other azngle commodlty that represents 80 crltlcal an input requirement; «
is of cruc1al 1mportance not only to the industrial sector of developing

ey

economies but also to agrlcultural productlon, where high prices of fert11

[ EAREP RS *EARETe el

and pestlcldes 1nduced by the 011 problem could jeopardize the success of
"green revolutlon" Because the Phlllpplnes is dependent on oil 1mports ]

over 90% of its energy requirements the severlty of the oil prlce rlse,

: ~
syed v e
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presented an enormous adjustment problem.

-The slowdown in world economic activity beginning early 1974 would

e

seem to be related to the dpamatic changes in international commodity prices,

77

particularly the oil price hike. . For purposes of the present study, however,

it is useful to distinguish this source of instability in view of the policy
need to cope with the adjustment problem associated with this form of exter-
nal disturbance regardless of the underlying cause. Any small developing
economy with strong links in trade with developed countries is bound to have
its export earnings determined in large measure by the level of economic
activity in the latter countriesz} Given the commodity and geographic con-
centration of Philippine exports, economic fluctuations in Japan are likely
to significantly affect in the short run the country's export proceeds from
copper concentrates, logs and lumber, molasses and abaca; similarly, changes
in economic acéivity in the United States would influence the demand for
Philippine exports of sugar, coconut oil, desiccated coconut, plywood and

veneer, as well as the nontraditional manufactured exports.

iin addition to the trade effect of changes in the level of economic
activity in developed countries, developing economies might also be affected
through internmational capital movements, both public and private./ In the
face of a recession and the economic hardships it entails, political con-
siderations may reduce the willingness bf developed country governments to
extend development assistance to less developed countries. Moreover, since
variations in economic activity influence the availability of capital and
the relative profitability of investment, private capital flows from devel-

oped to less developed countries might be adversely affected in a slowdown
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in economic activity. 1In the Philippines the substantial part of riet cap
le?EE_ﬁtil.,__ls?’.’ has mainly taken the form of development loans;

‘dzrect 1nvestment (excludlng relnvestment of forelgn companles) has been_

very small show;ng an annual net outflow durlng most of the 19603.8

CBTEG Dok TLoant v

sl it

Aocordlng to theﬂCentral Bank Board of Investments Study on Forelgn Inves

Wyoae o R s (SR

ments 76% of the total dlrect equlty 1nvestment 1n 1970 was held by U S»

o7 2 . ’I oo

1nvestors. Along w1th Japan the Unlted States has also been a pr1nc1pal

contrlbutor to Phlllpplne development a831stance Dur;ng.l9§6-197§,.total

sverd v

loan’asslstanoe fnomrthe Unlted States amounted to $353 million (of which'

s

$17l was, through the PL 480 program) whlle that from Japan amounted to

7k

$332 mllllon 9other bllateral sources contrlbuted $68 million, whlle multJ

i RECIN & L

lateral development loans (mostly comlng from the World Bank and As;an

Lo R

Development Bank) accounted for $l 266 mllllon

III." Effects on the Philippine “Economy

" To what extént has the economic performance of the Philippities’ been
affected by the exogenous shocks getierated by the recent instability in th
wopld”eoonomy?‘wlhe most theoretically”appealing way of evaluating the

economic effects would be to use a complete model of the national economy

L i PN [ A e e T e, e
folgo o e ‘. LA T S T ST ¥

8The ILO Report (1974) attrlbutes the low level of direct forelgn’v
investment in tHe Philippines until’“1972 to the "uncértain political’’ v
sztuatlon the rules stlpulatlng Filipino ownership up to at least 50 per-
cent “VI7ENd ‘the untertain’status of American-owhed assets after términati
of the Laurel-~ -Langley Parity Agreement in 1974" (p. 281). Since the decla
tion ‘of martiil’ law inh September 1972 & ‘policy of attractibh 6F forelﬁﬁ’“
1nvestment has been adopted

....... P R S vt et s s R
;:-uf,.’ ! - R g o : CHEOTCOE {1 GOETE L

Cf. Magno (1976, p- 314) It should be noted that these flgures
are based on tétal comiithehts’ ‘rather than ‘actual disbursements and that |
loans granted from June to December 1976 have not been 1ncluded

e \t St W
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e iepran

representlng quantltatlvely the 1nterrelat10ns among dlsaggregatlve trade,

productlon and prlce varlables and work out the consequelces of a, change

.1 ’lt PR T F) fee SO LEm LS R AL B RN
. Y ha

7in® any’one or a comblnatlon of what may be. called ?external dlstupbgnce .

- “\

o :

Y ,-rf,-.'\ ety i
varlables" 1mmedlately affected by the various sources of instability

...... AT AN A

described above. Such a model for the Philippines migﬂt have ‘as exﬁernal

dlsturbance ‘varpiables,- the foreign eurreéficy’ prlces of exports and 1mports,

exchange ;rakes -applicable to the various trade trahSactions, aﬁd'leVéls of -

Sy DY Ay

economic. activity in the Philippines and in the destination markets of
Philippine exports. There is virtually no limit to the extent of diéaggregaQ‘:

tion pogsible, distinguishing among various ‘trade commodities, partner

B R T
; YR

countr}gﬁjaég”fgpms of economic activity;-'Praéfic&ijEonsiéé;a%§3§éEﬁ;ﬁfih
dictate,, however, that:only:the:more ifiportant aspects of Phil::‘ﬁpine foreign
trade angd. payments. be taken-into aceount. Similarly, there are many forms |
in which the. effects of external disturbances manifest. themselves in the
national economy, but only the more important sconomic effects need to be
analyzed. The evaluation of such ‘effécts has to be made inﬁgffééiﬁe of
neutral policy,. i.e., allowing the economy to adjust to the eﬁéérﬁéi;sﬂééks

e YT

without the adoption of compensating ‘or reinforcing policy measures.

The present study does not employ a comprehensive model of the

Ph111pp1ne economy in assessing the>econdmnie 1mpact “of the recent external

shocks.,, .. Ihe theoret1cal and statlstlcal ‘Qifficuities’ of‘eooﬁometrlc modél-

N

: R

e T e s B e RaT ]
IR ‘-;'.""/ 4

ing and simulation of a developingﬁécanomy like fhé"PhillppinéS'éré too’well N

10

known to warrant repetition here. What we shall attempt in this paper ‘is™ "

A T
Lo =

ee,for example, Shourie (1972); for some attempts at econometric
modeling of the Philippines with emphasis on the foreign trade sector, see
Bautista and Encarnacion (1972) and Bautista (1973).



- 14 -~

//:o examine the actual® movemeﬁts of.certaln economic varlables llkely to be'
affected~by the extertial’ dlsturbances during 1971 1976 and assess the lat;e
contributich to' the observed annual changes through some oF the well-known
channels of the international transmlss1on mechanlsm (as 1dent1f1ed for o

rdlann

examp3@;”“in ' Krause and Sek1guch1 (1977, Chap 1)).

1. .Eschange rate effects - S
Wlth the breakdown of ‘the Bretton Woods 1nternat10nal monetary .,
system, malntenance of exchange rate parltles ceased to- be a commltment by g
governments of IMF member countries. .The Smlthsonlan ‘Agrgement of,December

1971, for example appreciated the Japanese yen and German mark by, .17% :and...
14%, respectlvely, relative to the U.S. dollar, and most .Epropean.currencies
by somethlng under 10%. Although the Philippine peso, was technically on & .
floatlng rate system at that time,! substantlal participation of. the: Central
Bank in the forelgn exchange market effectively placed the peso exchange. .: -
rate with the_dollar under its control.} The stable peso-dollar exchange
raferobserved until March 1972 would seem to reflect, therefore, a policy
decision to depreciate the domestic currency with respect to:the:Japanese .
yen, Australian dollar, New Zealand dollar and most European currencies,

while appreolatlng it with respect to the Cirrencies’ of a few trade part-

ners:(H&ng Kong, ‘India and Spaiti). Ahs

The effects on{the”ecqnomy_of such peso exchange rate changes are .,

Lo
far reachlng, as suggested 1n the precedlng sectlon The empirical .evidence
2L 94906y 2ol an Ty o O
would seem to indicate, for exXample, ttat ''changes in (relative exchange

,:’;, /‘f;)_rq

DTS g udnei Y

11




in _export prices (expressed in foreign currency) have

been responsible for much of the recent shifts in Philippine export trade

with Japan and the United States" (Bautista and Tecson, 1975; p. 4lu).

Based on the estimates of the price elasticity of market shares of
individual export commodities, it was concluded that the 1971 realignment
of major currencies was responsible for changes within "28 per cent to 34
per cent of relative value shares of the two export markets; volumewise,
the induced redirection of exports is estimated to be from about 11 to 17

per cent” (Bautista and Tecson, 1975; p. 413).

In another study (Bautista, 1977), the direct trade effects of the
1971 exchange rate changes were found to be significant for certain export
and import coggédity groups, particularly those faced with high effective
depreciation rates of the domestic currency (mostly going to or coming
from Japan and West Germany) and having high values of the price elasticity
(in export supply or import demand) such as copper concentrates and copra
meal/cake among exports and basic manufactures and miscellaneous manufac-
estimated
tures .among imports. The induced changes in exports and imports were /at
57.2 and -32.3 million U.S. dollars (at 1963 prices), respectively, implying
an improvement in the country's merchandise trade balance -- which is not
surprising since the peso had been effectively devalued with respect to the
currencies of most of its trade partners. It bears emphasis that these
"exchange rate effects" are attributable not only to the realignment of

—
major currencies but also (and quite critically) to the policy reactions to

the external disturbance, of which more will be said below.
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There would of course be otﬁer repercussions on the economy from
this source of economic iﬁstability;ue.g., the.impldcatious'ouﬁthe;doueStic
price structure of the induced changes'in the peso prdces”of:tradedﬁéoods
and in income flows in the sectors affected by currencyvreaiighdentsﬁﬂtﬂou:’
ever, instead of attemptlng to evaluate these effects on the Phlllpplne o
economy in 1solat10n from those attributable to the other sources of 1ustab-
ility, we Shell”exaﬁinevheiow how these disturbances jointly'coutributedmto:
the observed movements:of4seiecteddprice and output yariabies'during:f§7l— :

1976.

9 Direct price effects

As shown in Appendlx Tabie 1, Phlllpplne export and 1mport prlces

s1gn1f1cantly - =
in general fluctuated/durlng 1971- 1976 In1t1ally the country s exports

e~

suffered two consecutlve years of decllnlng prlces in forelen markets. A

This was followed by shqu 1ncreases of ‘the export prlce 1ndex assoc1ated

with the commodity boom bepinhiné Mérch'1973 until October 197uj\éfter which

a pre01p1tous fall i mong the country s leadlng export

products, attrlbutable to the(ﬁ6515_5225251§5x tooP effect in the next -

e

twelve months. Within the latter perlod the' export Drlce 1ndex dropped to |

about half its initial value and in 1976 went down further by 17/

‘The itpport price index‘wgs already rising significantly, in the first,.
three years 7_evenubefore themcil-cris;s came on the. scene in late 1973.and.
pushed up the index_by,?S%Linm;97&%fvaport;prices,increesedufurther<by,8%3u
in the following year before registering a slight decline in 1976. .The move
ment of the net terms. of trade was, therefore erratic but. in.the.end.showed -

a considerable deterioration from 110.6 in 1970 to 61.6 in 1976, This has
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rep@rcussions on the country's balance of payments and national income, as

will be examined below.

Individual export commodities exhibited roughly similar time profiles
of prices (cf. Table 2). most of which show peak levels in 1974 or 1975.
On the other hand, the drastic increases in the import price index had been
dominated by the o0il component, the prices of other principal imports not

rising as much over the period (cf. Table 3).

To what extent have these exogenous movements in the prices of traded
goods influenced the general price level in the Philippines during the period?
As indicated above, the double-digit inflation rates experienced in 1970-1374
were unprecedented in the country's postwar history. The 1870 de facto //
devaluation package, which brought up by 72% the peso-U.S. dollar exchange
rate without accompanying import liberalization,12 would be mainly responsi-
ble for the observed substantial CPI rise in 197C and some part of the 1971

inflation. Based on the direct and indirect import dependence ratios com- //
puted from the 1965 input-output table compiled by the Bureau of the Census

and Statistics, Mijares (1971) has calculated the net effect of a 60% peso
devaluation on household consumption prices to be an increase of about 12%.

A later study (Bautista, 1973) on the effects of currency devaluation using -~
a dynamic, aggregative model of the Philippine economy suggests that the GNP

deflator13 would increase by 13% in two years as a result of a 70% devaluation.

12The import volume index understandably dropped 10.8% in 1970 from
the 1969 level.

3
1 The actual increase in the GNP price deflator from 1969 to 1971 was
31.2%.
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Table 2

UNIT VALUE OF PRINCIPAL EXPORTS, 1971-1976

(in U.S. dollars per metric ton, except as noted)

Commodity 1971 1972 . 1973. .:1974 - 19875 1976
Copra . 164.6  119.4 -225.8 522.2 226v4 = 181.7
'Sugar | 157.9  172.3 186.3 478.2 597.3 .299.6
fLogs 3 lumber o - R
- (million board feet) = .62.0 - -56.3 . 97.6: 116.6 - 94.4'169.0
Bananas 57.6  57.5  59.7  68.6  88.9  95.0
Molasses 173 19.7  31.2  42.3  50.3  30.8
Coconut oil - - - 2604 181.0  353.5  915.8 T E Caue s
Copra meal/cake - 56.3: - U45.8 --86.6- 103.1: 109.9 109.5
Gold (mllllon ounces) . 39.3 53.7 . 182.9 137.3 155.7 .122.0
Canned pineapple 196.0  181.3  216.5  2uy.2 298.1  337.7
Copper concentrate = 227.1° 231.9 360.4 u473.4 9265.4  282.2
Iron ore = I 8l 9 ool o 9 9
Chromlte ore 4 ) 22 23 18 24 32 .. . 50
Abaca 285 263 352 ue1 s 450
g;ﬁrceﬁ Department o%.Economlc Research Central Bank of the Philippines

B (unpubllshed) ‘
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Table 3

IMPORT PRICE INDICES OF PRINCIPAL IMPORTS, 1971-1976
(in U.S. dollar terms; 1970 = 100)

Item 1971 1972 1973 1974 1975 1976
Crude oil 124.0 133.8 161.0 602.6 692.9  747.4
Machinery other than

electric 110.8 104.0 113.1 124.3 i34.6 147.9
Base metals 108.4 100.6 116.3 161.1 148.9  160.5
Cereals and cereal

preparation 107.8 122.1 251.1  335.3 271.0  231.7
Transport equipmgp; 117.6 111.7 118.2 131.1 147.8 160.0
Electric machinery, etc. 107.6 103.9 107.8 117.5 132.0 138.2
Chemical elements and

compounds 106.6 97.6 113.0  154.8 170.0 176.6
Misc. chemical products 106.5 96.3 112.7 157.5 171.2 176.8
Textile fibers 4 105.2 100.8 118.5 123.5 121.9  135.7
Manufactures of metal - 108.6 103.2 113.8  155.0 150.2  163.9

Sources: Crude oil - unit values, Central Bank data (unpublished).
Cereals - weighted average of wheat and rice prices in supplying
countries, International Financial Statistics.

Others - weighted average of export (Japan) or producer price
indices in supplying countries, OECD Main Economic .7
Indicators and Bank of Japan, Price Index Manual.
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- In 1972 there was a further reduction in the value of the

3§§;ippig§_pgso by 10.0%, computed as a weighted average of the peso

exchange rate changes w1th the curreﬁc1es of the 51x most 1mportant trade
//partners. This would in part explaln the 10 2% increase in the CPI during

the year. Another consideration is the 1nflatlonary effect of the 7. 5%

increase in- the 1mport price 1ndex, whlch the accompanylng reductlon in

'“Phlllpplne export prlces §f about 10% must have moderated somewhat. F;nal]
an internal factor needs to be taken into account, i.e., Epg;dgg;lnevﬁgﬁQg;
cuifﬁralgcfép outpuf'causéd’by the ékfensivéidamage wrought by thevééééfé
typhoons and floods in 1971 and 1972 as well as the widespread infestation
rice plantsﬁby the "tungro" virus_disgase; ”Thus, inspite ofiéﬁé:widgp use
of high yié;ding riqg}varietigs and expansion in hectarage,by“&,§§, the
coqgtr§T$ pgéductioq:qf palay (rough rice) expanded by only Z,L%ﬁjpfcgqp,
year 1970-71 (as cont;asted to the 17.7% growth in 1969-70); in 1971-72

_ palay output even wént down by 4.5% from the previous year's harvest. Thé

supply of rice was augmented by imports of 319 thousand metric tons in”
f972;lu which was instrumental in keeping the price rise of ceréals rela-

wem ey ol eer i Trn

tively low (6.3%).  ©F ST : LAY e

Changes in the effective peso exchange rate after 1972 (-6.8% for
SooTT TR RO TAEEEER ,

1972-73, 1.2% For 1978574 2§,1% for 1974-75 4nd 4.7% for 1975-76) had bee

ré&étivel ': f” S£4 1,fm_ fimwff"”::fhe’chan es h~ex§ort aﬁd:ihﬁOrt prio

1nd1ces. The export prlce boom of 1973 comblned w1th the substantlal incr

.‘.

in 1mport“ rlces (cf Appendlx Table l) 1n explalnlnp a 1arge part of the

luThis mainly accounted for the 2u4% increase in the import value

of "cereals and cereal preparations" in 1972.

PiEd
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year's inflation. There was again a decline in palay production (by 3.8%)
which still suffered from weather misfortunes; rice importation failed to
avert this time a marked rise in the cereal component of the CPI in view of ./
the higher import price (cf. Appendix Table 2) and a substantial underestima-

tion of import requirements by government officials.

Although phenomenal increases in the world prices of traded goods gene-

rally were witnessed in 1974, the severe inflatio at year could easily

be judged to have }

(ﬁizgg_;E_;;EE;—ggz)which started in late 1973. The Philippines imported 53.3

million barrels of crude oil during the first three quarters of 1973 at c.i.f.

cost of US$152.7 million. The amount imported during the comparable period
(January to September) in 1374 declined to 45.9 million barrels but the c.i.f.
value went up more than three-fold ($463.7 million). The immediate effect

was a sharp rise in the domestic price of refined petroleum products, posted
prices ex-Pandacan terminal showing increases from October 1973 to July 1974

as follows: bunker oil - 192.9%, regular gasoline - 139.5%, premium gasoline
- 123.7%, diesel oil - 121.8% and kerosene - 156.5%. The weighted average price

increase of all petroleum products over this period is computed at 156%.

Application of static input-output calculations (Bautista, 1976) has
suggested d/&2°lﬁnflatlonary effect on household consumption,assuming that the/
upward pressures on consumer prices brought about by the drastic oil price
rise have worked themselves out. This constitutes already close to two-thirds .
of the observed CPI increase of 35% from October 1973 to November 1974. While

it bears emphasis that some aspects of this application of standard input-
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output analysis are of doubtful validity, including the assumption of const
mark-up pricing-in-‘each sector; one would be inclined to accept ‘the-above 't
clusion that the magnitude of the 197i inflation in ‘the Philippines had bee

greatly influenced by the oil crisis. B A

I RN SHOE
S2naLn

To be sure there were other influences, some of them related to the

S

price hike. As shown in Table 3, the country was also faced withﬁéggg;;;;

/

rices'of‘ﬂon=oil‘imp6rtgwin'i§j5 {perhaps induced in pa'%”ﬁy tHe ‘supplyin;

| countries' existing oil problem). ’(cér'éa'zls and cereal preparations)

o T syanbiy
in this particular

registered a relatively significant impoff'ﬁfidé fisé
year, however,tHe much improved crop harvest (10% higher than in'1973) allos
" a 50% veduction” inh rice ‘importation. Undoub%edly;>a more signifiggﬁ%353%%§
bution to the 197l inflation would have come from the continuedexport bonai
“Which Q;Sdudéd'an 87% price increase of Philippine export products.

”vwfheLAgééééic declinevdféhe inflation rate to oniy é.o% iniiéjé;ééaA
6.28 n 1976 reflected the sharp downturn in the country's import snd expo
!:_pri¢é§ attribgtab;g:térthg.prevaiiiéngéfia tecessién whigh‘?egén iﬁLea?;j
‘i,;l?zﬁi.;Aé indic%fed iﬁ Apé;ﬁdix Tab;é;i;ﬁ ﬁ:ices 9f Phi;iﬁpiﬁeexp&rt prod

k w;né‘dgﬁn on the averag§ b¥22?%vapq>}§%ﬁin 19753 respectiygly;.on the othe
hand import prices rose 8% in 1975 and decreased slightly in 1976. Moreov
tﬁgfe'waé cont3ﬁdédékpanéion of dgricultural crop output, producing a very

“‘nodest increase of 6.6% in the food component of thé CPI in 1975 and 6.1%"
in'1§76.“‘3’ CE L mnr . SR U i

LTI e n o s RS S - SR WEL

Lo In summary, the causal factors behind the double-digit inflation
NTHE e T N A

rates during 1970-1972 were chiefly internal, i.e. having to do with the

e
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management of the peso exchange rate and shortfalls in food supply. In 1973 /

and 1974, however, external developments, viz., the drastic increases in

international commodity prices, especially the oil price rise, had strong

(i;;lationggz effect% on the Philippine economy. The ensuing recession reversed

the direction of commodity price movements and served to reduce substantially

the Philippine inflation rate at the same time that a significant improvemeut’/

in domestic food production was being experienced.

3. Effects on the current account

One striking observation about the postwar performance of the Philippine
external sector as portrayed in Table 1 is the relatively more rapid expansion

of real exports exhibited in the 1970s on the average compared to the

other subperiods"distinguished in the table. There was however also a high

degree of variability, the annual growth rate of export volume showing the

highest standard deviation during 1969-1975. In sharp contrast the annual
rate of increase in real imports in the first half of the seventies was rela-
tively low on the average and far less variable. These recent divergent pat-
terns of export and import volumes might be attributed in part to concerted
policy efforts to promote exports and economize on imports in response to the

externally-generated increases in tradable goods prices.

Table 4 gives annual export quantities by princi odity items

during 1971-1976. While substantial net increases from the 1971 levels are

indicated for some products, most commodities had erratic movements over the
period. The biggest gainers were coconut oil and its by-products, copra meal

and cake (which expanded at the expense of copra), bananas, molasses and gold,
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. VOLUME OF PRINCIPAL EXPORTS, .1971-1976
(in thousand metric tons, except as noted)

. T -
Comodlty S o197 197; 2973 - 1974 - 1975 - ‘19

‘*?5—- : — — S, a— -

opra T T 692 926 734 268 761 82!
¢ ' ) """."‘.1 C';l}';‘ NSy ) :

1,542 972 581

3¢

‘ugar 1,385 1,211 1,47

2gs & lumber TSR ML oseI 3o n
(million board feet) 3,645  3,098° 3,472 2,114 2,055 1,19
Gnamas | T e ugn et et g e

Blagses o o 0 oo i “356 606 655 674 79

Csonut:6il ©7 & vEoL. o ma R 397" e 466 427 B 416 814 ' 862

-

Cotra ‘meal/cake” = Tedlo288 T 852 0 263 0 271 303 © “ng
Gold.(million cunces) ~ '~ ' U Tpou’ - 501 - 536 bwl 4ol 7 s
Canned Pitleapple ittt 1000791087 91 125 116 - 138
C°PP;?*¢°ﬁ¢entrétes" T TTBAs - 82377 7eu- - 830 ¢ 799 U7 gk
Ironiope™ 5 ' U om o4867 0046371 7136 121 0 - %0° - 1u
Chroﬁitéaone-~ COTEE G T 295 2380 - vuFg o 53y grc © 295

Abacqf: P S A TR RGBT s © .43 27 325

Sour@g: Department of Economic Research, Central Bank of the Philippines
- »~-(unpublished). - '... . - . DR . F S

SR EER
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reflecting the favorable terms at whigh they were being sold in later years.
For certain commodities, it may seem surprising that smaller volumes were
being exported at times of higher prices. Exports of copra, for instance,
declined sharply in 1974 when the unit value registered a historic peak. This -
was however due to a government policy measure, adopted in August 1974, setting
a floor export price for copra at $590 per metric ton (f.o.b., Philippine
port).15 Market interference was likewise the reason for the decline of log
exports after 1973 despite an improvement in export price: a presidential
decree was issued in 1974 phasing out exports of logs in favor of domestic log
processing and exports of wood products. In the case of sugar exports the
government, which assumed control over marketing the entire sugar crop with
the termination of preferential treatment in the U.S. market in December 1974,

had to find new export markets beginning 1975.

As is evident from Table 5, ontraditional manufacture rts had

expanded generally rapidly since after the 1970 devaluation. A marked decel-~
eration occurred in 1972 and 1974, compensated however by high growth rates
in other years. The impressive performers had been clothing, electrical
machinery and appliances, transport equipment (mainly automotive spare parts),
travel goods and chemical products. Energy-intensive commodity exports,
especially cement and paper products, seem to have lost momentum with the

onset of the oil crisis, perhaps having their international competitiveness

15Thls was later“?esc1nded when export salesvsuffered a steep

deCline . . : nt f \f; il oo™
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flxtures " - _.;:0‘ ‘ YO.?l_>:;1.5 0.5 1.3 1.9 3

Lt

Cement and other
nonmetallic. m&neral L Emene Sremnees - s TLoosende Qrﬁea%s
products 3.3 10.3 7.9 24,9 36.5 32.4 27,

““Chemicals and products 5.2 - 6.2°0 B.2°0  10.0°7 455277 2452 “ 284
Clothing S HETNN TR Y. 2 0.7 - 2.4 RERx Th e :23.7 LTG3§’1- ;9°¢

Electric machlnery .
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-Footwear . .. P .4 .. .0.7 = 1.2 el BaT o Bef
Furniture and fixtures 1.4 1 1.7 3.3 6.4 5.2 9.
Machinery and parts IR S SRR
(exc. electrical) 0.6 1.8 3.0 2.3 4.2 6.8 7.
Metal products’ = = ' F1,0 0.9 ~ 1.4 - oTonyi snmjpre cigny 3.
-0il.products 5 17.3 24.2. .19.3. 1860000175800 8T8 L 22,
Paper and products 0.3 0.4 1.8 91 5.0 0.7 o,
Textile products o T e e e .
(exc. clothing) ..:. - 5.4 v Be8 2805 00 28,8, 20,1 .22.0 - 28,

Transport equlpment 6.1 0.3 0.2 1.4 1.3 2.7 8.

cheLanan N T T s PRI PR R ¢ T

@]

ey - ey gnprs
I S (RN

Travel goods,A
handbags, etc. .. . 0.9 0.8 1.7 . 4.5...7.6 10,2 B
Miscollqgeous N 1% wm5,§ ) 8 4 o 20 0 23 3 46.3 51.
Total | 4.6 61.0  67.2 1u8 8, 170 6 229.0 30u.

(Afinudl percefitage™ ' L m e s
change) (27.6) (us 6) (10 2) (121 u) (14 7) (34.2) (33,

Sources: “Tentral: Bahk' 6F the ‘Phikippineés, Statistical Bullétln (December 13
1976 data were obtained from the Department of Economic Research,
Central Bank.
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significantly impaired. Exports of some consumption goods, e.g., footwear,
furnitures and textiles, are seen to have been adversely affected in 1975 by

the global recession but appear to have recovered quickly the next year.

import
The pattern of Philippine/volume (cf. Table 6) reflects some differ-

ences among the principal commodity categories in the response to import price
changes and the country's varying capacity to import over the period. Imports
of petroleum had remained relatively stable, disturbed mafnly by the 8% re-
duction in 1974 when the full force of the o0il crisis was felt.16 The

observed increase of 4%4.3% from 1971 to 1976 constitutes a drastic departure

from the average annual 10% rise in crude oil importation in the 1960s.

@é£§§5)1999rt3 would be principally influenced by the need to augment
domestic production of food crops, which was particularly severe in the early
1970s. The surprising reduction in 1973 was due to the difficulty of securing
rice imports during that year of worldwide grain shortage, the government even
having some import orders cancelled unilaterally by Thailand on account of the

latter's own food problem.

Among the remaining commodity classes,qﬁiﬁzﬂigiwimports (including

electric machinery, equirment znd appiicnces) appear not to have been much
affected by the inflation and recession of the period,judging by their un-

interrupted annual increases. On the other hand, a sharp reduction in

16Gonzalo (1976), using multiple regression on postwar annual
A

datn, obtaireld a price elasticity estimate of petroleum consumption of
S5 oA an inceome elacticity estimate of 1.56.
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Table 6
VOLUME OF PRINCIPAL IMPORTS, 1971-1976
~ (in million 1970.U,S. dollars, except as noted) =~ & ¢ *

N
R

ke

Ttem 1971 1972.. 1973 1974 1975 . 197¢

B RO D

- Crude o0il (in million '~ L lnegsn B
barrels) - 66.73 64,94 67.10 61,76 66,52 . 69.6

Machinery other than . e o e
electric . - T 230.2 0 230.77261.7  341.1  u486.6  u422.8
Base metals = . - c 83 441,77 1293 183.6  142.9  152.8

Cereals and. cereal: L :
preparations 60.4 69.0 44.5 46,2 64.7 68.1

Trapsport equipment - - 103.9° 110.7  86.5 202.4 = 204.1 172.6
Electric machinery, etéi-~ -~ " 61.6 52.0 ' 65.7  89.6 118.9  135.5

Chemical elements and S
compounds ‘ 37.4 3_49.5” 66.7 139.5 Q0.4 80.3

‘Misc. chemical products _ . . Lo -
(incl. explosives) . '~ 50.1  sb.u 71,1 72.3  63.8 65.2

Textile fibers L4e.4 us.4 50.9  71.8  63.7 59.2

Manufactures of metal _ 23.8  22.1 4i.4 . 38,8  62.4... 49.2

WHia
bo

SR | (IR

Source: -Caltulated from the import values ahd:pffgé ihaiceé:préééntéd.in'
Appendix Table 3 and Table 3, respectively. e

daad Wt
ekt
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Philippine imports of(zgg;rmediate)materials such as chemicals, base metals

and textile fibers is discernible in 1975, reflecting on the demand side a
slowdown in the manufacturing and mining sectors but more .importantly the
relative severity of import restrictions involving these commodities in a

year of substantial trade deficit (cf. below)fl

—

In combination with the dramatic developments in export and import
prices during the period, these volume changes produced values of Philippine
merchandise trade characterized by erratic movements in the trade balance.

As indicated in Table 7, there was a growing deficit in the country's trade
transactions in 1971 and 1972, followed by a reversal to a substantial trade
surplus in 1973 as the explosion of international prices of primary commo-
dities began to.affect Philippine exports. The export boom continued on to
the earLy part of the next year but its favorable effect on the trade balance
was completely negated by the sharp increase in the import bill for crude

0il which jumped from $166.1 million in 1973 to $573.2 million in 1974. This
contributed substantially to the near doubling of total import value for that
year and the resulting trade deficit of close to one-half billion dollars.

In 1975 the effect of the world recession weighed down heavily on the export
sector, reducing the country's export earnings by 16% which, jointly with
the continuedrise in imports, jacked up the trade deficit to a record level
of nearly $1.2 billion. While exports showed signs of recovery in the follow-
ing year, total merchandise trade remained in deficit by slightly over $1

billion.

The country's merchandise trade balance had been influenced signi-

ficgp;ly by the movement of the terms of trade during 1971-1976. The direct
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Table 7
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ncwwmze ACCOUNT IN THE w>b>zom ow w>wxmzam »wqp 1976

Auu apwwuoa u. w aowwmdmv

Item

1969~

1 1970

1971

[

972

1973 1974

1975 1976

mxvomﬁm
Hivomﬁm
emwmmw&mHMﬁom

edm:mdeﬁmdpcu and

" 874.6
-1,131%5
-256.9

Smwowmsaumm insurance’ . -9319

a6m<mp

-10.6

1,082.8

¥1-1,090.1

1,187,901
21,186.0. -1,

_-q.:

;-9 m

< Ve m

38,1 -

-77.0
37.6

,138.0
260.0

122.0

-87.4
97.9

1,871i4 | 2 ,693.8

-1,596.6

-3,143. wm

2,262.6 £ 2,516.9
-3,459,2 m“-m .633.5
-1,196.6 - -1,116.6

S274.8 -449.5

-wqp 2
:H 1

~15u31
61.4

~263.2
82,7

-258.0
64,5

Investment income o779 T 2007 1001 <1254 -118.8  asu 3 -125.6  -253.5
mmd<womm rendered to w i w i E . w 0
U.S. military  © 58:;9 ¢ .30.6 36.1 40.9 41,6 .cq.m“ . 49.6 © 53.0 m
mmsmuoum mwoa u.s. _ s - . . . w : h
| government 62,3 '63.8 69.0 71.5 4.2 7 784 | 86.6 : 88.3
mdw<mdm ﬁ%m:mmmdm : :Mm: 29.2 3u.2 80.7 .9k, 2 uwm m 165.3 d p:w 3
Others 2 Co-gi4 - -18.6 17.0 19.2 1650 - 202.9 . wpwm 1
TOTAL +283.2 _mmm.o -22.3 -24.3 uu3,7 -Nmp.m : X -kumm.m
wwcﬂnn" Central Bank of nmw wmwpmuwmumw. Annual wmvoanwﬁ<wﬂmoum mmmcomv. . ﬂ .
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effect is given by R Sy aiEn LG

11

AB XfAPx/?x .T, MfAPm/Pm_

where B is the trade balance,v X and P are the export value and prlce

""L"’"‘

index, and M and P are the 1mport value and prlce 1ndex, each expressed

HESE 34

in U.S. dollar terms. For 1974 alone, the reduction in the trade balance

4.

due to the deterioration of the terms of trade is calculated to be $1 111
million. In the preceding year of improving teris of trade, however,the ~

- positive direct effect on the trade balance was $654 million. Over the entire
-+ period 1971-1976, Philippine 'merchandise trade balance would have been higher

~at. least.by $2 billion had the country's terms of trade vemained constant.

Non-merchandlse transactlons partly compensated for the substantlal

trade gap generally reglstered durlng the perlod In Table 7 net recelpts from

prlvate transfers (malnly 1n the form of remlttances by Flllplno 1mm1grants)

: SIS
PN DA I S S

and from travel are seen to have 1ncreased markedly The latter is attrlbut-

S

able chlefly to 1nten31f1ed efforts by the government partlcularly after

PR

ﬂ;> martlal law was declared to attract forelgn tourlsts as well as Flllplnos

T

ves

re51d1ng abroad and to restrlct forelgn travel by Phlllpplne re51dents. On

' the other hand there has bnen a substantlal lﬂcrease slnce 197& 1n net dlS-

<

barsements for transportatlon, whlch was, due to hlgher frelght charges

RSt o 5 L 3 8 LT L e

SO LOBSLLLVIS LoE LriDatan BusLLTons Tl SRR :
1 The sharp reductlon in travel receipts durlng 1973 7u was caused
by a decline in expenditures from 'rest and recreation' of U.S. military

personnel following the de-escalation of the Vietnam war.

1?Speclal privileges, notably. a 50% d;scount on. roundtrip. air

U tlckets hmere granted,to Flllplﬁo v151tors gnder the 'Balikbayan’ project
of the. newly-created Department of Tourlsm.ﬁé =

RS
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Poravie

occasioned by the oil crisis.

In total current account transactlons in the Phlllpplne balance of
vt =T

payments were close to belng balance in 1971 and 1972 produced a 51gn1f1ca

-\hr

surplus in 1973 and detevlorated 1nto 1ncrea51ngly large deflclts through

soboe s e SeLeeba Lt “ - AN o ; 8 rppeag i I R
ERD S EN : Sl ladlo oo A T LR CealtrEs s I

" i L
AN O 5 S

1976

-
4.
Al

4..:Effect.on capital flows - .. . .- o o gnlianen add o

The extérnal disturbances in-recent years have alsd left an”indelibl
~mark:en the country's capital account.:The need’ to offSet the large defici
in-current:transactions is reflected invthe magnitude andi directiono¥: capi

movements shown in Table 8. __Ju;;tenm,loans both OfflClal and Drlvatel ir

IS0

- . S T T S RUAOGY

creased progre831velv over the;per;gdé 1nd1cat1ng relatlvely successful gov

T ooen i R PEeE i ETAansy qEE s
ment efforts to sustaln favorable credlt standlng abroad. One consequence
(zhasaghort ooigr 0 v Vo R @i eTaENl TRV
the nearly four fold expan31on of the country s external publlc debt from
T i SRV AL DI

$1 0 bllllon in 1971 to $3 9 bllllon in 1976 durlng 1973 1976 alone, an.
1ncrease of $2 7 bllllon was reglstered, substantlal ltan avallments comir

- oy

from the 011 Trade Flnanc1ng Scheme, IMF IBRD and forelgn commerc1al bank=

At the end of 1975 the ratlo of short term external debt (one year maturltj

avr s 3 s R .LL/“ RN

el =ang E £ ; ETERVI-

to total‘export earnlngs durlng that year was .377 whlch is more than doul

s ot tpm o) e A Sleapgis e

,,"\

the correspondlng ratlo in 1973 (.168). Prlvate short term capltal con-

sisting mostly of import suppliers credits and advances for exports, exparn

- 3 It is. worth notlng that the comblned "groSs’publlc1zed Euro_curre
credlts" to the Philippines from ;§7u and 1975_amounted to $1.1. bllllon;\w
was exceeded only by Brazil, Mexico ahd Spaln among developing' country rec
pients (cf. Sargent, 1976; p.21).
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in 1974 to more than three times the precedlng year s value.29

The 1ﬁem "6ther prlvate capltal" in Table 8 pertalns to direct fore
investment, whlch is seen to be either negllglble or negatlve21 in the ir
two years of the perlod under study. ’This:may be attributed to the social
unrest ev1dent durlng these years ‘and the uncertaln status of American-ow
assets after the explratlon of the Laurel- Langley Agreement scheduled in
July 1974, Wlth the 1mp051tlon of martlal law and the government s avowe(
pollcy of attractlng forelgn 1nvestment, substant1al capital inflow began
1973, Whlle a notlceable decllne occurred in 197u, the rapld growth of 4
forelgn 1nvestment in 1975 and 1976 is strlklng, attrlbutable perhaps to -
promotlonal efforts of ‘the government that swamped any negatlve influence
the contlnulng world recession. ; '

i Overall capltal movements have enabled the country to w1thstand t
pressures on the balance of payments at least durlng 1971~ 197u and even:
the level of 1nternat10nal reserves held by the Central Bank from about 8
billion in 1971 to $1.3 bllllon in 1976. The repercu531on on the country
external debt has been quite severe: from a level of $2.2 billion in Jan
1971, total external debt outstandlng (publlc and prlvate) 1ncreased to $

billion by December 1976.

( 5? Overall monetary efFects

N f )
~1nstab111ty of the overall balance of payment duri

1971-1976, changes‘in‘lnternatlonal reserves and other monetary movements

w0

The:net outflow of $96 million 1n>19§é was'due to the ''deposit w
the U.S. Exim Bank of the proceeds from bond issues.in New York for the
country s nuclear power project” (Central Bank Annual Report 1976, p.hu).

1Substantlal sale of American asset holdlngS”tO.Flllpan national
underlies the negative entry for 1972.
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have had varying effects on the country's money supply over the period (cf.

Table 9). The surplus years from 1971 to 1974 witnessed increases in money *
<§5551;43fig;zggﬁgi*sgiéiﬁ)rqgging from P566 million (in 1972) to Pu,643 -

million (in 1973), prompting the monetary authorities to make offsetting

adjustments in domestic sources of credit creation in order to maintan a

sembléﬁég of (stability in the gro of money in circulationy The resulting

M‘//

net changes in money supply were therefore due as much to the instability of

the external sector as to the policy reaction to it:f

The average rate of money expansion in the 1960s was 10.5% yearly, the

/

standard deviation of annual changes being 6.5%. For the period 1971-1976
the corresponding figures arand 6.5%, indicating a doubling of the
average annual growth of money supply but the same degree of variability from
year to year. However, examining only the contribution of the external sector
to money supply changes, one finds the variability during 1971-1976 to be far
greater than in any other postwar subperiod.

The(zggégég_méiéi_snpply_incneases_of_external origin occurred in 1973%}}%%?)

and 1974; however, while public sector activities were contractionary during

both years, net expansion of money stock increased most markedly in 1974 (by

a record-setting 25.4%), which saw private domestic credits rising by 85%

and contributing close to P2.5 billion to money supply -- an amount unmatched

in the postwar period. In the succmeding years 1975 and 1976, the external

sector was deflationary on account of the balance of payments deficit.
Clearly the conduct of monetary policy during the period under study

has been made difficult by the instability of the external sector affecting

in an unpredictable way the country's overall balance of payments.
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_Table ¢

CHANGES IN MONEY'SUPPLY BY ORIGIN
(in million pesos;.December 31)

Tonsen To ssnoe

o % Ty i

1970-71 1971-72  1972-73  1973-74 . 1974-75  197s.

Internal ~85.9 662.8 -3,287.1 -321.7 5,236.2 3,135
Public sector 25.9 -419.1 -2,153.8 -2,768.5 4,865.7 3,652
Private sector -111.8 1,081.9 -1,133.3 2,446.8 370.5 ~-516

External 605.9 566.4  4,543.0 2,389.3 -3,929.2 -1,375
Int'l reserves 200.0 719.1 4,173.8 3,696.5 -380.4 394
Compensatory ST =

borrowings abroad .. hLe7.s -937.5  -1,289.2
Use of Fund credits 49,6 2u2,9 -872.5 §
405.9  -152.7 o - > -981
Foreign currency depasits 152.3 -118.1 -889.2
CBCI foreign currenc _ -101.1 ~-4gy .5 -497.9
Net change in money - oo
supply 520.0 1,2298.2 1,355.9 2,067.6 ° 1,307.6 1,760
% change ( 10.1) (23.7) (20.9) (25.4) (14.5) (17

Source: Central Bank of the Philippines, Annual Report (various issues)..

RNCIRISAVE
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(ig/ Effects on domestic production

According to the most recent official estimates, GNP at constant prices

incre e annual rate of 6.5% from 1971 to 1976. From Table 10

the highest rate of increase (9.6%) occurred in 19?2—73 and the lowest (4.9%)

in 1971-1972, the remaining three-year period 1973-76 showing GNP growth

rates within 5.9% and 6.3%. While "P93993i3i_9§E1_EEE3_99—999§i§§§§Q_E_EE§EiZ
elqsiye—concepI*fQn_deneLoping_gggggg;ggl_ig_gggg§_2;§g§ible~z9—argae—%hat_an

annual growth of 8 = 16%—fer—thePhilippine economy would not have been

ext?rna} sector.?2 For one thing the loss in real income due to the worsen-
ing terms of trade has been relatively substantial. The change in GNP d
directly attributable to the movements in export and import prices (in U.S.
dollar terms) is given by

AY/Y = sxAPX/PX’ - smAPm/Pm
where Y denotes real GNP, and Sy and s, are the the ratios of exports
and imports, respectively, to GNP. The following percentage changes in GNP
were calculated: -3.31% for 1971-72, 6.18% for 1972-73, -7.81% for 1973-74,
-5.54% for 1974-75 and -2.2u4% for 1975-76. On this basis, therefore, the

Philippine economy could have grown faster by about 2.5% annually on

the average during 1971-76 had the country's terms of trade remained constant.

22That the official growth rate target of 6.5-7.5% during the Plan
period FY 1974-77 is “'quite modest ... in view of the changes in national
policies which now enhance the climate for investment and output growth"
has been expressed by Sicat (197u4; p.246).
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Table 10

(atzconstant_1972 prices)

Industry  1971-72  1972-73 © ©1973-78 197h-75' ‘1978

Agriculture, fishery L L
and forestry 3.8 5.2 1.6 3.7 7 sj

Indestrial Tector | 7.5 2.5 a7 gt otogi
*Mining and quarrying 2.5 4.1 108 1w gy
uanﬁfadturiﬁg o 6.3 7 s Taia s iglg
Comstruction = = 17.1477" 7 T g e T abig
Utilities 3.1 5.7 2.9 TViEey bt gy
Service Sector 38 6. 47 6.0 5.2
~ ‘Transport, ete. -1 -~ r 5.4 ' 18*Cvf‘ o B8 03020 v 7.0
©. Commerce .. - - 2.9 55 i w8l b Tevicsin 8.5 o 0 5.3
Services . o b2 8.1 e B0t 0. 5ul - b

Gross™ National Product = 4.9 - S8 o v BL0 e 2BeBL ) oy BB

Sources: Statistical Coordiration Office, National Accounts Staff, Natio
Economic and Development Authority: "The National Income Accoun
of the Philippines, CY 1971 to 1975" (September 1976; mimeo.) f
1971-1973 data, and "The National Income Accounts of the Phlllp]

cy 1974 1976" (December 1976 mlmeo ) for 197& 1976 data.' -
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Other sources of exogenous disturbance alluded to earlier, e.g., the
series of natural disasters in the earl;f1970s and important changes in
policies after the 1mp031t10n of* martial law, 1mp1nged,on the Phlllpplne
economy during the perlod affectlng dlfferently the various components of
national product. In order to 1solate their effects, disaggregative analysis

is necessary.

.w:,j; .Outpdtjieyels.ofithe“majosiérimary,ﬁfédugtﬁmf?Qm“1921,ﬁ9_1975.§?§"§?dwnu,
in Tetle 11.v Their movements over the perlod would largely account for the N
observed annual changes of the agrlcultural sector 1n the natlonal income
accounts. fAs mentioned above, the food crops (palay and corn) suffered from k
weether anduother misfottunes tmrough 1975, vhich egPiains the downward tremd
ofloutput.;lSdbsequedt}y, improved weatheﬁ‘conditidﬁs end the government's H
msssive food productiom campaign‘started ih 1973 by the MasagaQQHQQ progfem;-

caused an upturn in crop output. While these internal developments were malnly/‘

responsible for“tﬂe‘ogse;vedrpéttenns of agricultural food productlon “two

relevant.. con81deratlons pertalnlng to the external sectbr neeﬁ tbibe p01nted
(R 1S S

out. One is the p0331b111ty of a shiftmin:someaplaces from;piCe]farming to -

sugar production due to the latter's greater profitability before the Masagana !

99 subsidies;23 Treadgold and Hooley (1967), for instance, have claimed that

S

this was a significant development after the 1962 peso devaluation. The other/E

consideration is the substantial increase in tqg:gfzces of fertilizers)and

agricultural chemicals following the oil price rise in 1973-74; the cost of

23No quantitative ipformation is however available to verify this
particular hypothesis.




Table 11 .

AGRICULTURAL PRODUCTION, CROP YEARS 1974=76 ' =~ = "~

. {thousand metric tons, except as noted)

H

Tegn 07 et tagr2 s 1978 Caemw v U975 AT 1976

Palay (roughirice). : - 5,344 - .5,100.:- - 4,415 55594 . 54660 - ...6415
Corn @i " i ise 2,005 ) 24043 ¢ . 1,881 ...2,289. ' 2,568 .- 2,76
Copra: v fovaimnl wis 1,578 +:::1,703 1,698 -..:1,703 -+ 24,820 1,86
Sugar - oewawero s on 02,1087 515870 . 2,305 - 2,505 - 12,455 .. 3,57
Pineapple - ~f cornpwed w284 700 282 w2930 . 338 - 3830 oo B2
' Logs .(million -board ft.) 4,528 . - 3,877 3,812 - 2,959 . 2,588 .. 3,66

TR

ISR A

Sources: Central Bank of the Philippines, Statistical Bylletin (December 1975)
“- 771976 data were obtairied from the Department of “Economic ‘Research,
__..Central Bank of the Philippines.
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subsidizing food production has therefore increased significantly.

The remaining primary commodities listed in Table 11 are exportables,
their level of output generally following the pattern of actual export flows
during the period (cf. above). Hence the recent instability in the world
economy has significantly affected production of agricultural export commo-
dities, which jointly account for about one-fourth of value added in the
agriculture, fishery and forestry group. Indeed the same statement applies
to the heavily export-oriented mining seétor, which was hardest hit during

the recession years 1974 and 1975.

Manufacturing industries also performed relatively poorly during 1974

and 1975, the growth of total production dropping steeply to 3.3% and 3.9%,
respectively, from the 14.8% increase observed in 1972. These aggregative
growth rate figures conceal however large differences in the output perform-
ance of individual manufacturing branches. As shown in Table 12, electrical
machinery, transport equipment and miscellaneous manufactures enjoyed continued
output expansion at high rates through 1975. The most adversely affected -
were such export-oriented industries as footwear, textiles, wood products and
furniture, as well as the heavy oil-using sectors like chemicals and petroleum. .
Other industries such as paper, food manufactures, tobacco, rubber and metal
products began to falter only in 1975. On the other hand production in some
sectors, e.g., leather products, nonmetallic mineral products and basic metals,

rebounded quickly in 1975 from depressed levels in the preceding year.

As a general observation, the increasing trend after the 1970 deval-

uation in both mining and manufacturing output was interrupted by the adverse -

exte onditions durj =75, it would appear however that recovery
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Table 12
FERCENTACY CHENGES IN GROSS VALUE ADDED IN MANUFACTURING, 1971-1976 .

(at constant 1972 prices)

E T R Ta LR A N R N S

L O S o sV iingsnn TLvL f 2 andd PR TN A

Industry Group  1971-72  1972-73  1973-74. .1974-75 . 1975-

. Food manufactubeSP e s s el B T BB e BT T 2,80 i
Bever rage 1ndustr1es R TL DU . 3.8 24T

W N
. .

Tobacco manufacturers 1641 35.9 12.9 5.8 1.

Textile manufacturers 6.3 6.8 5.5 2.7 7 9.

e
.

5. Footwear wearing apparel o122 23.7 2.1.... 8.6 . 7.
5. Wood and cork oproducts - 2.5 o 7.7 1.8”' -26.2 .23,
Furnitvre ned fixtures 2.2 k7 2.2 159 13,
2aper and paper products - 19,0~ 223,77 S BT won Qg evidon g
3. Publ:shln" and prlntlng o 2.7_ ‘ v:27.9 J_2§1&,03_,_ h.0 . . 2.

<
.

Leather and leather products -8.3 13.6 4.0 5.4 10.

MR
[
.

Rubber products T s g2 86 T o Al

N

. Chemicals and chemical products 33.6 ' .10.0 S 0 A U 5 IR & I

oo

L
.

”“oducts of petroleum and coal 11.6. . 29.6 -10.2 . - 0.9 .. -0,
RN “on-metalllc mineral products -2.2 4.2 -9.4 10.4 L.
', Bdsic Wetal industries “he féié'; v G0 16.2 xiﬁ
(Lasdietal products. i Lo Um0 e B R 2 T 2B, . o
7. ﬂaehln axcept electrlcal . 8.9 . 12,0 -6.3. .. .-1.6 ... 1.
PECTI cctrical nachlnery - -3.8 5.9 8.5 8.6 0.
‘ o 8lr skt U dka sl
BOR L Qs 208 e G L B2

seuece Uy piRTisticaly Coordination Office, National Accounts Staff, ‘National Ecor

Development Authority: "The National Income Accounts of the Philippine:

Y A9 Y, kd:1875Y (September 1976; mimeo.?) for 1971-1973 ‘data, ahd "The

National Income Accounts of the Phlllpplnes, CY 197% 1970" (December 1<
viimeoy) forr 1974-1976 data, - - 4
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was underway by early 1976, underscoring the strong dependence of these pro-

duction sectors of the Philippine economy to the level of world economic .

. . 24 R AT I A
activity. -
. S . : L ; e 2 Gy N T G TR
=g SRS R S SRR N .
Among the 1ndustry groups dlstlngulshed in the natlonal 1ncome accounts,
rrpesdreen o R 't:.'r.xw:ijf‘ b R )

constructlon exhlblts the greatest varlablllty in output durlng the perlod
~ ’ i . “U" I‘J(V it Ty
However, 1nternal factors rather than external developments chlefly underlle AE

,,l.

the dbSeﬁVédtpattern of constructlon act1v1ty. In 1872 't theexten31ve damage P

3\ cr - L

[r; ENAYE .'_'_31
caused bx the severe typhoons and floods to 1nfrastructure fac111t1es, partlc-

(o} JS O A

ularly in'‘the’ food-produc1ng reglons, requlred a step—up in government cons-~:v

P4,

truction expendltures, which’ 1ncreased by 64 6% in that year. Includlng
private éonstructlon, veal’ value' added in thls sector expanded by 17 1%

(cf. Tablé>10). “This represented a drastlc departure from the average annual;ur
growth ratée of only aDOut 3% in the 19608 ' More substantlal 1ncreases in
construction output Sccurred in’ 1975 and 1976 (by 52% and 22% hrespectlvely),
this time hotel-bulldlng 25+ and other tourlsm-related proyects were the prlnj ‘
cipal donbentratlon of, axpanded ‘constyuctiony aot1v1ty, part101pated 1n by the

iR

private sect®v:ut- heavily underwrltten by government flnan01al 1nst1tutlons

The owth rate of value added in real terms from the f1rst semester
1975 to the corresponding perlod 1n 1976 was u 6% in mlnxng and 4.3% 1n Jmany- .
facturlng CpaAe L e

Fourteen lnternatlonal”standard"hoteis’were'eOnstructed'1n 1975-76
at an estlmated cost of $3,750 million (Stretton, 1977) for' 'the immediate -
purpose of accommodatlng the delegates-to thé IMF-World Bank Conference held
in Manila in October 1976. As of September 1977 the 14 hotel companies ..
reportedly owed the Development Bank :of - the‘Ph111pp1nes and the Government
Service Insurance System P1.8 hllllon, which debts were to be rescheduled
(Phlllppgpe Dally Express, September 6, 1977).

Coed pa e R




- hheat

-

7..~-Effects: on: empldyment. and -wage -income:.

Co

For labor—surplus ‘economies like the Phlllpplnes an espe01ally 1mpor
ant aspect of the effects of recent external disturbances is how the extent
. of:labor use:has been affected. | In view of the existing inequity in income
distribution:(Tan, :1976), it ds also of significant interest to examine “the

resulting movements inskhe! earnings of:Tildpino laborers. from 1971.to 1976.

S T Tt LAy I NP A A EAPRES (SRS RV A T - : -
“"Bécause post-1973 employment data from official household surveys ar
not yet available at the present tiie, it is not possible to provide a comp

SEGEC T onnon DT LTS R ) e S N S . Loosl vt
hensive examination of the actual pattern’ of labor utilization during the

period”under study.” One would expect however, some’ correlatlon between th
output éhd‘émbio§ﬁéﬁf“éfféé%é”of”thé pecept.instaﬁility, differeﬁces'among'

Sigr i s merengy g tr oo cne gl ot narks e e o e R
industries being attributable to diFFerencesin the elasticity of employmen1
4‘\“

with %éspéé%ﬁ%é’buébﬁé Based on the' above dlscu351on of the changes in

A cievire s UK e o el T e ¥ . el s
séctoral production, employment in the prlmary export industries (1nclud1ng
miniﬁé);Léspﬁeilﬁéshthe:meﬁﬁfactufing:sector,’would have been adversely

affected by “the 197ﬂ 78 pecession.
sool feritan] Ianoasc b Gioomeas o

Ev1dence for the mining sector is prov1ded by the movement in the

Central Bank employment index (based on a sample of 18 mlnlng corporatlons

Siesing 3 ¥ PR TP

as. follOWS'* 1971 - 93&7 1972:.- 100.0, 1973 =~ 110 7 197# = 106 8 1975

102.3 and 1976 - 107 6 Although a sharp increase 1n mlnlng employment

¥ -

Gl Yot LoniE 3 [SIR O RETE

accompanxed“the export boom 1n 1973 absolute decpeases 1n the number ‘of -

: o o~ - R e T et
F oy qrenflo Y oo sen i AT R NRT Yo

persons employed characterlzed thé recesslon yeans 19?u and 1975. Even W

B TR oy i Loy IRt

attained the 1973 mark.
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For the manufacturing sector, employment data are available until 1974

only from the Annual Survey of Establishments (ASE) published by the National

Census and Statistics Office. It would appear that manufacturing employment
increased in 1971 by 4.5% over the preceding year's level. During the next
two years26 there was a remarkable expansion by 27.4%, reflecting the rapid
growth of manufacturing value added in 1972 and 1973 as noted above. In the
following year a weakéning.of manufacturing employment occurred, again
following the pattern of manufacturing output, except that there was even a

decrease in employment level in 1974 by 1.1%.

While recent employment data are scarce, there is much available
information on worker earnings. Table 13 contains data for 1971-1976 on
wage rates of. skilled and unskilled laborers in industrial establishments in
the Greater Manila area and average earnings of salaried employees and wage
earners in nonagricultural industries in the Philippines.27 Apparently,
for each of these four categories of workers, the gradual upward movement in
money earnings has not matched the sharp increases in cost-of-living (espe-
cially in 1973-74), resulting in a general deterioration of real incomes

during the period. There was however some improvement in the real earnings

26For 1972 a manufacturing census was conducted in which only estab~

lishments employing 10 or more workers were covered, precluding comparability
with the ASE data for other years.

27
Real wage rates and earnlngs ‘'were obtained by deflatimg nominal

values by the relevant consumer price -index.
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Table®13

e

INDICES OF NONAGRICULTURAL WAGES AND SALARIES 1971 1976 '

Item 4971 1972 1973 1974 1978 1978
e e : ' g TR

Money wage-rates* S

e

skilled laborers 95.3 © 100.0 .. 105.3 . 115.1  119.7 _ 12u.L

unski};gnga§9p$rsz.?v 94+.3  100.0  102.7 110.8 wu.;?of?.n; 126.%
Rea. wage rates* | | - TR BN

skilled laborers .  105.2 = 100.0 95.4.V  774 '  :%u.4 ) 73.%

. unskilled laborers . = 104.0 ,wwgoq}b a8 | 7.5 : '74.6  ”;ﬁl;

Nominal earnings##
C ' : Ve O R {071 (CUC SIS S S P
salanied employees  93.4  100.0  111.1  121.6  136.9 15k

.. Wage earners 90.6  .100.0  112.2 110.9 12u4.4 143.°

[ R e AP TS e .-
[ R S L - N SR TISEEIITOVESY Ty

Real earnings*+ o

L P B S (S

-salaried employees  101.1 ~ 100.0 ~  99.0 77.6  8l.2 86.

IR LR o LR

wage earners 98.1 100.0 100.0 70.7 73.8 80,

'éiwa and suburbs 14?'“““;' 7*f gt Phlllpplnes

Sources: Central Bank of the Phlllpplnes, “Annual’ Report (1976) and
Statistical Bulletin (December 1975).




- 47 -

salaried and wage employees in nonagricqltural industries in the Philippines
after 1974 as the inflation rate fell significantly. Skilled industrial
workers in Manila have suffered a loss in real purchasing power by 30%, the
unskilled workers by slightly less. It would appear also that nonagricul-
tural wage earners working outside Greater Manila had not been as severely

penalized, and that salaried workers experienced the least (but still signi-

ficant) reduction in real income.
A ————

Such deterioration of worker earnings would be due to the effects of
both the recent external disturbances which reduced the demand for labor (at
least during the recession years) and the various policies adopted by the
government with respect to prices and wages that failed to protect the real

~

income of laborers, which will be further discussed below.

8. Investment effects

No survey of the effects of recent external disturbances on a
developing country like the Philippines would be complete without looking
at how the level and allocation of domestic investment might have been
influenced. One normally expects that investment would depend positively
on the level of national income and, in foreign exchange-constrained economies
relying heavily on imports for physical capital accumulation (such as the
Philippines), also on the country's capacity to import. This is borne out

by the following estimated equation based on Philippine data for 1952-1975:

]
]

-2125 + .166Y + .667M
(4.91) (3.08)

R™ = .954 D.W. = 1.20
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i

where the numbers in'parentheses underneath the fegfession coefficients

afe'fhevt;values, and

I-= gross domestic capital}formation

e ESECR RV Bk SO
Y = gross natlona1 income
M= total 1mports,

U R S A L
each expressed in million pesos at 1967 prices. Thus the marginal propen-
81ty to 1nvest is about .17 and two—thlrds of any increments in imports
take the form of 1nvestment goods. -

.. It turns out, however, that large .regression residuals characterize
the recession years 1974 and 1975, i.e., the predicted values are much
below acfual investment levels. .Indeed, while.real GNP and imports regis-
tered relatively low rates of increase in 1974 and 1975, capital formation

has expanded at unprecendented rates of 2u% and 206, respeotlvely

‘A cluye to the explanation of such divergence -could be provided by.

an examination-of sectoral investment data, which information however is

not available. While the Central Bank publishes data .on “capital invest-
" -ments of newly .registered business organizations classified by industry",

it is not possible to,.obtain recent data on reinvestments ofxexisting firms.
;For what they are worth, the Central Bank.data (when.appropriatelyhdefleted)
- “ipdicate substantial new investments in 1974 for xhe;following.sectors:

agriculture (39% over 1973 level), forestry, flshlng and livestock (121%),

manufacturing (57%), and constructlon (43%) In the follow1ng year, however

sharp reductions occurred in forestry and manufacturing, while new invest-
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- . 28
ments in construction increased at an even higher rate of about 100%.

The latter is in accord with the earlier finding of rapid expansion in
construction activity during 1975-1976. For the other sectors mentioned
above,29 it would appear that only in the second year of the world recession
were profit expectations sufficiently affected to deter large investments

by prospective investors.

9. Other effects

) There are of course other channels through which the'international
transmission mechanism operates, and on which only a few observations will
be made here as they impinged on the Philippine economy. For one thing,
the deterioration of real income of workers which, as noted above, was most
serious among skilled industrial laborers in Manila, might have impelled
some of them to seek better job opportunities abroad. Indeed the overseas .
migration of Filipino workers has expanded markedly in recent years, which
is consistent with the substantial increases in net receipts from private

transfers in the form of remittance noted earlier.

Not only labor but also domestic capital and technology may transfer -

to another country in response to economic forces created by some instability

in the world economy. (A disequilibrium situation invariably improves the

economic opportunities in some places relative to others). This is illustrated

28This was facilitated presumably by the much expanded credits extended
by government financial institutions to the construction sector. For instance,
while the total amount of loans granted by development banks (which is dom-
inated by the government-owned Development Bank of the Philippines) trebled in
1974-75, loans to "real estate' increased more than six-fold.

29Central Bank data on new investments (undeflated) in mining show
remarkably stable values from 1973 to 1975.
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by the vecent establishment and expansion of :subsidiary firms in other’ &
Southe¢ast 'Asian:countries by certain Philippiné -accounting ‘and development
banking companies. : A:few local’ ‘constructidn and ‘erigirééring firms'have -

.-1ikewise gone "international®:inm recent years, winning bids-£6 set up“infra

structure facilities:in:some Middle East and ‘African‘dountries. 7 U

e A

Finally, there are demonstration effects that may defy eaantltatlve
evaluation (Krause and Sekiguchi, 1977). The growing tradeqigpa}agge;sinee
1973 has agcentuated the need to increase foreign exchange earnings in the
Philippines. Among other. things, the government has exerted much effort :to
promote tourism. Taking cognizance of the demonstration channel, it.would
be useful to determine the extent te.which the increasing flow .of tourists
andxotpgﬂ,fopeign visitors into the country has, affected the. ecenomic. ' .::
cpssions:of tourismfdeyetgpmentebeypnﬁ-thatﬂofv@aiSingfforeign exchange. .
Tourism does . present.a dilemma in.that.the.expenditures:of foreigners !
provide direct benefits to the economy but also .encourage luxury spending -
by the local population (since tourist facilities and amenities are not
fenced off for“forelgners only) - Moreoyet;’teurlsmerelatea actav1t1es may

. | STOME
not even yleld as hlgh rates of return as othsr 1ﬂduetr1es, as the recent

e L 3
! " ) AT ‘\' ER 8

overbulldlng of hotel capa01ty in the Phlllpplnes seems to 1ndlcate.

; . O £ LI AT TaR
AT . ey et e [ TR ) o I

Iv. The United States and Japan as Sources of External Disturbance

E ey

Due to, cqlpnlal ties datlng back,to the turn o; the century, the

Y ARSIE T

Lo :..—,—

“a market for exports and as a suppller of lmports.» Slnce the grantlng cf

o . e et
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political independence in 13946, however, a gradual reduction of the U.S.
share in Philippine foreign trade has taken élace, particularly in the
1950s and 1960s, accompanied by an increasing level of trade flows with
Japan. By 1970 Japan was contributing about the same propo-tion to total
Philippine trade (30% of imports and 40% of exports) as the Unitéd States.
With the recent drastic increase in the relative importance of crude oil to
the total import bill, the combined share of the United States and Japan in
Philippine imports has dropped to about 50%; similarly the export share of

these two countries has been reduced to a total of about 60% after 1974.

Such strong links in trade with Japan and the United States make the :°

Philippine economy inherently subject to exogenous shocks emanating from

these two large-countries, Indeed, given the extent to which they dominate
Philippine foreign trade and payments, a large part of the recent external
disturbances described above, with the exception of the "oil crisis™, would

be traceable to the economic ingtability in Japan and the United<§EEEg§,

The severity of the recent external shocks is due in part to the unusually
high degree of synchronization of economic changes in the two countries, as
suggested by the movements during 1971-1976 of certain price and activity
variables shown in Table 14. (A possible exception is the observed changes
in exchange rates, whose effects on the Philippine economy have been des-

cribed above).

It is worth noting that the sharp downturn in GNP and industrial
production occurring in 1974 in both countries was accompanied by a subs-

tantial increase in their export price indices. Presumably, the
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Table 1u

ANNUAI, RATES OF CHANGE IN SELECTED ECONOMIC INDICATORS:: -
THE UNITED STATES AND JAPAN, 1971- 1976

(in per cent)

Ctem et {972 1973 19TH 1975 4976 -

GNP/(at_qgns;gntfpr;ces) o N . v
u.s. 3.0 5.7 5.5 i1 i el
Japan o 8.8 9.0 URgLG T S4i2rTiRu U BlORE

Industrial prioduction.
U.S.

=S
e

Prievaeray e
o I Grmyrran ey o ce f
RGRE SRR SRS AL SR L LI A I

Japan "l10.6  13.7s%%

N

.

@ 5~

~
e e
—ys M

-

ut

(o)

!

w

[y

Export price index
(in national currency) -

u.s. .32 87 177 283 100 3.4
Japan | 0.7 -2.9 9. 337 -2.9 1.

Exchange rate
(Phil. peso per:) - oo nage o Lae s

U.S. dollar . ..8.6. 3.7 1.

w
o
o

‘o
[oe]
N
<

Japanese yen 22.2 8.0.“ 9.1  -6.3 5.3 6.9

#*Preliminary. . .. %%OECD forecast as of December 1976.

Sources: Economic Indicators (January 1977), prepared for the Joint Econbiic
Commlttee of the U. S Congress by the Counc1l of Economic Advisers

\r 5 AE R

OECD Maln Economlc Indlcators (January 1975 and March 1977).

T TS I SRR

4 o,
Internatlonal Economlc Indlcators and Competltlve Trends, U S

Departmeht of Commevce (various issues). N L amert ]




simultaneous recession and inflation in the two countries affected
adversely the foreign trade of the Philippines, as did othef small
economies strongly attached to the United States and Japan, in many ways,
Here we are interested in estimating the QEEEEEEEEiQE_QENEEE_EEQBQﬂi°

instability in these two countries to the observed changes in the extermal

di i i initiate the macroadjustment of the econom

The latter variables jointly determine the country's capacity to import,

oy i Chvp T 1Y e oY
and hence the trade balance, etc. ?“ﬂ7y;ﬁ7**z e X 1> b

oy L R gt 2L

Table 15 presents such estimates, obtained for each year by multi-
plying the impof£ or export share of Japan (U.S.) in Philippine trade flows
during 1973-74 by the ratio of the percentage change of the price index of
imports from or value of exports to Japan (U.S.) to the percentage change
of the aggregate import price index or total value of exports. Japan is
seen to have contributed more than the United States to the changes in the
import price index from 1970 to 1974; in the latter year when world oil
prices quadrupled, the combined contribution of the two countries was under-
standably small (28%). Annual fluctuations of Philippine export earnings
during the period had been quite severe, as shown earlier; from Table 15 one
finds the contributions of the United States and Japan to be very large.
;ndeed, in the two years (1972 and 1975) for which the sum is greater than
unity, there were changes in Philippine export flows to other countries

which tended to offset the synchronous movements of export receipts from

Yb ,/,/ f\ / 144 / ‘/\/“’“‘ o
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