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that of "restructuring the repayment obligations," in short, re-
financing maturing loans with new external loans. In the last
few years, this has invited open discussion, and has been pointed
out as a major remedy to the balance of payments problems con-
fronting the country. With the rise of prime rates of interest
in world capital markets due to monetary readjustments against
inflation in the industrial countries, the cost of refinancing
accrued principal and interest obligations becomes greater. In
due time, of course, all these debts would mature again, and the
magnitude of the éountry's repayment capacity depends on how the
import component of consumption is reduced and on how export

earnings grow.

(b) Profit-repatriation of foreign investments.

There are specific safeguards built into the éccompany-
ing circulars which discriminate between profit repatriations of
export and nonexport earners. These are safeguards not present
in the decontrol of 1962. There is a net penalty for nonexport

\
earners; the most liberal profit repatriations are given to ex-

port-earning enterprises and the least liberal to foreign invest-
r

Speculators (arbitrageurs) would appear on both sides of the ex-
change-rate market (buyers and sellers), and, to this extent,
they will counterbalance their influences and lend to a greater
stability, thus maintaining an exchange-rate equilibrium. More-
over, the volume of daily transactions would be relatively large
as to make a single buyer or seller of foreign exchange relative-
ly small. However, early intervention by the government, as it
had recently done through the Philippine National Bank, would be
justified to prevent the rate from slipping unnecessarily badly,
especially if the reason for the downturn is that there are hold-
backs by foreign exchange earners in view of an anticipated better
rate, while new export earnings from other sectors are still to
be earned.
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ments which are not export-oriented.ll+ Also, Board of Invest-
ments-approved_projects,even when not export-oriented, get more

liberal repatriation terms compared to non-BOI projects.
.

The above should accomplish a preventive check at the
outflow end. It should enhance the attractiveness of foreign
investments in export-oriented activities provided we take care
not to ruin the foreign investment attraction climate from such
new proposed bills as "profit-sharing" and the like. The ob-
vious pinch on profit earnings of purely import-replacing types
of investments are there, in view of the higher peso costs of re-
patriating a new dollar of profits. Yet, any exporting firm
(potential or actual) is greatly favored now by exporting more.

The extra dollar of profit earned is "painless". Even that dol-
lar of profit might now find its way to being ploughed back into
pesos of new investments for expansion in the export industry or

in some other industries complementary to that export. Moreover,

all import-substituting industries which are highly linked to the
export sectors, which are now favored, will prosper even under
some of the discriminatory penalties imposed on profit repatria- '
tion. And again, when these projects are in approved BOI projects,

the penalties are somewhat lessened.

14A11 of these rules are specified in the Central Bank
memoranda to agent banks implementing circular 289. (See {21}.)
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(c) Other invisibles: tourism in other countries.

Among other invisibles payments, Filipino tourism abroad
will now be more costly. Some of the major effects of these, how-
ever, are immediate. Interesting examples of the powerful alloca-
tive role that prices play, when they are market-determined, have
arisen.l5 The increase in the cost of foreign travel has cheap-
ened relatively the price of tourism within the cbuntry. Since,
obviously, the substitutability of domestic tourism with tourism

abroad is probably not necessarily strong, because of the presence

of other competing uses for any new pesos released by higher costs
of tourism abroad, this would simply mean that new resources are
freed which might find their way in purchasing domestically, rather

than foreign, produced goods.

As to the effects on other invisible items, like shipping
charges, insurance, and the like, all these more or less depend
on the nature of the import and export trade carried by foreign
bottoms or maritime insurance companies. Briefly, we might add

that any increase in the volume of export trade raises the demand

»

for Philippine carriers, since a number of laws tie the two to-
gether in incentives, such as in the Investment Incentives Act.

To the extent that the increase in Philippine carriers induces

T

15ror instance, one national contest, which gave away as
a major prize a tour of Disneyland, U.S.A., was converted into a
cash prize. Some business tour groups for the Expo '70 in Osaka,
Japan have been reduced (or even cancelled) due to higher costs.
Consider also the case of a Philippine ship attracting Expo visi-
tors with enticements of a trip converted at the old parity of
P3.90 to S1.
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substitution of services for ferrying imported goods to the Phil-

ippines, some import substitution in transport and insurance serv-

et
- —

ices may be encouraged.

III. INTERNAL EFFECTS

A correction of balance of payments problems has impor-
tant internal effects to the economy which is open to foreign
commerce. In general, the long-run effects will be beneficial,
as we shall show lafer. But for the common citizen living a
rice and fish existence (or even those with corned beef and
canned mackerel in their diet), the more obviéus changes are
those which are immediately seen. ,These are the transitional
changes reflected in rising prices, in pressures for special
advantage of the groupsvdisadvantaged by the new policy, ana
in demands designed to overcome the appalling psychological il-
lusion that one's income dimiﬁishes as the exchange rate for

the peso depreciates.

(1) Transitional and Short-run.

(a) Price changes.

One thing that is clear from the new exchange-rate policy
is that all prices will not rise in the same proportion. Some
prices will rise faster than others. Others will change, "\ but
their magnitudes may be much more modest. Other prices won't

change at all. Thus, the relative price changes will be differ-

ent.
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The extent of the price increases of commodities or serv-
ices depend on whether they are domestically produced or imported
and on whether they are substitutes or complements of internation-
ally-traded goods. Imported goods will have sharp increases in
their prices, i9h§ympathy with the direction of change of the ex-
change rate. ,Import—dependent~import substitutes will be aléo
affected in this direction, although the extent of their price
changes depends on shifts in favor of domestic composition of the
inputs to production tﬁ;t may be induced by the rise of the price
of foreign exchange.‘ Noninternaéionqlly-traded commodities would
change in their prices only to the extent that price ceilings are

raised -- in the case of public utilitylcompanies -- by Tthe govern-
ment i
1n response to demands for these from the. companies affected
2

and costs of inputs are increased, due to the changes in prices oc-
ceurring in other sources. The more the dependence of these inputs

On imports, the greater is the pressure for price increases.

(b) Income changes and income distribution.

Changes in prices have their effect on real incomes, of
course; consequently, they affect income distribution. For the
moment, we confine ourselves to the question of the "transitional"

effects on income distribution in contrast to the long run. Ob-

viously, all fixed-income groups will suffer from any inflationary

pinch; often, negotiating or effecting wage and income increases

would take a long time. The lags between wage incomes and prices,

-

resulting in income redistribution, could have some useful impact
A s s b
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