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IMPORT SUBSTITUTION AND EXPORT. PRONOTION:
TRADE AND DEVELOPMENTL

Of late some concern has been expresséd in the literature
about import substitution as a development Strategy for the non-
industrial nations. The abortive industrialization experlience
Q@ developing countries, the traps into which they have fallen,
the misdirections of investment, snd the misallocations of re~ .
sources are cited as illustrations of the pitfalls of pursuing
import substitution as a path to development. In this paper the
deficiencies of the import gubsgitution strategy ar e not denied,
but ap attempt is made to restore some balance in the evaluation
of import substitution as a polidy and to show that it still has
séme relevence for economic developmert, provided of course that
it is cerried out with at least a minimum of economic common

sense,

Failings Attributed to Import Substitution

Although some developing countrles may embark on import
substitution as a deliberate policvy for development, perhaps '
more typlcally it is a defensive reaction, usually to balance
of payments difficulties. To avoid a collapse ir the currercy
system, exchanre controls are imposed. Imports are discrimina«~. <
ted against and the production of import substitutes at home

1s encouraged through less stringent allocations for imports

l/& am indebted to Casimiro V., Firanda, Jr. for assistance
in the preparation of this paper.
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of capitsl goods, of raw materials, and of semi-finlished goods.
Tax concessions and other incentives may also be given. "Essen-
tiality" of the goods is one of the criteria for choosing what
industries will be favored @ discriminated arainst. Forelgn ex-
change "savirg" 1s another criterion. Thus import -substitution
starts and it is not lone before the monetary authorities realize
their power to alter the structure of theeconomy throueh the ex-

change and import control systems,

Quite often the controls are accompanied by overvaluation
resulting partly from the very fact itself of the imposition of
controls snd partly as a result of deterioration of the internal
monetary situation. The control system also may take the form
of multiple exchange rate system, of greater or less complexity

ard sophistication, but in any case operating again tc favor im-

port substitution.

ta
: The precticel results of the cusntitive restrictiors from

exchanre ard imvort control and the import substitution are what

have come under criticism., It is said that vdfentitstive restricj

tions promote economic inefficiency; they dliscriminste against
importation of "non-essential&" but since there is still strong
demand for these at home, productive resources sare shifted to
local production of these "luxuries". Again, it is stated that
often the domestic industries built up through controls are merely

"packaging” enterprises with very little local value added. Furthe



more these factories or plants are heavily dependent on imported

inputs. To complicate the pressure on exchange, domestic demend
for the import substitutes rises with increeses in local income,
thus constituting another demand for foreipgn exchange. The "sa-
vings" in forelgn exchange turn out to be illuscory after all; far
from relieving the pressure on foreign exchange, the import subs-
titution complicates it, Controls often operate to bring about
over-investment and over-capacity in capital facilities. When
foreigrn exchange availabie is limited, it is not possible to
feed the local factories with their full imported raw material
recuirements, thus forcing the factories to run below capascity
and driving urit costs up. These are some of the problems which
crop up with en import substitution drive in a situation of fo-

reign exchange shortare and balance of payments disturbance.

Exchange controls, whichare often accompanied by an over-
valuation of the currency, brings windfells for importers who are
handed monopoly positions. But the over-valuation, it 1s pointed

out, penalizes exports. i

When import substitution is pursued by means of protective
tariffs, another set of abuses occurs, causing further depar-

tures from competitive gllocatior of resources. Tariffs are oft-

intimes set so high that effective ratés of protection encourage

investment in enterprises with little relstior to the free trade

optimum.



Of course critics of import substitution recognize that not
all is black and that an import substitution strategy can serve%ﬁ
useful purpose in development. It is pointed out that what is im-
portant 1s to choose a combination of economic policies that will
bring about a successful and economically rational import substi-

tution drive.

In this paper an attempt will be made to show that 1mport
substitution deserves to be examined from & dynamic viewpoint,
having in mind the historical cortaext %n which it is carried out.
Seern from such a viewpoint, import substitution as a strategyv may
have more justification, notwithstanding the short run costs and

distortions that it imposes.

The Philippine Experience with Irport Substitution

The exsmple to be used through much of this paper will be
the Philippines. This does not mean that import substitution
has been successful here - it is too early tc say this categorie:
cally. Rather it is the model chosen simply because it seems to
1llustrate, scmetimes ever bv instarces of failure, erough of the

considerations that are relevant for this paper.

The years in which imvort substitution wes the conscious
economlic objective ccircide with the era of economic controls -
mainly import restrictions, exchange allocations, monetrayv reser

traints, exchange allocations, monetary restrictions - in the

1¢60's ard irto the mid-1960's.

'
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But before going into the 1950-65 period, it might be
convenient to start this historical survey from & century be-
fore, that 1is, with the liberalizing influences which led to
the Spaniards to open Manila and other Priliprine ports to free
trade from 1834 or. Previous to the opering of the ports, the
trade between the Fhilippines ard the outside world had been
contrclled and moncpolized by the Speniards, in keeping with rer-
cantilist sentiments prevalent ir Europe. Thus the Acapulco eral-
ledn crossed the Pacific from Nerila to Acapulco, Nexico only
once a year, carryine spices, silks, fine handicraft anc other
wares from Chins and not much from the Philippines. Likewlse
the Manila galleon made an annual ssiling from Acapulco to Manilsa,
carrving governrent officlsls, missionaries, officiel pepers, bul-
lion, plant specirens, and similer cargo. The Fhilippines remained

a distant trading post for Spariards enc lexicens,

With the opering up of the country to trade, economic growth
bepar ard the pattern of present-dav Philippine exports of privary
jrcducts wss laid. Coconut products, abacs, tobscco, suger, rice '
- the fruits of tropical agriculture - were sent out, Foreign trede
chanped the fece of the Philippine economy. Ir the late Sperish
period then exports were not only a leeding sector, but were rro-

bably the engine of prowth.



In 1896 the Fhilippine revclution took place, followed by

the ejection of the Spaniards srd the Amerlicsn takecver ir 1898,
But after these yesrs of confusion ir the eccncmic sense, the
pettern of development continued. Production of the prirery pro-
ducts slready being exported saw expansion, new export proaucts
appeared, and there was a shift of markets, for exmsple, 1in sugsr,
from Chinas and in tobacco fror Spain, to the United States, In
the American period foreigr trade was a leading sector ond 1t was
also the engine of growth - with the higher incomes genersted by
exports, the internal econory grew, Therewss significent invest-
ment in manufacturing for the local market - cerent, food, shoes,
textiles, ard so on, It is important to note too that in the Ame-
rican period, the fcundations were being laid for a chenge ir struc
ture: one of the most imrportant American contributions was the or-
ganizat on of a svstem of mass education, including education st
the college level, which is particularly cruciasl for the develop-

ment of an entrepreneurlal pgroup.

The Japanese occupation from 1942-45 wes an interruption;
the Fhilippines was isolsted from the rest of the world, The 1li-
beration brought death and destruction of the economy; productive
capscity up to the war was down to perhaps one-fourth that befcre
the war, The yesrs up to 1953 were therefore devoted tc rehabili-
tation; only in the 1953-54 crop vear, for instanrce, didﬂﬁmports

of sugar reach prewar levels,
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The period of economic controls dates from 1lbte 1949,
Import controls, though mild, were in force during the begin=
ring of that year, but it was not till December 9, 1949 that
striet exchange controls came into being. From then up to Novem-
ber 6, 1965 when a formal devaluation went into effect, the Phi-
lippines was a. controlled economy. In this perlocd from the 1950's
to the mid-1960's, the structure of the economy was changed until
what seems to be a firm base of marufacturing was laid. Now the
stage 1s set for exports to be the leading sector again, with an
increasing volume of industrial goods exports iIn eddition tc pri-
mary products, It is important for the present discussiorn to note

the Irmpetus behinrd all that effort was import substitution.

A cowple@ oé ﬁolicies brought about'his trensformstion of
the Philippine economy. They included, at one time or &nother,
quantitative restrictions through import or exchange control, a
rmultiple excharge rate system, Interral monetary and credit curbs,
fiscel policy, incentives through tax exemphiion of so-called "new

and recessary" industries, and protective tariffs, These were
rot always 8 well-plarned and integrated set of reasures. MNuch
was originally hoped for from some which did nct turn out to be
all that effective; cne of these schermes was tax exemption, but
the consensus now is that the exemption was rot the catalvst,
Often the effects of the policies were almoétaccidental; the one
set of instrurent which, without much forethcursht, turned out in

the end to be the most effective wss the erchanpe cortrol system
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(which toward in the end included a multiple exchange rate struec-

ture).

As has beer pointed out, chronologically, of all of the
above, import controls came first. The objects was to conserve
forelgn exchenge. Yet,in 1949, the first year of controls, im-
ports sctually rosespir£orters were bullding up inventories ir
antlcipation of tighter restrictions. Import control at that
point of time was more of an intention than a reality. Only in
May, 1950 (six months after the imvosition of exchange controls)
did import controls with more teeth come along. The enabling le-
plslation lapsed in 1953; because of the adverse public reaction

to the corruption associated with the controls, ng% law could be

passed tc extend the svstem.

But the Central Bank.realized that controls were still ne-
cessary for the defense of the peso. Using 1ts peneral powers
under its charter, the Central Bank set up a svstem of exchange
control. VYot ti1l1 1954 however were the controls employed con-
sciously as instruments of national policy, especially for the
Filipinization of econoric .activity and for a change in economic
structure (diversification and Industrialization) through irport
substitution., Not t111 1958 toc were the exchsnge controls resl-
ly strineent, that is to sav, by and larece up tc 19858, there was
a relative abundance of foreign exchange for eny businessran with

a plausible business proposal {&t is well knowr that s business-



man could pad his.application for foreign exchange, bring in

some machinery, and either sell hls excess foreigh exchange J?
allocation or use it ostensibly to 1mport raw materlals or semi;>;§ﬁ§
finished goods but in reallty to import firishedgoods). In 1957,

an election vear, a splurge on importations resulting from more
l1iberal exchenge allocations ran down the exchenge reserves and

from then on it was touech and po keeping & belanrce between fo-

reipn excrange esrnings ard disbursermerts,

The situation of d¥ndling exchenge reserves, woupled with
steady government deflcits, bond issues, and increases 1r money
supply, wss leading to a growing overvaluation of the peso.
Businessmen lucky to g et exchange allocations enjoyed monopoly
rositions and amassed great profits. These profits became the
sources of further investments in industry. The structure of

the economy was being recast.

In this transformation, as has been mantioned, tax exemp-
tion policv was secondarv as an incentive to investment; it was
onlv gravy to an already sumptuous repast from qxchanqe control
and overvaluation, Similsrly tariffs were hardly importent as a
protective device. This was so not only because the direct con-
trol mechanism was more effective, but also becsuse of specisl
circumstances: up to the end of 1955, goods from the United

States could come in free of duty and fror 1956 on were subject
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only to small albeit rising proportions of the regular duties.

The United States thef) ruch more than now, was the largest scurce
of Philippine imports. With the inefficiercy of tariffs for pro-
tective purposes through much of the control era, it is no wonder
that the only larcse-scale legpislative revision of the traiff struc-
ture after the tariff system wes set ir 1909 came in 1956: even st
that, the tariff revision was not as thorough as it might have been

for truly protective purposes.

After 1958 theg’the monetsry suthorities had less freedom
of maneuver in regard to their manipulation of exchange controls,
Businessrien were getting louder in their corplaints abecut under-
utilization and excess capacity in the new industrisl planrts,
bankers were chafing under tighter ronetarv controls, the public
was increasingly irpatient with the restrictiors fror the con-
trol system and disturbed by the rdiés of corruption ir goverr-
ment from controls.g/ On April 25, 1960, & so-called "de-control"
vas instituted, bﬁt this was really a de fascto devaluation throuph'
a multiple exchange rate svster; at the erd there were up to eiaht.
different exchenge rates. On Jaruary 21, 1962 exchsnge controls
were lifted and a free exchange market was decreed for purchases

of foreigr exchsnge, although a retention syster was kept in force

§/¥aradoxically, while there were all these corplaints of
shortage of foreign exchanpe and tight money, imports kept rising
and in 19461 reached a level only slightly below that of 1957, the
peak ir the cortrol reriod which was not surpassed urtil 1963, Ip
19§& businessmen still could build unprecedented inventories, ob-
vidbusly as a hedge againrst devaluetion.



(20 per cent of export proceed werd to be sold to the Central Bank

at the official parity rate of £82:$1 ard the remaining 80 per cent
could be 8013 atrthe free merket rate settled at $3,90:$1. Con-

secuently, when dev: luation came on November 6, 1968, the new offi-
cial parity was set at ¥3,90 to $1. All controls were reroved on

that date.

What has beer the result of the import substitution drive
which took plsce from 1950-1965? The officlal flgures on natio-
nel ircome show the changes ir the shares of agriculture and manu-
facturing industry; industry acccunts for 19-20 per cent of total
netional income against 7:3 per cent in 1950 {there is general
agreerent that officisl data understate the rise in manufecturing).
The 1ist of cornsurmer goods manufectured for the domestic merket is
pretifvinegly long and productior in may lines is at world standards

of efficieﬁgg.

The import pattern reflects the change in internal economic
structure, as Table II shows: away from firished consumer goods
(down from 37.7 per cent in 1949 to 12.6 per cert in 1966) and

towards machinerjand ecuipment (row up to 18,7 per cent in 1966 as

3/

A recent irput-output study puts the share of menufacturing
in netional income at 32.17 per cent. This, however, is not yet e
firgl estirate. Tito A, Mijeres, Inter-Industrvy Relstions Studv of
the Philippine Economv, (Partisl Report), Bureau of Census and Ste-
tistics, 1968, p. 26, There is still arother input-output study
for the same vesr By the National Economic Courncil, Both studies
irdicate something like a 25 per cernt understatement of GNP ir 1961
and st least g similar @nderstaterent of manufacturine production.




apainst 9.9 per cent in 1949). But what is more to the point of
this paper, the patterr of exports is beginning to show chenge too.
While treditional as well as new primary products still account for
the bulk of Philippire exports, manufectures snd made-up srticles

are Barting to go out in increasing cuantities,

The import substitutior drive ir the Phllipplres has been

subiected to critical scrutiny along the lines metioned esrlier,

&/

For exarple, 1t 1s clesired thst there has been economic ineffia’

ard 1t mav be useful to look st the criticism in deteil here,

clency, or misallocation of resources: typically, the control re-
chanism and subsecuent protection thrcough high tariffs discrimina-
ted spainst "nor-esserntials" or "luxury" goods., Because cof resul-
tirg high prices for these luxuries, the discrimirma tion actually
led to domestic production of the "luxuries" even when these were
produced at fundarentally higher costs than the imported products.
This misallocatior of resources is seen in the number of asserbly
plants producing radios, refripgerastérs, automobiles, snd other
products which are more cheaply rroduced ir great volume for lared

markets,

A second point raised acairst the immort suhstitution is
techrnical inefficiency, that is, that plants sre opersting below

capacity and are therefore rnot mrinimizing costs. Another cri-

4

—/See, for irstance, John H., Power, "Import Substitution as
an Industrialization Str:tegy," Philippine Economic Jourrsl, Vol.
V., No. 2 (second semester, 1966), pp. 1670204,




tieism 1s thet meny of the industries established in the control

veriod are engaged in mere "packaging" operations. It is also said
that import substitution actually leads to greater deperdence on
irports: the patterr 1s described ss import-deperdent irport subs-
titution, thst is, arn industrislization based on irmported raw ma-

terials,

These points deserve to be examined carefully. Iror exsmple,
with regerd to the encoursgement of luxury goods production, it is
EG?; that there were reny opereticns of this type ard thev still
exist ever now, MNany of them are hardly sble to survive ir spite
of protection. Yet it is perhaps sn encoureging sign that as time
goes by and the market expands, the firms are getting less distress
The same observsestion can be rade with regerd to underutilization of
capacity - rates of utilization are going up over a wide spectrum
of industries, Furthermore, what seems tc be an emerging agricul-
turel revolutior may be favorable augurﬁ'as to the future size of
the domestic rarket for ranufactured gocods.

'
As for mere "packagire" and assemblv operaticns, ceriticism

6f this sort is not corpletelv fal r., Busiressren$ should be given
credit for undertaking what is the chearer, more naturgél, more ef-
fective secuence of investment for most corsumer good industries -

from the final operstions backward to more bssic steps.
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The criticism of so-called import-dependent import subs-
titution might be answered in a similar way. Is it not natural
to start Ilmport substitution with imported raterials, and then
work back gradually? Such backward integration is in fact taking
place now, with domestic raw materials being utilized to a greater
extent, Furthermere, it is a simple matter to look at the data
and see whether in realityv there is a greater reliance on impor-
ted raw materials. As Table II shows, there has beer a shift

in the composition of imports from finished consumer goods to
capital goods, But as regards semi-finished marufactures and
raw materials, there is no clear rise in the proportions of im-
ports of these during recent years. And finally, is there any-
thing unsound or uneconomical about building an industrisl struc-
ture hased on imported raw materials? Japan has ggﬁ% just this
with grest success and improvements in transportation and in-
creasing intepration ir the world economy rmake such import-
dependent import substitution not only feasible but often eco-

nomic and necessary.

It may be reassuring to note thet it is not easy for an
observer to point out a firm established during the contrcl era
that went under with decontrol; this would seem to indicate the
basic soundness of the general pattern of transforrastion thst
took place . As for the protection afforded now by tariffs,

in many lines the protection 1s not fully aveiled of; domestic

competition (even witjout imports) has driven prices down
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Additional evidence of the irrelevance of the tariff prctection
is that many protected industries are s ble to export their pro-
ducts, All ir» all then, irn comparison with the uneconomic enter-
prises, there 1s much rreater rénge of industrles that are sound-

ly based.

To my mind the basic weakness of the skepticlism regarding
the import substitution is that the criticism ignores the histo-
rical context of that movement in the Philippines snd falls to
place in perspective this difficult period¢ in Philippine econormic

history. One should appreciaste that the main raisor d'etre of

the import substitution was that ir the postwar period the struc-
ture of the economy had to be altered, The prewar economy based
on primary production and exports, while it did achieve for Fili-
pinos high living standards, was no longer sufficient for & nstion
with a vastly irncreasire populetion, a repidly dissppesrirg fron-
tier and diminishing uncultiveted land, ard rising expectstions,
The irport substitution drive during the control period 1950-65
was necessary to effect the change in structure. This was the
historic function of the import substitution phase in Philippine

economic development.

The criticism also overlooks the dynamic aspects: the high
coets of protection, the short-run irefficiency in resource allo-
cation were the price to pay for the establisheent of the indus-

tries; the costs car be outweighed by the gains ir the future.
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Even if prices in the domestic economy remain high indefinitely,
is 1t not a fact that price discrimination between the domestic
and foreign market 1s custorary: Japan is an example of this -

the domestic consumer is made to bear most of the cost of manu-

facturing so thst exports can be priced cheaper.

By 1962 it was recognized that the possibilities of growth
through import substitution were diminishing and this was cne
of the motivetions of §he President VMacapragal in bringing about
decontrol.é/ Decontrol aimed to restore competitior and there-
fore rationalize the structure of industries end encourage ex-
ports., Today with the irnfant industries better able to stend on
their feet, it is present government policy to promote expfgts.
Exports are looked uvon as & logical outgrowth of the establish-

ment of import substituting industries and they show how Import

5
—fg explaining decontrol, then President l acapagal said
on the day decontrol took effect in 19623

"Firstly, the country has fully exhausted the poten-
tialities for growth offered by the complement of
policies ruling over the decade of the 1950's,..

"Secondly, it has become obvious trat the impetus to
investments which exchange controls snd various in-
centives provided has worked itself out.

"Thirdly, the country already enjoys to the fullest
extent the export potential feasible under present
exchange and trade policies..."

Address on the State of the Natior to the Fifth Congress of
the Republic of the Philippines, January 22, 1962,
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substitution must spill over into exports if the momentum ini-
tially generated is to be sustained. The new exports are the
result of an industrialization based on the domestic market;
they are an 1llustration of Linder 's observation that the range

of industrial goods industries is determined by internsl demend.é/

Distinctive Festures of the Fhilippine BExperierce

In the foregoing pages, the Philippines e s beer consi-
dered as one prototype of an import substitutior drive, What

are some of the distinctive features of this experience?

The Philippines has sometimes been referred to as s Latir-
American (as contrasted with Asian) type of underdeveloped coun-
try. If this is so, there seems to be one important difference
from other Latin-American econories: unlike what seems to pre-
vail in Latir America, ir the Philippines . there is no disillu-
siorment with irvort substitution. It meay be that the country
is on the wav to brealking out of the trap ir which a number of
Latin American counties find themselves, that 1s, high cost d
import-substituting industries with force-fed but uneconomic
backward interration, but with little prospect of industrial

exports, and therefore with threatening or actual stagnation

Q/Staffan Burenstam Linder, An Essay on Trade and Trans-
formation, Wiley, 1962, esp. ch. III.
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7
in their internal economies.‘/ Backward integration is tsking
place, as a general rule without excessive ard uneconomic pro-
tection, and there is forward movement toward irdustrisl goods

exports.,

The Fhilippines seers differert toc from sore other Asian
countries - Honr Kong, Taiwan, and perhaps Korea - where ruch
industrisl goods production is primerily internded for exports
rather the B the domestic market. The difference spparently de-
rives from the facth that here 1is & medium-sized economy, so
thet the domestic rarket is larger than in the other countries.g/
The Philippines seerms to be ir the same growth pattern (thcugh
certainly not on the ssme level of per csapita incomes) &s Aus-
tralia ir which import substitutiorn for the internal market is
leading pgradually to exports of manufactures. In both courntries
protection has been high, slthough for the rhilippines the pro-
tection took the.form mainlv of ocuantitative restrictions and

exchange controls rsther than teriffs,

Another observatior is that if one is to scar the list

of Philippine exports, one notes that the successful exports

Z/Alber 0. Hirschran, "Tee Political Econory of Import-

Substituting industrialization in Latin America," Quarterlv
Journal of Ecornomics, Vol. LXXXII, No. 1 (February, 1968).

Q/This point 1is explored rore generslly by de Vries.
Brend A, de Vries, The Export Experience of Developing Coun-
tries, International Bank for Reconstruction and¢ Developrent,
1967, chs. V and VI,
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of manufactures are not cheap corsumer goods, but those cslling
for skill and somewhat hicher cuslity productior: beer, ssnitary
wares, ceramic tiles, plaste glass, shoes and so on. These ere
cormodities that are msnufactured mainly to fill the needs of
the domestic market but in the production of which lines skills

heve been built up over the vears.

One factor deronstrated in the Fhilippire experience ap-
pears cruciel; it is the importance of timing ir the change of
policy. There were many errors ir the choice of implemertation
of policy, but in the important areas timing, while not perfect,
seems to have beer judlicious. Specifically, there is the retter
of protection for irvort-substituting industries, The protec-
tion should not be taken away too early. Entreprereurs ﬁ%éﬁié
be piver Bufficient time to establish themselves on a firm besis.,
Yet the protection and the controls have to be 1ifted soretire,
before stegnation such as seems to rule in sore lLatin Americsan
countries sets in. Controls were done away with in the Philip-
pires in Jaruary 1962, By ther the dynaric vourg entreprereurs ¢
who rose to prominence with the mid-1950's had plented their feet

firrly on the ground. Thus when controls were reroved, as Fre-
sident NMacepagal predicted competitive pressures forced effi-

.ciency and the way wss opered for expanded exports.

This leads to the firal lesson in regsrd to import subs-
titutior, whic:is, as so ofter pointed out in the litereture,

tret the escepe routes from the cul-de-ssc into which rany
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countries have been driven ere two: backwards srd forwards.
The backward moverent consists of integration of industry;
from finishing to more basic operations in production. The
forward step 1s exports of industrial goods. Yeedless to say
both courses of asction, to be $uccessfu1, require thet consi-

derations of economic efficiency are fulfilled.

ééﬁclusion

The Philivpine csse clted above is not meant as a model
of uralloyed success, but only as sr illustration of a type
which, forturnstelvy, is rot by env reans uﬁ}cue ir Aslia. For
instsnce, a velid criticisrm to raske is thet the entire expe-
rience could have beer less psirful and more efficient if the
economic planning process had been more perfect and if disci-
prline in executionxhad been more in evidence. But the past 1is
pest, and fortupaﬁiéy progress had beer rade and the gereral
direction of policy by and lsrge has been rational, it the re-
sults are to be an indication. After all, import substitution

is historically the normal path to ecoromic developrent, in this

century no less tharn in the last.

During the control period, the role of exports was to
provide the wherewithal ir foreier exchange for the lsrge in-
vestment thet was directed to the developrent of the intermal
econory, The way is open for a rernewed export drive, based rot

only on the trsditioral (as well as new) prirery products, but
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also on the fruits of the industrialization effort, Given deter-
mined prorotion efforts, exports can be & leading sector once

again, i1f not also the ernginrne of growth.

Already exports of ranuféctured products are growirg,
It is significert though that while some of these go to South-
east Asiar neighbors, by far the largest market for Philippi%e
exports is the United States. In spite of the fact that Japan
is the larpest trading vartrer of the Philippines ig Asie ( ard
conversely the Philivpines is Jepan's lsrgest tredire partner
ir Asis), Jepan tskes no Fhilippire msrufsasctures but only pri-

mary products,

Perheps this is because Japan, although it 1s the world's
third largest economy, is still not cuite as advanced in struc-
ture as are older ard rore mature economies such ss the Urited
States and Gerrarv. Yevertheless, it ray be thourht worth pon-
dering for Japenese slowly to bring about that sdaptetio~ in
the economy of thelr country that will permit thre newly-developing
nations of Asia to sell her more of thelr sinple marufactures
goods., This, it right be suggested, is the dutyv of the rich
neirhbor towards his poorer brother. It slso rekes econormic
serse - fter all, under the lsw of compsrative sdvsntage, even
if a country is sbsolutely rore efficient ir the preduction of
all poods, it would still paw her to specialize where her com-

parstive efficlerncy is preatest.



TABLE 1
PHILIPFIVES
PHILIPPINE AGRICULTURE AVD MANUFACTURING

AS PER CENT OF NATIONAI, INCONE
(Selected Years)

Yeare Agriculture Manufacturing
1950 50.6 7.3
1955 41.5 13.1
1960 34.0 18.0
1962 32.2 19.0
1965 33.2 19,2
1966 33.8 19.1

Source: Nationsl Economic Council, kMarils.
Unpublished Revised National Accounts, 1946-1966
(rmimeographed).
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