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This paper. presents a preliminary evaluation of the direct

effects of the 1971 realignment of. r'najo_r. currencies on jPl__m:lipp.ji.ne foreign..
trade . geoansevotg the openness of most developing economies, the trade .
repercussions of exchange rate changes among developed countries op-a ...
small eountry which hai.s strong. links in trade with ‘developed, countries
are of some, mtexgest{}fﬁrs} we, estlmate export. supply and. import demand‘
functions for vamou}trade commodity groups using annual data in the .

postwar period; to xplore the time dimension of the impact of price

changes, altemat1v§ lagged responses of exports and :unports are con-

"s1dered Applyn}g re]:atlvely s1mp1e technlques, we then @amme\the o

quantltatlve effects on Phlllppme trade flows of the altered sets of
domestid ‘currency (peso) éxport ‘4nd import 'nfioes"reSult'ing from the
SRRy BTl N L " oeaedr. o el e
1971 exchidnge rate changes among the country's majofr trade partners.
T VoS B SO ST I SRR S Lmodws Anusor '

By the ‘small country assumptlon,é)rea.gn currency export prlces

ST

are exogenously determ:med. /We also ‘assume that export supply responds

\’,j,{};?f

to changes in the peso prices of export commodltles. ¢Other thmgs
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remaining comstant, . hmgher- peso expoz*t priees ﬂmply highen* profits to be

realized from exportmg. \Thls may not be true however, if mcreases in

the peso price of exports are accompamed by commensurate increases in
"f e ‘ t(h()’

the domestic cost level. As argued by Sheahan and Clark (1967), what |
counts is the relationship between the earnings from exports in domestic
currency and the cost in domestic currency of producing them. . One rela-
tive pridd‘variabls 8 OSESTR the” e}éport "supply furction ] .'I.S thih the
rat:’.d of eXpart ppick to tHE- domestic wholesals priée 'mdéx. H 7 In daséds ”
where ‘the "fdcai TETKEE 18 4¥sh Y ‘significant’ outlet for the export commo-
dity, its domestic prlce might 'Be the appropmate "deflator” to” use (pm-'
vided it {5 not sfrongiy co¥related to the export price.) Thus, ‘céteris”

pariBus proaucers’of éxportdb1ds wiil reduce exports if doméstic ‘sales ®

S

stiow greater pro tablllty TEOREL T L R e e o Cioagd
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We}ha}lalso investigate ‘the pOSSJ.blllty that external demand

R .:ff/

dlrectly mfl}xences the level of exports., xA slowdown m economc act;v;tg
in th? de§t1natlom countmes, for J.pstance, may reduce 1mport purchases .

of a SPﬁCJ.flc cotmwdlty mdependently of the obseryed pr:.ce movements.lw..

I

While more elaborgte submodels of md:.v:.dual commodity trade would be

N
BV e OB L )

preferable in such cases, we simply test here for the effect of an
"external activity" variable as an addltio'ﬁél' determinant &F the veiime -
S J(Thls wlll be reprgsented by a wgzghjqegl 3yerage ,index of

of
progggglon (construg};z)on, magufactxmmg or GNP) m the magor markets

T

1nd1V1dual e#gcrt at 1t1e§.v“0$ FHNIRD T menicg spag adi ol LR o

With regard to the timing of the trade effects, the possibility

of wide differences in lag pattern among export commodities suggests that

N
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the estimation method be a flexible one. We take the view that the res-
ponse of exports to changes in external activity and to price changes .

would be essentially complete within one year and at most four years, .

respectively. This is broadly. consistent with recent empirical. evidence.
on lagged trade responses which unfortunately pertain only to developed

_oquntries.2/ A separate issue concerns the det_ermination of the weights

w’:.: of the distributed lag in the price effects 2 wx P where P’.‘ - is

i=o
: N
the pI‘J.ce variable lagged i years (N = 0 1, 2 or 3 and Z W, "1 as
. . ‘l=OJ ’

assumed above) Slmpllfy:mg con31derably from the techmque developed

by Almon (1965), we cinstram the welghts of the 1ag dlstmbutlon to
; =

fit the linear form wfh end-perlod welghts equal zero. More speciflc-

ally,.where the pm.c?response,p;ﬁ exports extend beyond the current year,

the weights are glve‘ by
* _~w0 = ,667, ;wi =.333 -
1y v —.5(’%),‘_ Wy =,333, wi.»af.;167~_-.._‘ , R
+Land: Wy ,=;,1400,.~»,;~~\z&1 =,300, »w2v;=.200_, Wa =,100 - .

for ~the 2-year, 3-year:and 4-year lengths of lag, respectively, .. ...

TOTTEE g

. - S Ceb sy _ C o emaeey oL b
The regression equation suggested by the above considerations

SRR SN .

is therefore of the form

N
(13 X=a + a; ) wiPtir a vy o
“0 1 izo i 72 E A B T

CADD BE LS
where Z.k denotes any other mﬂuences on exports pecullar to mdlvidual
dnoe nr oo e SRR W N
corrmodltles and u is the error term. The coeff1c1ent a,_l captures the
s g4 Li“ el s X bk
full effect of the prlce varlable over tlme
-—m\m s RS O AU P PE S SRR KR A0 S N EA e S
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=T 7 Y estimate’eq. (1) for- ¢dch of ‘the following Wprincipal® = <%
export’ dommodities:’ copra, coconut oil, logs and 'lumber ,’:iiibpper concen -
trates, abada, tobacco, ‘canned pineapple’,’ desiccated coconut, molasses,*
plyvivod and veneer. ‘Each of these commodities hds appeated at: least ohce
in the'dnnual Central Bank list of ‘ten prinéiﬁal'-'eﬂp'oﬁs"- in %'e postiar ' -
peritdy’ together with® sugar tHey account for” 85 to 95 per- cent of anfiyal
Pha‘.li'_bpme export earnmgs. .Exports. of sugar, .cons1stently one, of the 4

top-rankmg export products of the Ph:.llppmes had been subject to a

spec:.al quota system m the regulated u. S mrket unt:.l 197# "precludmg
. i ;jk, N IR 159 SR
any meamngful a:.l:tempt at a statlstlcal estmatlon of an export supply
34 TR . ah \{{‘Z

3
function for sugar" (Bautista and Encamaclon, 1972 P. 2u2)

s Criw e S

TRV T rhe Bonprincipal*expobts, whose valde is obtained residually

by subtract:ing rom total export receipts the total value of “principal
S

exports (i{cl@digg sugar), represent a combination of certain*manufactured
products, r“let:ll:ic ores and agricultural commodities. Due to lack of a
composite exp‘ort price measwre for this ‘grotp’ of commodities, themit
export valdé“"iﬁde}if’puﬁlished;‘by ‘thHe ‘Central bankK is ‘taken.and:used:ito i’
defigse current export values in expressing X 1n.°0- (1) dn coletant.

U.S. dollars.
R Y R R o ¢ b R

The. estination"'of (1) entailed-;iﬁitislly a total of eight

S.
regres,slon tmals at 1east for each of the twelve export categomles con-
S ¢ “( ‘i 1 t_'-__ IR TP R 4 : P i
§}dered,3/‘ the act1v1ty vamable bemg 1ntroduced or excluded m each
, {‘:M : __’, .: \ ‘)Yl“ N
of the four altermative spec:LfJ.catlons on 1ag lengths of the prlce effect.
10 Ee PR R O TR

If the price ratio is found ms:.gnlflcant, we replaced it with the "own-



price" ix ex, checking whether. the general price level or domestic price

of the export commodity has no influence on export supply. These OLS
results were tested for serial correlation on the basis of the computed
values of the Durbin-Watson statistic. In cases where the problem of

serlal correlation is evident, L) we -applied the Durbln technlque of
/

estlmatlng the autoregressive coefficient (assuming flrst—order serial -
properties) from the regression of X on lagged (one yeap) X and the
current and lagged values of the dependent variables (Durbin, 1960) and
re-estimated eq. (1) using the appropriate transformation of each variablet

(with the first observation retained) to correct for serial correlation

5/

of the residuals.— %?r criterion for the best estimated equation for
each export category F&on among the regre331on results thus screened is

fthe boefficient of mitiple correlation adjusted for degree of freedom.

H
i .
%o
! 5

¢

iThe prlce fficient is found insignificant in the regressions

\\f,,.

for plywobd veneer nd desiccated coconut; hence these commodities (and
i 3
sugar fbr reasonq explalned abOVe) are not entered in Table 1. Annual

fdata from 1953 to 1972 were used except for Copper Concentrates (1961-
1972) and Logs and Lumber (1957-1972). The letters and numbers in paren-
theses Immedlately followlng commodity names distinguish the estimation
metﬁod and measures of the price variable (base year 1963) used as follows:
LS ; ordlnary least squares, DP - two-stage estimation with the’ auto-‘

i

regﬁe881ve;coeff1c1ent obtained using Durbln s procedure, 1 - index of
4

pesd export prlCe divided by domestlc general wholesale price 1ndex,
2 - 1ndex bf peso export prlce d1v1ded by domestic wholesale price of

thechmmodlty, 3 - export price index in peso terms. Also shown in

| IO



TABLE 1: Estimated Export Equations

' S E o N . ¥

Autoregressive

Length of 1 . : L
ooam,n...‘. P el - elasticity . .. A77H coefficient

Commodity. mdomv lag (years)

Unmanufactured dovmoow (op3) == 3 - -6.8 _ = .= LM - T .560 2.3 7,408
Canned mpammvam Armwv B 20.3 - -4 e 232 T1.81 0 0

Copper nonomadumﬁmm DR1) - 2 - -12.8 - o= tat- 8w 51,73 0 .802

- g2 120 .78 1.8 T 0

o (=7.59) - N

- S 7T.019 1.57 - .601 1.65 - 0

LT (re) g . -

-: - .873 ' 1,33 . .75 _ 2.15 .86
. (4.86) S R

-, = 1,06,  .889 2.00 . 324

caamacmmoﬁcumm abaca (1S1) .2 111.4
Molasses (DP3) 2 a18.2

Copra (DP2) . T S -93.4

Copra ammw\omxm Qmwv S8 ..._m.w )

- % .23 T 2,55 . ,692 - 1.78 = ,315
- .. (4.10) R A
 19.38 © - - .58 7 - ,888 “1.88 & 0
(2.48) - . vooE -
- - © 1,57 © .601  1.65

Coconut oil (DP2)- ~ . 1 -438.0

Logs and lumber Q.muv . '3 Lr..q..q .

Nonprincipal mxvou.nm S..mpv N 3 Co-hh Ly

¥ B s
o g A L

Notes: MNumbers in vmumsgmmam cuamgmmg u.mmwmmmpos o&.ﬂo

nzmuw.. t- éﬁmm L
2 TR e . A
Z = .nu,mnm variable for Abaca T . ~ ..._. 5 L 4 v
RS ‘ .o!:l’ - n - i ey o
nosmmdwo ocﬁvc.n om coconuts Ms novdm nmam AS ﬁsocmmsa metric ﬁonmv mow Copra and Coeconut::0il:
moamm.ﬁ.o oz.nwcﬁ om mﬁmmn, Tin: ‘thousand amqwo doumv mOu. ‘Molasses o \,

W

- - o v s e

The mmvmummﬁn <mmuwvwm um mxwﬂmmmmm 5 .gccmmsm am.ndpn .noumu mxnmwd mou bomm wum bﬁ&mw C.z ‘thousand cubic meters) and

nonprincipal exports (in .Bt.posu of 1963 U.S. dollars). _ :

X
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the table for each estimated equation are the adjusted coefficient of
determination (ﬁQ), Durbin-Watson statistic, t-values of regression
coefficients, autoregressive'coefficient, price elasticity of export

supply at the mean values and length of the lag distribution.

Except in the eqqation for Canned Pineapple, more than one-half
ofvthe variance of the dependent variable is explained. The values of
the ppioe elasticity‘rangeﬁfromr.12‘for Abaca to 2.55 for Coconut 0il,
four of the ten export groups spowing»inelastic price effects. Two- and
three—year lag lengths are seen to dominate. Only for Logs and Lumber
is the activity varlable (1ndex of constructlon in Japan, the United

States, Taiwan and Sou ) Korea) found 51gn1f1cant Domestlo output of

=

sugar 1s 1ncluded as afgetermlnant of molasses exports (1n addltlon to
the prlce varlable) s#nce molasses is a by-product in sugar manufacture.

Coconut belng a perrenial érdp, exports of Copra and Coooﬁut 0il are made

S e ? % K l"‘\r

to’ depend also ‘on donistlc harvest of coconuts, ‘a proxy variable for ‘the: :
stoék”of:fruitébeaﬁing‘ooconut trees.  ‘The 51gn1flcantly negative coeffi-
cient'for the trend variable in the estimated equation for Abaca reflects

the shift in world demsnd toward synfhetic substitutes over the years.
2. Estimation. of Import Functions
AR With given import prices in fbreign"oufrency,ftotalﬂiﬂports

of 2 small country_might-be.explained”by oonsidering the.demand for each

1

Mof_the 1mport gommodlty groups as a functlon of a relatlve prlce varxable

and an. 1ncome or act1v1ty varlable. We attempt to estlmate here Phllippine
vc‘l ".'. d

{

import demand functions for commodity groups at_the,one—dlglt S.I.T.C.
By w : ' I : St . PR



-8 -
level; the dependent variable expressed in constant U.S.: dollars.

Two alternat1Ve measures of the pmce varlable are cons1dered,
foroL

the choice between them dependent on whether domestlc and 1mported goods
Ik o S
are substltutable in partlcular- commodJ.ty groups w/l) the ratio of domes-

tic wholesalé price index of the import group to wholesale price index

of locally-produced goods competing with these: imports: Vénd (2) the ratio
of doméstie wholesdle price index of the -import group-to the:GNP price -+
index. “Depending also ‘on the commodity group under consideratior, the' -

activity variable may be representéd in the -import function in several -

ways. Imports of consumption goods:are related here to’ real -disposable !

incdme while pr@ucer good imports have real GDP, physical imdustrjal

production or: I‘Tl value added ‘in manufacturing as activity:variables. .

i : : R :'fdf::',‘;.

Th 1stence of ;Mmport controls from 1950 to 1961 suggests

R e? s

that an additldnaa. vamable be 1ncluded 1n the 1mport equatlon to allow
:3 A

for any Shl?ft Sﬁn the demand functlon as a result of the removal of con—
. . : f . B NSO EE T i
trols m 19%2. We make use here of a dummy vamable takmg on a value

&
g

‘o f .«t!w v
of one for the years from 1962 onwards and zero for prev:.ous years.

i A 1‘ Sl .
Whlle the admlnlstratlon of J.mport and exchange controls was character-—
‘e

ized by significant changes over the period of their operation, “the : -

basic pmorltles have remaméd relat:wely 1ntact" (Golay, 1961, p.164),
"J BNt

4965 13 The altepnative lag distribution considered in the estimation::
pHoELdire for each import grouwp are identical to those used for-exports:
Th378EECussed earlier, i.e.; ‘the activity variable is assumed.operative.::

only’ for’ one’ year while'the price:effects could last wp:to faur years

¢




x'; :
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with Llinearly declining lag weights;

The typlcal 1mport demand functlon to be estimated may. then be

. o i ;j{méfi» B I S
written ' Lwaij,g" ﬂ;jg A o P
(2) M=b + b, ig Wi PY 4 by A+ Dy D #1 v
where
M = import flow (f.o.b. value in million 1963 U.S. dollars)

=
1}

activity variable (in million 1963'pesos)‘

D = dummy variable for import control

error term .

and P? and w? -are sthe price variable and lag weight lagged 1 years.

'3 |

In estluat{?g eq (2) for’ ‘the different 1mport groups, the same
érocedure as that emgloyed for the export equations is fbllowed in respect
of autocorrelatlon :?ifxcultles as well as in the choice of "best" equa-
t;ons. Table 2 doe§ not haQe an entry for Crude Materials because no
s:igniflc._ant pmc} effect is found in the estimted equatlons for this

- i .

céﬁmndify group. The other import categorles show w1dely varylng price
elast1c1ty estimtes, from -.33 for Animal and Vegetable 0ils to -7 52
for Beverages and Tqbacco.g/ The GNP price index actwally performed
bettep than the domestic price index of 1ocally-produced goods correspond--
ing to the import group in the regressions for Minéral Fuels, Chemicals
and Machlnery and Equlpment, conflrmlng the suspected lack of substituta-
blllty between imported and domestlc goods within these commodity groups.

The prlce effect in four of the elght 1mport groupslls seen from the

table t@ be Operatlve only for one year; however, for Chemicals and




TABLE 2: Estimated Import Equations

o AN : —
. - Length of o . 3 . 3 Price =2 '+ Autoregressive
. Commodity Group _1ag (years) Const- P Ax10 Px107 elasticity R DWe " coefficient
Food (DP1) 1 185.7 -1.180 - 3.08 = - -.88 .182 1.83 -.052
. : . (-2.05). . (1.88) " . , :
Beverages and tobacco (DP1) 1. 28.4 S o-.4120 1,07 0 - -7.52 .772 1.72 -.059
_ _ S (=T.02) (4.37) . :
Mineral fuels (LS2) - 2 179.2 ©  "-1.156 1.45 -11.62 - -1.54 .71 2.08 0
. : SR : (-5.82) (1.21)  (-1.83) | . o
Animal and vegetable oils (LS1) 1 - 2.0 =-.616 .78 - - -.33 .733 2.02 0
: - (-1.37) (4.55) , ,
Chemicals (LS2) : d 4 ©71.3 -.580 17.62 - -.75 .833 1.93 0
. N ¢-1.43) (5.91) o -
Manufactured goods (LS1) _ 1. 791.3 -7.026 . - - 21.83 -3.55 .809 - 1.96 0
- T (-7.60) - = - (2.18) . .
Machinery and equipment (LS2) © 4 -84.5 -1,525 24,92 - S =.52 .920 2.06 0
> RO (-1.72) (11.57) " S .
Miscellaneous imports (LS1) 2 52.3 -.538 1,45 - -2.28 . 704 2y16 0
- , (-5.21) (5.70) , -
Notes: Numbers in vm&msnsmmmm cuamasmmd: regression nbmﬁ%mn&mudm are their, dnempcmm.
P, r— , .
= disposable income for mdom mm<mummmm maa Tobacco, ‘and z$mmeWMdm05m Imports, =
/muomm domestic product for Mineral Fuels and zmovusmum and, pcpwamsd
value added in manufacturing for Animal and Vegetable opwm.msa:nrmspomwm. O
& L 3 o ~ . s e ‘ : - mu o
% S L

R T I A
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Machinery and Equipment the lag length is four years.

The import group Manufactured Goods, which consists largely of
in@ustfial consumer goods competitive to those locally produced, do not
show significant activity effect in the estimated equation; the positive
coefficient for the dummy variable indicates that the import control
policy of the 1950s effectively curbed.imports of such commodities. On
the other hand, imports of Mineral Fuels, for which the coefficient of
the dummy is negative, seem to have been favored during the period of con-
trols.relative to the decontrol years. The lack of significance of the
dummy variable for the other i@gort groups might be interpreted to mean
that domestic prices

such imported goods reflected fully the scarcity

premia engendered by the operation of the import control system.

26“}“ # a“ .

3. Effect of the @971§Currenc§\fkéél'ignment

-
=

The coeffiélents a, and b1 in egs. (1) and (2) represent

the unit Erlce ef%ectsiln export supply and import demand, respectively.
g Y,._.:- ..'..
With@ﬁnchanged‘domestfé-prices, the price variables z w? P: and

1;
) w? P?“ would reflect the movement of peso prices of exports and imports
i o
for any specified commodity group. Denoting either variable by P for

. oo 1/
oconvenience, we may also write — - : B ‘

)

(3) c.P s.r, P_.
)_ B B
where

s & s, =. share 1n~Ph111pp1ne exports (1mports) of partner
AR -country ~j : ‘ :

r. = peso exchange rate of j's currency P TEIN i
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Pf. = commodity export (import) price in terms of J's
] currency :
¢ = either unity or the relevant domestic price deflator

- . to the export (import) price.
Currency realignment among the country's trade partners will
affect P as follows:

&P = . P_.dr, + r. P_. ds.
(4) c.dP = § (gj g5 &5+ Ty Pegdsi)

the two terms in the R.H.S. representing ‘the direct effect of the exchange
rate change and the induced share effect. “The latter arises from the shift
in“export sales (import purchases) to moré profitable destination markets
(less’ expensive suppliers) and can be evaluated only wnder certain assump-
tiond on the degree of substitutability among export (import) markets by
commodity group{‘;%olIOwing Armington (1969)', we postulate independence’ !’
across commo"ditieg and @ geographical distribution function of the cons-"
tant elasticity ¥ substitution type, in which case the export (impq?t)
share of tradé ‘ ner j is detérmined ﬁy 5'3 export (import) price
relatiw- to the ,hve‘rage price;

45 s de k (y/p)® e
wheré e 1is the élasticity of substitution among export (impert) markets:
a%ﬁwwk_,is a constant. Therefore, the effeqt on sj of a currency;.

realignment of trade partners is given by

d(P./P) \
(6) dsj = e (P./P = sse (gj - gy
where
g. = proportlonate increase in the peso exchange rate of
J j's currency
g = proportionate increase in the:weighted average of the

peso exchange rates of all partner: country currencies.

DI
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‘ Based on the fmdmgs in Bautlsta and Tecson (1975), e =.5

. seems reasonable for Phlllpplne exports; for 1mports we shall use e

_ e = ~.5 in the absence of empirical estimates on market substitution

- possibilities in 'Ph‘ilippine’ import trad_e:l 8 '.
Ehe policv action taken by the Centxal Bank as a response to ! .
| the 1971 real;gnment of the world's mjor currencies was to keep the peso

- exchange rate with the U.S.’dollar fixed, in effect de\aluing the peso 1’ B N
" 'vis-3-vis the curréncies of major trade partners of the Phlllppln‘es E
'(except the Unlted States)J Table 3 glVeS the quantlta’tlve 1ncreases .m.\_-,;
" thelr peso exchange rates from Apml to December 1971 which together

with available 1nform?tlon on the geographic distribution of Phlllpplne
trade flows in 1970 w’ll enable us to mke use of the estlmated export

and import equatlons: n evaluatmg the trade effects of the 1971 currency

" realignment.

a7 P

For e

. 1y i - 4 e T
(7) ap = cgsr. Pej L8y + elg; -g)/

I S STt

or b1 est:.rrated earl:.er

1

multiplication ‘of which by ‘th"'e correspondiné ay

g;wes the induced change 1n trade flows (in quantlty or: constant U S

dollar terms). By dlvld:mg th:xs prodvct by the correspondmg 1970 trade
&
values, we obtam the est:uxeted proportlonate changes in Phillppme ex-’
'port and 1mport flows mduced by the currency reallgnment as presemted

R 'L ’

in- ‘i‘able ., Also shown in the table are the assoclated changes ln trade

flows expressed in' thousands of constant (1963) U S dollars. These




TABLE 3: /Percentage Increases in the Peso Exchange Rate of
Trade Partner Currencies, April—Decennber 1971

Australia ' 5,73 Iran . o South Korea . 15
Belguim ;. 11.57 Japan - 16.88 South Vietnam = 0
Canada 0.79 Kwait 8,57 - Spain -1
Denmark 7.5 Malaysia‘ 5.5 Sweden o
France - 857 Mexlco . O . ... Switzerland 13,
Hongkong "' -6.16 Netherlands  11.57 Taiwan

Italy.. .+ 7.48 - | NeW'Zealand  5.93° ' (nited Kingdom 8
India 2.8 Saudi Arabia 48,00 - United States o
Indoneéia o 10 00 Siqgapore ; 554 o Wesf'. Ger'ma.nygr s .3-13,

Source of ‘basic data’: IMF, ‘!Irtute‘r'r;latic_inal Fiﬁéﬁcing' Statistics, various issues.

5. p
T ETY A
S Mo

L

Jﬁvhl Qm,'

‘ TABLE ll fect of 1971 Currency Reallgnment on Phlllpplnenngde

N
AR

i i IMPORTS
;_._1 _—
: : Absolute § ‘ Absolute
Percentage ' change : ' Percentage change
thy group c¢hange (const. .Comnod:.ty group change (const
' ;‘ million §) i mllllon §
Unmanufactared ' Food -3.18 -3.02
tobacco ' .98 .19 ’Beverages and e
Canned Pineapple  2.64 - . .0 ' i tobacco - S -5 -.0
Copper concen- — ' iMineral fuels -1.02 -1.12
trates . ;. 26,98 . 191,55 ifnimal and vege- ' '
Unmanufactured ) i table oils -2.44 o o=ea12
abaca ‘0 V2 L q,61 v BBV " iChemicals _ -1.97 -2.27
Molasses 3.32 42 Manufactmved Ce e
Copra PTM.59 oo 3i3Fc - ‘Boods RS U1 -31.89
Copra meallcéke 16.95 2.74 Machlnery and.
Coconut, .oy.l\ L 024920 r237 'l equipment 0 -g, 52 ., -5,59°
| Logs and ldmber  8.17 16.57 iMiscellaneous -5, 99 -1,50
3 Nomprineipal .~ nafi. o iy e OO S Y SR A
expo¥ts ' . 10,42 12.13 g
Dl o o = 5
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results indicate that the 1971 currency realignment, jointly with the
polle decision fixing the peso exchange rate with the U.S. dollar, has

8 had a discernible impact on the magnltude of Phlllpplne trade flGWSV» _The

Nl

absolute changes in exports and imports amount-to roughly 60.2 and -45,5
{ s

o

million U.S. dollars (in 1963 prices),.respectively,ﬂimplyingfand induced |

-
H —_—
i

;1nprovement in the trade balance of $105.7 mllllon.f
; ;

What is perhaps more 1nterest1ng from a pollcy v1ewp01nt is the
wide dlsper51on of trade effects among the commodlty groups. “ Those

characterlzed by hlgh elastlclty values and hlgh "effectlve" devaluatlon

rates of the domestlc currency such as copper concentrates and copra meal/

e
AN o

cake among exports, ané manufactured goods and mlscellaneous imports are
AR r‘_ [ I . .

seen to be greatly aff cted On the other hand exports of unmanufactured

it S

tobacco and abaca, an?:unports of beverages/tobacco and mmeral fuels show

LIk

no 51gn1f1cant relatl

) effects. The dlstrlbutlon of galns and losses

i - lL ) .
from exchange raté pgllcy measures adopted in response ‘to external dis-

-

1 .
turbances such as.currency reallgnments of ma]or trade partners would be
¥

)

a matter of concern to;pollcymakers. Given the greater flexibility in
exchange rates among developed countries initiated in the early part of
this decade, the repercussions of major currency realignments need to be
studied in terms not only of the magnitude ﬁ;talso the distribution of

their trade effects.
4, Concluding Remarks

The above findings should be interpreted at best to provide indieation

rather than conclusive evidence of the trade flow changes occasioned by



- 16 -

ot Cvvnr
ERSRc

the 1971 realignment of the world's key currencies and the official policy
decision keeping the peso-dollar exchange rate fixed. We have not -exper-..

imanted sufficiently with altermative lag patterns and with altermative.. ;.

ways of dealing with the observed problem.of serial correlation in the ..
estimation of our export and import equations. There is alSOLa=need.to-
estlmate these equatlons using the trade and price data of partner coun-

trles, cons1der1ng the normally hlgh level of 1naccuracy of OffIClal

B4 “

recordlngs of trade flows and commodlty prices in the less developed coun—

trles. Flnally, it should be emphas1zed that the estlmates presented in

AT
e Sy b P

thlS paper represent only the direct trade effects of the exchange rat
changes, 31nce ;;mestlc prlces and the act1v1ty varlables have been o
;ssumed*to:remaig unchanged It will requlre a complete ‘model of the
éﬁfilspiné eco my to obtaln feedbacks to these varlables and work out o

"' N
P

the mdlrect el fects on export and 1mport flows of the external dlstur-

bance due t? the reallgnment of trade partner currenc1es.

. .
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FOOTNOTES

*\ssociate Professor of Economics, University of the Philippines.
This paper is for presentation at the Third World Congress of the Econo-
metric Society in Toronto, August 19-26, 1975.:.The author is indebted
to G. Tecson for wvaluable discussions, to:C. Ho; Ex King and L. Mamonoi ;
for data-gathering and computational assistance, and.to .the Economie: .:
Research: Departinent of the Central Bank for making-available some uns::
published commodity trade data. Financial support:froh.the Institute: i+
of Economic Development and Research of the U.P.:School -of Beconomics: is
gratefully acknowledged. : . - = Con

1Sheahan and Clark (1967) made use of the consumer price index
(CPI) in computing "effective" exchange rates. While wage increases
may be reflected in CPI movements with some lag, raw materials and other
producer goods are not represented in the CPI commodity basket. Since
Philippine export industries are not highly labor-using (Bautista, 1975a)
and observed CPI movements do not correlate well with money wage rate
changes (Bautista, 1975b), the wholesale price index is used in the
present study. <

#

£
20f, Junz and*Rhomberg (1973), Officer and Hurtubise (1969) and
Marston (1971), the first one describing the various elements underlying
the overall delay itiexport response.

SPrelimingr'y; egressions using concurrent and lagged price
variables generally produced statistically inferior results (even far
the two-period Iagg bécause the successive values are too highly corre-
lated. 3 .

i

.uAs is well known, OLS estimation in the presence of serial corre-
jation of residuals,i although consistent, is inefficient and yields
standard errors that understate the true values.

-

5The Monte Carlo findings of Rao and Griliches (1969) suggest
that this procedure is likely to do best among the various estimation
techniques they examined. It is computationally less expensive than
the more commonly used Hildreth-Lu method (1960) which involves scanning
the admissible range of values of the (first-order) autoregressive co-
efficient and obtaining estimates of the regression parameters such that
the standard error of estimate of the transformed equation is minimized.

61t is assumed that domestic wholesdle prices of imported goods
reflect fully changes in the exchange rate of foreign currencies. For
exports, eq. (3) applies exactly since unit value data were used.
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7It’.is'possible-that‘this rather high estimate of the price elas--:
ticity of. import demand for Beverages and Tobacco is due -to inaccuracy -
in import data recording, in view- ofithe smuggling of foreign-produced:
liquor and cigarrettes into the commtry which varied in intensity over
the years:.:. Use:of corresponding parther country export data in the .
estimation of the import equation for this commodity.group, as well as -
for others where 31gn1f1cant dlscrepanc1es exist 'in bilateral trade rer
cordings, is advisable in examining such hypothesis.
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