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University of the Philippines in 1217, 18 years after the start of
American cccupation and nine years after the establishment of the
University. . The first privately-owned school of commerce was
openad in 1923 by a graduate of the University of the Philippines.
Business schoois have fluorished, in number and enrolment (not to
mention profits) since then. At the same time there was similar
expansion in engineering education and other technical areas. The
. private higher education system in the Philippines has. ‘been
lambasted both at home and abroad. ®any of the censures are
EQgs%rxed and the suggestions for improvement and reform are well
lﬂﬁqkén?)th_the very\rea] and substantial benefits from the system
canno_t _be_ ignoredg_g(;a ‘Big pool of trained techrnical and managerial
manpowery | |
It was oﬁe of the tasks and accomplishments of the 1950's
to harness this éesource of entrepreneurial. talent and: throw open .
wide opportunitjés for them. During the American period the common
type of economié,activity for bright young Filipinos had been, -
apart from government service, production of primary products in .
sugar, coconut, or other plantations. During the Japanese
occupation a iarge group of buy-and-sell merchants developed: and in’n
the early postwar period these wererthe same businessmen who:
engaggd“in;the,exportrimport,(main]y import).business and dealt in ..
U.S. Armed Forces war.surplus materials. But.this was not the
generation who reached out to grasp the opportunities in
manufacturing opened up in the 1950's.
~ The complete story of the emergence of alarge modern

indigenous business group in the Phi]ibpinesg composed of both
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native and ethnically Chinese Filipinos, is yet to be told, but it
can already be'indicated here, The con£r01 syStem of the 195¢'s |
gave scope ‘for the young men with American-type training, whether
they had received their training in the‘United Stétes itself or at
second hand in the Philippines, to exercise their talents and
channe].their energies. Those young men, in their thirties and
forties, who were the most significant beneficiaries of the regime
of the 1950's can probably be best exemplified by the group whe Ted
the Manila Junior Chamber of Commerce (the Manila Jaycees) during
that period. Thejr names today are well known'and highly respected
in the business world; there is no contemporary'group+that ocedﬁfes
‘the same‘posifion in the world of Filipino entrepreneurship which
these Manila Jayéees of the 1950's did. They were an energetic and
imaginative‘corpg, modern in manner and approach, and not only
because of~their;initiatives and ‘accomplishments byt also through
‘their unique pos%tion in community service through the Jaycees,
they were a vivid example for the rest of the business'communifj to
emulate. -3

It was not only ‘the Manila Jaycees who rose to the occasion
‘=at:that time\ ' For example there were_ajso the textile importers and
merchants, both Chinese ‘and Filipino, whose establishments and shops
- were! found in the dingy and crowded market section of Divisoria in
Manila who got dollar allocations to set Up factories (and also
used their Surplys dllocations to bring in" finished teXtilee or
gray goods or sell the dollars on the black market). -

The line of causation in this story of economié ferment is..

from dollar shortage and overvaluation of'the*pesd’maintained'by

i R
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controis,'to protection by means ot thesevcontrols, tb'import
substitution with monopo]yjhositians, windfalls, and great profits.}
Of course large chunks of the profits went to such Tuxury

consumption as fabulous homes in the nouveaux riche sections of -

Makati near Manila, but it can hakdly be denied that if not the
bulk, at Teast a substantial portidn, of the profits went to

capital formation.

&The Results: Industrial and Financial Development ]

The full effects of the efforts of the 1950's are not yet. g
visible in the statistics for that period, nor indeed are they
~amply visible evep now. ‘The story of an industrial revolution
cannot be told w1th fu]]est justice while it is go1ng on; mature
evaluation has t9 wait till the process is over or at least well
underway. Neveféheless the feelings and the,express1ons of the
participants caﬁ reveal what is happening, as was the case during
England's indusfria] revolution. In the Philippines the exciting
series of changes taking place in a charged atmosphere were
_obvious to the alert businessmen of the 1950'5. And now in 1974
the Philippine economy is vastly different from that of:1954--
visual evidence is everywhere to the keen observer.
Notwithstanding the above limitations, at this point there
are already persuasive data which will indicate roughly what has
been going on. [At the beginning of the period under study (1954),
the economy was-;;edominantly agricultural; agriculture accounted
for, 37 per cent of NDP, while manufacturing was 17, per cent_agﬂx'
services (including finance) was 39 per cent;r In ~ |

eng1neersc is
was down to 32 per cent, while manufacturing v
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cent and seryices te 41.2 per cent. In 1972 the proportions were,
. for_agricu]ture’- go.?,per_cent, mapufacturing - 23.0.per cent and
services - 40.2 per cent.) (Table 7). g
As Table III shows, manufacturing has grown faster than .
agr1cu1turt This holds true even though agriculture expanded at
a good rate from 1966 to 1973 (ﬁ.ﬁwper cent) because manufacturing
continued to grow at 9.9 per cent. 4
So much for the aggregate data. but it is instructive to
examine which particular lines df*mshufécfﬁring exhibitéd*the moét
rapid rates of grow%h.:fﬁhat'did import substitution in
manufacturing really mean? From Table IV, it is seen that growth
was most prom1nent in food manufactur1ng, not shown in the table is
the fact that prof1ts here were con51stent1y at high levels. This
is a s1gn1f1cant clar1f1cat1on, for when the phrase "1mp0rt
subst1tut10n"’1s raised ty cr1t1fs, the mental picture evoked is of
manufacturing;of automobiles and various other dufab]e goods which
are fnappropriate for a deve]opingfcountry with‘é small market.
577But{ihe:ﬁiggest;pa¥t of import-substituting indusfria1ization in
the Philippines was Sin %ood.] How can this be faulted in a tropical
country with a'rich'égricultural éhdonent; how s it improber for-.
that country to staffito‘prdauéé‘more water for soft drinks, more
'sugar for candy, moré Ebcbhht'for margariné,.hore'celery for canned
Soup, more pig§’f0r“§&u§é§és;'rather'thah‘impbfting these? ..

A good defense can be put up even for some lines of

industry which Tookéd questionable at that time, specifically

hiles and’dbréblé“éohsumer‘gGOds; As to textiles, the story of

éiiqﬂﬁhas'ﬁﬁifted’from the advanced Eountries to v
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the developing ones is well known by now and it is verified in the

Philippines where, after a period of learning, the textile mills
are now not cnly fiT]ing'the domestic market needs but are also
exporting. - The same goes for durable goods--electronic products,
household appliances, even motor venicles. (The test of viability,
is exports of the industrial goods and these durables are in facf
being exported nowfl |

VTit is worth noting that in the process of. learning to
produce %;; a market which was small by the standards of’
contemporary industrial societies, tPh111pp1ne manufacturers 1earned

how to deal with sma]] markets and developed a part1cu1ar expert1se 3

in putt1ng | togethey sca]ed down p1ants:X\F111p1no engineers and
managers, often h1;ed by multinational corporations, have been
going around'Soutgeast Asia showing their local counterparts how to
set up scaled-dov}\ plants. rAn interesting illustration of small _
scale productionjfs the Philippine jeepney which is based on’
imported U.S. armed forces surplus jeeps brought in from all over
the world. The estimate of output is 10,000 units a year, which is
puny by comparison with production in the advanced countries. But
a thriving local industry has for two and a half decades produced
the Philippine jeepney which is used for basic/fransportation all
over the country. There are even firms which/fabricate jeep bodies
and export them at low cost and high profit to the United States.
The idea of the jeepney was taken over by Ford Philippines=-and in
their hands 'it'became the Ford Fiera. 'It is no coincidence“thatl‘
the manufacturing process for the Fiera was worked out'in theg. |

Philippines ‘and it was only natural that Filipino engineers¢ is |




-¥99.
called upon-tec set up thc plant to nroduce Fieras in Thailand. It
goes without saying that the'Ford Fiera {as well as the GM Harabas)
are conspicuous successes in the Philippines, even though annual
sales volume (inciuding exports) has been only about 7,500 units
for the Fiera and 2,500 for the Harabas. For some rcason this
‘success has not yet been dupiicated in the other Southeast Asian
ceuntriesq

The pattern of imports also changed during the period and
in fact the shift here was more rapid and more readily seen.than
for exports. = (Table VI). .In 1956, imports of consumer goods were
28 per:cent of total imports and imports of producer goods (capital
goods as well a% unprocessad iand semi-processed raw.materials) were
72.0 per cent. 'Ih 1960 ‘the -consurier goods had dwind]ed to 14'pér
cent of“total'iéports, while producer goods were 86.1 'per cent
(25.2 per centgbf total imports for equipment and 61 per cent for
raw materials): In 1970 -consumer goods were down to 6.9 per cent
of total imports\

This change in import pattern has been criticized as an ;'
F{%port dependent import substitution."\ In the thTipﬁine context,
what is the meaning of such a pejorative term?[:In thé first place
it has been seen that after a11[the biggest area of import
substitution in the Philippines has been in food manufacturing{&’

[3econd1y{»to the extent that there has been a shift backwards to

imports ‘of iraw materials, this means a more efficient use of scarce -
o —

resources of foreign exchange and raw materials--thg foreign

nge can'be stretched farther and there can be more ecoriomy in

‘physical r'e-sourceﬂ (are not conservationists so concerned
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with of this need today!). 'Thirdij,[in princip]e’hhat is 'so wrong
with building an industrialization on the basis of imported raw -
materials as Korea and Taiwan are doing?| Has this been a senseless
strategy for Japan, the third largest national economy and the
third largest foreign trading hat%on in the world? Some might say
that it is a fragile foundation on which to build an advanced
economy, but is there any real danger that the rugged and resi%ient'
Japanese economy will collapse? In any case Japan has a]ways{teken
precautions to assure that her basic food needs, such as tor rice,
are 1arge1y met from domest1c resources. The Phi1ippines is even
'ﬁo§é se1f suff1c1ent in food than is Japan] § _
|It shoulds be noted that tne 1950} saw not on]y the
Fmergence/ef a true manufactur1ng secton]1n the Ph111pp1nes,;but:
a]so the(}ap1d gr;wth and deve]opment of a complex and o
comprehen51ve f1 nc1al system, not on]y a]ong trad1t1onal 11nes
but also in new areas directed to development f1nanCe]\\Thls is
probab]y 1ot the appropr1ate occas1on to chron1c1e the financial
deve]opment of the Ph111pp1nes in the 1ast twenty years, but some
of the elements of th1s deve]opnent can be pointed out Among

these are the(expans1on of the commerc1a1 bank1ng sy tem, the rise
th dom1nance by thn F111p1no banks and the estab11shment of a
network of rural banks and agr1cu1tura1 finance 1nst1tut1ons Then
there are a who]e host of deve]opment and 1nvestment f1nance v
organ1zattohs- 1nsurance compan1es, pr1vate deve]opment bants and
1nvestment banks, as we.T as 1nvestment houses which Lave t1ed up
with commerc1a1 bankc to prov1de fu]] serv1ce merchant bank1ng

The stock market has broadened and an organ1zedvmoney market is
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fiourishjng._ The Tinanciai infrastructure not only mobilized and
channelled financial resources but was aiso a growth sector in
itseif. The Phj!ippine financial system is regarded as one of the
most sophisticatad in Southeast Asia, especially in regard to - Vv
mobilization of. resources for Tong term investment purpeses.
Service exports of financial expertise are today a significant

source of foreign exchangw!

Filipinization

The second major objective of the control system of the
1950's was to establlsh a native business class and to p]ace in the .
hands of Filipinos a larger share of the econom1c act1v1ty of the1r
country] This was as much a pohtma] objective as an economic one,
so that the measures to achieve this were political as well as
economic: the 1939 Const1tut1on which reserved the exp1o1tat1on of
natural resour;is and the operatlon of pub]1c ut111t1es to Fitipinos

.Jlﬁ.

or to corporat1ons at least 60 per cent owned by F111p1nos the
retail trade nat1ona11zat1on (F111p1n1zat1on) law of 1954, tne rice
and ‘corn nat1ona11zat1on law of 1958, and so on. The contro] system
was however one of the more effect1ve measures in cu1t1vat1ng a
modern Filipino business c]ass Although foreigners were usua]]y
given fore1gn exchange to cover their historic record of :
importations, bften'no“dol]ars at all were g1ven for thc

1mportat1on of’ certa1n items or else any increases 1n 1mports were

denied to fore1gners and di str1buted among F111p1nos “or aga1n'

\Ji% 3}

exchange allocations were g1ver fo new (ofth F111p1no) f1rms =

undertak1ng lo\al productlon
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And so0 the available data show that[?he foreign share in
Philippine economic activity is moderate, in comparison with what
might be expected for a former colony. Foreigners own no more than
about one-third of Philippinc business: the corresponding
percentages are in Malaysia 82 per cent, in fustralia at least 35
per cent (82 per cent in-mining), in Canada 6C per cent of
manufact g1rg fac111t1e°] Furthermore, as’ is seen in Tables VIII
and IX, Ehe Filipino firms have been growing faster than the ;
foreign (including multinational) firms. This means that Filipinos
are taking over a larger share of their own economy. The figures
do not reflect the fact that the managements of ‘even the
multinational corﬁbrations are now largely in Filipino handsJ

[Moderniz%tion of business was shown in the growth of trdde
chambers startinéfin the 1950';\ In the prewar period the Chamber
of Commerce of t:é Philippines (CCP) was thc dominant forum for
Filipino businessmen. The membership of the CCP was mainly
mercantile in intercsts and outlook, so that in the 1950's the
rising young industrialists (many from the Manila Jaycees) dec1ded
to form a body wh1ch woulﬁ represent themselves better thus the
PP111pp1ne Chamber of Industries (P”I) was born Today PpI counts
on an 1mpress1ve membersh1p It 1s not only more ac*ive than the

CP but in the eyes of many is a]so more prest1g1ous and more
1nf1uLnt1a1 PCI is but ohe (albewt the Teading one) among the
tradu groups that sprang up .n thn 1950's. Thére. wéhe also the
VManagement Assoc1at1on of the Ph111pp1nes (HAP), the Sales and |
Marketing Execut1ves of the Ph111pp1nns, the Association of Credit

Hen, var1ous'1ndustry groupings such as thb.text11e, cement,
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fertilizer and petroleun institutes, and others too numerous to
mention here.

/‘7SThe modernization of the business sector and ‘the gradual
takeover of management by Filipinos wouid not have been possible v
w1thout a large pool of trained manpower] [1n; Philippines, with
Tess than 17 per cent of the popuiation of Southeast Asia, has 40
per cent of the management personnelx (Table X). The report of

consultants who studied management. needs of Southeast Asia in the

A1970 s noted that "the educational and training background of

managers in the Philippines tends to be more extensive than that
of managers in other countries in the region." These Filipino

managers and entrepreneurs, to repeat what was said earlier.in this

..paper, were thegbeneficiaries of the modernization drive launched

in the 1950'5.,'The fmergence and the growth of the modern native
business sectoé was the chief accomplishment of the 1950's and the .
critics of the Philippine efforts of that period have been missing

the point.

The Import Substitution Strateqgy

It is now time to relate the Philippine historicé]
exp°r1ence w1th import substitution to a theoret1ca1 perspective.
KnOW1ng economic history, one would think that import subst1tut1on
is a natural, if not a logical, part of the process of econom1c
ﬁove]opment and 1ﬁdustr1a1 revolution. Yet the Ph111pp1ne effort
at’import substitution has been reviewed unfévdfany, bd%hxb
foreign and local zritics. 10/ An early criticism spoke of{economic

1néff1c1ency or m1sallocat1on of rescurces: typ1ca]1y, the control

mechan1sm and subsequent protection through high tar1ffs,
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discriminated against."non-essentials'.or "“luxury" goods. Because .

. of Fesulting high prices for thése luxuries, it was said, the

discrimination actually led tojﬁmgg;jg_productiqn_gf’the “]UKEEiEiill %ﬁ%&
cven when these were produced at fundamentally higher ¢costs than "
the imported producty. - ‘ i J
[A second point raised against the import substitution was
‘ﬁechnica{finefficiency, that is, that plants were operating below |
‘capacity and were therefore not minimizing cdsts.]\Another
criticism was tha{many of the industries established in the
control period were engaged in mere "packaging" operationé.l As has v
been mentioned earlier, the import substitution was derided as an
t"import-dependentgimport substitﬁtiop:§ that is, an
Ejndustrialization;based on imported raw materials, leadingto a .
greater dependenéz on importsl- v
- Other q;itfcisms have been added too:.fé bias towards
capital-intensiée rather than labor -intensive production: the
failure to solve :the unemployment problem; the aggravation of anv
unequal income distribution, and so onq ﬁhe‘suggested sotution is
that the Philippines should have opted for export~oriehtéd 5
industrialization, especially of Tabor-intensive goods. HongKong,
+ Taiwan, Korea,‘and‘Singapore arg cited as successful examples of
such a strategy of growthl
~But with reference to the Philippines in 1954-1961, it
' would seem that on the wheole the strictures do not apply. 'It is
one matter: to suggest an export-directed strategy for the present

day Philippines. But at the time the early industrialization was .

taking place, there was near unanimity within the P""I1ippines on
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the basic soundness of the development strategy, although naturally
there was dissatisfaction with the implementation, especially since
thel?ontrols bred corruption as well as avoidable distortions in
economic activityj]
In the first place; the "import substitution strategy"
Tabel seems to have confused the discussion rather than helped
clear it up. Is it not true that "import substitution" has been
characteristic of all the successful industrial revolutions which:
the'world;has seen so far? The relevant question it would seem is
thdt of protection of infant industries. If the issue is put in
these terms, then it reduces to one which is two centuries old,
with much settled thought behind it. The broad answer to the
question is thgt[én'ﬁnfant industry deserves: to be protected if in
the Tong run if is economically viab]eék Applying that rule to the
Philippines, qﬁe apbfopriateness of the development stratcgy of the
1950"s should’be judged not so much in broad terms but with:
reference. to specific areas of manufacturing. -That rule gives the
criterion for judging the wisdom of protection of specific
industries in the Philippines in the 1950's.
nf__[Linder.has pointed out that the theory of comparative
advantage holds. for primary products and natural resource
exploitation where natural endowment has been determined by
geographic.factors:(iBut for manufactures, comparative advantage is
something that can be acquired.. And so, especially for

manufacture;;but even also for primary products, comparative

advantage isépqt fixed or static but is subject to,dynamic'change.} b




The ‘cmiphasis in Linder's writings is on how such
comparative advantage in m@ngf&:tur;d qoods is achieved. His .
answer is th:[pattern of internal daﬁand: an entreprencur finds it |
easier, more natural, less risky to produce to fill a demand in the
internal markef] Cne familiar with the mental make-up of business-
men knows how the market is a magnet to them. The foreign market
carries with it many unknowns, many imponderables, many risks.

Tt0n§y when the internal market is mastered does the busincssman |
“venture to sell abroad. And even when there is a market abroad,
the domestic market is a welcome prop to fall back on in case the
- foreign market flounders.
As regaré; export-oriented industrializatidn;Lthey
J///::;cumstances,of éhe Philippines in the 1950's Wéké different from

—‘—'__'—_."\
~ those of HongKongj} Taiwan, South Korea and Singapore. ~HongKong and
?

Singapore are cigb states. Taiwan is a small island of 39,000
square kilometers - one-eighth the size of the Philippines - with
a den§e population of about 9 million at that time - a little over
- one-third that of the Philippines. South Korca was also heavily
populated (17 million) Tike the Philippines, but it did not have a
good endowment of othcr resources besides population. These
countries are, to use the words of Douglas Paauw and John Fei,
[Jabor-éurplus and nafural resource poor cconomies. In these
situations obviously the economic choices are desperately limited
andvthere is“ho room for cconomic expansion other than throuéh
~~recourse.to axternal markets by means of’inteknétionantrade:]
(The Philippines on the other hand is a“Taber-surplus but

at the-same time a natural ‘resource rich economy.” The pobulation



of about 25 million in the 1230's had por capita ANp of $150-220

{(depending on the exchange rate usad to convert peso values. into
dollars). This was a market a bit larger in populaticn and in
purchasing(power than GrLat Britain at the start of hor 1ndustria1
revolution; the point is that it was not a negligible domestic.
~ market but was, in pfesantuday terms, a medium-sizod one. Primary
products expgrtsbwera‘expand*ings especially the new exports:- 1ogs
and lumber typically by 24-25 per cent per year in the 1950°'s and
copper in the late 1950's and early 1960's by 30 per cent.a year,
Exports as a whole were increasing by 5.4 per cent per year;]
Under these favorable conditions the options available to
the Philippines were more varied than in Taiwan and the other
“;ountriesf ‘Since\egports of primary products were rising at a not
ufsati§fa§tory:rate,‘attention_cou]d be turned to the crucial
effori: to} build a domestic industrial base and cr}eate an indigenous
entrepreé;urialﬂclass,' ThgiPhilippines had 1o tradition of.
manufacturing and,commerce (including foreign trade) by natives.
As has often bggn pointed qut, to nurture such a tradition there is
no better training than)hlearning by doing."j These who assume that
the instantaneous adjustments posited in economic theory
automatically take place without even the slightest nudge to over-
come inertia and other hurdles do not scem to be attuned to the
real world.[:Both'Taiwan and Korz2a show the importance of learning
.ﬁy doing, for they too had and still have ongoing import
subsfitution movements at theﬁsame time that they. are manufacturing
. products destined for export markets. As for HongKong :and

Singapore, the éhieflimpetus‘for the export-oriented manufacturing
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has come from transp]anted entreproneurs - the displaced textile
magnates from Shanghai who fled to HongKong, the foreign investors
in Singaporé]

Nevertheless one test of international competitiveness,
name?y exports, is being met; the Philippines.now exports a
commendable quantity and range of industrial goods. Exports of
manufactures have grown from 12.76 per cent of total exports in
1954 toidoub1e that propertion, 26.7 per cent in 1972. (Table X).
This is not as large, relatively as well as absolutely, as in
Taiwan or South Korea, bqt then the Philippines is fortunate to
have rich agricultural and mineral resources the products..of which
can be gxported with great profit.

In confirmation of the Linder thesis,Eihese manufactures
which are béing exgzrﬁcd were first produced to fill home demand, v
but they can now gé sold abroad as production has risen and
domestic efficienéy has been enhanced}—XOne characteristic of these
exports of manufactures is that unlike the usual pattern among
new]y emerging industrial nat%ons.which get started by se1ling
cheap and shoddy goods, the Ph111pp1ne products are of good quality, ”-
in keeplng with thc fact that they have to meet standards set by

forelgn firms with wh1ch the local enterpr1ses are tied up‘\

Conéluding Remarks

(And so inh the end it seems fair to say that modernization
is well on the way in the Philippines. The two most modern sectors,
finance and industry, have been the fastest~growing in the economy.
Industrialization has taken hold, even though perhaps not to the

extent that it has in Korea and Taiwan and nowhere like in Jhpan.
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Manufactures, shown “p TalLiz Aly indicate that naaufacturing firms

arc getting larger in the Philippincs and the contribution

[

f heavy
industry (for cxample paper, chemicals. and machinery) to vatue
adde is growing, not only absolutely byt also in relaticn to light
industry (such as food and tzxﬁiles}:] In other wordsg(fi:wc is now
increasing organization of the econony as well as increased
efficiency in production and management, which are parts of
modernization:] From here it is possibie to move on to a different
(and if one cares to say it, a higher) stage of development, as is
in fact being done, for exéﬁple by steadily growing exports of
manufactures.

LIn this-emerging industrial revolution the economic
policies of the 1950's--the fhport substitution strategy or
whatever they'ma}'be called--were a timely and a necessary stage‘j
The 1960's and be the 1870's would not have been possible without
the difficult but exciting 1950's.  To use an analogy,‘% car has to
start in first gear before it can go to second, third, and fourth
gears. To prescribe that the vehicle start in fourth geaf right:
away is futile; it will simply stall’

However a caveat to the favorab]e denouement deserves to
be repeated The 1950's themselves needed one essent1a1 ingredient,
otherwise the fortunate conjuncture of forces could not have taken
p]agé,A_;p is businessmen (not economists) who bring about
deveiopment. There had to be a big complement of such actors
wa1t1ng in the wings of the stage to make the period, 1954-19G1 in -

the Ph111pp1nes the gripping real life drama that it was.




