In any ease the(fa?a' of decline in the share of consumgtion \
appears’-vnite remarkable., The large statistical discrepancy in the late
1950‘5 raises some doubts about the timing of the decline, but the long-mn
trem! 1s unmistakably indicated. In fact, these official figures for consump—-‘ -
“tion, ‘w_hich ha.ve_been newly estimated according to a revised procedure, |

,%1ndic:ate a degline Yiin per capita personal consumption from $344 to P 327

-durind 1962-1966 5 despite a rise in per capita disposahle mcome from ?34‘5}_ :

w

tq?i369. (Corporate "saving increasechIightly in the same period, 'gcvgrn;

ni!’-’t saving declined slightly, and net borrowing from abroad declined
~sharply in the same four years. Capital consumption al;Wancas_rosé sub- |

| stantially, but not enough to match the decline in net borrowing from abroad, |

so that the(rise in Personglwsgﬂjvgpﬁgjnore than accounted for the total rise in

| saving.

*'i‘wo ei‘cplanationé for this apparent phenomenon have been offefed . 3

- The ﬂrst is simpiy tech‘niCal, namely. ;hajt'tﬁe deﬂgtor'usfed‘for the consumptibﬁ
series has tended to oVerdeﬁaté that coxﬁponent in relaﬁbn to “the total. The
other accepts the rise in pric“:es of consumption goods that is' indiceted as real
and viewsthis as sharply r’e&\wiﬁg the feal"income of the pooi'er classes
r,elauve td the wealthie‘rr with a conéequent dbwﬁx&ard shift in the conéumpﬂaﬁa‘:

fﬁﬁnction. The fact that the rise in prices tended to be oonaentrated in iood

‘and other bastc cost-of-living 1tems 1ends some plausibmv{ to this inter— -
pretation. The Central ;Balik’i:fldﬁx of refal wage rates of skﬂled warkers

declined 14 per cent betwaen 134 and 1965, while the index for unskilied



@ gefore 19 50 what. protectjon e;dsted came largely from the pre=

fened posttzon of the thppines in the protected U,S market. A really

o ""—»wv-m..

tties wm by restricti mgg\impoﬁs or foreign exahange allocations for theEﬁml

X by Mau;r' % ;l; m of necessany&nputs - aaplm '




'Mtémedi&té goods and raw materials)(eomprised 86 gr cent of imggrts)

. the remaining 14 per cent being oonsumer goods. This contrasts with

*

'percentages of 63 and 37 respectively, for the two groups in 1949 ‘*More-—

over, consumer goods in 1960 were largely essential foodstuffs, like dairy

products oereals, and meat and fish, which were not produced in sufficient

auantity in the Philippines.

(_Decontrol)accompan:led by Bevaluation jbegan, earlz inl i§6§ s By

thq end of 1960,about half of foreign exchange transactions had been freed° ~

by Maroh 1961, another 25 per cent had been freed; and on Ianuary__},_,_1962

decontrol was virtually completed.

¥* Devaluatiorx proceeded'by stages from April of 1960, and was also

virtually completed by ‘January of 1962 .*Yﬁi:'p”oﬁ"s ‘continued to be penaliz@

until the end of 1965, howewer, by the reguire’rhgnt that 20 per cent of foreigfg‘
Weeds_bwr_weﬂgd at the old rate. The various stages in the

protess. of devaluation and the.complexity of the rate strueture during the

process are shown in Takle XI. (Fg!ilm\@_t__tv_v_qmgm;gm of multiple
i %ﬁhmmamaﬂ_eibw_ﬂ@_e:m(prme of foreign exchange)

gradually mcreasigg and an increés_gigg_p;oporuon of imports paying the

penalty of the higher rgge% In the end, the price of foreign exchange was

.

‘ 95 per oent higher than in'19 56.—~1§58,-hnp1y1ng@__de\-vma9_§’o._fihe peso of |




“ in Phﬂippdne im;x)rts was still 56 per cent in 1957) The prospect o* a' ‘;
eféfgﬁ"'ce\

higher rates that subgequently became part of the new tariff law.

o . B @

¥

*The new law, itself ‘had four avowed1 1ms-! @ protection, (@a d

<




PHTLIPPINE EXCHANCE RATE STRUCTURE
1945-1966 1/ ‘
MwmQOm per U,S. Uowwﬁu.w

T “Apr. 25, Sept. 12, Kov. 28, Yer— 15, Jan. 20,  Now.
1945~ 1951~ 1956~ - to to 1960 to March 1961 to 1962 to 196
1950 1955 1958 1959 Sept. 11 Nov. 27,  Mar, 1, 2 = 14, Jam, 19, Wov. 3, to
. < . 1960 1960 1961 1961 1962 1965 . dat
2,00  2.00 2.00 2.00 2.00:,  2.00 2,00 2,00 .~ 2.00 2,00
wao&unm - - - - 2.30 2.30 2.50 2,75 © 2.75 3.51

- - " - -2.30 2.30 2,50 2,75 2.75 3,90 =
- - - - 2.30 2,30 2.50 2,75 2.75 3.90 =
- ‘- L - Nouo Ntwo wlS w 8 ’ wl!g wQs ; *
- had - - WQNO w.oo wooo w OO ' wog wﬂg -
d - - bad NONO utoo w.oo wioo . ..Wtao NOS -

- - - - 2.3 2.30 3.00 3,00 3.00 ©  3.90

- - - - 2.30 2,30 3.00 3,00 3.00 - 3.90

2.00 - 2.00 e - . - -
-~ . 2.00 2,00 2,00 2.00 2.00 2.00 2,00 2,00 v -
, a/ : b/ , | o R
m& from Margin - - ».uum.. 2,00 2.519 2.50 2.50 2.40 2,40 - 2,30 - -

Jmports end Invi- ‘ :

at the Free - ‘ : -
_Rated - - = - . . 4.00 3.75 . 3.60 3.60 3.45 3.91 =
ﬁ%ﬁ - C - - - 3.49 3,27 3,27 3,27 3.27 3,01 « -




Footnotes for Table XI ’

’

1/
No allowance has been made for the normal spread between
buy:lng and selling rgtes.

2/

From April 25, 1960 to January 19, 1962, in the case of the
special privilege given to 90 per cent of dollar earnings of miuppme
suppliers to the U.S. Armed Forces, the. effective rate wouid be the. -
free market rate,

o v , . |
From March 29, 1951 to December 31, 1955 a 17 per cent tax L
was imposed.

‘ b/ o _ o
‘ ~ on July 16, 1959, & margin fee of 25 per cent was imposed on
sales of foreign exchange, was reduced to 20 per cemt. in November 28,
1960 and to 15 per cent in March 15, 1961 until its suspension

1n January 20, 1962.

el

Based on the official parity of P3,00 to U,8, $1. 00 established
on November 6, 1965,

e

Source: Central -Bank News Dipest, July 26, 1966, p, 1l.
L,



exchange cantml so that when it began to be truly effective in 1960, the
transition 'to Eae ‘exc'hange convertibility was less of a problem than tt

. 'might othex;wtse‘have beeu; | suu, a"fter 1960 there were. ma.ny pressures

. for upward adjustments i rates to offset the effects of decontrol, and a

ORI S

number of changes - mostly upward - iid occur betweeuj~ 1961 §n 1965 \ >,

The effects of these changes on average (nominal) rates are seen for seveml

9ategories of manufactured goods in Table XH.%& resulungm Y

effect m the 19 50's under exchange oontrol {’final consumption goods were )

.

Wad by very high rates, while intermediate goods and

espeotalljoapital goods had very substantially less prOtéctior%

/
i

-An addmohal important element of protection anses from the dis-}

A ————

oﬂmination ggginst 1mported goods in hs(percentage salgs tax systerﬂ in j

effect since the ea_tlyklg 50's. The same nominalperoentage tax 1-3/ applied i
to a baseeqnalvto CIF cost plus tariff plus a percentage mark-up in the casa

of 1mported goods, and to only that portion of manufacturer's price that

represents ,‘mputs not already taxed (usually value added plus electﬁcity, :
.

fuel and depreoiation) m the case of domestically produced goods., The P

rmminal tax _is-seven per oent‘ and the mark-up, 25 per cent, in the case of

1
i

2/ The comparison of average rates in Table XII understates the
change that occurred between 1961 and 1965, however, since the proportion
of duties to which U,S: goods were liable increased from 50 per cent to 90
per cent over the period. At the same time;m UtS. share of total 1mpom
decuned from 50 per cent to 3% per cent. ‘ , .

8

’Tlxareisnomark-upinmacasaaf




TABLE _XIT
AVERAGE® TARIFF RATES FOR MANUFACTURING
| 1961 AND 1965

B k B o : (per cent)

. 1961 1965
COnsumptign Goods | C 641 70.1
Intermediate Goods ) - 24,6 27,4
Inputs into Construction 49.0 55.1
«Capital Goods | 162 16,2
. Total Manufacturing . 462 50.8

- . ﬁ,,,k', —

WE1ghts are total supply (production plus impores)
in 1965 of more than 90 manufacturing industries at the ISIC
four-digit level, these representing more than 90 per cent of .
manufacturing production.

-

’




ew (manufacturer s price) If, for, example, the taxable pro ort}
of the value of a domestic ”semi—-luxury" product is 40 per cent and the,:

on the compamhle import is 50 per gent, the sales tax :ate on the CII-’ val\_

of the 1mport 1s 67.5 per cent, while that for the. domasue product 1s 12

cent; 1 » 1& possible, as in the case of autom&nes for this disc» b

to be a mbm tmportant element of protection than the tariff.




ites would bé. made by means of direct
: --—W

"een M\and‘domesﬂc prices)fcr homog g@us categor:ies

I

of goods. iny m rare cases,u it possible to fi find such homogeneity, ;

4

hcwever; Miscularly in manufacturing where protection is most 1mportant. :

~also a measure of '

This measure may, in fact, be superior in many cases to the di

. »

oomparison of world and domestic prices, sincd‘the latter does not easgy:&; :

vdistingulsh pnce differentials due to quanty dlfferences from those due to«

W .
prOtection .\/(Nhen foreign and domestic Wg are ¢ gg g 2. oq the othar

i e. differgptial is less Sy the :

gﬁ&mmﬁsﬁmaﬁstgpgggucers are receiving m'otee;ion for mferior /

Bt TN s

las foxm* ”,_mge-\\\ o S

e R S

i

,Phﬁlbpines .

I i:his’ is true .



the effect istobringoomesttc prices more nearly in 'lin/with world prices

for goods of comparéble quality, It is impossible to estimate the importance ::

1

of this quantitatively, however.

Thef?otential ratekmay have etmm in itself, even when the‘

effective rate 15 judged to be less, in that it measures the margin of protecﬁéﬁ

) from foreign competition that is accorded an activigx While domestic comﬁeﬂ

. tion may keep value added below the potentlal that this margin would permit,
the lncentives to cost and price reduction and d;uality 1mprovement may nene-

theless be substantially less than would prevail with more' foreign competition; :

The procedure that wag followed in making the estimates givea be ¢ :

was to attexppt to }\oo,t:l“n prIce comparfsons 1n those v/gggs where imgggg

rate,. megexes,thex:e JNAS. e&thoe.

.

%ﬂ An industry was considered an_g?sm :Lndustry if exports were mo_re

'than ten per cent of production, thougk beer, with less than three per cent of
p e -

output exported, was also put in the _export category because of its obviously R

world-oompetitive price and quality. One 1mportant export, éggar,, was con-i -

I

rsidered as a special case since 1t§ exports go entirely to the highly proteoted

U.S. market under a'

Mv-ewm o

3. . ﬁmarison g,f,mmmm v ™




manufacturers' domestic price. (for the portion consumed domestically) with

a world price, indicated by an average of CIF import values of Japan, Hong.

Kong and Malaysia.

{Sectors producing non-traded outputs .Jincluding g_gnén}x_gi_an.,

ut:llities, transggrtation, communication, trade, and various services, are, .

indicated as hairing'( zero effective rates of protectio;] rather than negative -

rates, the basic assumption being that in the genérai»éd!ustment to a new

equilibrium, following the imposition of protectton, it is thpse activities véhosé”'

prices are constrained by the WOrld market that will bear the brunt of the

QM. Ge_neral equilibrium analysis can givé us very little guidance

beyond this, and partial equilibrium elasticities of supply and demand would}% .

be of no use.

* The calculation of potential rates for traded goods followed the’
, L

-general procedures laid down for this projyéct,. {A{here We:e',. however, aLfeww ‘

special aspacts of the Phﬂiggine system of protection'thgwgmncated the -
cﬂm;j!ons. Thase are. shown in the Appendix, _One special element should S

S ORI

4

Agﬁg},\smdpm however. Dm%st st of 1965 exportats were fequired 1
%miii‘vﬂ&emw

A ST

gn emhangg earnm: at thgwold rate of

tries :ls equal w




Potentlal rates et protection (z) were estimated for 90 manuf

turing industries (at the ISIC four-digit level) and for fourteen ‘other tradeé

goods gectors, 1including eleven seetors in agriculture, two in mining, plus .

forestry-and-logging and fisheries. The input-output data for manufacturing

is derived from the 1965 Survey of Manufacturing (made available by the

Bureau of the Census and Statistics). For non-manufacturing the data is -

from the mput-dutput iable of the Office of Statistical Coordination and |

Standards (National Economic Council), ased on the 1961 Census of Manufac~
turing. Vénce the various elements affecting protection for the’nonémanuf&é—,
turing sectors showed virtually. no change from 1961 to '1965’, the 1961 co- :["

effiotents. were allowed to :epreseht the 1965 structute without correctmy- '

E,‘Ws‘i\s possib,leA to estimate also, be dire‘ct price comp’érikons,
effective rates differing from potential rates for 34 manufacturing industries
whose products were not internationally traded to a aiqnmcant degree. 'In-
some cases, it was possible to 1udqa.that quality was ol‘early oomparahle’;‘- =

In othe'rs, it was assufned»that the thppine product suffemia,modest

differential, For this entire gmup of es‘sentiazllynon-trad'cd gé_ods with

redundant protection, it was assumed that protectjon of thair inputs was

passed on in higher prices.




Thesa 'effecgive and pctential rates are shown in Tables XIII thro

XVI, where. they are grouped according to three catagories in manufactutin

_exports, 1mport-compet1ng and import non-compeung—-plus non-manufac- f

turing, The so-called éalassa and Corden estimates derive from altemative

Hence, in the latter case, " V is larger in the axpression
Z = v

.ahdiitha value of Z is accordingly smaller.

N

| As can be séen from the tables, the differences in the two estimates
g_gicallz sli_g_ht, however. One ;eason is that we are dealing Wil & “
m prices, so that aJmewnm of the non-traded value added in

oonstruction element 1n the depteoiation coefficlent was est!mated m each
case, however, and direct and mdzrect value added in eonstruction, al g
_that in elaatricity and w‘aﬁarr was addad to dh'aot value added in the usiag
induatry in making thé Oorden esumatés. Any other non-tradod 1nputs
| »advsrtiainq = are mcludad m direot valua added. Aocordingly, there mav be

a slight downward bias m the astimates of Z for this mason.




-In the ‘cases of eleven lndustries V (value added at free tradé

prices) was ‘estimated to ba negative xielding anomalouﬂeggtive values
e Baf
for 2 despite the higg level of protection accorded them._ These mdus-

tries are the last ones listed in Tables XIV and XV and protection (W-V)

"\J

as a percentage of value of output i{s indicated for each in parentheses,

i

beside the négative value for Z, to give some idea of the level of protection

for these industries.

—

_ Very evidenﬁ is the wide range of rates represented -~ from ~
1 ~70 for canned rﬁeat S_b to more than 100 per ceut for 32 industries (inclfudingj
those w;th negative V's), Moreover, the distribution of values is fairly em
ovelf the ”whokle range. This 1ndi¢ates, of course, a great amount of dlstogér;a“

of price incentives and implied welfare losses from regource misallocation,

Put more concretely, the data suggest that Philippine primary inputs applied

o~

These anomalous negative Z's are distinguished from true negati
.2's (e.g., those for exports) by combining an asterisk with the minus sign,
’ » .

§_1_>/

% as the min .,,mkz,éumr hgggtmggmum_mwm stems from the
activities of the National Marketing Corporation (NAMARCQ), which in 1965
imported, duty-free, very substantial amounts of canned corned beef, sardmes
and milk; and sold them at kelow CIF import prices. This [ractice ceased
after 1965. The t rates for the two industries, in the absence of NAMARCO
imports are 53 and 12 per cent, respectively. .




RATES OF PROTECTION
*  MANUFACTURING, EXPORTS

(per cent)
ISIC qu'e. Description m.
25?1 Veneer and Pljkwoo’d , -33\
2031 Pineapple Canniﬁg» -27
2093 Dessicated Coconut -27. )
2611 Rattan Furniture T .25
2315 Ramie Processing Mill Products 25
2511 & 2513 Lumber ~20
2331 Cordage, Rope, Twine and Net -18
2131 ~Beer ” 14
3121 Coconut 011, Copra‘Cake and Meal -;ll
2072 Sugar | 186




PR T RATESOPPRO N

Eyeglasses and Speetacles 183

MANUFAG’I’URING IMPORT-COMPETING)
- (per cent)

I8IC Code - Description . WM@E&
2014 .~ Canned Meat -72 -70
2024 v Milk Processing Products ~29 =267
3832 vVehicle Engines, Parts, Bodies - 05 04
3621 Agricultural Tractors 06 05
3622 Farm Machinery, except Tractors . 06 05
3392  Lime , . 07 07

jsaz "+ Metal Forming Machinery 09 08
3412 -Iron and Steel Foundry Products 10 . 07 .
3196° v”Agrioultural Chemicals 13 13

S 311 Inorganic Acids, Alkali, Chlorine 14 10
2056  «Flour Mill Products : 15 12
3651 " Industrtal Pumps and Compressors 16 14
3192 Pharmageutical Preparations 22 22 -
3319 Structural Clay Products 23 21
313 Compressed and Liguefled Gases 28 25
3092 " Processed Natural Rubber 29 23
3646 Woodworking: Machinery 29 27
3199 _Jnks and Dyes | 38 34
321 .. Petroleum Refinery Products 45 42
3511 Packers' Cans _ _ 50 49
3021 #Tires and’ Inner Tubes ™ 54 © 52

3591 ‘Metal Barrels, Drums, eto, 64 59

. 3641 Rice Milling Machinery 65 65
2712 <«Paper and Paperboard Products 66 $9
3831 Trucks and Buses 77 75
3321 Glass Containers ’ 82 Bl
3322 Flat Glass and Mirrors 83 7{ '

3198 Polishing Preparations - 94 91
v~ 341l v Steel Mill Products - 96 88

3731 Batteries - ‘ 101 94
3734 Electric Wires and Wiring Devicesl03 108
314 . “Fertilizers ~ 104 7
3551 Wire Nails, Brads and Spikes 109 107
3992  vFabricated Plastic Products 161 ° 156

- 3532 Architectural Metal Work o164 - 181
3923 . 168




‘Description

Clay Tiles ' 261

.Sewing Machines, Household 1363 s

Structural ‘Iron and Stesl 431 335

Plastic and Resin Materials 504 485

Electric Lamps L4155 2320

‘Metal Furniture . -9750:& v 784

- Paper Stationery, Envelopes etc. 21250 : -2600 (45)
~ Industrial Refrigerators and : ' s

Airconditioners o *380 -447_,;(78)

.+ Leather, Tanned or Finished 2390 2461 (81)
v Jute Mill Products - *0s50 %3154 (84)

"Household Radios, Phonos ' T e
. and TV, . 3604 (112)
Jewelry |




TABLE XV

RATES OF PROTECTION
MANUFACTURINC NON~COMPETING -
. (per cent)

I8TC Code ° =

" Pptentinl

Effective

7

5

 Balagsa Corden

Structural Contrete Products

Asbestos Products
Shods, except Rubber
Slippers,. except Rubber
Soft Drinks

Wood Furniture

Rubber Shoes

Feeds for Animals
Knitting Mill Products
Matches -

Ready Made Garments
Distilled Liquore

Soap.

Cement

Paints, etc,

Cigarettes

Vegetable Lard & Margarine
Starch

~ Paper Bags, Boxes

Vegetable Sauces
Candy

/ﬁotton Textiles

Cocoa- & Chocolate -
Sausages (uncanned)
Wooden Boxes

Perfumes, Cosmetics, etc.
Bicycles

Autos

Baga and Canvas Products
Ham, Bacon, ete, _
Vermicelli & Noodles

_ Household Refrigerators and

Airconditioners
Pianos

129
179

71
125

400
1279
1992
248

AV

81

821
375
93
*318

. %268

#158
43
¥525
#3800
3315
2400,
381
*180
¥160
1171
1630
64
¥143
¥257
2345

%233
%1600

14
14
20
23
26
2
34
33

- 48

-3

58
39
39
71
Y6
87

871

- 88
106
300
‘Aéﬂo

W

400
400
450
474
533

£300

iasa

-sao

&soo
#1500

&

18 92
20 . 1
22 70 .
23 110
23 102
31 106 -
32 49
42 11
46 49
~52 110
55 162
52 27
58 56
70 113
74 191
85 = 79
.83 27
87 87
100 119
297 149
317, 91
336 85
400 102
400 220
433 228
466 91
495 167
. .3oo(oa) 109 -
%1082(42) 114
%300(6%) 113
2580(66) 163

13

¥1520(64) 318



