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INTRODUCTION

- The Republic of the Philippines enters the.d;cade of fﬁe 1970's

facing serious economic and political challegges. This igland nation,
larger in area than the United Kingdom with a populaﬁion of mpré than 37
milliong {in mid-lﬁé?);‘has been indépendeht only since 1946, Fsllawing
post-war reconstruction, the national income has grown at an anﬂual average
rate of more than five and one-half per cent, Ar é*piosive population
growth, écéelérating frou three to thfee and one-half per cent per year over
ithé same period, has substantially ﬁégated, howevér, what would otherwise
aﬁpear to have been a very regpectable pace of growth, lMoreover, balance
of payments difficulties have been chronic and by the end of the.1960'a had//
reached c?isis proédrtions. At the same tlme 1ndustr1a1 growth which had
a brief Spurt in the 1950°'s, has been lagglng in the 1750's, Only, remark-
able gains in agriculture, forestry and mining have kept the overall growth‘
rate abave five per cent in recenﬁ years, .Finally, these economic difficulties
have beén accompanied by a growing politicai disénchantmen; which has cul-

'minéted in rather ﬁideSpread student énd'labOr unrest in late 1959 and early
71970, and an inéreasing demand for political and social refﬁrma ffém neariy

} all segments of.the-ﬁopulation.

e

The issues are many: land reférm, honesty in government, extreme
inequality in the distribution of'wéalth and income, double standards in
— T
the admlnlstratlon of justice, the absence of a true opp081t10n to the
political hierarchy, and the contlnulng Anerican economic and miliary presence
. seen as a leading obstacle to reform, to mention only a few. In addition
_thoe 1is eome cvidénce of politicel alienation f£ro. the uational govern:ent

iz Ceutral Luzon and !indanze, Dedrite the ' sewiousness
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of these ehallengea and the evidenee of grawing discontent, there are many -
elements of strength in Pﬁilippine institutioﬁs,that give cause for some
degree of opeimism in assessing the ability of the nation to carry through

. the reforme necessery for continuing success in ecnnomic and sccial deve-

. lopment, ?be denmocratic frameworkuwithin which pqlities operafes and the
widespread commitment te democratic processes and the rule of law come first
te nind, The strength of_educatioﬁal institutions and the general level of

" educationsl attainment are advauced.iﬁ relation to the statevof economic;‘
development, And there is apparent evee in‘ﬂaé Roman Catholic Church, which

;ﬁtludes the great majority of Filipinos in its fold, an awakening to the

need for reform. )

.AThe role oﬁ economic development is cehtral in meeting these
challenges. While success in t;is area will not prove a cureeal;,’gt is
difficult to imagine that a stable independent ;etion could develop witheut ‘

significant economic progress. And success in econcmic development for a

country like the Philippines, ﬁith a krge and fepidly gfowing population

in relation to its natural resources, means success in industrialization,

ThlB, of course, is the focus of the present study. And 1ts principal

. ““‘l

thesis is that here, too, reforn is needed, “A resuggence cf industrial
growth~requires a re-direction'of economiC«policies. It is our belief that
if this is accomplished resources and enE;epreneurshlp will not be found
wanting. | -

To develop this thesis we have first traced in Chapters One and

Two the history of economic growth and industrialization in the Philippines

since the American occupation, with a particular focus on tﬁe-most recent
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two decades, In Chapter Three Qe‘have described briefly the institutional
.aé;ting within which economic policies énd processés operate; and have
folloted‘with an>ana1ysis and critique of past industrialization policieé

iﬁ ChaptersFour and Five, . In:Chapter Six we present our conclusion abou;;

the need for new directions in industrial growth, as well as some suggestions

, about the policy reforms that this need‘implies.

=




CBAPTER ONE

PHILIPPINE ECONOMIC GROWTH SINCE 1902:
o AN OVER-VIEW '

1. . Growth Trends, 1902-1968

Data pertaj.ning to economic growth in &19. Phi;lippipéa, prior to this.
'M"ara sﬁéh as to ;::éke quantité.tive éstimat_es' 1#rgel§ guesswork, Between
.1902 émd’l%i, however, five nationfwide censuses were undertakgn and the -
-economic data contained in t:hesef cengus reports have prqvided, a tasis for
‘Qtudio{s of long-term economic growth in the P‘hiiippﬁxes since 1902.'1"/' While
Eherg are ’nddou‘:t: many weéknes’sgs in the data, these, together wlt:h ve‘zrt'ou‘s‘ |
studies of the international trade of ‘the Philippines over .the same period,
give what ie pfobably a réason#bly accurate picture éf gome major ti‘ends_ and
patterns in Philippine_gcoﬁémié growth. | . |
Table I shows overall and sectoral rates of grbérth betwém .census e ars,
based on estim£es of ouput in 1939 prices made by R.W. Kobley. Omitted from
~his estimates are services and ‘consftruéy:ion. “The lattgr together accounted
f&r bav relativeiy stable 30 per cent of Net Domestig'.Froduct during the past
hearl& two decadé#. It is possible, howévéz_-, that frqn 1902 to the outbreak
of.WOfld War I their combined share rose soﬁeﬁvh#t, 80 that; this omission mighti
gtve a dowmward bias to ﬁéo.ley's growth e‘st.imate.. ‘
- On the 6ther hand, the 6updt eétimates' for Min{ng and Fbresﬁry .and
'i‘ranéportat:ion and Communication in the earlier ;:enauses seem improbably

small, 'leading one to suspect that their growth rates 'mAay be overstated, Any -

~ 1/ We have relied especially on the studies of Hooley and Umafia,
‘See R.W. Hooley, "Long-Term Economic Growth of the Philippine Economy,
1902-1961," The Philippine Economic Journal, First Semester 1968; amnd S.C,
Umafia, "Growth of Output of Philippine Manufacturing," Proceedings of the .
Conference on Growth of Output in the Philippires, Los Bafios, December 1966, .

-



net bias from theae ‘two sources is probt.bly not very great, however, and the
estiméted gr’owthAratés for ‘the‘ major sectors, as well as for "All Sectors,"
in Table I tre, we think, as good indicato’fs as are available of Phil_ippi.ne,
economic growth in this centut'y.2 ‘

The data of Table I 1ndicate that the national product gtew at an
'annttal average rate_of about 3,2 per cent between 1902 and 1961, Th:!is ,
implies an annual per capita\ income groévth rate of just under ore per eant,
_8ince the ;:ate of popullation' growth averggéd a little more than 2,2 per cent.
-The minor éettots in the lower ﬁalf- of the-table had the highest growth rates,
but these may be suspect ‘for the reason stated above; and, in any case, their
weight 19 relatively small in the total., Of the major aectors Manufacturing
ledy_i‘th 4.% per cent growth rate, while Agriculture -and '.Coumerce grew st "
rates that épproximated closely. the mté of population growth, |

Growth rates for 1952-1948, based on national accounts data Aaré.also -
included in Table I. While the coverége is broader than that of Hooley's
study, we -tﬂiﬁk that the déta are ,cqmpargble enough to indicate the faster
pace of growth of. recént ye ars. 1952 was selected as the initial year for
this most recent i;triod in order to minimize ﬁlg possibility that what 13‘
being measuted is .postwari ’réconstructilon' _rttht: than long~term growth. It
is for the same reason that ﬁooley's data for the census year 1948 are

-

not included_.é/‘

2/ Sicat has constructed a time series of estimates of national pro-

- duct, excluding subsistence ouput, for the period 1900-1940 based on exports
and tax revenues, His results show a somewhat higher growth rate (3.5 per
cent in contrast to Hooley's 3.0 per cent for 1902-1938), but the di fference -
may he accounted for by the slower growth of subsistence output, See G.P.
Sicat, "On the Measurement of Iong-'rerm Output," The Philippine Economic
Journal First Semester 1968.

3/ Hooley's "A11 Sectors" growth rate for 1938-194' is minus 0,5 per
_ cent, and for 1948- 1961 is €.,9 per cent.



TAPLE I

GROWTH RATES EY SECTORS
~ PHILIPPINES 1902-1968
(Pet Cent Per Annuu?

1952~

_SBCTR YEAR 1902- 1918- 1938- 1062-.
| o 1912 1938 1961 1961  1968.
' Agriculture 5.1 2.2 2.4 5,080
Mamufacturing - b1 47 b9 b6 7.1
~ Commerce 2.9 -0,1 3.4 2,0 57
Electr1c Power 5;3 6.4 10,0 8.6 - ‘EJ _
Mining and Forestry “123.7 15.8 "'1;5', 12,0 6,6 el
Transportation and Commmication |15.1 9.6 6.5 9.9 5.6
' All Sectors ‘ bobs 1.8 3;6 3,2 5.7 e/
Ali Sectors per Capita 2,5 | -0,3 1.0 1,0 | *2.4
Exports 5.1 2.2 L7 2.8 42
Sgurcés- For 1902-19%1 and sub-periods, R.W, Hooley' "Long-

Term Growth of the Philippine Economy, 1902-1961,"
The Philiggine Economic Journal, First Semester 1968.

For 1952- 958, OSCAS, National Econdmic Council,

a/ Includes Forestry and Fishing.

- ¢/ Mining only. .

* d/ Includes Electricity and other utilities,

" b/ Included with Transportation and Communication.

e/ Includes Construction (5.2) and Services (4.8).

e
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There appear to have been two periods of relatively rapid growth --

one at the beginning of the century (1902-1918) and the %?er:\;td}e per:od

ﬁrom the end of postwar reconstruction to the present (1952 -1968), )e /Between
g‘ V these two periods output lagged tehind populs tion’ growth so that per capita

ﬁcome declinedJ 0f course ge long period of relative steguation between
;d’M 1918 and 1952 includes both the great depression of the 1930's and World War
; if‘:“‘ Mﬂ«/II ;Z‘;h of whif.h r:?v(ﬁ:ilwt bec& thf Zl;hilip%re d;cOfxouu :}do Jggyr, [there

Y P SRVE S
I were/\ %rter periods of rapid growtlf within these years| that are not evident

from the census data. ~Sicat has /eJtimated that growth between 1926 and 1934

| «Wﬁ waa even more rapid than from 1902 to 1918, = 4/ and Umafia confims this with

-

ﬂf his estimate of an annual average rate of 10;4 per cent for msnufecturing
grdwth between 1923 and 1934. _2/ In addition,) recovery after ‘World Wsr II
xw" w 8 very rapici__l This serves to remind us that judging growth trends on the

E
:@j ‘esis merely of census benchmarks can be misleading.

. ‘ Nevertheless, the periods, 1902-1918 'and 1952~ -1968, do s\:and out in
'I‘eble'I as years in which the pace of growth was very respectable by any
. standard. Growth o‘f‘ per capita output sustained a‘t the rate of about two and

one~-half per cent. per annum (conmon to both per:.ods) over the entire spsn of

. years, 1902.-1961 would have meant an output per person more than two and a {

‘quarter tines the actual 1eve1 in 1961. It might.be instructive, - therefore, .
'to take a closer look at tHese two periods to see what, if anything, can be

'! . learned about the poesibilities for susteined rspid growth in the Philippines.

P
‘.D}Jf’r IThe two periods mormver preaent a fascinating contrast in pattern® of growth.

Y 4/ Op. Cit,, Chart, p, 38,
_5_/ w. -Cito, Pe 3-7."



[T, fExEortLLed Growth, 1902-1918,

first period begins early in the era of .American rglgjand closes

at the end of World War I, ] fhis was a period of rapid growth in world out-

put and trade, and it may not seem surprising that the Philippines shared in

HF,J Moreover, terminating the period in 1918 might appear to bias upward the

fﬁiesult to the extent that the Philippines paiticipated in the war boom, There
;ace sope'ieescns.to believe, however, that these influences were not decisive

lang-that the explenation fcr’repid.grOWth ic this periqd liesielsewhefe. -First,
beginning the period in 1902 lends a dewnwerd.bias to the growth estimate
because of a depresasion following thac year,~wbich reaulted from a uu;ber of
causea including destruction and dislocation from the Philippinn-American War.6/
Moreover,.Sicat 8 study Z/ shows a roughly constart and rapid rate of gtowth
from 1908 to 1918 ‘rather than a bulge diring the war. In fact, the entry of

e the United States into the war seems to have had an adverse effect on Philip-

pine trade and ouput. Finally Umafia's manufacturing growth rate for the

8
per od 1904 1915 is far above Hooley's 1902~ 1918 average. &

What seems to have beenrihe ‘most important influence during this period v

imﬁwa sot the war, but the opening of the American market on a preferential / ;(

basis to Philippine exports, mainly agricultural and agriculture-based pro-

-
Vducte;%4 pzjceeded gradually with a 25 per cent preference until 1909,

6/ A, Castro, "Philippine-American Tariff and Trade Relations, 1898—
1954," Philippine Economic Journal First Semegter, 1965,

8/ op. cit., p. 3-7,
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%2 J’ud f‘dzen times their 1902 levels | These sect>rs were dominated by sugar

-5 -

" free trade vith quotas until 1913, ‘and fully free trade thereafter until the
1930:u’j This explanation of rapid growth in this early period £inds corro-
boration in the data of !ib1e~1. Exports and agriculture both led overall
gr?wth with growth rates in excess of five per cent per annum.) lslufacturing y/
y”lgé;FOWtﬁ was -at a more modest pecejof sliuhtly over four per cent, but while

manufacturing doubled over the period 7P—o menufacturing eectors -~ food

‘ﬂﬂzf manufacturing and’ chemical products -- increased respectively, to four times

(e

,J
~an coconut oil toth of which were exported to the American market in rapidly

v
increasing volume.

/ Land inputs increased in the same proportion as. agricultural output, :

yﬂ;ﬁiae lalor inputs rose at a slower rate, Accordinglyf‘;ricultural output L%

cﬂpEr employed aoricultural worker rose almost 40 per cent.| Nevertheless,
agricultural laLor as a proportion of the entire lebor force rose from ‘about
50 per cent to almost 70 per cent, 9/ &ge picture is, then one of rapidly
iedreasing eoriculturdl production, induced by export demand for raw and
.T‘lprocessed agricultural productﬁu /;;e boom in agriculture drew labor away

(relgtivel frOm the other sectors,\but the abundance of fertile land in

JU |

;; "relation to population uade possible an increase in land per worker and in

iy

abor productivity.

The case may seem to fit Myint ] “vent for. surplus" ‘theory of export- Y/

led 8r°wth.19/ The'land that was pulled into the production of abaca, coco-

9/ These are estimated percentages of the total labor force, not

of the labor force in the sectors covered by Hooley, which exclude Cons-
truction and Services. :

, 10/ Hla Myint, "The Classical Theory of International Trade and the
Underdeveloped Countries,“ Economic Journal June 1958,

' i'
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nute, sugar, etc., and the lator too, may have been relatively "sqrolua" in

the sense that alternative opportunities for their employment were’ not pro-
mising, This impliee some assumptions about what might have occurred if the.
‘Philippineleconomy had not teen tied to the American market by preferentiel
free trade; What if, for‘example, tie Philippines had been‘permitted to

- retain the independence won from Spain’ Would independent economic policies

have produced equally rapid growth in a different pattern? "The question is

o WY

not easily answered. \
- It is important to note also, however, that it was the element of b//
discrimination in the trading reletionship that provided the principal- in-
ducement to exports. And it was with reupect to tropical agriculturalypro-
ducts‘that discrimination was most eifective, since the princioal com-

11
petitors of the Philippines were countries other than the United States.

On the other hand, discrimination in favor of the Philippines with respect 0//r
vto produets produced cheeply in the United States (e.g., manufactures) had

little incentive effect, Therefore, there was an element of trade .diversion v

A
s # B
N

{i&%jin tﬁe relationship; end bﬁilippine production was biased b ward complemen-
& o j)ﬂmt -

. tarity with Americi_] How far different this pattern was from one that would
A5

| have been taged on comparative advantage vis a vis the world is difficult to i

LS
4

ey,

Judge. Perhaps in the early years the difference would not have been very
~great. As Philippine factor proportions changed, however, and the factors of V
,production specific to agriculture were lese in surplws supply, -diseconomies
. “ﬂ trade diversion may have become nore important;.\ That there were such
» diseconomieo is strongly'suggested, at least, by the rapid'country-wide

11/ It is true, of course, that Americans produced sugar and subs-
titutes f for coconut oil, but at a significant cost disadvantage as evidenced
by the persistent demand from these intérests for quotas (or Philippine
independence), .

E]
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diversification of Phil»ippine trade over the past decade as preferences with

the nited/&cvo gradually been reduced. :
fﬁwﬂ , d’ a&xy case, in this early period land was still relatively abundant
\\‘y}i’;d{}e::port induced- growth with agriculture the le ading production sector was
no doubt beneficial (if not ideal) for the Phihppire economy at that stage_j
Moreover, there were important repercussions of this growth on the other
/éﬁgtors of the econouy, T‘Ehe rapid growth of Electric Power, Mining and Fcrestzy,
And? Tranaportation and Comunication have already beén noted __]No doubt the
, extremely high grav th rates "showm in Table I reflect mainly the emergence of
modern prodi ction, particularly in the latter two sectors. Hooley's figures
" for production in 1902 are so very small that one cannot avoid wondering

whether a substantial amount of traditional and perhaps primitive, mining,

foreetry,' transportation and commmication activities wer e simply not counted.

z

; / f L . ( ’ ’ .
7‘ (A - ?_? 3. Import Substitution via Market Growth
[ ;' é oy .
;i fIn the case of manufacturing, we have already noted the rapid increases

in nguctim of sugar and coconut o% The 1atter, though begun only in 1913,

E had within five years surpassed -copra in export val ue, \But in addition to

{Lpfg these manufactures f.or export, there occurred a significant amount of import \/"
i Aul%atitution in manu acturing -- 8 process which Hirschman has called "import-

! a\lowing." .1_2./ ‘4: is. the kind of natural import substitution which occurs

xport -led growth process when incomes and markets expend to the point

stic production becomes: econ_omical.

12/ A, Hirschman, Wlm (New Haven:

Yale Un"f'ersity Prees, 1958, p. -
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Table II gives the percentage distribution of manufacturing output

among industries at the two-digit 1SIC level of disaggregation for the census

years. Recall from Table I that manufacturing growth wag at an annual average

V‘pte of 4 1 per cent between 1902 end 1918, and at a rate of 4, 7 per cent

+ I/ctl}uring 1918~ 1938. f'i'here is a s?iking difference between the patterns of -

/707 /'fff@ ’}/] /7§

rowth in the two periods,/\hwever’.l /Tbe first period was dominated by Food

,Q\Manufacturino (read sugar) and Chemical Products (read coconut oil). Together
account for the entire growth in the manufacturing sector:) ’;; period

/\«\

1918 1938 saw a much more balanced growth of mnufacturing,_industries, however.,
Eju{%ries other than food and ehemicals, MW

increased their outputs at an average rate of

’

k}( 5 1 per ¢ surpassing the hitherto 1eaders.
,Z;

this suggests is that, following the surge of export -led growth ‘/ {(
induced by the once-over opening of the U.S. market on a preferential besi N
- the next stage of manufacturing growth was characterized by a broad-gauged
response to growth in incomes and widening of done stic markets. One naturally
wonders what course this process might have taken ‘had there been no great
| depression nor World War II. -In a more favorable world" climate a readbﬁably
balanced, moderately paced growth might have proceeded without special
| stimulation - i.e., on a self-sustaining basis. What happened instead was f
thatl/he 1930's brought not only reduced demand but also quota restrictions -
and. tax penalties on Philippine exports to the American markg_t.@// This perhaps,
m:dnm-anything——ehe explains the slow growth in the agricultural sector

_between 1918 and 1938, ]

4, Iwmport Substitution via Protection- -

We turn now to the recent period of rapid growth since. 1952. "The
- .
. discussion here will be very brief since the succeeding chapter focusses on

“



TABLE II

' DISTRIPUTION OF VALUE ADDED IN PHILIPPINE
- ~ MANUFACTURING e

1902-1951  _ ada VA
02-19 . dnde VAL,

( per _cent) T Mty vA

1902 1918 1938 1961
w Food Manufacturing <i $25.7 /50,9 52,1 27,2
"% Beverages o ‘12,7 5.3 4,7 - 742
v Tobacco Products 26,2 ©9,5 . 7.2 /547
Textile Products . 0.5 - 0.5 - 0.8 ‘Sel
Footwear and Other Wearing Apparel 59 /9 3.5 . 7.8 4,0
Wood and Cork Products , 8,00 1 5.4 5.3 /642
- Furniture -and Fixtures ) i 2.3 1.3 1.9 0,8
Paper and Paper Products . : 0,0 - 0.0 0.0 2,0
Printed and Printed Products 4,9 1,7 3.6 3.2
Leather Products - 0.7 S 0.3 0.1 0.4
Rubber Products 0.0 -~ 0.0 0,0 1.6
Cheniical and Chemical Products v 1.9 10,9 6.9 9.9
Products of Coal and Petroleum a a b 778
‘Hon-Metallic Mineral Products 3.9 0.7 3.3 3,9
Basi¢ Metal and Metallic Products 0.9 0.8 0,7 542 4
‘Machinery 3.5 - 0.8 0.2 ‘543 g
Transportation Equipment o : 1.3 0.4 2.9
Miscellaneous Manufactures : 4.2 5.9 3,9 1.4
Notes: a & megligible
b = included in miscellaneous manufactures - i

Source: Salvador Umafia, "rowth of Output in Philippine Manufacturing:
' 1902-1960," Proceedings of the Conference on Growth of Output
in the Philippines, Op, Cit.; Bureau of the Census and Statistics,
"~ 1961 Census of Manufacturing. :

-~
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thﬂ P rip)l /rhl greater detail

‘M‘T% }I"Tbe cogtrast with the earlier period is very sharp. /Frowth was led \/

[M x\“tinis time by matmfacturing output, which rose rapidly across a broad front
}}}u&mrt substitution industriey ( ;h; stimulus was import and exchange
fo\\ntrols initiated at the end of 1949 in response to a balance of payments
o crisiu Scarce foreign exchange was, in effect, rationed on criteria of /
'fessentiality.'.' ﬁ the protectlve effect of import restrictions apawned new

}0"/ consumption goods industries, "sssential" imports became the capital goods and

)
; ‘l(f intermediate goods required for maintaining ad expanding employment. As a

. 7 result, the new industrialization of the 1950’s favored the finishing and v
o

%sembling of imported semi-msnufactures for sale in the home market, in con- |
/f ?’rtrast to the earlier period which was dominated by the processing of domestic
raw materials ‘for expor‘tﬂ We might say that in the earlier period manufacturing
_ looked inward to supply and outward to demand, while in the later period this .
was:renersed. In each case, ,nowever; an artificial ‘element of protection was ¥ t
present. In the earlier period it was protection in the American market for
J&J )jﬂ‘gpicel agricultural products against rival tropical suppliers. / In the later
;K period it was protection in the Philippine market for the manufecture of con-
‘\ sumption goads against all foreign suppliers /J . . J‘
R Unfortunately the apparent success in growth performance since 1952, |
.‘as evidenced in tne,growth.‘ retes ofl‘Teble I, becomes open to some doub'ts i
when we look“ at trends within the period. In perticular, the shsrp_ dece=- | |
leration of marmfacturing growth is disturbing. Between 1952 and 1956 the
growth rate sversged 12.9 per.‘cent. In the next four years it was half that
. rate, and in the 1960'8 it has remained below five per cent. ﬂdanufacturing v

o DI
has -recently—been a lagging gector in Philippine growthAJ An explanation of




T .

this phenOmenon is one of our principal tasks in the pages that follow.
. _“Suffice it to say here that, as in the cases of many other developing
countries following a policy of protection-induced import substitution, the
early gains from taking over an existing market;for consumption goods from
excluded foreign suppliere are not easily repeated when the tasks become

.

_ integreting backward to the production of intermediate and cq:ital goods and

breaking into the export market,

5. Structurel Change and Productivity Trends.
" We should include in this overview of long-term Philippine growth a
look at some'aspecte‘of'the changing structure of output and employment and

the related queﬂtiome of productivity change and sources of growth. Table
II1 preaents i{n summary form long-term changes in the fistribution of output
~and employmentfkaa well as in average labor productivity by sectors, Out-
puts'for'all sectors and employment changesvin agriculture and manufacturing
are:taken from Hooley. The total labor force for his coverage of industries
‘ (recall that he does not include construction and services) is estimeted by
applying the proportions of 1961 to total employment for both years, Total
employment in 1902 and 1918 was estimated by assuming that it represented
the same proportioﬁoi‘population~of labor force age'(ten years -and over) as
in 1961, Admitteélp thie is crude, but we think that’the mejor long-term
atructural eod productivitp changes would not be altered very much if we had
more accurate labor force‘data.

| Thevotructural changes‘that occurred over the entire six decades are i
generally in the direction one would expect. rggriculture s share of outpuﬁ&;V

o rﬁ' J# ﬁ ‘/x!}n (



TARLE III

DISTRIBUTION OF OUTPUT AND EMPLOYMENT

AND LABOR PRODUCTIVITY
PHILIPPINES, 1902 AND 1961

. 1902 1918 - 1961
Agriculiure o '
Output (pg: cent of total)gl 55 560 34
‘Emplojment4(per cent of total) ﬂl . 78 82 71
Output per Employed ﬁorker (Pesos at 1939 priogsj 84 116 98
Maﬁufacturiﬁg
Output (per cent of total) = a/ 13 12 28
Employment (per cent of total) a/ 5 ) ‘.14
Output per Employed Worker (Pesos at 193° prices) 302 324 403
»0ther Sectors
: Output (per cent ofAtotal) a/ »35 28 38,
ﬁmployment {per cent of total) a/ _ 17 12 15
Oufput per Eﬁployed Workor (?-ﬁ%‘ 1929 f“‘”*1> 139 358 483

“Source: Hooley, Op, Cit., and Pureau of Census and Statistics, Journal
of Pbilipgine Statistcis, Jenuary-March, 1967.

.2/Tota1 output gnd employment exclude Construction and Services.




oy
and labor force declined while that of manufacﬁuring ro é. }3( What is‘dié-
tutbing,r;;;gver;—ts=thae-the proportion of"labor‘in'gériculture’decligégLJ -:
so‘little -- from 78 to 71 per c?nt;“'Thg ]attef perceﬁtagé (for 1961) corfes-
‘pbnds to about 40 pervcen of the labpﬁjfofcé includihg the construétioh and
services sectors.l Go ling th hf;E/;;oﬁortion of the labﬁr force in agricul- v/%
ture (even in 1951) witﬁ'the vef; low ﬁroductivity of labor in ag:icdltufe
(also ip 1§61) glves ﬁs a substantial reaﬁon for low per capita~inc6me in ﬁhe
Philiépines tédazl_jAnd coupling the slow decline of agticulturefé ghare of
the'labof'force with the relatively low productivity in ag;icultﬁre when
compared to the othé;,sectors'(less'than one-fourth) gives us one of the
imporﬁant reasons‘for the slow growth of per capita 1ncdm§ over the.sixfdecédes.
Another 1mport§nf paré of the'explanatioh‘of th; lﬁtter-is, however, the almost vV
negligible growfh of laﬂor productiVityiin agriculture ‘; a rate of about
oﬁe-fifth éf'one per cént'per.annum over tﬂe 59 years., l&

We can coﬁtrast this performance with that of the various countriés
that here.auccessfui in raising per capita income in the 19th and 20th i
.Ceﬁtﬁriea to levélé which put éhem in the:ca§egbry‘éf’developed eboﬁonini.
In each case a'rapid.:eductioh in,agriculture)s share Ef'the labor forcé

, _ h ' are f & Jin fopon Ampsro ‘ -

was an important element %; t n,fﬁ%:g;quAnd success in this structural i»

transformationAwaa_accdﬁpanied by (or permitted?) rising produétivity in

13/ The reader is reminded again that Construction and Services are
not included in either the output or employment totals, The shares of agri-
culture and manufacturing in the total labor force (including eonstiuction
and services) were 50 per cent and 12 per cent, respectively, in 1961; and’
the corresponding shares in total output were 24 per cent and 20-per cent.

, - 14/ In the middle 1960'8 agricultural prdductivity‘began to rise
sharply, however, in what may prove to be the beginnings of a real agri-
cultural revolution., See Chapter Two. = :

-~



-12-

agriculture at‘aAoacc'that narrowed tﬁe gap between avérage output oer worker -
there and in the rest of thc economy, 15/ Denisoo has tound that even among v’
the advanceJ;ountries todag;éZifability to recuce the proportion of labor in |
agriculture is an important determinant of di fferences in growth rates -~
this despite the fact that their agricultnral sectors by now are quite small
and the prodpctivity gap between the two sectors is much narrower than in the
lessvdechOpéd_countries. 16/
Turning_to manufacturing, the picture is not .very moch brighter., It

isitrdc:that‘its share of the labor force roée>from about'five.to fourtecn
per cent, iargély at the expense of agricolture,'but partlyigt the expense of
other sectors whose labor productivity oay'not ﬁave been less, Productivity
growth within the sector was slow; however , avcraging orily one-half of ome
per cent per year, ‘ | ‘ L : -

- Mbreovcr, to see the extent of manufacturing employmént in 1961 in its
proper perapective we shosld note that the total indicated here includes a
considerable number of persona engaged in traditional handcraft activities in
Athe-home'. According to the‘1961 Census of Manufacturing, employment in large
mauofacturing enterprises‘(defined'as those with 20 or more workers) was less
than three plrlcent of the total labor forcc. Adding é&a11 enterprises migﬁt i
- raise this proportion to'eight per.cent. )
The otocr sectors look‘better in the cggregate; Outputzper employed

worker appears to have risen at an annual rate of better than two per cent,

‘ 15/ S. hanets, Mbdern Economic Gro'th (Ncw Haven: . Yale University ‘
Press, 1966), chapters 2 and 3.

16/ E,F. Denison, Why Growth Rates Differ‘(waahington- Thé Brookings ' .
Institution, 1927), chapter 16,. -
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This may be partly illusory, however, since these sectors were allocated the
residual of the labor force after the growth of employment in Agriculture and-
manufacturing was calculated. .Any error in the growth of the'entire employed
labor force would haﬁe aisproportionate effect on the grbwth of employment:
.in "OthervSecters;"' Nevertheless we’ feel that the data warrant a conclusion
that productivity vrowth was more rapid there than in agriculture and mamu-
facturinéj ‘This, together with the modest shift of labor from agriculture to
manufacturing, is what largely explains the one per cent growth in per capita
income over the first six decades of this century. |

The emphasis above was on labor productivity, but we would like, if
possible, to estimate the change in productivity of all inpats. Unfortunately
‘we can‘do this only for agriculture and manufacturing separately, since we have
no information on inputs other than labor into the other sectors, Lampman
has used Hooley's input estimates for the two sectore to estimate overall
-input productivity byAmeans of a simple Solow-Denison Qisembodied growth
model. 17/ ‘He used a weight of 70 per cent for labor's contribution which®
;Williamson 3uggeeted‘scaliug oown to 55 per’cent. l§/- We'have made estimatee
for contributiona o] growth in agriculture and manufacturing for the periods

1902 1918 and 1902 1961, by using’ alternatively ‘weights of 50, 60, and 70

g,

per cent for labor.~

17/ R, Lampman, "The Bources of Post-War Economic Growth in the
Philippines, The Philippine Economic Journal, Second Semester, 1967.
R. Solow, "Technical Change and the Aggregate Producti on Function, "Review
of Economic and Statistics (August 1967), pp. 312-320; and E.F. Denison,

The Sources of Economic Growth in the United States (New York: Committee
for Economic Development, 1902), :

18/ J.G. Williamson, "Dinensions of Postwar Philippine Economic
~ Progress, "Quarterly Journal of Economics, February 1969, pPP. 93- 109. '
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‘The procedure is Well-known, but pe rhaps it should be described

briefly. If we can §ssume an aggregate production function of the Cobb-

. T
Douglas'type, ;/ ie
Q = AK 2 ¢ 1-a k- wptd 4
: L.«\tbmr 4

and, assuming that A, K and L are functions of time, we can differentiate
. totally with respect to time to get

-

dg/dt . _ da/dt , a dk/dt. (1-a) ar/ae | v
Q o= A v K . L . .

_ l;hat is, the proportional time rate of growth of output depends on the rates:
of growth of the imputs mnltiplied by their respective weights, which in turn
are their growth elasticities; and on some residual influences (e.g., tech-
nical progress) that are neutral with respect to capital and labor._ Moreover,
- if the factors of production are paid their respective marginal products

(as is assumed under perfect competition), the growth elasticities will equal
‘the proportionate shares of capital and labor in the total product. Thus

the alternative weights for labor mentioned above of 50@\§9L and 70 per cent
could represeént alternative assumptions about labor 8 share and they imply
values for a .‘.respectively,‘of 50, 40 and 30 per cent, .

The results for agriculture are shown in Table IV. Since land and
capital greﬁ at spproximatelyithe same rete in each period, -they could be
lumped together as shown, The contribution ofathe residual influences appears
in the last line, indicated as "Output per Total Inputs," lt is evident that
the value of the residual contribution is nat very sensitive to changes in

the nocumption abotit labor's share,

The breakdown of contributions for 1902 1961 indicate that all of the

growth in output can be accounted for by the growth of inputs. No contribution

is indicated,from the residual influences, which might include improvements

b

v



- TABLE IV
.CONTRIBQIIONS TO GROWTH
PHILIPPINE AGRICULTURE:

1902 TO 1981
~ (Annual Average Percentage. Rates)

} 12 <1918 - 1902 - 1961
. Fate of  Cobtribution . Rate of . Contribution

Increase (Labor's Share)  Increase (Labor's Share)
(e) (.60) (50) T () (-60) (.50)

Output - s S 2.4
Inmputs . 9/ - o o | . |
Land and Capital 5.2 .5 2.1 2.6° 3.1 09 12 15
Labor A © 3,0 2. 18 1.5 2,1 L5 1.3 1ld
 Total Inputs . 37 3.9 W1 ' 2.4 2.5 2.6
| Output per Total Inputs f’ 1k 1.2 1.0 ~ %.0 -0.1 -0.2

‘i HOOley,m. _c;i_t_c .

Capital 'comprises: machinery and animals.




 TARIE V-

CONTRIBUTIONS TO GROWTH
PHILIPPINE MANUFACTURING
1902 to 1961

" (Annual Average Percentage Rates)

. 1902 - 1918 © 1902 - 1961

Rates of Comtribution ~ Rates of Contribution
Incresse (lator's Share) . Increase (Labor's Share)
(.70) (060) (050) (070) (060) (050>

Output 4,1 | ‘ 4.6 _ .

Inputs o . - S

,Ggpital ‘ 7.1 2.1 2.8 2.5 565 1,6 2,2 2.8
Labor . a6 2.5 2.2 L8 4l 29 25 2.9
- Total Inputs 4.5 '>5.0 S 5.3 0 . 4e5 4T 448
Output per Total Inputs 0.5 0.9 -L2 01 -0l -0.2

Source: Hooley, Qp_; Cit,

.

i,
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in skills of workers and in techniques of production. This’is particularly
surprising when we note that ‘in the early period of rapid growth the pro-
.ductivity of_all inputs did increase significantly, contributing about one-
ouarter of the growth rate issagriculture, The implication is that the
residual influences were negative fellowing 1918,

For mannfacturinc the results are similar, as is ehown in Talle V.

. Again the prowth of output is entirely explained by the orowth of inputs,

leaving no oain in total productivity. In the case of,manufacturing, however, i

the experience of 1902 1918 indicates a negative residual\contribution, 80
that following 1918 there wes a very slight improvement in the productivity
.of capital and labor combined., The reader can verify that, even if one '
assumed the share of labor to be 100 per cent in Manufacturing, and similarly
in agriculture, the contributibn of the residual infleences would in neither
case, be_very significant.

This may seem surprising in view of the importance of the’"reaidual"
‘in calculations of this gert made for other countries, It seems to conflict
also with the widely held view that improvements in education, health, and
social organization in the Philippines were substantial since the advent
of American rule at the beainning of the Century. |

We have no general explanation for this phenomenon. There is, however,
a plausible explanation for the results in Agriculture, which is consistent
both with the overall productivity gain frOm 1902 to 1918 and the lack of
any for the lonoer period. Suppose that over the whole period there was a
positive residual despite 1ts apparent absence as deduced ‘from the simple
XSolow-Denison model. Suppose also that in the. early period land of uniform

quality was available in abundance. This seems reasonable when we recall

that, despite a riaing share of the labor force in agriculture, both land
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and capital inputs. per~egricultural worker increased almost 40 per cent,
Mbreover, average labor productivity increased in. about the same pro-
portion. This, of course, cannot te explained by a production function

-characterized by constant returns to scale unless there is a significant

o ‘residual

Over the longer period land and capital inputs continued to increase -
~ faster than employment of labor, so that by 1961 the ratio of land and
capital to labor in agriculture was about 75 per cent higher than in 1902.°
This was accompanied, however, by only a very slight rise in average labor
~productiyity; hence a residual of'zero'inbthe results shown in Table fV.

And from 1918 to 1961 the residual, as calculated, would be significantly
negative."This caICulation'assumee,-howeVer, tpat the inputs are of uniform
quality over time. Suppose that after 191& the land pulled into cultivation
as the agricultural population orew rapidly was of diminishing quality.
_This conceivably could swamp other factors which were contributing to pro-
' ductivity increase. f
. Consistent with this hypotheais are studies cited by Hooley which
_indicate declining yields per hectare for rice and corn from some point

after 1918, 19/

Hooley also suggests, however, that the rise iu agricultura{
'prices and incomes in the early'period followed by sharp declines,

~vespecially in the 1930'3, may have had an effect on productivity. The nature
of the connection is not clear, but investment in machinery was at a slower

pace after 1912 (as was investment in animals), and there is a widely held

belief that irrigation facilities did not keep pace with agricultural output,

19/ Tooley, Op. Cit., pp. 16-17,
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The latter, of couise,‘is also consistent with the hypothesis that new land
inputs/were of diminishing quality,‘since eage of irrigation is an aspect .
ofiland quality and it is reasonable'to snppose"that the land most accessible ‘
to water was cultivated earlier. In any cnso, howeVer, it is likely that
investments affecting aaricultutol productivity are partially a function of
farm incomes. v
- Still the contribution of capinai innutn'iavnlrendy accounted for

in the calculation; and nnleso capital grewth has oeen overstated it would
seem that thislcould not serve as an explanation of the negntive trend of
total productivity after 1018. Capifoliinputs here are machinery ond‘
animala, however, and the extent to which irrigation (and other investments)
might have increased at a slower pace could imply such an overstatement,

| Tnere is still another possibilit&, however., 1If, inotéad of‘a
‘disembodied growth nodel, we assumed one in which important elements of-‘

tochnical progress aré embodied in capitallinputs;zgl "the size of the
residusl wili be positively relaied to nhe_pace of investment. The slower
rate of capital formation after 1916 and the chance~£ha;,even éhis slower
rate repfesents an overstatement of capital growth may, then, supplement -
the Iikelihood that land inputa.werg of diminishing quality in explaining
thé failure of totaliproductivity in agriculfnre to increase over the six

21/ ‘ | :

decades. —

20/ R.M. Solow, "Technical Progress, Capital Formmtion, and Econo-
mic Crowth," American Economic Review, May 1942, pp. 76-86. This is the
"embodied" growth model of Solow. When we attributed, above, the disembodied
model to him and Denison we had in mind his earlier contribution cited in
footnote 17.

21/ It was’ noted earlier that ‘the depression of the 1930's and
World War II might be sufficient explanations of thé slow productivity gravth,
Lampman, however, found theff even in period 1948-1961 the residual part of
the explanation of agricultural growth was very small -- this, despite the
fact that the early years of the period "reconstruction gains" were important.
gg cie., 179.
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It eould seeﬁ that in manufacruring the ergcment for en.embodied grchth‘
model could he put more stron'-*ly. Bﬁt, surprisinzly, a higher rate of capital
formation. in 1902- 1918 (compared to that of the entire period) was accompanied
by} a lower residual, This is not perhaps, a good test, homver, since/in the

7lier period manufacturinn growth was dominated by only two. industries -~
;g r. and coconut:i’lj }hreover, ‘Lampman found a significant residual asso-
%ig/;f& with a very high rate of capital formation in the period 1948-1961. To
K}Ehe rate of growth of manufacturing output of 11.3 per cent, ‘he estimated the e
cohtribution of labor to;be 4.2 per cent, that of capital to be 3.9 per cent
’and- that of the ‘resid'uel to be 3.2 'per cent, 2/ Of course i:here was an
eleqieut of reconstruction in this growth and that no doubt raised the residual,

In any case the pattern of post-war manufacturing growth requires more detailed

‘ax.:alyeis and we return to this question in Chapter Two.

6. - Alternative ‘ Stretegies. :

Instead of trying s..mply to smmarize this chapter, it micrht be more

| eful to return to the question, raised earlier, whether the rapid growth
/jp/‘)’ 1{902 -1918, led by aaro-exports and induced by trade preference in the
'y N

. marke/,& might have cont:inued and developed a self-sustaining character

i -had there ! leer no “reat Depression or World War II. 23/ We have seen that, i
.
followinq World War I and the postwar depression, growth continued to be

rapid until the early 1930's° and this cvrowth extended more broadly across

" the marmfacturing sector than in the period before 1918 when sugar and coco~

22/ 1Ibid., p. 180,

23/ ‘The same question should be raised alo ut the rapid growth, of
a quite  different. .pattern, that occurred in the 1950's and 1960's, .This
will be treated in the’ succeeding chapter, however.
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nmut oil dominated n_:amfe‘cturing growth, Moreover, vexports continued to
grow rapidly, as a’i:parently‘did agricultural outout, at leaet until the . /

late "1920's, -2_-5'-/ why coulda’t a process of tbis sort continue indefiaitely?

"’) Giret, we must remember that it wae based on external preferentiel

Sy

y JZ) demand, If tbe growth of thi% iem;%rejar% ”o}rrifthe preference ?ﬂ |

0! e
{ 4i’eappeared growth might feltew In eddition On ‘the nuppiy’""'eide\th

Qe@es depende& on a repid increase of land inputs of a given (or’ not

very rapidly declining) quality. This seemed to be realized until some=

ime in the late 1920's, - ‘But thereafter there appeare to have been a

strong tendency for average yielde from land in aaricultura .to. decli {

%« * though the data are far from adeqnate and it is somewhat difficult to (

ilocate the turning point because of the’ generelly erratic character to .

s ; t‘%“ yield variations. = 25/ Ehe implication is that incteasingly growth in
e

v & output and employment would need to depend more on mamzfacturing and the

: Yy other non-egricultural eect%{ The atructural changes that are ehown

3 in Table I1I for the period 1902-1918 (and which may have continued past dv

middle 1920's), would have to be revereed._ From growth based on the
repitl expansion of agricultural land, the Philippines would have to
turn to induetrielizetion.

Thie might ‘have occurfed of course, ‘had not the depression and World ' ‘f
War II intervened. With the wideniny of the domestic market from rising '
incomes and the naturel import substitution that would reeult, it seems

" likely ht e\ur.ta]ly an internal-saving imreanent meclmiem n the industrial

. 2’*/ This is euggested byheeveral studies. See especially E.C. .
' Vemegas and V,W. Rutten, "An nalysis of Rice Production in the Philippines,”
Economic Research Journal, December 1964, p. 159; A.E. Recto, Price and
Market Relationships for Corn in the Philigginee, ‘unpublished M.A. Thesis,
University of the Philippines, 1965, p. 55; and A.J. Nyberg, “Growth in
the Philippine Coconut Industry, 1901-1966, g The Philiggine Economic
Journal, First Semeater 1908, p.b4.

25/ | |
- See the referencee cited in t‘he preceding footnote. .
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sector would replace external demand for agriculture-based products as

the prime motivating force for growth. We are concerned however to point
to two inhibiting factors that probably would have retarded if not thuarted
this development.

The first ia the classic factbr price disequilibrium problem of
Mhnoilescu.zg, Put very simply it is that manufacturing (and other "modern"
sectors) must pay labor a‘ wage above its marwinal social oppom%hity cost,
the latter dependino on labor's marginal product in agriculture (and other
traditional sectors) plus some extra costs of employing labor in induatry.
While this may be 2 nearly universel pbenomeuon in, lees-developed countriea,
it appears to be'ecpecially aerious in the Philippines. For the ratio of ‘
average labor productivity in non-agriculture to that in agriculture
(more than four to one) is S above the average even for less-developed
countries.27/ This is the ratio of average products, not marginal products,
and it falls to.take into acéount differences in the' qualities of labor
required in: the two sectors. On the other band, non-agriculture includes
 some low productivity ectivities 1ike domestic handicraft and small—scale
Aretail trade that give a downward bias to the ratio. Accordingly, we feel

LR I

‘that there is strong evidence of factor price disequilibrium in the

fhilipoinee._zél o - .

26 A a o ,
- 'Hanoileacu, The Theory of Protection. (London: King, 1931).
27/ anneta, Op. Cit., p. 402, N |

. See algo the corollary evidence on the labor aurplus character
- of the Philipyihe economy in T. K. Ruprecht, "Labor Absorption Problems
‘arid Beonomié Develapment ia tHe Phiiippines," The Philiggine Economic -
Journal Second Semester 1948, pp. 290-293..
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/ Its effectAon growth,“of conrse, is to inhibit the structural changev
that was indicated above as essential to continued success -- i.e., indue-
trialization. Put another way; it’Biaoes,resouroes ollocation‘awoy from
» what should be en,evolving comperetive ednantage in 1abor?intensive manu7

facture3¢ :The bias is two- r‘ ed. A wage above the marginal social
opportunity cost of laborfis an impediment to investment in'industry
generally, tut it specifically disfavors labor intensive techniques. And
traditional ayriculturelvexporta can,mainthin balance of payments equili~ 1
'brium at an exchanne rate which does not permit (socially) comparetively |
,advantageous manufactures from competing effectively with foreign products
“in either the domestic or world markets, |
Yhe second inhibiting factor,.which'tenda to'reinforce the.first;

is the system of preferential*free,trede. Preference in the American |
rmarket meant preferences aver third-country‘competitors' not, of course,
~ over Americans. This was effective preference, then, only in products for -
which the close competitors were countries other than the U.S. The same
was true in the Philippine market where tarifﬁ;applied to. other countries,
- but not to the U,S, Thus the system was Hmsed toward: exchange of tropical
agricultural products for manufacturoo,'which meant an additional artificial
obctacle ‘te industrialization. |

Our conclusion is that in the absence of measuree to. offset this

'bies .- i.e., without special inducements to industrielization - Philippine

growth ' f'e‘ilﬁ considerably short of its potential, And while it
ie'easp to attribute the relative stagnation of the Philippine economy over
the entire 60 years‘tofthe depression and its impact on American>agricu1tura1
protection policies, es'well as to World War II, we cannot be sure thet if
these had not occurred the Philippinec would have succeeded in’achieving

the transformation required to maintain the pace of growth it had enjoyed



- in the’ firnt quarter of the ‘century., .

/ In the 1950's the Philippines embarked on a new surge of growth
behind protection of mamxfactruing ,j This is, of coursge, the rem’edy that
Manoilescu had urged As'we have indicated above, however,l the rapid early

gains in industrial growth were followed .(fren the late 1950's) by a

- .
: deeeleration to the point where manufacturing became a legging sectL/ as -

s
e

4

{it had been in 1002-1918, Again, as in the. case .of the colonial trade

tLT’.:;“"@

' pattern, doulvt arises whet'her' protection-induced import subs‘titution is
" an effective- vehicle for achfeving self-gsustaining growth, | |

' ln “Bum, ._ we have shown that the Philippines had two ertended
lperiods of rel‘atively rapid growth in this century, one at the Beginning
.gnd the other at the end of the almost seven decades that have tranapired.

é,,) In each case there was en element of protection, serving both as a stimulus:

“country’ evolved from a Myint "vent for surplus"™ situntion to Manoilescu 8
“faetor'price disequilibrium," -2—9?/]W/ehave suggested that the earlier
v(yﬂ colonial trede pattern, biased toward the export of agriculture - based"
« products and the import of manufactures, was inadequate as a vehicle for
"\ ' succensful development because of its bies againat industrializati ’j f'l‘he .
/l/‘)‘ ‘ recent period seems to heve been characterized by the opposite bias - in

}(\ 1}' jfavor of 1ndustrialisation/_) And yet industrielization has faltered. Why?

o
‘ ﬁ\ We turn in the succeeding chapters to a closer look at this apparent puzzle.

‘2-2/ In both situations ‘there is, of course, a surplus of factor .

supply -- land in the Myint case and labor in the Manoilescu case. ' The
use of this surplus to produce for export in latter case is inhibited
not only hty the failure of the market price of labor to reflect the
" surplus but also by the systems of prdtection around. the world that
are biased against trade of manufactures., Note also that the domestic.
aspect of the inhibition against manufacturing depends on the comdition

exported ‘at any price, the exchange rate would have to adjust to make.
paoufectures exportable despite the high wage rate.

that agricultural products are expdrted, For if they could not be .

i



CHAPTER TWO

TNDUSTRIALIZATION AND TRADE SINCE 1950

/;%i 1. Postwar Reconstruction
20 & _
#he peftod since the end of World War II has witnessed a more rapid

rate of industrial growth than any period of comparable length in modern

Philippine history. This is somewnat misleading, of course}gsince in the

early postwar yeééé the economy was recove:ing from very low production
levels owing to wartime destruction and dislocation. A U.S, Congressional
Report in 1945 stated that among war-ravaged countries the Philippines was J
the "most utterly devastated" from the standpoint of the effect on the econ-
omy and on the nation's capacity to rebuild.kl It is not surprising, there-
fore, that m;;ufacturing ouéput tripled between'1946 and 1948, and coﬂtinuéa
to increase at an annual rate of about 20 per éeﬁt in thevsucceeding three
years. Nevertheless, we have secen from Table I (Chapter One) :baf dating
poséwar manufactering growth from 1952 yields an annual average rate of in-
crease of over seven per cent, despite the slowdown in recent years; and

this is considerably more rapid than in any other sub-period of this century.

/"!
/

[?innépthg:t@pori ;ontrols which gave - impetus to-the surge of manu- -
facturing growth in the 1950's‘w§re initiated in 1959, there was some over-
lap betgééhﬂ;;beﬁstruction and the new import=-substituting 1ndustrialization.'
This ﬂu; the reasom given earlier for selecting 1952 as the initial year of
, the postwar grodth petiod. Ne;;:theless, for some purposes it will be better

. to date the period from 1950, since this was the first full year in which the’

procectioﬁiat policies were effective.ﬁﬁ{

.leuoted in S. Jenkins, American Economic Policy Toward the Philip-
pines (Stanford: Stanford University Press, 195 ), p. 42. '
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*l}n any case we will give only scant attention to the yea;égrl945-1949,
limiting our discussion to those developments which help to explain the for-
eign exchange crisis of 1949, vhich was the prelude to thekimposition of ef-
feactive impoft controlsat pasically the crisis resulted from a combination of

- a continuing‘huge trade deficit and a deéline toward the end of the 1940's of [~
the flow of dollars for war damage and rehabilitation that had made the defi-

cit viable. Except for copra, exports were slow to recover and during 1947~

1949 were far below pre-war volume. l?mpotts, on the other hand,iwere more -

than double pre-war VOIume and were concentrated on food and other consumption

o

goods,

Political independence, which came in July of 1946, followed passage v//
in the United States Congress of a Philippine Trade Act, which provided for
WM ) >

- geadual, elimination of the preferential trade system over eightyyears of free
trade (except for some quotas on Philippine exports), followed by twenty years /’
of gradually diminishing tariff preferences. Also included were several ad-
ditional 1limitations on Philippine sovereignty as the price for war - damage
payments from the United States, since the Rehabilitation Act was made condi-
tional on acceptance by the Philippines of the Trade Act./ In particular,

Americans were given preferential status over other foreign nationals with

respect to investment in natural resource exploitation and public utilities;

e ey
g,

and the right of the Philippiﬁe Governmenﬁ to change the dollar value of the
pesg to suspend convertibility or to restrict capital movements was contingent
on appré%al by the President of the United States. *breover, the Philippines
was denied the power to impose export taxes, while the United States retained
the right to limit the entry of Philippine goods that are "likely to come into

substantial competitian with like articles which are the product of the United '
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States ...”3/

The prohibition against export taxes is symmetrical with a provision
of the American comstitution; it was imposed presumably to prevent their use
as a retaliatory measure in trade. However, it ran counter to the long-rum
economic interests of the newly independent republic. It prevented, until

. : PR toﬂldbfua
the Revised Trade Act became effective in 1956, the use of a weapon which hag been
effective both for protection agsinst uneconomic terms of trade los;és and for
transferring income from traditional exports to other sectors. The latter was
especially important in the case of sugar, which enjoyed a very high price pre-
pium in the protected US market. While the rehabilitation of the badly dam-
aged sugar industry was a major preoccupation early after independence, the
initial prohibition against export taxes almost certainly strengthened the
protective shield of the sugar industry when rechabilitation was near comple-
tion. Thus T:ixe benefits from the sﬁgar prenium were not dispersed to other V//
sectors of the economy. The alternative means of squeezing export income were

g
much inferior because, as we shall show in Chapter X, they cut across-the-

board among all sectors, including potential manufactured exports.

More serious was the limitation omn exchange rate policy, though it v’/
seems to have received less attention in professional discussions. The senti-

mental value attached to retaining the prewar parity between the peso and the

3/

dollar, strengthened by the infringement on exchange rate sovereignty,= had

ymmup.w. o

2/It should be noted that the Philippines could have devalued with
the approval of the U.S. President. Such approval was forthcoming in 1949
for exchange controls. ‘ ‘
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probably the most serious consequences on the direction“of Philipg@nggindus-
trial and economic growth, (With much of industrial productive capacity at ///
the beginning of independence incapacitated owing to war destruction, the
Philippines lived rather extravagently on foreign exchange windfalls provided

by American military spending, war damage dollar receipts, and on foreign
exchange assets accumulated by the Philippine government during the war.JLh
Rapid reconstruction after the war could have been achieved with better ef-
fects under a more realistic éxchange rate, which wogld have redi¥ected con-

sumption to investment and set Philippine industrial growth on & more pro-

mising path.

!Zet, by waintaining the prewar parity of the peso, the country used y/
these en;rmous external resources for consumption goods imports in the pro-
gotion of a policy to reduce prices.J‘The Philippines was the only econony //6?
in the world which experienced a downward priée_trend fer over a decade after y
the end of the Second World Hggr Ali other countries, and especially those //(
which suffered a similar degree ;f destruction, realistically adjusted their
exchange rates. |

However, the Trade Act was designed primarily to reestablish the J/j
pre-war pattern of colonial trade and to protect the interests of American
investors in the Philippines. It was hoped that post-war reha§ilitation would
be speeded by the encouragement thus given to traditional exporfs and to
American private i{nvestment. lln fact exports lagged while imports of all kinds,
essential and non-essential, éoared under free tradg;l t?is was, of course, 45
mainly due to the effects of the war on production, but it was due in part
also to the war inflation, which left the peso greatly overvalued at a rate
g ¥

of two to the dollar;I’Even the substantial price declines which accompanied’
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the resurgence of domestic production left exports and 1mport'substitntes at
a disadvantage in relation to goods which were not internationally traded.
Therefore, even as production recovered; the trade deficit remained large; and
when the invisible dollar receipts declined sharply, so did the foreign ex-
change reserve.\_zfoa the end of 1948 to the end of 1949 reserves dropped /

from $420 wmillion to $260 miliion.&/

2. TImport Controls.

I
While import controls were adopted early in 1949, they became really \
effective only in 1950, after a full-blown foreign exchange crisis in December !
of 1949 led also to the adoption of exchange controls. The immdediate cause LEZ:
of the crisis was capital flight, possibly triggered by the devaluation of /o
the British pound; but, as we have noted, there was an underlying weakness

that would have required corrective measures sooner or léter. WEP is signifi-
cént, however, tﬁat the controls were effectéd during a crisis when there was
11tt1e time to think about, let alone implement, more fundamental solutions.

And direct controls, even 1if adopted as a short-run measure, have a teadency

to produce an énvironment in which their continuation can easily be ratégnal- i
ized‘&XEBF as they remove the immediate preasure on the balance oé payments, '

the Govermment can alwnys find other more urgent problems than long-run bal-

ance qf payments’equilibriuftdyAnd the protective effect of the controls soon v’

creates private vested interests in new industries dependent on their continu-

ance, /

T &/F;H.*Golay,-The Philippines: Publfe Policy and National Economic
Development (Ithaca: Cornell University Press), p. 76.
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It appears, in any case, that the adoption of a strategy of encour-

aging manufacturing behind protection was more or less inadvertent. Por

it is difficult to find any evidence Fha;'this was o planned strategypvhose
long-run consequences were foreseen. |JRather, the imposition of import con-
trols was a response to an immediate crisis with weapons which, if cfhde, were
nonetheless quickly effective in defending the balance of paymenttﬁzﬁﬁgzthe
controls were equally effectivé in prcviding a high degree of protection for
the manufacture of consumption'goodsinghe resulting frofit incentive evoked
a strong entrepreneurial response; and what began as an emergency tactic in
balance of payments policy became the principal policy strument for pro-

moting industrialization over the decade of the 1950's.

Some idea of the extent of the protection qffeied by the coﬁtrols is
suggesﬁéd by the rise in domestic wholesale prices of‘imported goods in re-
lation to their c;i.f. import prices. The ratio of indexes of these prices ’
'is'shown 1# column (3) of Tablé VI;éj Unfortunatély the import unit value
index of column (2) has current year weights while the index of wholesale
prices of imported goods is based on the 1955 composition of imports. This
‘means that the,risevin the ratio -- the "acaréity premiunm™ on imports -- is
probably understated during the first half of the 1950's. " For this is when
the composition of 1mports‘changed most rapidly, and those imports whose
~qunntities»had been most sharply gedu@ed by 1955?kmﬁtlike1y to have had the
greateast ptice increases. After 1955 tﬁe composition of imports changed only

slowly, so that, with a mental adjustment vpward of the trend from 1949 to

5/

2/1he present series for import umit values extends back only to 1950.
Figures from the Central Dank Statistical Dulletins din 1951 and 1952, based on

an older series, give inconsistent indexes for 1950 in terms of 19493100, ranging

from 76 to 90. The former seems improbably low to us, so we have selected the
latter. ' ”



CHANGES IN RELATIVE PRICES OF IMPORTED GOODS, 1949-1968

1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959

1960

1961
1962
1963
1964
1965
1966
1967
1968

TABLE VI
19492100

1)
Wholesale
Prices of

’;ggorted Goods

100.0
121.4
152.7
135.5
128.6
124.6
118.5
128.9
135.8
141.2
153.9
162.8
171.2
187.4
198.8
200.7
201.7
204.1
205.6
206.9

(2)

Import

Unit Values

100.0
90.0
101.4
99,9
95.3
91.3
91.3
92.5
95.5
97.6
99.7
101.8
103.3
105.3
112,2
113.3
115.2
117.0
119.7
119.1

Column (1)
100.0
1%‘8
150.5

135.6
134.9
136.4

- 129.7
139.3
142.1
164.6
154.3
159.9
165.7
177.9
177.1
177.1
175.0
174.4
171.7
173.7

Source: Central Bank Statistical Bulletin, December 1968.

‘*’



>- 29 -

1955, we think that the ratio is a good ihdicator of trends in the implicit

degree of protection provided by'thé”coﬁtrol system.

Decontrol of imports was écccmpiished between 1960 and 1962, but this
permitted a highly protective tariff lav, enacted by cOngress in 1957, finally
to become effective. Mbrecver devaluation accompanied decontrol, the peso
price of the U.S, dollat rising from 2. 00 to 3 90 Accordingly, after 1962
the ratio has a different meaning. It measures the combined protective ef-
fect of the tariff system and the higher price of foreign cxchange,'since‘the
index of import unit values is based on dollét prices.(;zrus we can compare, .

if only roughly because ofAﬁhe 1mpetfections’of our mcasute, thiq:cpmbined‘

protective effect with that prevailing under fmport contfols.

v Whiic the scarcity premium mﬁy be a good megéhre of avercgc’ptotects _;

~ tion under contfols,vit probably seriously understates the degree of protec-iﬁ}
tion given to favored manufccturing industries. For import tectriction vas .
related to "esaentiality,"’and,this'megnt thct finishédlcons:cption goods

tended to be most severely restricted, while’cacital goods, intermediate goodc’(\
and raw materials were more liberally 1mpotced; Thus proteccion for the manu-

facture of the former came both from the higher prices in the domestic market j

1.

of the riﬁai foféign prodqcts and the relatively low prices of their imported
inpﬁts thac?thefuhdervaluhtion of foreign exchange and'libcral imports'permit;f

t‘ed“'
/

Moreover, we can observe from Table VI the very sharp rise in the
ierage scarcity premium from 1949 to 1951, vas shown in column (3). During
the next four years the premium was lower, suggesting some easing of import

ntrols. Data on the volume of imports from Table VII confirms this. While -
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TABLE VII

PHILIPPINE TRADE AND TERMS OF TRADE, 1950-1968

19552100

¢ Quantum Index

" price

Indéx

 —

~ Value Index

. Imports 'Exports ' Imports Emports
‘Period ' IMports’Exports ' Imports fmp

'Barter Terms Capacity

* Imports 'Exports '
] ]

“of Trade , to

, Jmport

' i :
' (1) i (2) H 3 (4) ! (5) i (6) ! (4)7(3) . \(6)1:'(3)
e £
1950 63.8  70.6 % 119.7 62.8  84.7 121.4 .859
1951 79.7 79.2 127.9 88.6 102.5 114.8 .921
1952 72,3  88.3 100.6 79.2  88.4 91.9 .807
1953 79.9  82.6 122.8 83.5 101.4 117.5 .970
1954 88.3  91.7 109.0 88.1 100.1 109.0 1,001
1955 100.0  100.0 100.0 100.0 100.0 100,0 1,000
1956 92,1 111.6 101.4 93.4 113.2 100,0 1.116
1957 109,1  104.7 102.8 114.1 107.6 - 98.3 1.028
1958 96.4 115.6 106.9 103.2 123.8 99,9 1.157
1959 87.2 114.7 115.9 95,2 132.9 106.1 1.217
1960 96.5 123,2 114.1 107.6 140.6 102.3 1.260
1961 99,0 119,2 105.0 112.1  125.2 92,6 1.106
1962 93.7 130.6 106.2 108.1 138.7 92.0 1.201
1963 92,1 162.3 111.8 113.4 181.4 91.0 1.474
1964 113.9 166.3 - 110.9 141.3 184.4 89.4 1.485
1965 117.1  170.7 112.8 147.8 192.5 89.4 1.525
1966 126.6 180.9 113.8 159.7 206.4 88.8 1.609
1967 148.4 174.6 115.9 194.6 202.4 - 88.4 1,543
1968 162.0° 171.5 121.7 211.2 208.7 93.3 1.600
S i

Source: Central Bank Statistical Bulletin, December 1968.



we do not have an index of the quaﬁciij*of~1mports for 1949 in this series,

3 : ' 6
Golay scateb*that there was a mntth« jps0°per cent drop_fagm 1949 to 1950.“!
- Imports then :c;; rapidlzgﬁn vol“ ¥ 3991955, leaving the level still,of 1949,

however. After 1955 tﬂ"quaﬂtity of imports dropped and, with the exception
of 1957, rematned below the 1955 level ung‘;”after decontrol. 496ftespondingly
the premium rose steadily to a high in 1962x Thereafter, however, imports

were no longer controlled and the r

jo of world to domestic prices of imports
depended on the tariff systg e new excﬁange rate, _This explains the

stability in our measurd 1962,

From Table VII we can see also that the quantity of exports ,:oée at
iLii‘ltately rapid pace (between five and six per cent per annum) during the
1950's. The rate of increasec was greager in the first half of the‘dgéade,
but this may include an element of postwar recovery. Mbreover undet—rgport-
ing of exports is believed to have increased toward the end of the decade, ;
thereby nndersta;ing the growth in those years. Prices of exports, however,
fell in the first half and rose in the second half of the 1950's, more than
offsetting the difference in the recorded quantity increases. Thus at a time.
when import controls were becoming increasingly tight, export earnings weré

g’r

rising at an average annuel rate of more than seven per cent.

X

This coincidence of rapidly expanding export earnings and. tightening
of import controls (as evidenéed in thé decline in the volume of imports af-
ter 1955) requirag‘?o?e-gxplanation. In part it can be attributed to the
fact that ﬁmportkprices wefe rising almost as fast as export prices. Never-

theless, the so-called "capacity to import" -- export total value index

’ 2"@ id., p. 76.
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divided by {import unit value inde: (shoﬁn in the last column of Table VII) --
rose at an annual average rate of 4.7 ggr cent, as opposed to a rate of 3.1

per cent in the first half of the decade,

Moreover,v a look at the other e].em«mt:sm in the balance of payments,
shown in Table VIII, suggests that their total effect was not less favorable
in the second half of the decade. Adding United States Government expendi-
tures and ttgnafers paynents “gether (there seems to have been a change in
classification at wid-decade), they total mdre in 1956-60 than in 1951-55.
\The same is true of long-term capital inflow. These are mwore than offaet,.
howe‘irer, by the deterioration of the short-term capital account (including
errors and omissions), though the margin is slight. This leaves the substan-

ial improvement in the trade balance in the second half of the decade as the
ljor influence on the trend of the balence of payments. And this is reflected
in a smaller cumulative deficit -- only $35 millions, as opposed to $141 mil-

lions between 1951 and 1955,

The important pointi, however, is that there were defic:l.ts in both ‘
‘halves of the decade. The tightening of controls in tf\e second balfj was re-
lated to the level of reserves, not to the trénd in the size of the annual !
deficit, The foreign exchange reserve of the Central BDank, which had totalled
$587 millions in 1945, and $296 millions in 1550, was down to $90 millions by -
' 1959‘2-/ This represented about two months of the tightly controlled level of.

ioports. Deficits were no longer tolerable and a re-eval,‘untion of policies

was clearly in order.

1/ ‘ .
= This is the "gross" reserve of the Central Bank. If we considered

also the rise in public and private short-term net indebtedness abroad, the
picture would be even more bleak,

L




TABLE VIII

BALANCE OF PAYMENTS 1949-1968
(Millions of U.S. Dollars)

i

[] [] 1 ] [} ’ ]
. ' Short-Term
'Bai;nce' u.s. . : Other : gurren: : Trandfer':nong-rerm: capital, : ¢ piky
' rrade .E: end'“w:lt ' Services s°°°‘1'° | payments | Capital Errors and "
' ' ures urplus ' ; ‘Ouissions | eserves
9 -316 164 «135 -287 218 6 -106 «~169
0./ 6 107 =90 24 166 34 159 64
)1 -80 . 98 «110 -92 23 2 16 =51
)2 ~80 126 -100 -54 41 14 -9 -8
53 -81 140 «111 -52 22 42 -7 4
4 =82 123 124 -83. 26 21 1 -33
55 =146 128 ~142 -160 32 100 «25 «53
56 -39 51 -122 -110 102 59 45 6
57 «169 46 ~146 -269 126 50 3 -90
8 =51 31 -128 o =148 111 23 35 21
%9 v 19 25 -119 =75 131 76 134 =2
60 -30 21 =136 ~145 140 76 '-41 30
61 -97 31 -99 -165 9% -8 3 «76
62 «16 32 =77 ~-61 92 3 -3 31
)63 122 33 - =56 99 79 <19 ~125 34
)64 -23 41 =42 24 108 40 =110 . 14
)65 24 67 -5 8 99 23 =95 65
966 -9 79 =5 65 96 43 =140 22
967 ~224 103 -390 -211 187 0 38 14
968 124 =234 -394 126 191 59 -18

Source:

Central Bank.

i Srcran e P




- 32 -

The eitﬁetion was actually more‘eeriOus than this suggests. For the
growth of export volume was raetarding in the second half of the decade as was
indicated above. The sharp imptovement in export prices (about 16 per cent)
between 1955 and 1959 ‘masked an apparent real export lag. We say "apparent"
because ﬁhis may have reflected partly a growing under-reporting of exports
because of the unfevorable exchaﬁge raterthat import restriction defeeded.

In either case -~ real leg otnunder-reperting -=- the Government could no

longer ignore the question of a realistic exchange rate.

Armnnd Fabella, former Director-ceneral of the Progranm Implementation

Agency, has stated very succinctly the principal reasons for the decontrol and
\\t | ;

- devaluation that took place between 1960 and 1962.

56///In the early part of the past decade, thé weapon of

reign exchange controls proved to be’ extremely effec=

.tive in guiding the direction of economic growth .es To-

wards the end of the 1950's, more and more of this foreign

exchange had become committed in advance .... Therefore,

the use of foreign exebnnge controls in guiding economic

development became less effective ‘as -foreign exchange sup~-

ply crises deveIOped cees- OF course, decontrol took place ... )
not only because of thé above factors but also because of q
the artifictality of the foreign exchange rate.Z

The diminishing degree of discretion in foreign exchange allocation is re-
- flected in the changing composition of imports, as seen in Table Ix.v Consuner
goods, which accounted for 37 per cent of imports in 1949, repreaented only 14

per cent by the end of the 1950's., The proportionate share of machinery and

"!A v. rabelln, "Some aspects of the Strategy. ‘of Developnent Planning,"

in G.P, Sicat, ed. e Philippine in the 1960's (Quezon City:; Insti-
tute of Economic Development and Research, university ‘of the Philippines, 1964),
pP. 37,




TABLE IX

PERCENTAGE DISTRIBUTION OF IMPORTS: 1949-1968

v 1949 ' 1951-53 ' 1955-57 ' 1959-61 ' 1963-65 ' 1967-69"
] ] . |  § ] ]
Producer s 62.7 76.8 1.7 86,1 83,9 87.9
Machinery and Equip- ,
went 9.9 9.1 11.0 19.7 17.4 19.9
Unptoceued Raw
Materials 1.0 1.6 4,2 10.4 15.4 13.1
Semi-processed Raw
Materials 41.6 48.0 51.3 45.8 45.9 50.2
Supplies 10.1 18.0 15.2  10.2 5.1 4.5
onsumer Goods 37.3  23.2 18.3 13.9 16,4 12.1
Durable Goods 2.5 1.6 1.3 .8 1.0 1,1
Nou-durable Goods 21.6  17.0 131 15.6 11.1

34.8

Sourge: Central Bank

3/irst half 1969 only.
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equipment, in contrast, doubled over the decade -- from 10 to 20 per cent,
Unprocessed and semi-processed raw materials also increased as a proportion

of imports, their combined share rising from 43 'to 56 per cent.

Thus the evidence strongly supports Fabella's contention. After a.

decade of exchange controls there was }it’tle gjscretion leét t;o controllers,

86 per cent ;f imports were "ptod)é{s goods” most of which were essential

to the maintenance and ewansﬁn of employment an& output in already existing
industries. While deficits continued and the foreign exchange résetve dwindled,
the remedy of further restricting "non-essential ;mports was rapidly becoming
obsolete. For virtually all imports were by now essential in sone sensa.

Any further tightening of import contr;:l:/wdﬁid be likely to depress output

and employment because of the dependence of the new manufacturing industries

on imported inputs.

There is some evidence to suggest that this wes, in fact, already hap-
pening ‘during the second half of the 1950's. From Table X we can see tha£
there was a sharp drop in the rates of growth of national product, and esée-
cially in the contribution of manufacturing, after 1956. ,’ﬂﬂ{ ;night also
be attributed tb declining opportunities for easy import substitution in final
processing of consumption goads, What Albert Hirschman has called the Mex-
uberant" stage in import-substitmting industrialization?'l lasts only as long
as the enpha;is is on taking over an existing market for consumption goods from

the restricted foreign suppliers. There are no immediate market constraints

e

oy
=’A. Birschmen, "The Political Economy of Import-Substituting Indus~

trialization in Latin America," The Quarterly Journal of Economics, February
1968.- ‘ ' ‘




TABLE X

RATES OF GROWTH OF NATIONAL PRODUCT,
MANUFACTURING AND AGRICULTURE
1948 to 1968

(Average annual percentage changes in 1955 prices)

value Added

3/Inc1udes fishing and forestry.

] ] [}
Gross ' Natiﬁnal '  value Added ‘'
* National ' Income ' ~in ' in a
' Product : : Manufacturing : Agriculture™
1948-52 9.2 9.1 10.5 6.6
x1950-56 7.9 7.8 12.3 6.2
1952-56 7.7 7.6 12,9 6.3
1956-60 4.4 4.6 6.3 3.3
1960-64 5.6 5.1 4,8 3.5
1964-68 6.1 5.3 4,7 6.9
Source: National Economic Council.
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and with high protection even comparatively disadvantageous industries can
tearn" high profits and enjoy a burst of rapid growth during the period of
market absorption. Mnnufacturing'can temporarily play the leading role in

economic growth.

-

There are two constraints that may soon operate to bring the exuberant
stage to an end, however, The first is‘the shortage of foreign exchange which
evidently was becoming acute in the late 1950's, as evidenced above. The
second is the limited size of the domestic market for consumption goods. As
this limit is ypproached, sustaining the earlier pace of industrial growth
is impossible unless industry is able to break out of the confines of the
do@estic market for finished consumption goods, This could be done in either
or both of two directions. First, investment could move back to the earlier
stages of the production proces; -= i.e., backward linkage import substitution.
Second, manufactures could break into the export market. In the absence of
either or both of these the manufacturing sector must {nevitably become. ‘&

- "agging" sector -:,i.e;, one that merely follows the growth of domestic demand

which, in turn, must get its impetus from some other sector.

Moreover, it 1; these same two new directions that could resolve the
balance of paywents probleh. Backward integration of industrial production
would tap a vast new source of foreign exchange saving when the potential at
the finishing stages qﬁ/production is becomiug exhausted, And manufactured
expotgs can expand along E;ghly elastic qprld demand curves to supplément
foreign eérnings from primary exports. So looked at either from the stand-
point of market constraints or the forgign exchange constraint the required
reditaction of industrial growth is evident, (pﬂckward integration and new

exports are the avenues for the next stage ‘of industrial growth.

N
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Doth constraints were beginming to operate in thé"Philippiﬁes in the
late 1950's, though the balance of payments problem was both more evident and
more immediate. An additional comstraint on policy femedies was the character
of the industrial growth that had been spawmed by the controls system -- par-
ticularly the heavy depéndence on imported materials and equipment. For,
while increasing restrictions on these imports would create a profitable fiew
market for industrial investment and also save foreign exchange, it would
simultaneously create difficulties for the existing manufacturing industries.
One could argue that ;his was precisely what was needed to separate the re-
latively efficient from the inefficient, as well as so force greater attention
to cost-saviug all around. DBut the short—runﬁzzzgﬁi:‘;:tput and employment
plus the power of the manufacturing interests entrenched behind protection
meant that the political disadvantages of such a policy would loom overvhelmingly
large even if its long-run economic merits could have been appreciatéd.' This

is the dilemma that Philippine policy-makers faced at the end of the decade.

Aside from backward integration in industry there were, of course,
other possible remedies‘for the slowdown in industrial growth and the balance
of payments problem. A revolutiom in agricultural ptodugtion could have raised
incomes andiﬁemand for industrial products at a8 more rapid pace. And it could !
have been foreign exchange saving (e.g., rice, corn) or earning (coconuts, sugar,
;tc.). {This too was not likely, however, under the policies of the 1950's which
were biased against both %griculture and exports, The bias against exports from

the undervaluation of foreign exchange also precluded the emérgence of-new manu-

factured exports as & remedy.

Finally, an increase in foreign capital inflow -- public or private --

could have financed the necessary imports and permitted a higher rate of in-
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vestment and growth. This again was not likely to occur undefliﬁe éxfbting

policies, however. ‘For the bias in profit inéentives Againsi the fﬁfﬁfe

growth areas -- backward 1inkage import substitution and ménufactured exports -«

plus‘the'relatiVe exhaustion of opportunities for further import substitution
in the favored conSumption goods gector meant a poor investment climate for

private capital, domestic or foreign. And the 1nternational lending agencies
were not likely to come forth with assistance on the scale required unless

policies were reforced so as to promise long-run balance of payments viability.

In the light of all this it 'is not surprisiﬁg that the Government,
early in 1960, decided to abandon controls and at the same time to seek a
more favorable exchange rate for exports. The:&etailb of decontrol aﬁaidé-
valuation, a gradual process which was completed by January 1962, _QI are set
out in Chapter Four. It will suffice here to note the economic implications

of this'remedy.

/‘ﬂz;ere it not for the Tariff Law of 1957, which decontrol made £inally
effective, the combination of elimination of import controls and a devalustion
of sufficient measure to attain balance of payments equiitbtiﬁn“vbuld have
largely corrected the biases of the previous system and would have given’gtéat'“
‘encouragement. to both expérts*and backward integration in manufacturiné. But
5 the system of tariffs was there, lurking beneath the surface, and with decontrol
kit became the principal instrument of’protgction. Again the reader must await
Chapter Four for ;he'details of tariff structur it is important to note

here that it was (and is) highly protective and-biased in the same wanner as

lg/rhere is one important exception to the completeness of the“devtl-f
uvation. , Exporters were required until November 1965 to convert 20 per cent
of their prg!!pds at the old rate. This wag, in effect, an export tax of about
10 per cent.,s :

2

1
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the import controls system against backward integration. Moreover, its pro-
tective éffec;, substiguting in part for that;df import controls, meant that
the required exchange rate adjustuent was considerably less, implying a sub~
st;ntipl remaining bias against exports. And, because of the factor price dis-
equilibrium discussed in Chapter One, this meant particularly a bias agaiﬁst

manufactured exports,

5NeG€;:;e1ess, decontrol and devaluation altered the economic climate
somevwhat in favor of exports and against industries most heavily depéndent
on imports. As a result there occurr:i some important shifts in resource al-
location and income distribution, These,in turnm, had a surprising effect on X
the division of income between saving. and consumption, ‘Finally, related to
this was the occurrence of a mild' inflation, especially in food prices, f§1~

lowing devaluation.zl/

s

The industry groups that were most favored by import comtrols, in
terms both of protection from foreign compegition and liberal imports of
material inputs, were generally also favored by’tax exemptions. Sicat has
found that for these groups profits were higher than the average for manu-

, 12/
facturing before decontrol and lower after.~ This reflects the fact that

the higher exchange rate applied uniformly to imports of finished goods and ?

lljthe jmmediately following paragraphs owe much to the work of
Treadgold and Hooley, and also Ross. See M. Treadgold and R. Hooley, 'De-
control and the Redirection of Income Flows: A Second Look," Philiggine
Economic Journal, Second Semester 1967, pp. 109-128; and A.C. Ross, "Under-
standing the Philippine Inflation,” Philippine Economic Journal, Second
Semester 1966, pp. 228-259. The pioneer articie on this subject, which
contains valuable insights and interesting predictions from the vantage
point of early 1962, is that of B. Legarda y Fernandez, “roreign Exchange
Decontrol and the Redistribution of Income Flows," Philippine Ecounomic '
Journal, First Semester 1962, pp. 18-27. o o

lZfG.P. Sicat, “Rates of Return in ﬁhﬁ,rhilippine Manufacturing,"
IEDR Discussion Paper, 65-4, July 13, 1965.
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intermediate imputs alike, ‘while the controls system had created, in effect,
a multiple exchange rate system via differential scarcity premiums correpond
ing to the varying degrees of re:trictio:{ of imports. 'This effect was miti~
gated, however, by a multitude of tariff adjustments, mainly upward, to éase
the problem of ."digtteued {ndustries." 1In addition, the outstanding debts

of these industries were re-financed on favorable terms by 1étigéerm lending

institutions of the Government. Stil ,manufacturing profits in general de-

clined rather sharply after 1961.

The decline in the rate of growth of manufacturing output, which we

noted had already begun as early as 1957, apparently continued, although there

. is some belief in official circlas that the recorded rate of éecnne is exag~

gerated by a failure to include adequately the growth performance of some of

the newer industries. The official estimates ‘are based partly on the Central

~
pank industrial production index which uses 1955 weights. Using 1966 weights,

based on the Survey of Manufacturing, raises the industrial growth rate only

very slightly, however, So while there may be some remaining bias from gen-

eral under-reporting, it appears that industrial growth has remained at a

level much below that of the 1950's. The official data put manufacturing as

a lagging sector from 1962-68, with a growth rate of about 4.8 per cent com=-

pared to 5.3 per cent for net domestic ptoduct;"l'é'/

Daspite this, gross investment rose sharply in the early 1960's,

reaching 22 per cent of gross national product by 1964, in contrast to ratios

ranging from 11 to 15 per ‘cent in the 1950's. The rise was mainly in durable

t

L/ Between 1962 and 1963 menufacturing oatputmreued by more than
eight per cent, but this seems to have been assoc ated with the sudden jump
in exports of sugar, coconut oil, plywood and vemeer.: ‘§8e the discussion
of export response below. ' '
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equipuent, rather than conétmtirn, and the manufacturing sector apparently
shared in thi.é rise. Heavy eqenditures in establishing petroleum refi.neti.es
can accountﬁ:b for much of this rise in 1961 and 1962, but thereafter the increasés
in iuvestuent were spread wore broadly ‘across the econouy. Afi:er 1964 the
growth of ,hivestmant just kept pace with the growth of the mational product.

1t should be noted that the much higher ratio of investment toknational pro-
duct in the 1960's was accompanied By a slover rate of growth of the latter,
iﬂplyihg either a higher incremental capital-rutput ratio, or growing excess

capacity, or both.

The traditional export sector gained most from the deva}uation, their
peso proceeds per dollar earned rising about 75 per cént, even with the tem;
porary implicit ten per cenmt tax, The apparent supply response of these ex-
ports was immediate, substantial, and short-lived. The export quantity index
rose 24 per cent between 1962 and 1963 while, surprisingly, pri.ces also rose,
o that the value 1ndex rose by 31 per cent. Of the value gain, 95 per cent
is accounréd Nfor by the ten principal traditional exports, dominated by coco-

nut products, logs and wood products, 8ugar'y£/ and several metal ores and con-

»

!

centrates. There was another modest rise of six per cent in 1966 after the

removai of the implicit tax on exports in November of 1965. By 1968, however,
export. quanti.ty had decl’~2d .five per cent from the 1966 level, though prices
continued to rise enough to prevent a decline in value. Overall between 1962

and 1968 export quantﬂ‘:j increased 31 per cent and value, 50 per cent.

y‘"”me ri.ae 1n sugar exports was due more to the strained relations

between Cuba and the United States, as he P‘nﬂippines gaj.ned a significant
portion of the quota thtt Cuba lost. .
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the sttikihg aspects of this export response to a devaluation are,
perhaps, three in pafticular. First, most of the gain occurréd in one year,
from 1962 to 1963. This is not only striking, but suspicious. George Ricks
discovered that data of the Philippines® trading partners shows fe#f:ss of
a rise, owing to an a’pparené substantial under-reporting of exports by Fili-
pinos beft;re devaluation was cowleteﬁ.’l'il Seéoﬁd, export pricég rose sub~
stantially bemén‘l%z and 1968, accounting for _abOut 40 per cent of the
gain in export value. Copper prices rose 80 per cent, coconut oil 41 per
cent, copra 16 per cent, and sugar 17 per cent. Of the majdr exports only
logs and lumber suffered a price decline, and that was a modest three per cent.
This, incidentally, is more understandable when coupled with the dMM ad-
justﬁent of the export quantity increase based on Hicks' findings, Never- |
theless, it appears that the pPhilippines was fortunate in experiencing a

rapidly growing world demand for its exports following devaluation.

Finally, with one important exception, there was no great surge of
new exports resulting from the substantial improvement of the exchange rate.
The exception is iron ore, the export volume of which has increased about
twelve-fold since 1962, It represents only about one and one-half per cent
of total export value, however, in contrast to logs and lumber which account
for wore thai\ 25 per cent, The ten most important exports contributed the

same 86 per cent of expoft: earnings in 1968, as in 1962.

Still, the fact that their share has been constant means that

minor exports have also been growing moderately rapidly and, perhaps, at a

']-é'lceo:se L. Hicks, -;"Philippine' Foreign Trade, 1950-1965: Basic
Data and Major Characteristics," mineogtaphed (Washington: National Planning
Association, Center for Development Planning, 1967).
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faster pace than traditional exports if under-reporting was less ptevalent
for them. Moreover, Sicat has identified a number whose growth rates have
been very high. 16/ Included‘are fish and shrimps, cocoa butter, beer, food .
sauces, refined petroleum products,: various chemicals, rattan furniture, and
shoes. As yet these rapidly growing minor exports do not account for very
much of the Philippines' foreign exchange earnings, but perhaps they indi-
cate the pot_:éntul that ‘could be tapped with a wore fundamental correction

of the bias against exporting.

Domestic wholesale prices of export products rose greatly as a re-
sult of the devaluation, of course, reaching a level in 1963 double that of
1955.11! The wholesale price index of domestic products, in contrast, rose
only 38 per cent over the same period. It is interesting that the rise in
donestic’prices of export goods relative to their world prices began as
early as 1958, about 40 per cent of the total rise to 1963 occurring by 1961.
As Amado Castro has suggested, it was increasingly possible from the late
1950's to ''get around the regulations” of the controls system.l&/

The relative rise in export prices had its counterpart in profits of ,,

exporters, Some 1udication of this can be gleaned from Table XI, which shows

1 ,
"‘Q'IG.P. Sicat, "An Inventory of Philippine Exports, 1961-1967," IEDR

Piscussion Paper, 69-5, February 14, 1969.

, 17/ The export unit value index rose only 12 per cemnt between 1955
and 1963.

18/ ,

=='A. castro, "Philippine Export Development, 1950-65," in T. Morgan
and N. Spoelstra, eds., Economic Interdependence in Southeast Asia (Madison:
University of Wisconsin Press, 1969), p. 192. ”



TABLE XI /

PROFIT RATES IN MINING, AGRICULTURE AND MANUFACTURING CORPORATIONS
1955-1962 '

(Net profit, after tax, as a percentage of net worth)

L [ L t t i ] |} L]

' 1955 ' 1956 ' 1957 ' 1958 ' 1959 ' 1960 ' 1961 ' 1962
' ] t

] ] ] ] ]

Mining 15.1 20.4 14.9 11,0 15.4 21.3 23,0 20.8
Agriculture 7.0 5.7 15.7 8.8 8.9 13.9 8.5 13.9
Manufacturing n.a, 15.5 18.3 20,9 19.3 14,8 15.8 11.7

n.a.: not Qynﬂahle

Source: A. Castro, "Philippine Export Development, 1950-65," in T. Morgan

and N. Spoelstra, eds., Economic Interdependence in Southeast Asia
(Madison: University of Wisconsin Press, 1969), p. 190. h
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.

profit rates of mining, agricultural, a;d qannfacturing corporations betﬁeen

1955 and 1962. (Uﬁfortumately, the study on which this is based does not

extend beyond 1962.) It is evident that the expoit-oriented sectors,‘mining

and agriculture, had improved profits in the early 1960's, as compared to the
1950's. |

While exporters gained gsubstantially, and this means overwhelmingly
the traditional exporters, it was consumers who bore the wain burden of the
income transfer, according to Treadgold and uooley.lgj This burden was in
the form of higher prices, mainly for food. The consumer pricé index which
had risen at an annual rate of only 1.3 per cent between 1949 and 1962, in-
creased at a rate of 6.1 per cent between 1962 and 1967, while the food com-
ponent of the index rose at a rate of 9.2 pér cent. The latter, with a weight
of about one-half, accounted for 75 per cent of the rise in the index, vhile
cereals alone accounted for 36fpgr'cent, with an annual average price increase
of 10.9 per cent. Finally, the price of rice led the ceréals index with an

11.6 per cent rate of rise.

Treadgold and Hooelymattributes tﬁis infiation, dominated by cereals, |,
to the effect of devaluation in inducing a shift of land away from food bto- !
duction to export crops. They present evidence of a strong (lagged) corre;
lation between land use and relative prices, and a substantial shift from
\food #tOps to commercial crops‘betwéen 1959 and 1965.29/ It is again inter-

esting that the shift began before devaluation, further corroborating Castro's

lg/gg, cit,, p. 116,
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thesis that exporters ha:!' already begun to gain, several years before de-
valuation, by suceesafﬂliy'wadiﬁg the exchangé control system. After 1965,
" however, the incentives from higher food prices were sufficient to stabilize
the pﬁtterg of land use. The price of rice rose sharply in 1966, but there-
after declined slightly, owing to substantial imports in 1967 and to the

first harvest from the new "miracle rice" seeds in 1968.

The index of real wage rates declined about ten per cent between
1962 anﬁ 1964 as a consequence of the inflation. An increase in the minimum
wage prescribed by law brought a rise of about veight péf cent over the fol-
lowing two years. After 1966, the index remained roughly constant until the
lat:te;' half ‘of 1969 when it declined, as inflation resumed, owing to massive

spending during the presidential election campaign plus tighter restraints

on imports.

Iﬁ is rem:kable that real wage rates have not risen (and may have
déclined) over thé two decades since 1949. We mean hére, however, real wage
rates in a welfare sense. For the index is derived by deflating an index of
money wage rates by the index of consumer prices. 'me. latter, as we have
noted above, is heavily influenced by food prices, whi.ch is no doubt consis- j
tent with the wage-earners' budget allocation. But the decline in real wage .
rates in this sense, since 1962, ‘'has not meant a correction of factor priccy dis-
"quilibrium-- f.e., it has not lowered thé real cost of labor to manufacturing.
On the conttaty, vhile money wage rates rose 31 per cent between 19621968, s
the wanufactured goods price index rose only llf per cent. This perhaps, helps
to explain the ‘d;ecli‘ng in manufaf.turi.né profits. Labor, moreover, is doubly
disadvaﬁugpﬁd by tﬁid @ﬁ?la;ion siuce x?gal_ earnings in a welfare sense have

declined while the penalty on employment has risen.
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The inflation had ifs monétary sit{e, of course, Table XII shows in-
creases in money supply, real GNP énd constmer prices in the 1960's in com=-
parison with the yexfiod 1955-60, (Between 1950 &nd 1955 prices generally de-
_clined,) The reader will note, first, the absence of any significant infla-
tion prior to devaluacion; This tends to confirm our explanation given above,
of che reason for abgndontng controls and devaluing the peso. The problem was

A . 21
not monetary, but structural.™

‘ \ Between 1960 and 1963 however, the monetary authorities permitted a
véry rapid increase of the money suppiy, averaging more than 14 per cent per
year for the three years. The economy, therefore, was very liquid &urins the
read justment period. And the subst:antiae:rnr':‘c‘;easesj that occurred in 1963 and
1964 would no doubt have been considerably less had ‘the money supply not in-
creased that much.\ Nevertheless the mnetary factor cannot explain why the
price rise was dominated by rice and other foodstuffs. A monetary policy
de‘signe& to prevent any inflation during this period of adjustment and re-
source re-allocation would probably have had a very depressing effect on out-
put and employment, We do not mean to guggest, however, that the money sup-
ply should have increased as much as it did between 1960 and 1963, On the
other hnnd_, except for these three years, the rate of 1,ncredse of nioney supply
has been only moderately in excess of the rate of growth of real GNP. Fm:'the-

more, let us suppose that the brea_kthrbugh in rice production had occurred in

2/ can be seen in the following way. A general ‘deflation (or
devaluation) would leave untouched the relative biases in the protection
_ gystem against exports and backward linkage import substitution and in favor
of import-dependent, overcrowded consumption goods industries.




~ TABLE XII v///

AVEBAGE ANNUAL RATES OF INCREASE OF GNP, MONEY,
| AND CONSUMER PRICES, 1955-1968
(Per Cent)

L L f
' GNP (1955 prices) ' Money Supply ! Consumer Prices
! ! Mgt !

1955-1960 6.3 o\ 7.8 2.0
1960-1961 6.5 ) na 4.5
1961-1962 6.1 3.0
1962-1963 7.4 — 1.9
1963-1964 2.5 | ~ 8.9 .
1964-1965 5.5 N5 (3 -
1965-1966 6.0 7.31 5.0
1966-1967 6.2 10,5 5.9
1967-1968 | 0.7

6.4 { 7.2

Source: Nltiqnal Econouiic Council for GNP; Central “Bank for money sup-
ply and consumer prices.. ~
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1962 instead of in 1968. Given the extensive excess capacity in manufac~

turing""l it 1s likely that the economy could have absorbed the additional

1iquidity with far less of a rise in the consumer price 1ndex.‘§'/

The income shifts, described above, were accompanied by a sharp rise

in the share of saving in national income at the expense of personal consump- ’

tion. (Government consumption, in contrast, increased.) Table XIII gives
the evidence on expenditure shares of gross domestic product. Saving, in-

vestment, exports and imports all had substantially greater shares in the

1960.'s than in the 1950 's.&&/ While a full analysis of the relationship be=-

tween these income and expenditure shifts on the one hand and saving on the
other is beyond the scope of this study, we call attention here to several
interesting implications of these data. First, contrary to expectations,

the shift from manufacturing profits to profits of the "rural'elite" in the
traditional export sector did not result in increased consumption. Second,

the period of import controls did not impose as much "austerity" -- if we

2'2"I'mis is based’on surveys by Bautista for 1961 and the Program
Implementation Agency for 1964. See R.M. Bautista, "Capital Coefficients
in Philippine Manufacturing Industries: An Analysis,” Philippine Economic
Journal, Second Semester, 1966, pp. 210-211,

23/ Movements of the general wholesale price index were similar to
those of the consumer price index. The former is more influenced by world
prices for exports, however, and is accordingly a less sensitive indicator
of domestic price movements. ~

&/Regressians of consumption functions, reported by Williamson,
dramatize the substantial effects of decontrol on consumption, See J.G.
Williamson, 'Determinants of Personal Saving in Asia: Long-Run and Short-
Run Effects,” Appendix on the Philippines, IEDR Discussion Paper 67-11,
September 15, 1967,

e

*



GROSS DRMESTIC PRODUCTR/ BY EXPENDITURE SHARES
Pive-Year Averages, 1948-1968

TABLE XIII

ERa e e—

[ 2

p——

' 1948-1952 1 1953-1957 * 1958-1962 ' 1963-1967 ' 1968
Personal Consumption 81.1 81.3 78.3 72.0 73.4
Government Consumption 7.5 ‘7.4 7.9 8.6 9.0
Gross Investment 13.8 12,4 15.6 $20.3 21.7
Exports 15.4 12.3 11.4 16.0 15.2
Imports 17.8 13.3 13.1 17.0 19.4
Expenditures on GDP 100.0 100.0 100.0 100.0  100.0
Gross Saving 10.6 10.0 13.0 18.8 16.3
Net Factor Payments _
Abroad .7 1.3 .9 .6 1.3

Source: National Economic Council.

/

2/1n current prices.
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measure this by the share of persomal cen;ﬁqation -~ as did the period after
decomtrol. Third, ifnflation, concentrated in food prices, evidently forced

& lower level of consumption on low income groups. The very recent increases
in rice and corn yiz:lda fron new seeds ;md techniques may reverse this last
result, however. Finally, it appears that it may be possibie in the Phiiip-
pines to force saving through an increase in investment or exports, or both.z's-/
Some idle resources no doubt are available to mitigate the inflationary pres-
sures from increased expenditure, In addition, labor aéems to be relatively
}gasive in the face of cost of living increases, so that a wage-price spiral
may not materialize. What really limits the abilj.ty to raise the rate of

growth, however, 'seéms not to be saving, but the scarcity of foreign exchange

to which we now return once more,

4. Foreign Exchange Crisis Once More
S In the second half of 1969, two decades after the foreign exchange

crisis that led to the protection system, he Philippines again faced an acute
shortage of foreign exchange. The immediate cause of the i:’risia was massive
spending in the Presidential election cgﬁpaign..‘.‘_ The Qpending, in turn, m
made possibly by an increase in the momey supply of almost 17 per 'cent from

July to October -- just prior to the November el/ection.' This was sinpiy the

spark that ignited the crisis, however. %re‘than a8 year prior to this
]

monetary stringency and informal import controls had been eq'aloyedv to defend
the foreign exchange reserve. Even with these resftiaints, however, the trade

deficit had grown to unmanageable proportions by 1968, as is evidenced in Table

25/
= We shall argue bel
raise voluntary saving with

>

.40 Chapter Four, that it is also possible to
realistic interest rate policy.
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VIII. Table VII shows more explicitly the sharp rise in import volume and
the decline in export volume after 1966. A_five per cent improvement in the

terms of trade was swamped by the effect of these quantity changes.

Oﬁffﬁe import side the increases were across the board, though in
1967 rice and machinery predominated and in 1968 machinery again stood out.
On the export side coconut products and sugar registered the most substan;ial
;uantity declines, though the value of sugar and coconut oil exports rose,
owing to substantial bricé increases. The machinery imports reflect the con-
tinuing rise in gross investment in the priyate sector plus the Government's
infrastructure program -- roads, schoold and 1txigation -~ to bolster agri-
culture and the rural economy. Insofar as the§ have a long-run payoffkin
greater output their adverse effect on the current balance of payments may
be discounted, This assumes, however, that the additiomnal capacity is po-
tentially foreign exchange saving or earning., Again, with respect to exports,
there is some evidence to suggest that the repqrted decline for copra, espe-
cially, is either temporary, owing to unfortunate weather, or the result of
updetstlting shipments to avoid the penalty of the offic}al exchange rate
(as occurred in the later 1950's and early 1960'3). Taking these together
with the effects of the quadrennial spending binge of the Government suggests
“‘that the situation is probably not nearly so bad for the long-run as it seems

at the moment of crisis (January 1970).

Nevertheless, there is evidence suggesting that the bsl-nce of pay-
ments problem of the Philippines is deepéf and more persistent than a focus
on theke short-run influences would suggest,/fWe can, perhaps, trace the be-

ginnings of the problem to the decision to defemd in the 1950's the pre-war
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parity of the Peso in the face a pricé level far out ofliinefas a result of

the wartime inflation. A deflatiomary pdticyrplds imp§rt-cbﬁtiots'were the
weapons, In the second half of the 1950's ‘the scafbify premium had to be
raised s;eadily by ever tightening controls, Despite a favorable trend in
‘prices the rise in export volﬁme slackened. When there was no leeway re-
maining for further tightening, controls were abandoned and the peso was de- .
~alued, Surprisingly the ratio of wholesale prices of imported good to im-
port unit values (column 3, Table VI) reached an even higher level when the
new exchange rate permitted a rebuilding of the foreign exchange reserve for

a few years. Since 1962, however, the above-mentioned ratio (which we labelled
the “scarcity premiun" under controls) has stabilized and expor:s received their
final boost from the removal of the ten per cent penalty at the end of 1965.
With no further measures to discourage imports or encourage exports, the bal-
ance of trade has deteriorated sharply. All of this is consistent, at least,
with the hypothesis of a continuing underlying tendency tcward deterioration

..of the trade balance that required increasingly stronger measures to offset

ic.
It could be argued, of course, that the reason for the deterioration i
of_ggg,;xada_halince_since~1966 is the~eiosion via inflation of the prior de- ‘

valuation. We can test this by looking at what has happened to the "real"
exchgnga,rate since 1962, A devaluation is supposed to raise the p;@ces of
ingernationally traded goods relatively to those not intefnationnlly traded.
o the zxtént that chis.gap subseéuéﬁtly narrows proportionately, the devalu-
ation is'éroded._;This could happen, 6f course, either because non-traded
goods prices rise or traded goods prices fall. Tﬁe real exchange rate is,

then, the nomifael rate multiplied by the ratio of an index of traded goods

~
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i
prices to-one of non-traded goods prices, For the former we use the index
of unit values of exports for the real export exchange rate, and the index
of unit values of imports for the corresponding real import exchange rate,

For non-traded soods prices, we use the index of wholesale prices of locally

produced ~oods for domestic conaumption (pu”lished y the Central Tank).

The extent of erosion was very similar for the two real rates, Set-

in 1962, the real export rate in 1968 wasgag;Bz, while the import rate was

-~ S

125.27. Thus atout two-thirds of the devaluation remained for imports and al-

most 70 per cent for exports. Nevertheless, the gxtent of the eosion is

significant and must serve as a partial explanation of the balance of pay-

ments problem,

;ﬁ::f/f;ith’the promise of & breakthrough in agricultural productivity,
however,_éhe danger of continuing inflation in the Philippine economy appeéfs
_considera’ly lessened. The twin failures to move ahead rapidly in the di-

rections of new exports and backward linkage import substitution remain, in

our opinion, as the fundamental weakness underlying both the balance of trade

deterioration and relative stagnation in manufacturing grewth,

Before leaving the halance of payments problem, we should comment f'
briefly on the capital account, A country with a per capit® income of less
than $200 at an early stage of industrial development might bg expected to ___
have a continuing substantial trade deficit offset by a long-term capital inflow
This has not been true of the Philippines, however, Even in ths 1950'as long-

term capital inflow was only a‘out nine per cent of imports and ane per cent

of GNP, - Moreover, the short-term capital account was generally negative, as
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Table VIII indicates. In the 1960's the capital account has deteriorated 
sharply and the Philippines has been a net capital exporter during most of
the decade. Favorable offsetting influences, however, have been U.S. Govérn-
ment military expenditures and v#rious transfer payments (including a signi-
ficant volume of remittances from Filipinos working abroad), though both of

these have fallen steadily as a proportion of imports or GNP.

. 26/ '
A recent study by Bantegui~ of a large sample of American invest-

ments in the Philippines throws some light on the deterioration of the capi-
tal account from the 1950's to the 1960's. He argues that American capital

was attracted by the controls”aystem to invest in the 1950's in thé produc~-
tion of goods they could no longef’export to the Philippine market, So in-
vestments in import substitute consumption goods industries tended to predom-
inate. But after an initial burst of investment to by-pass the import controls,
the pace of investment slowed, And, correspondingly, the por?ion‘of profits

remitted as dividends rose.

ihe reason for this, we suggest, is that after subatituting production
in the Philippines for what was formerly exported from America, there were no
further avenues for rapid expansion. Investment was then required only for thef
pedestrian growth of local market demand, The natural routes of backward in-
tegration and breaking into the export market were unprofitablé because the
pattern of incentives under the protection system was set against them. /This
helps to explain also why profits from Philippine enterprises, as well as for-

eign, tend sometimes to look abroad for investment.

32/3.6. Bantegui, "Aspects of U,S, Investments in the Philippines,

1956-1965," National Economic Council (unpublished).
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5. Structural Change and Productivity
The kinds of structural change that accompany industrialization were

very evident in the 1950's. Equally-evident is the lack of a continuation
of structural change in the 1960's. We have seen above, in Table IX, the
sharp changes in the composition of iﬁports, with the shares of capital
goods and material inputs rising ag the éxpense of consumer goods. By the
end of the 1950's the pattern had become relatively frozen, however, §s the
1960's saw little further change. The s#me is true with respect to the in-
dustrial distribution of the national product, as Table XIV illustrates.
The sharp rise in the shgte,of manufacturing at the expense of agriculture
that characterized the 1950's has been absent in the 1960's. This appears
to be further evidence of the failure to sustain the pace of industrializa-

tion beyond the first stage of import substitution.

The shares of the employed labor force in manufacturing and agri-
culture have remained virtually unchanged since the first Philippine Statis-
tical Survey of Households was undertaken in 1956, with manufacturing account-
ing for eleven or twelve per cent and agriculture for between 57 and 60 per
cent. The employment index of the Bureau of Census and Statistics shows a
more rapid rise of manufacturing employment before 1956, however, so that j
ﬁhe proportion o{ employment in manufacturing undoubtedly rose in the first
hﬁlf of the depade.‘ Nevertheless, for the entire period, 1952-68, this
index shows a disappointing annual average rate of growth of only 2.7 per
cent, about‘the same.as for total employment and far under the rate of
growth of value added in manufacturing, which was more tha? seven per cent.
While it is believed‘thqt this index tends to understate manufacturing em-
ployment gains in recent years, only a slight upward adjustment would be

required for it to confirm the constancy of manufacturing's share since



Y \/
TABLE X}Y
.INDUSTRIAL DISTRIBUTION OF NET DOMESTIC PRODUCT

At 1955 Prices
(in per cent)

' 1950 ' 1960 ' 1968

Agriculture —— 36.4 31.4 31.3
Manufacturing — 13.2 179 " 17.3
Services " 23.8 25.8 26.5

Sources: OSCAS, National Economic Council.



1956 that is shown by the data from the household surveys.

The data from the annual manufacturing surveys show a much faster
rise in ugufacturing employment, sinee—1957, avéra‘ging about six per cent
per annu;wguqf 7the "organized" manufacturing sector, however, cowprised
of establi.ahneﬁts with five or more workers. It represented in 1961 1less
than four per cent of total employment, So, while the growth of overall
mﬁuuflcturing employment was not great enough to contribute to growth by re-
ducing the proportion of emplwnt in agriculture, theré was 8 shift within
manufacturing itself, from unorganized to organized, which no doubt had a

favorable effect on growth.

/ 8till, the growth of manufacturing employment has been disappointing.
A part of the explanation is a rapid rate of substitution of capital for
labor. Williamson and Sicat have found evidence of this for the period 1957~
1965,‘2'1/ but it appears to have been just as true of the earlier post-war
period., This tendéncy toward increasing capital intensity, together with the |
decline .of the growth rate of manufacturing output, explains why the sector's
share in employment has not risen for more than a decade. *

The failure to shift labor relatively from agriculture to ganufacturing
was accompanied by a tendency toward mal-allocation of resources within menu-
facturing itself, which further comtributed to slow growth, Williamson and
Sicat found thqt between 1957 and 1962 the average improvement in total factor

productivity in msnufacturing sectors considered separately was about 2.8 per

21/5 ¢, williamson and G.P. Sicat, "Technical Change and Resource
Allocation in Philippine Manufacturing: 1957-1965," IEDR Discussion Paper
NO. 68-21’ p.’- 52.




cent, while for the manufacturing sector congsidered as a whole was less than
1.8 per cent.gg/ The difference results from re-allocations of resources
within manufacturing, which apparently reduced overall growth by more than

one percentage point,

A very important corollary finding was that, considered independ-
ently, shifts of capital within manufacturing tended to reduce productivity
vhile shifts of labor tended to improve it. In general, of course, capital
and labor move together in relative resource allocations. But where the
more iapidly advancing industries are relatively labor-intemsive it will ap-
pear that labor is on balance moving toward them, while capitel wi;l be moving
toward those rapidly advancing sectors that are reiatively capital-intensive,
Thus it follows from their findings that shifts of resources toward indus-
tries Qf higher capital intensity were adverse, while shifts toward indus-
tries of higher labor intensity were favorable to overall productivity in-
crease. And the former type of shift predominated over the latter. This
is a very important conclusion in the light of the many biases present in
Philippine economic policies toward the use of capitsl in substitution for

labor, ' ' i

Williamson and Sicat tested this relationship also for the period
1960-1965, iﬁ order to see if decontrol and devaluation had any effect on
this tendency to mni-alloc;te resources. They found that the tendency still
was present, but in less degree, though all of the improvement seemed to have

occurred between 1960 and 1962, ,The deterforation aiter 1962, they suggested,

28/1p44., p. 43.
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might have been due in part to the higher minimum wage law which went into
effect in 1964. 1In any case, we have noted already that the highly protec-
tive tariff law, which replaced controls, had the same sorts of biases in-
cluding the bias in favor of capital fntensity, stemming from much lower

duties on capital goods.

Williamsbn has also followed up the pioneer s;udy (mentioned in
Chapter Ome) by Lampmnﬂ of sources of growth.ggl He applied a Cobb-Douglas
production function to aggregate growth data for the Philippine economy over
the period 1947-65. He added, however, an element for quality of the labor
force, measured by %Sucgtional attainment (in years) and earnings differen-
tials associated with alternative levels of attainment. His production func~

tion is written.

Q 5 A" K® (Lq)b N(l-a-b) .

C\: A2 \Y3 e Lokl Dow}\og pridv fw.
where Q is total output, K is capital, L is labor, 'q is quality of labor and

30

N is land. The results are shown in Table XV,'"/ First, we note that edu-
cation, as measured in the manmner described above, made a significant contri-
bution to growth, explaining about 11 per cent of the total output increase
over the entire period. The umexplained residual, AA*/Y%i remains high, how-
ever, especially in the early post-war years. It seems difficult to avoid

the judgment that the very high residual in 1947-1950 can be attributed to

the reconstruction and rehabilitation which characterized these years. Some

29/

£2'5.G6. Williamson, "Dimensions of Postwar Philippine Economic Progress,"

Quarterly Journal of Economics, February 1969, pp. 93-109.

2glﬂe made calculations with altermative sets of growth elasticities, a

and b, but the results were not significantly different. The results reproduced

here correspond to as,30 and bs.55.



,TABLEXV

(In Per Cent)

COMRIBUTIOBS TO GROWFH OF NATIONAL PRODUCT, 1947-1965

[ ¥
: ; . (-ab) : R
years ' a-AE. ! p AL ' AN rp-al | _0Q A
' L L N + 1 = Q A
] L
1947-50 .88 1.93 .30 .55 8.63 4,97
1950'53 072 1.93 . .30 ) .55 6.50 3.00
1953-56 1.52 1.93 .30 .55 7.20 2.90
1956-59 1.05 1.87 .95 .77 4,33 -.31
1959-62 1.95 2,22 .01 .70 3.33 -1.54
1962-65 2,07 1.65 .11 .66 4,40 -.09
q:; - 30\} ‘9':' 5 r{
Source: J.G. Williamson, "Dimensions of Postwar Philippine

Economic Progress,' Quarterly Journal of Economics,
February 1969, p. 104,
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of that uy hﬂve rmi.ned al.so in: the nert two three~year sub-periods R but

an alternacive plhusible explamtion exiacs for the moderately high residml
duting 1950-1956. This was the petiod of easy gains in :I.mport lubstitution
when t.here were no imed:late limits on expansi.on, either from mrket demand
or from the mpply of imported muterials and equipment. The reader will
recall that this was a period of a general eading of import controls follow-
ing ,the’ lmre" restrictions of 1950 (see Table VII)?. The r&pid growth of
national product, led by manufacturing, may have been accompanied by a fuller
use of resources generally. After 1956 growth in the economy slowed as im-

port restrictions tightered and market demand limitations were approached in

some areas., In fact, this combination led to the ‘emergence of excess cdpa- -

city in meny manufacturing mdmtiiec, if we can judge the late 1950's by
what Bautista found in his 1961 survey.'n/ This, in turn, may help to ex-
plain the negative value for the residual after 1956.. Another part of the
explanation, however, is the failure after 1956 of the manufacturing sector -
to grow rapidly enmough to increase its share of output and especially employ-

ment vis a vis agriculture, together with the perverse shifts of resources

within unuflcturing. /The lesson is that the allocation of resources matters

a great deal in a growt:h context where 1nvestment can be mi.s-directed year

after year.

‘lhe;midul rose significantly, but remained slightly negaéivo,
after 1962. Williamson attributes the improvement to the favorable effects

of decontrol on resource allocation, It is also possible that decontrol per-

g/;.u. Bautista, Op. Cit.

!
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mitted a fuller utilization of resources - i e., that excess capacity di-
minished. Finally, he notes that the residual has remained negative and
speculates that ,chc tariff structure might be at fault, since it seems to

be de_si.gncd to create distortions similar to those of the controls system.éy

The conclusion we reach after this survey of stmctural change and
factor productivity over the past nearly two decades is that there appears
to be a very strong link between these two asPects of economic development.

/In particular, it seems that over the most recent decade, the faflure of
manufacturing employment to grow relatively to that in agriculture, plus the
cclated perverse structural change within manufacturing toward relatively

‘ capi:al-intenl ive industries, helps to explain the poor growth performence.
And the poor growth petforunce can be attributed largely to a reduction in
cfﬁciency in the use of i.nputs. For the reader will recall that investment
as a proportion of national product was much higher in the second half I:lmy‘(
in the first half of the postwar period. We have, in other words, at 7
a part of thc explanation for the sharp rise in the {ncremental cnpi’.y’

put ratio. S

/

}[I

: /"
Finally, it is our hypothesis that this decline in y" ' E
the related failure of induttruuzation to sustain its f
is not & natural, or in any sense inevitable, phcnonﬁ]
stems from nict.cken policics. These poxucics are (
‘analyzed in Chlptets Four and Five. In order t/ e
*

”chaptets, however, we turn in Chapter Thtee

f
social f_ramework within which policies &x

-?-Z-/J.G. wWillismson, op, c¢it., P 108,

f .



CHAPTER THREE

‘ POLITICAL SOCIAL AJD INSTITUTIONAL FRAMEWORK

An dndern‘tanding' of some aspecté- of the broader framework of Philip-
pine sociéty should be helpful in provid{ﬁg Insights into the fu‘nc_tioning of
the economy'. In this chépter, theréfbre, ve Outline a few salient faéeta of
the political, aocial and institutional framework,

Distribution of Wealth and Power- Historical Capsule

'To understand the distritution of wealth and power in the Philippines,
a it of economic hIéto;y is useful, 'Duri'ng the Spanish occupation of the
f’hiiippinea, which lasted for over four centuries -- froni I565'to 1898, there
emerged well-de;fined economic and socialv ¢1asa§s vbo owned and directcdy_a,‘_s_w
siza*le portion oI economic wéalth'apd social power. | .

T A'landloz'd class évolved as a regult of land settlement policy at the
*ecinning of Spanish rule. The proc.es.s of land conaolidationl came from several
sources, The Catholic Cht.;'rch succeeded in consolbidating landi from bequests
of Spanish oettl’_ers whose original property rights came from royal decrees, as

, well as from lands.gr‘énted to the religious ordernvby the Spanish crown. A

class of gavermnant servants, many of whom intematried with Filipinou, were

+
mrded land for servi.cea .rendered to the civil govemment of Spain, m ! |

4

of Filipinos, largely from the royal hmsea upon which eatly forms of aocial

and political o .‘_ggg;_g_gg‘ggm};gg‘kgﬁeygg_d :!;gmsed, have through the centuriga trans-

formed themselves into major landowners." A final class of landoiperc were
the Chinese, who through their money-lending and commercial activities, were
able to amass wealth and acquire land“. This group eventually also inter-
married with Filipinoa‘. These form the eIitg group whose members had become

’
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wielders of econwic power at the end of the Spanish rule, when the econony

was based 1argely on agrioulture and to a lesser extent on commersz. ‘rhe
Last three clagges of persons formed the eore of the Phinppine intelligentsia

who were responsible for the growth of Philippine nationalism in ¥he last \

o cen‘bury of Spa.nish rule and from whom many Filipino heroes origimted.

With 'bhe srowbh of foreign trade, especlally after the opening of the
' Suez Canal in the late l&;e's , the mercbant and landowning classes bec&me ’.
more. powerful 1-/ Also during these years, the sugar industry in Negros
and Panay Ialands had its beginnings. ‘Following the transfer of politicel
control fram Spain to the United Stetes ‘and the subaequent more r&pid ex-
pansion of exports, especially aﬁ:er 1909 vhen free trade betVeen the U.8.
and the Phi].ippines ensued, sugar and coconut producta began to dominate |

the economic picture. This provided the ba.ckground for the rise of a power-

ful and coheslve sugar interest group, a development that was facilitated
ul and co-=t

by the facb tha:b sugar was. ‘based on. Mrgeaucge Elantation agrioulture.

lecause coconut agriculture was large'.l;cr dominated by small-sized owner-
ogerated furms, coconut interests were never as offecbively organized as
sugar, but they nave received substantial support from the sugar bloc beoause
of their larger commnity of 1n'berest which was a.ccess to the huge American

market. ;'rm preeminence of the sugar and obher‘primary exporting intereats

.

1/ '.Bhe galleon grade of the 17th and 18th century was also a con-
tributing factor towards the growth of the merchant class. For some account
of the galleon trade and other gocial and historical forces which led to
the emergenoe of social elasses, see O.D. Corpuz, "Notes on Philippine
Economic History," im G.P., Sicat and others, Economics and Devel

(Univero:lty of ‘the. Philippines Press, 1965), chapter 2.



A S

-~ 9.

in Philippine politics was to be counterbalanoed by the growth of industrial

interests in the postwar period, but the former still represent a very strong

force in guiding economic poliey, particularly 1n,the_ detexjmination"of‘ trade

relations with the U.S.

- Ancother eﬁ‘ect of American rule was the reduction of church land

holdings through the purchase by the government of friar lands. _ Whi.le the

| power of the church was not reduced, because of its abili'by to accumulate

wealth in banking, finanee and industry, in addition to its investments in
educa.tion, it removed (or reduced) the obvious a,mbol of temporal wealth, which
was one of the most sensitive igsues that led to the rise of Philippine

nationaliam.

A new industrial elass heavily dependent on a protectionist ﬁolicy
eme'rged as a result of »government‘ promotion of‘industrializdtion in the 195¢'s.,
During thi§ decode, the clash between the ""new" protectionist 'interesfs s
shielded under a system of controls, ‘and the traditional export class led
by the powerful sugar bloc became vitriolic. .‘This 414 not mean that there -
was complete opposition between these inte?edta. The__!hore enterprising
members of dhe mope&ed_ class, including sugar-associated interests, had moved
into industry as a result of the nore attracbive. policies fdvoring that
gector. The flexibildty -of this class ena‘pled its members fo reap rewards
on both aid_és of the stream, and this helped to provide finance and entre-

preneurship for the development of the 1950's.
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Although evidently- repr'esenting traditional economic interests, the

Aprimary export sector has proved to be a liberalizing influence in the con-

troversy over exchange. rate policy. As it turned out,, however, probably

because they represented older vested interests in contrast with those of
, the new industries that were being promoted, their influence was not adequate
to push the government toward more realistic exchange rates in the 1950'8.
The export interests were able, however, to gain a concession in the form '
of a "barter scheme , essentially a form of export bonus which enabled them
to get a minor increase in the efi‘ective exchange rate they received for their
- exports., As we shall show in the next chapter, this did not create a subs |
stantial incentive to chenge the structureo of domestic industries. K
Hindsight suggests that the basic weakness of the "liberalizing" in-
fluence of the export bloc stemmed from the inability to appeal to the new
industries for a common interest in the promotion oi‘ exports, both primarr
and industrial._ 3y the end. of the 1950'5 the dependence of the manufacturing
sector on the foreign exchange earnings of primary exports was clear, as was

the need to begin to export manufactures.‘ -But an apprecietion of this at

the beginning of the l950's required an uncommon degree of economic sophis-

tication and foresight. Moreover s once protecti.on with its concomitant of
BN

~fpovervalued currency was adopted, the appeal for a common interest in

exporting had little chance. For among the new industries that emerged were

some that were obviously comparatively disadventageoua'. m‘?vejn among
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those in which a compa.raitive_ qdva.rrba,ge exists there is little interest today
in the eitpqrt ndarke_t because of bhe apparent inability to cqﬁpéte at world
i)rices. That 'bhié inability is d.l.‘\e simpiy to the .wrong exchange ‘ra,te is
rarely appreeviated. - Curréncy overvaluation by making i.'or'eign prices art';ifi-
cialiy low, seems to create an insidious psychological camplex of economic
inferiority. Consequently, even émbng knm&ledge,ab;e‘ Filipinos ,. "exports"
can 'meart® sugar, coconut products and logs, not manufactures. Tae 1ai;ter

can qualify only as import substitutes, heavily dependent on protection.

‘This attitude, fostered by!overva.luat:i.bn of the Péso, underlies f.he persis-
tvence offbhe sﬁlit between the "export bloc" and the industrial ‘sgcto:‘r on
qtiestions of economic policy.. |

At the apei of traditional social and economic classes are the great
landlords_. As a result of their -social awakening in reaction to pqaéant

unrest s there has Adeveloped th,rough‘ the years a gradualistic alpproach‘to

land tenancy reform. Tads

This Zulmimted‘in the passage of the Land Reform Code of 1864, This eode
should eigr;gi the weakening of the position of the 1gndea 'ciass,' eapeeially

as more iax;d eomes un?er the: Jurisdietion of the land reform program. ﬁOWever,
the slow-pase of implemertation of land reforn is an index of the mwield&
struqfure 'of(cox;xetitutiorxi'a;j. provisions on "Just eompensatien" as mueh as it

15 the result of landowner pressures against the in@lementatioh of land reform.
The resent declaration of large rﬁra.fl. areas as "land reform areas" (as pro-

vided for in the laad reform law) are, however, signals for the fwtwre., If

*
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continqecl this will lead to greater divereity among economic power groups
that determine national economic and social oollcies.

Gi;ren ehe pattern of distribution of power and weal'oh, .one would
expest ineame also to be veryvunequall'y distl‘ibuted. This ap'pears‘ 'to"be
the ease, although one is never sure what standard to use in judging this,
There i3 generally greater inequality in iusome distribution in less
developed eountries than in the more advanced, but data of a charaster to
enable broad c‘om;,;arisons among- poorer coanfx;ies aie lacking. For what it
is worbh, however, the date in Ta%le XVI permits compa.rison of Philippine
distribution by ordinal groups of income units with that of a number of
tmderdeveloped, as well as developed count,ries. Inequa.li‘bmincm distri-
bution appears to be greater in the Philippines than in any of the others
except)Mexico (thot;gh 6eylon seems to be very slose to the Philippines).
The sample of less developed countries is very small, however, and questions
of comparability remain —/

In any ease it appears that the iop- five per cent of income earners

v

among Philippine families receive more than the bottom '60 per eent, However

this might compare with other countries, a growing awareness in the Philip-

pihes of this degree of incame bineqﬁality has evoked a great amount of concern

»

la/ The apparently more egalitarian dist#ibution in India has been
sharply challenged. See the discussion by various writers in the American
Economie Review, December 1965, PP. 1173~58,
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on the part of ,journalists and social critics, a.nd it has also produced con-

siderable political agitation for various "welfare sta:te measures 1ike
minimum wage legislation, proﬁt-.sharing schemes and soelal security systems.
The oppositioq Liberal Parl;.y has 'broaély. endorsed thevwelfare stéte as an |
immediate political goal.

What- is éops:ldered an extreme degrée of inecinali'l;y in income dis-
ti-ibubion is usually attributed tb the pattern'oi" la;xd ownerahip, the
dominant econ@c éositio% of a few families , and the regressive character
of the indirect tax system. iio‘déubt these, especially the £irst two,
are important. On the other hand, so long as labor is very -alundant in
relation to eapital -and land, labor Servicés are bound to be c:he‘ap" in
c.aomparison with vhat the‘ owners of property ean commend. Land reform can

. hel'p.v, but probably only in the very long m--- and then only wh-en' the
proportion of labor in agricultu.re ia much. smaller. Legally railsing the
ninimm wage in industry mey help a smell minority of the labor :force, but
will wlden the disparity between the few fortunate enough to hav 1 well-paying

who A " ‘v
Jjobs a.nd the many/ do not, Forthermore s by imposing a penalty on ezmploymerrt,
:lt retards the rate at which the really poor == the unemployed and under-
employed == can be. enabled to parbicipate in the benefits of economic growth,

The real cause of :m_éome inequalitiy 'is, of course, underdevtzldpment.
There 1s considerable evidence to support the view tha-t‘ one of the Iiruits

of econamic progress is a wider and more eguitable sharing in the nationel

c.“.v’
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XV1

* PERCENTACE SHARES OF ORDINAL SROUPS' OF INCOME UNITS -

*

Shares of Ordinal Groups

Countries and Year Rottom Bottom Top Top Top
' ' 20% 607 207 10% 5%
. N s ‘

Underdeveloped Countries: kTR 6o o N obp /:’

India, 1953-54 to 1956~57 8.0 35,0 42,0 28,0 20,0

Ceylon; 1952-53 5,1 27.7 53.9 40.6 31.0

Mexico, 1957 | 4.4 21,2 6l.4 46,7 37.0

Rarbados, 1951-52 3.6 27.1 51.% 34,2 22.3

Puerto Rico, 1953 5.6 . 30.3 50.8 32.9 23.4

Developed Countries \uthwn b0 7% < 196 1o %

Udited Ringdom, 1951-52 5.4 33.3 44,5 30.2 20.9

West Germany - 4.0 29,0 48.0 34.0 23.6

The Netharlands, 19-0 4,2 29.5 49,0 35.0 24,6

Denmark, 1952 3.4 29.5 47,0 30,7 20.1
" Sweden, -1948 . 3.2 29.1 46,6 '30.3 20.1

United States, 1950 4.8 32.0 45,7 30.3 20.4

Italy, 1948 5.1 31.2 48,5 34,1 24,1

Japan, 1959 8.0 34,0 47.0 33.5

Philippines bethvn 0 & tep § Y,

1956-7 | ' 4.5 25,0 55,0 39.4 - 27.7

1961 . 4,2 24,2 56.4 41,0 29.0

1965 ot 3.5 24,3 55.4 .. 40,0 28,7

1960 (JLETC) ’ :

Before Taxes 4.2 24,2° 56,02 42,2
After Taxes 4.6 . 24,62 55.38

Sources: P.D., Ohja and V,V, Fhatt, op, cit. The sources are cited in this paper,

For Japan, T. Ishizaki, "The Income Distribution in Japen, The Devéloping

Economies, June 1967,

For the Philippines, Pureau of the Census and Statistics, "Family Income
 Distribution and Expenditure Patterns in the Philippines, 1965, "Joursal
of Philippine Statisti¢s, vol. 19 no, 2 (April-June 1968).

Joint Legislativé;Executive Tax Commission,.A Study of Tax Purden by Income
Class in the Phili ppines (Manila, Philippines, 1964), pp. 65-6.

aReadvoff a Lorentz curve,
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income.yg/ "Kuznets has suggested, however, that in the ‘course of econonie
developme‘rrt_ income inequality may _et' first increase before i;t; later dimi-
nishee;y One reason is the shift of the popula-tion from rural to urban
life, the latter being characterized by gre_ater i’r,xequavlitvyr. Ae éhe weight
of the urben_populétion grovs relatively,“inequality in tl_ie total income
die'brib&hion wouid tend to rise for that feeson. On thel other hand, if |
average income is much higher among urban families ’ the movement of average
rural families to average urban 11v:l!ng ("average here referring to average
income) would tend to reduce inequality. This apparent paredox is resolved

if we assume that in the early stages of development labor is redundant
everywhere, 80 that ma.ny of those migrating to urban areas rema.in unemployed
or poorly employed; and that much later labor becomes relatively scarce, 8o
that those attracted« to the cities find v_rell-paying‘ Jobse. Morever, as
Kuznets suggests, | the relative labor scarcity te.nds' to reduce ineguali‘i_;y in
the ur'ban sector .itself. | | |
The pattern ef income astribubion in rural and urban Philippines is y
shown in Table XVII, The data conform to Kuzpets' hypothesis. Inequality
appears to‘ be significantly greater among urban families, Morever, in-

equ&li'w ‘seems to be greater also in Metropolitan Manila than in other urban _

Y 8. Kusnets, Modern Econoiile Growth, Ops Cita; Oh. k. J

le/ S. Kuznets, "Economie Growth and Income Inequality, "American
Economic Revlew, March. 1955, pp. 1-28.
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areas, though the difference is not great. On the other hand a.verage -income

in urban areas is ‘two and one~half times that of rural areas; and in Metro-
politan Manila it is almost f.our times the rural average. This suggests that
the trend in income inequality will depend significan'bly on the ability of

urban industries to provide rapidly expanding employment for surplus rural

labor. As wmn in Chapter Two, postwar experience has been disappointing

in this respect. The failure of industrieliiation to ma-infain its repid

early' pace plus the excesslve capital intensity of urban investment are Jointly
responsible for this, The host of ill-advised policies which contributed to
this lack of success are set forth and eritically eva-lua'bed in tne_nex; two
ehapters. Here'.. 11_:_ is suffyeient to point out that income inequality daid
increase between 195§ and 1965 » and to suggest that ene reason is that given

above,

There are two other influences on in¢ome distribution in the post-
war period that are worth mentioning. ‘One is the emphasis on industrialization
in the 1950's %o the 'neélect of policies to insrease. producti\}ity in agri-
culture, This, taken 'i;egether with the deteriofation of agriculture's
domestic terms of trade which resulted from ‘nrotécbion ef manufasturing,

doubtless increased income inequa.lity. hecorrbrol and deiraluation in the early

1960's pa.rtly reversed this, however, and the substarrbial improvements in

agricultural yields sinece 1967, espeeia.lly in rice » bave further ‘benefitted

incame in agriculture.
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/Politcal sttenr

/The eanmtutio

The Gonstitutional Framework

D of the Philippines provides for. a republioan form

f of govermnent, with separatlon of povers among the three ma:jor branches
of govarnment -~ the Presidency, fongress, and the Gourts. It is patterned;

“with some modiﬂcations, on the constitutional framework of the 'nited gtates.

/ The Preside.cy, however, is vested with more highly 6efntralized

‘powers than the American President or the sorresponding s'bg.te governors ‘

in the United s'bc\tes. Loca.l governments h;ve only minor tax: powers, largely

'in the form of real estshe, aa.les, and amusemen:k taxes. The tax (and

oonseqden""ly the oxpenditure) powers of %he national governmens are, there-

, fore; overwhelmingly predpmin&rxb.

Th!.s to a large exben‘b explains the highly centralized organization

. of deoision-making machinery New orga.ns of govermnexrt which are crea-bed

8 law and whose direct functions are not defined to fall under any of the
government ministries (and there have been & prolifera.tion of- these) auto-

- mtioolly fall under the offi.oe of the President. This 1s one reason why
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the Executive Secretary, who is really a cabinet member in charge of matters
perﬁa.ining. to the Pr'esiden"b*s -offioe s 1s probably Eeeond in power only to the
vPresid‘.errb. It is by no means a demeaning term, therefore > when he is referred
to in the popu.lar news media as the "Little Presiden'b.

/frhis pattern of distribution of politica.l power has made the Pres-
idency a- most importa,rrt source of political patronage. Local as well as
'QQngressional ‘leaders look to the President for political and budgetary patrone
age. - Public works projects depend heavily on his a.uooation decisions tra.ns-
m:l,tted through the Budget Comission. Daspite recent efforts toward decentral-
41 ization, vhieh took the form of granting income tax rebates to provinces ‘based
on collections in 1959, decisions about the release of public works funds
hgve fallen largely on presiderxtia.l shoulders, sometimee to the disadvantage
of locei political leaders. The present Meyor of Manila (a member of the
opposition pa.rty), .for example s 1s almost -tion‘hinually in confliét with i;he
Nafional Govérment over the releaﬁe .of funds "owed" to the city government.

M‘oreover"the powersb of l_the fresident ha.ve -been growing largely due toi
congressional default.. Congress has tended to enact bills appropriating ‘»
public money without defining specific funds sources, Laws appropriating
money aubject to the ava.ilability of funds," when appropriat'ions are often
a.boub double a.vailability, have given wide discretion to the President in his
management of the budget. - o . -

Beyond the fiscal opera‘bions of the government, the President has

additional broad powers over economic policies. He 1is able to ad,just tariff
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rates within a wide range under authorization of Ccmgress. He is able to
influence through his personel leadership the decisiom of the Central Bank
and of the 1a.rge government financial institutiOns. In fact s betause the
- Monetary Boerd, which decides 02 rrtral Bank policy, &4 filled with represent-
atives of governmental institutions (the Seéretary of Finance and the heads
of . the Development Bank of the Philippines and the Philippine Nationa.l Bank),
.presidential influence on monete.ry poliey is probably decisive. 8iven the
highly pereonalized atmcture of Philippine policies, it has been argued by.
some observers that tb.e Presidency has been inclined to reward its business

supporters significa.ntly more . than those who . have supported the Opposition.

The main instrument in differentiating favor is access to the credit

" facilities of la.rge govermnent fina.ncial institutibns.g'//’

COngrese is -icameral with a House of Repreaentatives elected ty
regional representation for a fixed term of four years, simultaneously with
the President' 8 term, and a Senate elected nationa.lly with a staggered
Acha.nge of one-third of its membership every two years. The law-ma.king

chambers are, in principle, independent of the President,; An_d Congress

.

3/ prmangebells, Introduction to Bconomie Policy (Manila., Philip-
pine Executive Academy, 1969) . , .
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has shown its independence by being nard on recanmendationS'of the President,

eepecialiy on tax matters and recently on foreign investments ineentives
legislatienr nn many ocecasions tax reeemnendetions ha#e been ehelved or
Vitiatee in the maze of cengreSSional‘give and take. A foreign investment
incentives law was finally passei by COngress in 1967 after many years of
discu531on since independence. The President hzd urged the encouragement of
foreign 1nvestment to meet the financial requirements of his Four !ear
: Economlc Program, Yeta_ the resulting law, the »Investmerrt Incentives Act ,
has been much more restriective to foreign investments than was orginally
proposed. E/,« |

Adn the.otner hand, asAalready mentioned, ésngress has iet,siin one
of its'major functions as the originator of all laws reéuiring the use of
pubiic‘funds;_ B& legieleting more appropriations than could be»met by the
finaneial reSOIrces'of the Gevernment, it gave the Presidensy wide dis-
cretionito choose ite onn priorities in fund releases.~ It also mede parti-
_Oular members of fongress subject to the patromage of the President in
pushing through ‘their favorite projects. |

The courts have been aseerting their power and independense in the
interpretation of laws and eonstitutipnal provisions efispeeial econonic
.signifieance; A few very impertant examples eoncern_nationalistieblegiela-

tion on retail trade and constitutional provisions concerning limitations

4/ see diseussion below, Chapter k.



