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‘ to sult the 1ndustrlallzatlon program./ In addltlon, the zdo—

' exemptlons from all taxes..

, -

'-.Chapter_l;' FOREIGN TRADE AND THE ECONOMY IMPORT PATTERNS. AND

POLICIES

.
P

» : -

//lNTRODUCTION

L{One major characterlstlc of the Phlllpplne economy 13

that it, 1s to a large extent an open. economy:] It earns 1ts 1n-

'ternatlonal llvellhood w1th a few prlmary exports.. The average
._ratlo of 1mports to GNP durlng the postwar period has been estl-x“

,mated at dlfferent values - 17 or 23 per cent; the correSpond-

1ng ratlo for exports is 15 or 20 per cent.1

Eﬁrlng the flrst decade and a half 81nce 1ndependence

s

VI

in 1946 the balance of payments p031tlon had been ln precar-

:1ous shape. <£oupled w1th the de51re to stem the tlde of appa-‘

rent hlgh demand for forelgn goods, a ¢6nsclous effort at pro— N

motlng domestlc 1mport substltutlon 1n manufacturlng was: at- L

‘,tempted., Through the 1nstruments of 1mport controls and\\later,

forelgn exchange controls and a varlety of dev1ces almed at
‘ Ay

reduc1ng forelgn demand the pattern of 1mports became changed

mestlc 1mport substltutlon effort was a{ded by blanket tax

- ’ o S

’ lSee D.S. Paauw The Phlll 1nes' Estimates of Flows
n the Open, Dualistic Econom Framework 1949~1965 (Center -

i
for Development Planning, Natlonal Planning Association,-1968),

especially Tables III-5 and-6. “Paauw made the Higher estimates
of the average import and export ratios. The lower ones were

_implied from national income ‘estimates of the National Economlc

Council, as derlved by Paauw.

-
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1-2 S IMPORT PATTERNS
Thls is a gtudy of 1mport demand in the Phlllpplnes for

varlous goods fgom 1953 to 1963 ThlS perlod 1s certalnly aA

most 1nterest1ng one. th covers the years when forelgn exchange

controls were the pr1nc1pal 1nstruments of economlc pollcy w1th
respect to development. It also reaches 1nto the tran81tlon |
years away from these controls, beglnnlng in 1960 ~to the/ée—
moval of these controls in. 1962. At the time when the study
was concelved the perlod happened to be the longest that would
L permlt the constructlon of tlme series of import data hav1ng as

_ basis a unlform cla531flcatlon.

THE PHILIPPINE ECONOMY 1953~ 1963

The Phlllpplne economy durlnp the perlod under study ex-

perlenced what mlght be called 1mpre581ve growth. Yet, thls
:growth may be reassessed from the viewpoint of whether or not
the ' pollc1es adopted by the economy were clearly those that !
were leadlng to sustalned longer run development. On the'whole,
the set ofcp/llcles whlch led to 1ndustr1a1 lmport substltutlon

began quite earnestly and 1mpre581ve ly in t/;ms of rates of

2;/’ 1growth. But its ecullar emphasis -nme soon to be the méjor p‘

oo TR

r\_,____,

limiting factorﬁto further growth. Hav1ng been based on‘flnal

demand import substitution, it»was to go out of steam as ‘soon
- ——— ’

as‘the_domestic market ceiling was reached. ‘When judged “in

this context it may seem that the economy could haVe performed

certainly much better during “the perlod under cons:LderatJ.on.2

-~

2Recent research has assessed this develooment from
these standpoints. See J.H. Power, "Import Substitution as

an Industrialization Strategy," Philippine Economic Journal,
vol. V, no. 2 (Second Semester 19663 J.G. Williamson, TEco-
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Table 1-1-shows some economic indicators which demonstrate

~ some sallent points about the performance of the economy. GNP has

" risen at about 7 per cent 1n constant 1955 prlce. The populatlon

during this tlme, on the basis of 1ntercensal rates of growth, greW'

at the rate of 3.2 per cent. This meant an average rate of growth

~of GNP per.head‘of_u per cent»per yeari ”Ihls growth was achleved_

_under a regime of stable prices. The increase in the consumer price
* index was only about 2.l.per'cent per.vear.

‘ One reason for this observed low prlce 1nflatlon was that

from the early prewar perlod to 1955 Phlllpplne prlce pollcy was

;deflatlonary in character.' The dec131on to retaln the old prewar f‘

exchange rate for the peso, whlch was apparently dependent only
l .

»’v:;on runnlng down the w1ndfall levels. of forelgn exchange reserves

at the end of the war, led to a deflatlonary pollcy. lylhlle most
=€ Ho=]

countrles at the end -of- the war adjusted thelr exchange rates to
conform w1th the realltles of the occa51on, the yhlllpplnes brave-
L PP AIES DN

1y took a dlfferent approach. In the d/flatlonary policy whlch
/\/-—__\

\followed the forelgn exchange reserves were_sacrlflced From a

5.«..“ . -

high of almost $700 mllllon of forelgn exchange reserves, by 1953 '

' these reserves had ﬁallen to about $300 m1111on through this de—»

nomic Growth in the PhlllpplneS' 1947 1965. The Role of Tradi-
tional Inputs, Education and Technical Change,™ DP 67-8 (Sep-
tember 20, 1967); J.G. Williamson and G.P. Sicat, "Technical
Change and Resource Allocation in Philippine Manufacturlng
1957-1965," DP 68-21 (June 15, 1968); G.P. Sicat, "A Design:

for Export-Oriented Industrlal Development," DP 67-5 (June 20,
1967) and "The Manufacturing Sector After Decontrol," DP 67-9
(August 20, 1967). [DP referencés are Discussion Papers at

the Instltute of Economlc Development and Research University
of the Phlllpplnes ]
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Table 1-1. ECONOMIC INDICATORS FOR THE PHILIPPINE ECONOMY, '1953-1963 -

'

1]
- ) Levels ' Rates of Change
Economic Indicator v . ! ! _ '
R ' 1953 ' . 19688 ‘'Eleven Years:Average
' ! : “t 1953-63 1Per Year
1) GNP at 1955 prices (P Million) 7,621.0 - 13,631.0 . 0.789 - 0.072
2) Consumer Price Index (1955=100) 102.5 126.5 0.234 0.021
3) Physical Vol.. of Mfg. (1955=100) 79.0 - 180.5 - 1.285 0,117
4) Physical Vol. of Ag. (1955-100) - 85.2 134.8 . 0.582 0.053
5) Money supply (P Million) ' - 1,224.6 - 2,954,3 1.412 - 0,128
6) Tax Revenue? (P Milliomn) - - - 562,8 = 1,461.3 1.596 0.145
7) Foreign Exchange Reserves : L e
($ Million) end of year 296.0P 147.5¢  -0.502 0.046
8) Imports ($ Million) . -~ = 4524, - -618:2 - <-0.366 - 0.033 -
from: U.S. - ‘ | 347.0 -~ 253,7. -0.269 . = -0.024
: Japan _. S S - 20.1 © © 104.9 -/ 4,219 0.384
. 9) Exports ($ Million) _ -.398.3Y  ~727.1° 0.826 ,0.075
‘ to: - U.S, . o : 271.2 v .330.6 - 0.219 - 0.020
Jopan ) 48.3 198.3 3.106 0.282

10) Population (Million) . S 19.24 27.1d -0,0324

'8COmbined c;ilecﬁion of Bureau of CuSto;s aﬂd Iﬁtérnal Revenue.
‘-bHighest reserves in”i945 = 669;1- | |
cﬂ;ﬁést.reséryes in 1957 = 160.0.
" 9These population figures are for 1948 (instead of 1953) and 1960 (1;sté§d ?;
g . of 1968); the rate of growth cited is slightly different from the -

1948-1960 intercensal rate of 3.1 per cent. See F,W; Lorimer, "An-
alysis and Projections of the Population of the Philippines," First

. Conference on Population (University of the Philippines Press, 1965),
, especially p. 21;. - o : :
} cial Lo , ,

~
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-

flationary policy. Thus, the import demand generated by the eco-
nomy in order to promote internal price stability was made at the
’ expense'of the foreign exchange reserves of the economy. The

next sectlon w1ll be devoted to the discussion of 1mport and ex-

change controls.

- ln‘spite;of”the hlgh level of imports.and“' . of. the
low level-of exnorts, the rate of growth of exports and all other
forms of forelgn exchange 1nflows of 7.5 S per cent per year Was un-
able to “absorb all the 1mport demand, whith grew at afn aggregate
yearly rate of only 3 3 per cent.s ,ThlS development, of course,
came at the expense of the forelgn exchange‘reserves. Bv léSS
the deflatlonary trend came to a halt. The price'level since |
then had gone up, although the perlod from 1955 to ‘the’ 1ate 50's

'was one of prlce Stabllltj compared to the perlod after 1963., -

,“E7;n Table l 2 the relatlve comnoSltlon of GNP and the sec-
gtoralgchanges in contrlbutlon to GNP are shown. We note the hlgh
rate of;growth}of manufacturing and construction relative to most
other sectors.. The nonagricultural and‘nonservice'sectors' have
gronn much faster than agrlculture taken as a whole. The share
.‘AOf agrlculture to total GNP changed from 35 3 per cent in 1953

to 31 2 per cent by 1963 manufacturlng moved from 1u per .cent

to 18 per cent. ,l

3These rates of growth of exports and 1mports are char-
acterized by lack of irvegularity in the levels of imports and
exports. The time profile of these two trade magnitudes will
be shown later. See Figure 1-1, below, p. 11 o -
D‘There is a seething controversy surrounding the esti- ,
mates of the relatlve sectoral contrlbatlons to national 1ncome
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Table 1-2. . COMPONENTS OF GNP AT CONSTANT 1955 PRICES, 1953 AND 1963

- ’

3 1 1 1
. Eleven Year 'Average Per

A. Components of GNP ! l953 ©' 1963 ! Growth Vear Growth
S . ' v . "' (per Cemt) o
Agriculfure,'Fishéry & . . .

Forestry &5 - 2,39 3,703 . 0.55 - 0.05
Mining & Quarrying ' 108 172 0.59 - 0.05
Manufacturing ' 978 2,122 . 1.17 0.11
Construction R 371 421 - 0,14, - 0.01
Transportation, Communica- S . SR .

tion, Storage & Utilities 319 553 0.73 0.07
Commerce - » : 965 1,757 ..  0.82. 0.08
Services . T 1,646 3,124 0 0.90 ~ 0.08
1
. . o , Per Cent Distribution - : 2;1ativi
B. Per Cent Share of Sector . - . . Pe:ng:ncn
- _ ' 1953 1963 ' pistribution
. ’ﬁon-Agriéulture 7 P
Manufacturing IR 0.1k 0.18 . 0.04
Mining & Quarrying i 0.02 ©0.01 . =0.01
Construction =~ - - : 0.06 " 0.04 -0.02
Transportation, Communication, . . .

Storage & Utilities. . L 0.05 - 0.05 -0.00

Commerce o - . 0.14 0.15 0.01
) Services : B © o 0.24 , 0.26 0.02 )
Agriculture | 0.35 - 0.31 - -0.04 -

o - .. T oL S -
Source: - Revised NEC accounts (1968). Current value deflated by NEC con-
stant pgice.deflators, per sector. '
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The above represents'some general background to the Phil-

Ay

ippine economy of 1953 te 1963. In the succeeding section, we

discuss the institutions which affected the foreign trade sector.

/

The operation of import and exchange controls began bin

1949, and became more institutionalized by 1951AS 'These policies

T~

' were supplemented by promotlng new and necessary manufacturlng in-
dustrles, which took the form of a law exemptlng from taxes those
firms Which.engaged in product;oniactayttles covered by the_defl—
nition “new and necessary" . In addition to preferential‘treat-'
ment that resulted from forelgn exchange allocatlons, these poll-
cles also led to preferentlal credit treatments from the govern-
mental financing institutions, notably'the Development Bank = of
the Philiopines; In 1957, the tariff code was revised and made

into a more active device fdr protection of domestic industry.

v/;Durlng thls perlod the economy operated on the basis of

a multlple exchange rate,system. ThlS was the natural result of

between the Bureau of the Census and Statistics (BCS) and the Na-
tional Economic Council. The different sectoral contributions !
derived in the 1961 BCS input-output study of the Philippine Eco-
nomy ,- which was prepared by Census Director Tito A, Mijares with
the cooperation of the U.P. School of Economics,; has come to the
conclusion that agriculture contributes only 13 per cent and manu-
facturlng 28 per cent of GNP, the rest is the contribution of
services. This large dlscrepancy is in part due to (1) a differ--
ence in valuation methodology, (2) to sectoral classifications,
and (3) to more refined conceptual problems of measurement. The
Ml]ares BCS findings question the sectoral estimates of the NEC.

This is an 1mportant questlon whlch 1n my v1ew 1s stlll hardly
Settled.

= 51t is always rewarding to read Golay's book when turn-
ing to the economic issues of Philippine development from inde-
Pendence up to 1960. See F.H. Golay, The Philippines: Public

and National Economic Develo ment (Ithaca, New York, Cornell
Unlver51ty press 1961). ‘
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foreign exchange taxes, importAtaxes, and other fees on the sale
of foreign exchange (being applied as they did at different pe-
riods). 1In general, the exchange control policy were supposed

to maintain a rate of two pesos to the dollar. The new and nec-

essary industri wefe freed from the payment of taxes, which

" included those that governed imports‘and foreign exchange trans-

actions. Thus here were two rates of foreign exchange* from

1951 to 1959 -— one for favored 1mports and ‘another for. ordlnary
—TT

1mports. These at once established a préflt dlfferentlal for

the 1mportlng tax«exempt 1ndustr1es.

. ¢ From 1954 to 1959 there was a special incentive that was

. : ———————————— . . . ~

given to the export sector in the form of a privilege to purchase;

with a portion of their earnings for direct importation into the

Phlllpplnes. Known as‘the-"barterﬁ.e;u"no—dollar import" 1law,

1t allowed the” export sector- to 1mport at the same time w1thout
.._______.,/

essantlally pa851ng through the forelgn exch control cha-

nlsm. At some point, the scheme allowed exporters to- utilize 15

per cent of thelr exports to any country 1n exchange for 'goods
8pe01f1ed by the exchange control authorities, as follows: 25 3
per cent “essantlal producer imports", 25 per cent "non—essential
‘ Jﬁfqddcef imports", and 50 per cent "essentiai‘coﬂsumer goods;"

Philippine exporters reacted favorably to these incentives.

S
.17~ - _The experience with the foreign exchange control system

~Was one with mixed results. On the one hand, it allowed an enor-

oA

mous redirection ofvimport demand to suit with the type of-Eﬁport
W

. Substitution promoted. But the system proved to be accompanied

by undesirable practices especially when the foreign exchange
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LI

supplles became much more scarce., A fundamental balance of pay-

‘ments disequilibrium appeared to present itself more clearly by

the close of the fifties.

By 1960 some measures were already adopted to relax the
foreign exchange ‘controls. There was a gradual "decontrol" of -~
foreign exchange transactions. With the assunptlon of the newly
b r>~"*”“7""Jz ! :
elected pres1dent from the opposition party in 1962, - the decon-

P——--? . -

trol program reached its climax. All forms of controls were abol-
ished, with the exception of the 20 per cent retention of export

— .
earnings by the Cenrraerank. Roughly,u%hese'changes meant that
the Philippine experiment in the dismantling;gg;efchange controls

i ¢ | —_— — :
began in 1960. The year 1960 is marked off in this study as the
‘ - ]

Beginning of decontrol. S

_ IMPORT PATTERNS: BROAD SKETCH /

- There are two ways of looking at the import patterns.
First is to value imports in peso terms; the alternative is in
US dollars. If the foreign exchange rate of the peso had re—~

mained essentially the same during the period, the matter would '

pe‘exceedingiy simple for the two values would only be differ—‘
ent by the factor of the exchange rate.‘ Since"economic maéni—
tudes would be more meanlngful only in relatlon to others, an
ideal way of examining lmports would be to convert the flgures

) into pesos, which leads to a conversion problem. We choose to
"___,___,-—“——""‘.

:« ?eport the 1mport flgures in US dollars in the following discus-~

sion. 1In the flnal section, when we relate imports to Philip-

%

Pine growth in GNP, we shall have to rely on imports converted

‘,:. into pesos;“”
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Aggregate Time Profile of Imports. The time profile of
imports ih dollar Galues does not have a clear upward trend, as
Figure 1-1 shows. For comparison, we also show the time profile
of total exports, which as we have stated earlier began at a mueh:
lower level but had a higher rate of gfowth; The highesf value
of imports ih the 1850's was in 1957. This was not surpassed

’ until 1963, the terminal year of this study.6 Tﬁe changeswin iﬁ-i

’ rports have only been gentle if we take 1953 and 1963 levels.. as '

‘ the frame of reference. " But looklng at the total time pPOflle,

W'lt is seen that thlS moved in dlffereng-dlrectlons, somewhat be-’;

lying the gentle per year growth of 1mports that may be 1mplled.:“
During the early postwar years there was a fremendous.su:ge of

‘spending. This was largely the result of United States govefn— y

sr ment spendlng in the Phlllpplnes Wthh led to 1n1tlally high

levels of - forelgn exchange supplles. Imports, whlch were mostly

'from‘the United States at the beglnnlng, were quite high, too,

© 77 per cent of all imports in 1953; but these were down to 43

’ N
& ., _Per cent by 1963.7 ngh 1mport demand and the relatlvely low

‘levels of export earnlngs (despite early recovery due to favor—“A
- able condltlons, such as those follow1ng from the Korean War)
Zwere the cause of the .first import controls< By 1953, the ‘be-

‘Slnning of the period under study, the control of foreign ex-
Echange transactions had been passed on to the Central Bank of
the Phlllpplnes, whlch would play a key role 1n the allocations

m-"’.w‘
§ i

{ 6Imports had gone to much higher levels ever-since, for
n8tance, in 1966, imports were 138 per cent of the/ 1963 levels.

CTE SN

T~ 7See Table 1-1, above.
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TIME PROFILE OF IMPORTS COMPARED TO EXPORTS, 1953-1963
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,of‘the'import'budget'for the rest of'the 1950's.

' Time Profilenof'Imports by Broad Categories. There are

'several 1nterest1ng ways of looklng at the import patterns of the
perlod by reference 81mp1y to the dlfferent claSSlflcatlonS.‘in
use by the Central Bank and the United Natlons at the ECAFE (Eco-ﬁ
‘nomlc Comm1831on for A31a and the Far East) ~ The Central Bank
laSSlflcathnS Whlch began in 1954 are: by "end-use and by
categorles determlned for lmport and exchange control purposes.
The 1ast w1ll be referred to as 1mports by "OfflClal" categorles.”

()Under the classmflcatlon by end—use, 1mports were as follows*

”(a) machlnery and equlpment _
(b) unprocessed raw materials = S
S (¢) semi-processed materlals B i T
S S N (d) supplies =
- (e) durable goods : S
(£f) nondurable goods. . - ' -

classification by "official" categories were:

(a). essential producer :
(b) semi-essential producer
(c) ‘non-essential producer
(d) essential consumer

(e) semi-essential consumer
(f) non-essential consumer
(g) unclassified

(h) decontrolled.

The thlrd cla531f1catlon, which is used by ECAFE, separates im-

POPtS into two pr1nc1pal categories -- consumptlon goods _or

-

'Capltal goods. o V ‘ We shall use this c1a351—
"Mﬁa i oo
£ flcatlon scheme in the study of the detailed ccmmodlty 1mports
= : _

,in the next chapters.
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4 el

These classifications help to give a picture of the broad

Jcommodity import patterns of the FPhilippines. They also shed much

light on the industrialization process.

Figure 1-2 shows the distribufion ofrimports by "end-use'™.
Tﬁe'bdlk of‘imports consisted of machinery € equipment and raw

materials. These categories accdunted for 64.6 per cent of total
imporfs in 1954, 70.2 .per cent .in 1960, and 80.6 per cent in 1963.
Maehinery § equipment was bnly 6.l'per cedt'ofvtotal imporﬁé in -
1954, ‘10 per cent in 1960, and 14.9 per cent in 1963. :Thﬁe, -
roughly ‘a 11ttle over 10 per cent of 1mportatlons from 1954 to -
"\41963 were in the form of capltal goods. /If the raw materlal ﬂom;'
h-.ponents are carefully analyzed, "seml—processed" raw materlal 1m-‘

ports were very- dom nant compared to "unprocessed" Slnce many -

W T

‘of the 1ndustr1es establlshed durlng the 1950' were of the "im-

‘} port -dependent” varlety, belng 1ndustrles usually lat the flnal

proce531ng end, such a bias in 1mport demand was just what was

wto be expected.' Table 1-3 shows the proportlons of unprocessed

and seml-processed raw materlals to total raw materlal imports.

; Table 1-3.
édr“;. - , Raw Material Imports
Siovl . ’ : : - - : Total
Lo i Unprocessed . Semi-Processed  (Per Cent)
195y 15 , 85 100
1957 . - ' T 26 . ' 74 - . 100
11960 g 31 | | 69 . 100
1962 o 33 67 R 100

1963 - | 35 65 ’ 100

Source: Central Bank, Statistical Bulletin, vol. 16 March 1964).
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N

,/The pattern of distribution between processed and seml-

processed raw materlal 1mports suggest that some shift in demand .

for raw material imports was occurring during the period funder‘y

stddy,

The other components of 1mports by "end-use" supplies,
durable and nondurable goods -~ were largely of the ~consumer
goods varlety. Thelr relative proportlon to total 1mports fell

from around 35 per cent in 1954 to 19 per cent ln 196 3.

Figure 1-3 shows the proportlons of 1mports c1a531f1ed
by M"official" categories. For purposes of ‘the exchange control
authorltles,_cla581flcatlon in accordance w1th "essentlallty"
- and W1th "producer-consumer"” dlchotomles were used. The pat-
tern of imports, accordlng to thls cla551f1catlon, shows that
About~

;,Wthe proportlon of producer goods to total lmports rose. -

"%ss per cent of 1mports were "producer" goods in 1954, 71 per

cent in 1957,'and 76 per cent 1n 1960. //ft is 1nterest1ng to

;note that the Central Bank contlnued to claSSLfy 1mports in

In tha+ year, "produCer" goods were 83 per cent of total

% .
imports and in 1963, 78 per cent.8

! i'l : When producer goods are examined more closely, the pat-

s

Eern'as between "essential", and "gemi-essential™, and "non-

esgsential" is revealing and interesting. In general, "essential"

i 8These classifications are no 1onger reported in *he
m°1’e recent Central Bank Statistical Bulletin issues.
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- producer goods increased in reletiveAproportion to total producer
goods , aéshownpy the summary given in,Tabie 1-4.

;

V/;able 1-4, "PRODUCER GOODS"™ ACCORDING TO TPE CENTRAL BANK,
o Selected Years ‘ \ ,
(Per Cent of Total Producer Goods)

Essential V‘Semi-essehfial Non-essential Total
| BT 62 26 12 100 per cent
| 1957 73 17 10 100 per cen
1960 80 14 6 lOOlperlcen1
1962 77 15 8 100 per cen
1963 76 1y 10 1100 per cen

Source: Central Bank, Statlsulcal Bulletln, vol. 16, March 1964
(Table 66). o '

1}

s

~

It is further»of‘interest that this "official" classifi-

};i%f cation of,imports had tﬁo other categories called "unclassified"

-

‘t;end “deeohtfolled". These two items accounted fer 25 pef cenf'
of 1mports ln 1954 and 17 per cent in 1963.. Since they oeeupied:
"such large proportlons of the total, after taklng into eccount o
k Jthe producer goods, very little was left indeed to fall under
consumer" goods. In 1854, consumer goods were 10 per cent of
total imports, iﬁ 1857 enly 8 per cent, ahd in 196%; only 5
; ?ér’cent. It is more inétruéfi?e fovcleSSify goodsAwhieh wefe
funclassified"-or "decontrolled" as consumer goods. The ECAFE

classification does this.

.The ECAFE classification is based on a more geaeral and,

Perhaps from an analytical standpoint, on amare desirable scheme.
N ‘ . -
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It divides imports into either consumer goods or capital goods .

ThlS cla331f1catlon has great 81m11ar1ty w1th the end-use clas-

|

sification of the Central Bank. Figure 1-u4 shows the proportion

of imports by the ECAFE categorles. The patterns of imports ac-

cording to the ECAFE scheme are already implied from the prev10us

classifications. The share of consumption goods to total imports
in accordance with the ECAFE elassiflcatlpn, however, appeared

more substantlal than what the two Central Bank classifications

would inform us. Consumption goods 1mports accounted for 67 per

~cent of total imports in 1953, 56 per cent in 1957, and 52 per

cent'in 1963. Whlle this would 1mp1y that ‘the share of capital

goods 1mports to the total import pattern was inereasing, the

shlfts of import patterns appeared somewhat more modest \

b , In summary, the dlfferences betWeen the ECAFE proportions

_for capital goods and the two Central Bank measures of "producer

goods are presented in Table 1-5. The resultlng overstatements

Table 1-5. PER CENT TO TOTAL IMPORTS OF CBNTRAL BANK
PRODUCER GOODS AND DIFFERENCF WITH ECATE CLASSIFICATIONS

(2) (3): (w) (5)
NN - . ) _ "official®

- - _ - . Producer
CB Machinery ECAFE CB Over- Goods Over-
€ Equipment CB "Official" Capital statement statement

Plus Materials Producer Goods _Goods - (l) (3) (2)=(3)

5195y 65 65 = 35 . 30 30 -
1957 70 . 71 by 26 o 27
'~ 1960 © 70 ' L : 54 ' 16 18

-, 1963 . 81 . .78 ~u8 33 - 80

. 4 P 3 ) 3 N )
. . X ~—

X .§°“rce; Central Bank, Statlstlcal Bulletin, vol.
- United Nations, ECAFE Survey, 19bu.




]

Figure 1-

SRR 256!

1-19

NRICUTR R Lol

T\\\\\.\\k%. - W o o R E o

=
P s —

B T R G561 .

=== R,

A ———————

= S

———

R —— ———|

oot os o - ed o T e L
© ANFONAd . - y




1-20 IMPORT PATTERNS

of the proportions of producer goods classified by Central Bank

criteria are quite substantial relative to total imports.

Evidently these observed differences are ~ due ‘to
classification guidelines. This is all the more reason why an
a more detailed appraisal is necessary, as this study proposes

to do.

¥4ke conclude by stating that:in general there was a

shift in the pattern of imports during the period-of 1953 to

1963. This shift reflected the growth of the import substitu-

-

%Eg‘industrigs. Yet, the implications that can be drawn from

Central Bank data which emphasized raw material imports or pro-
ducer goods 1mports suggest that the domestic import substltu-\//
tion process was related to rather hlgh 1mport requlrements.

The ECAFE data, on the other hand, suggest that the dlrectlons

of these 1mportatlons were largely towards consumptlon goods
industries. The import substitution process of the 1950's about
which much more will be said in this study was primarily directed

against final consumption goods. imports. - ,

It is also worth pointing out that a detailed study
of the imports cf the new and necessary industries durlng the
“tra381tlon years to decontrol (1959 to 1961) concludes, among
Aothers, that the imports of these'favored industries became con-
- centrated more aﬂd more on Vhaw materials and consumption goods.

They departed drastically from the national pattern of imports

as shown abOVe in terms of consumptlon goods vs, capital goods
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classification. This observation shows that the favored indus~

tries tended to be more import dependent than the rest of the

production sector.’

AGGREGATIVE IMPORT FUNCTIONS FOR THE PHILIPPINES

It is essential to view all the above discﬁssion in
more concrete quantitafive terms. To do-this, aggregafive im-
port functions were eséimated. _Two'simple regreésion equations,
reférred to as (I) and (II), were fitted to déta'cbvgring the
period 1953 to 1963:.

(I) Mg = a+bY +u

t
(II) Mg = a+ bY, +cTy + u,
where ‘ ' o
My = estimates of imports in million pesos
Y, = GNPAinbmilliop pesos constant 1955 prices
;' ) " T = time in years, 1953 = 1, 1954 = 2, etc.
. . up = a random error term. - | -

Some words on the data used in these regressions are

#n order. The import statistics were taken from the more recent

CGti?ates of imports made by Douglas Paa'uw10

of the National
fﬁ{?l‘n"ing Association (NPA). These statistics differed from the

ﬂtimates of imports derived from the national income accounts.

E . “See G.P. Sicat, A.A. Ar u
E sition to . s A.A, celo and H.C. Reantaso, "Tran-
9 40!tr1e:? gecontrol and the Imports of the New and Necessary In-

; 959-1961," forth i i 11ippi i
3 lgginﬂll_ﬁ_gsgggmigé. ] qsmlng in The Philippine Review of

;’ 10see p.s. Paauw, op,cit.

-
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It is wellknown that estimates of imports in the national income

accounts do not agree generally with those published from Central

Bank and other estimates. The NPA data were the result of an at-

tempt to~consolidate all trade data to fit a national income frame-

work in the paﬁner advanced by Paauw and J.C.H. Fei.11 Estimates
of total_services imported by the Philiépines were also from NPA.
By utilizing the yeafly proportions of the different impert cafe-
gories against the total merchandise import estimates of the NPA,

the different import data were calculated.

The data on GNP represent the more recent estimates
(1968) ﬁade by the National Economic Council (NEC). This is the
agency whlch estlmates Phlllpplne natlonal income accounts. These
estlmates are not much different from earlier NEC estlmates of GNP.
It is to be noted that NPA also made independent estimates of GNP,
uslng the Pauuw—Fel framework, and perhaps the 1mport data should
be related to the NPA rather than the NEC estlmates.*”However,
there is little difference between the two, as the following re-

gression of GNP-NEC data on GNP-NPA data shows:

’/ _ N - '

Moreover, the import regressions reported can easily be adjusted,
if it was so desired that the NPA estimates of GNP be used. Thus,
consider the estimate for total merchandise imports:

My = 7744 +
+ 4§ + 0,083 Yyr.. .

h, 1n°3rtin8 the estipated relction between ¥

1d Y we
NECt T ’
get the new relation:

NPAt

My = 551,491 + 0,098 Yypar * u'

-
L

I RN
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It will also be interesting to point out that the average ratio .

of GNP-NEC to GNP-NPA during the whole period studied is 1.03.
The import function regressions are shown in Table 1-6.
"We may regard the coefficients of GNP as marginal propensities
| to import. The correlation coefficients are not very high, but
fhey are significantly different from zero. We also note that the

time-trend variable did not improve the estimates ofrimporté, so.

we did not report them.

The estimate of -the m&rginal«propensity to import mer-

chandise goods during 1953 to 1963 is only 0.083. The éstimate

‘for non-merchandise goods (br services) is not siénificant. We
Qhﬁs see that taken as a whole, it would seem that the Philipﬁines
had é‘low'marginal propensity to import during the periéd under

- study. This would nof be surérising under éonditions of exchénge

controls.,

) . We note, first, the differences in the definitions of

P
LN

the Central Bank, ECAFE, and the NPA. The Paauw-NPA framework

gistinguishes between imports of (a) agricultural goods for con-

&
¥

- ‘sumption, (b) finished industrial goods, and (c¢) intermediate

800ds. This classification is more close to the ECAFE classifica-

- tion that that of the Central Bank.l2

g,
a

Disaggregated import functions were also derived for

‘COnsgme?, intermediate, and capital goods imports. The import

pro—

th ?2§ee D.S. Paauw, op.cit.; for some comparison of the
ree classifications or see Paauw's Table III-10.

£




Table 1;6.' REGRESS IONS 6F-IMfORTS ON INCOME AND TIME, 1953-1963

Type of Imports
M) -

‘Mbdel

1
Constant -

GNP

,(Million Pesos), (Y¢)

[ '(Tt) ]

Time 'R and DW'

Ave. Me /Y

(in per cent

1, Total Merchandise

2.
3,

Total Serviceé

.Central Bank

a. Consumer goods

'b. Intermediate goods

c; Caﬁitél goodai
ECAFE .+ °
a. Consumer goods

b. Intermediate goods

c. Capital goods

NPA

a. Consumet goods

b, Intermediate goods

.
c.
.

¢. Capital goods

»

1T

11

11

1X

774,448

415,636

310.839

639,844
-1,098.214
.~176.383

1,656.275

-1,039.991

-328.507

185.350
-322:874
-451.463

868.339

56,008

 -147.858

'Statistically not significant.

D. W refers to the Durbin-Watson statistic

0.083

(0.026)
0.0072

(0.012)

-0.0048
(0.008)
0.047

~(0.020)

0.294
(0.205)
0.039

(0.011) .

-0.221
(0.084)

-0,045
(0.014)
0.150
(0.143)
0.028
(0.006)
0.100
(0.061)
0.100

(0.014)

-0.024
(0.014)
0.061
(0.012)
0.046
(0.009)

R=0.722.

" DW=1.821
R=0.183
DWw=1.751

'R=0.164
DW=1.924
R=0.616

pW=1.722

-141.228 R=0.690
(116.467)DW=1.738
R=0.758
DW=1.645

148.914 R=0.898
(48,222)DW=2. 269

R=0.722

pW=1.517
-111.198 R=0.782
(81.449)DW=1.985
R=0.845

- DWS1.927
-41.296 R=0.870

- 15,68

4,64

15,69
2.60
10.83

2.26

15.69
5. 47

: 4 0'58

(34.482)DW=1.694

R=0.918
DW=1. 847

- R=0.501
DW=1.783
R=0,866
DW=2,182

_ R=0,854
DW~1.851

tistic are contained in Chapter 5, p. 18 et seq.

Some remarks on this sta-

——
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fﬁnctions for coneumef goods shows negative coefficients, meaning
that imports of this hao gone down'as GNP hadlfisen. lAftef,correct
ing for a negatiye trendvfactor; the élope coefficient for GNP went
up, but the error of the coefficient also increased substantiallyl

The slope coeffic1ent for consumer goods by Central Bank definition

was not 81gn1ficantly diFferent from zero.

-

. Intermediate goods had slope coefficients which were

higher than for capltal goods. In the ECAFE claesification,/ the
'slope coefficient of GNP for intermediate goods was only 0.028,
but when a negative time trenq was taken’intoeaccount, the slope
coefficient became 0.10, which was the same estimate found for

ECAFE-classified capital goods. Using Central Bank or NPA classi-

k. fications, capital goods had lower slope coefficients.

L —_The above finding suggests that import eubstitution))n
;'bolicies had been directed largely at consumer goods importsv(es
jUdged by their negative GNP slope coefflcients) The imports
%9€_capltal goods were rising with GNP, but 1ntermed1ate goods im-

# s : ) oot
5 fPOrts rose faster. These results suggest the import dependent V)/

i;%iﬁpgpt substitution thesis on the aggregative level.

If we took into account the propcrtions of these imports
1tOtGNP these findings are more suggestive. The last column of
4I§b10 1-6 shows these results. The proportion of 1mports to total
éGNP is on the high side and suggests the relat1vely large extent

.7

¢ the "Openness" of the Philippine economy. Total merchandise im-

Esor - 2622%4’
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13 When impérts.qf serv-

ports accounted for 15.7 per cent of GNP.
ices were taken into account, this ratio reached 20 per cent. Tﬁis
might be considered on the high side of thlngs. However, it should
be remembered that imports were qulte hlgh durlng ‘the early posrwar
period. Thus, while the marglnal propen31ty to to 1mport coeffi-
cients appeared very low, the éénstanfs of the import equafiops

were ﬁighQ The relative disparities of the merchandise goods break-

down by Central Bank, ECAFE, and NPA are Quite obvious from the per-

centages shown.

The import functions discusséd above yiq;d_conciusions{
wﬁich.confirm the.impressions we stated earlier-ig‘tﬁis chapter.
But they are only a preliminary to the impqrt demand by’ commo-
“‘dity groups, which will occupy the reéf of this Study, While
there was a considerable shift in import pattefns bétween 13853
to 1963, among specific subgroups of imports, there were important
shifts in comp081tlon. This study will aim to dissect these com-"

modlty by commodity import demand.

/CSNCLUSION '

In this chapter, the Philippine economy was briefly sur-

Vtyed in PePSpectlve, between 1953 to 1963./ The Philippine economy
E ﬁ?ii characterlzed by a hlgh degree of openness to international trade,

. Thi‘ is shown by estimates of ratio of either exports or imports to

gGNP.' L ' -

S

g

. ’rt dat L3There will be varying estimates, depending on the im-
' ¥:°tn ata used and on the income magnitudes utlllzed.' See the first
ofe of this chapter again. v g
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‘Economic policy during the period under stﬁdy was cha-

racterized by a preoccupation with import substitution. This took

the form of import replacement of consumer goods. Such a strategy

,

was also followed by a dependénce on raw material impbrtation. We

have described this pattern as an “import dependent import substi-

tution". Import functions were estlmaued which confirm this de~

scription of the 1ndustr1a1 process.

.~

All the above serve as a prelude to the detalled study

of import demand for seventy-seven groups of commodlty lmports.




Chapter 2. IMPORT DEWD MODELS

\ -

)
e

VARIABLBS OF IMPORT DEMAND

Estlmatlng 1mport demand would require the use of expli-

cit models of demand behavior.

‘A behavior equation determining the demand for imports
should contain the effects of prlées :%f the level of fncome,
and of theLétocks of forelgn exchange. There are two prlces-
relevant for any commodlty imported, 1nternal prlces for the
‘home produced goods and externa1 prlces for these goods. Some
measures or these two prlces should a Erlorl be-important de-
‘termlnants of the lmportatlon of any commodlty. The eopntry's'
lncome level is a determinant of 1mports -- the higher the in-
cdme, fhe higher tre imports, unless the commodity is in tae
process of sqbstitution by domestie'import'replacing industries.
Foreign exchange etocks may also enter the import demand pic-
;ture in an obvious Qay. The larger-the steck the more easy
it would be to 1mport a commodlty. In a sense, hewever, the
forelgn exchange stock may reflect fhe severity ovr 1ax1ty of

measures which are associated dlreCtly to foreign exchange

policy. .

In Chapter 1, the relevant policies during the period
-under study were reviewed.  In order to differentiate between

the effects on impert demand of the period of controls and of

decontrol, a dummy variable1 was used. An institutional situa-

lSee, among others, J, Johnston, Eeonometric Methods
. (New York, McGraw-Hill, 1963), P. 221 8, Tor a discussion of
g the uses of dummy vaﬂlables. ‘ :

2-1
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tion is hard‘to quantify, but a duﬁmy variable helps only to

e
-

separate rough quantitative effects of one situation as against
another; in a study in which the pericd covered allows only
for a few degrees of freedom, it will not be p0351b1e to dif-
ferentlate between the effects on lmport demand of" two 1nst1—
tutipnal settings by dlvidlng up the data 1nto two samples
and.then comparing the resulting estimates of the parameters

of import demand. The use of Lhe dummy variable allows us
Qome degrees of freedom for a regre581on which would dtﬁer- d

wise be impossible to achieve since the periods under consid-

. - eration are too short.

v//IMPORT DEMAND "UNCTIONS AND ESTIMATING MODELS

For any commodlty of import i, tne general behav1or
equatioﬁ used in describing import demand in this study is

given briefly as follows:
' , S s sT
(1) Miy = £(Pyi s Poits Et,‘Yt or X¢, ZDumts uit)

where

R
i

index of imports of commodity i#.at c.i.f.-

. Phit=‘domestic price index of commodity,iﬁjzfnft

I-U‘
i

general wholesale price lndex of lmported com-
modlty 1, this is not a d;rect measure of for-
elgn prices for the imports since these are
prlce indexes obtalned W1+h1n the country

_{F = an 1ndex of the level of foreign ‘exchange
i\ reserves’

'\\ Ytk = an 1ndex of the income (GNP) level in the eco-
L nomy :

Xt = an index of the level of export ea“n*ngs
(The last two variables are tried.out alter-
natively as import determinants)
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ZDumt = a dummy variable separatlng the period of

(1953 to 1959) from the period when they

" began to get relaxed (1960 to 1963). Tor
purposes of separation

0 if the year is from 1953 to 1959

3 7

D t . .

4 um = 1 if the year is from 1960 to 1963
Eé us = stochastic random variable for i

1% t = time in years.

An alternative model is one in which all the major vari-

ables are deflated by home pfices.’ Removing all i subscripts

" from here on, this is given by
(2)  M/Ppy = G(1, Ppe/Phts Ft/Pngs Yi/Pht o Xe/Prys
" Zpumt? vl

For simplicity; the deflated model can be written as:

L

2 % * o &
(2a) My = (Ppis Zrts Yi» Xt> Zpumts Vi)o

"where the (*) means the deflated ratio.

. The two alternative specifications above are estimated

with usual linear regression techniques. The estimating equa-

tion for the undeflated model is given by’

. - (3) My = ag + a1 Pht t o Ppe + o3 Fe + ay T4 o

+

pumt T Yt

~ where as (i =0, 1, ...y 5) are the parameters to be estimated. .
Equation (3) is a simple linear (SL) regressicn. The logarith-

‘fWic (Ln) form of the equation above is also interesting and
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will be estimated as follows:

a

36 + cz:'L ;I.n Pl’it 4: ué in Pmt + aé Ft

t - 1 1 ]

vwhéfe,ai (i =0, 1, ..., 5) are the parameters to be estimated.

The deflated model likewise is estimated by the foilcﬁ%

ing simple linear (SL) regression:

1 | (5) Mt_' 8, +.§1‘Pmt'+ By Fy f B 1 &t +“su kDumt

+.v S . . . 4
t L

fof‘the untransformed data and

(6) 1n My = 8§ + 8] 1n Pp + 8) In F% + 84 In Y§

* 8L Zpumt tovg

for the transformed logarithmic data. In equations (3) to (6),
. . . ' ’ #
regression involving measures of exports (Xt or Xt) has been

used to substitute for (Yt or Y;).'

.It‘is_essential to work out the implications and a
priori expectations that should be made forlthe values of these
Parametérs. Given the modelvstressed in’equation (2) and the
VCOPfespondipg eétimafihg equation (3), it is possible to make
theoretical restrictions on the values to be assumed Dy the
estémated'?ézigfters. Firstly, it is pléusible that an increase

Aa tﬁ? home priéééjpf the commodity i leads to a higher demand

e e e
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for imports of i, or from equation (2) aMt/apht > 0. In other

words, home prices and imports move in the same direction. .

Secondly, an increase in\ifpoff—pffceS}leads to less
imports or 3My/3Pp+ < 0. This could lead to substitution of
imports for home produced goods, if sﬁbstitution possibilities

exisf, or simply to a reduction of quantify demanded due to a

high price.

There are Strong reasons why it may not be possible
to expect these two results altogether. - Since the import
prices -in this~sfudy are pfoxies; as we Shall find in <he

nektwchapter, they hay not reflect in general the true move-

: S o . . S : - . '
ments 1in the domest’c and forelgn prices for these goods.

They may only reflect a domestlc scarc1ty 51tuatlon for a
glven commodlty group, esoec1ally w1th the presence of 1mport
and exchange controls w1th its 1mp‘1ed existence of unsatis-

fled demand. 1In this 81tuatlon, the estlmated paﬂameters may

Bhevefthe opposite signs.

What is Lhe dlrectlon of change that may be expected‘

L tm— = s i

given a change in the level of foreign exchange reserves? In

some situations, it will be hard to tell. It would —depend-

S—— o

on the nature‘of trade and of fiscal-monetary policy,' to say

»' “——

the least. In a 81tuatlon when the forelgn exchange reserves

M"“—"\

are allowed to run down, a fall in reserves may be accompanled

there may be simple foreign exchange reserve-adjustments {or

by an increase in imports or 8M,./3Zp, < 0. On the other hand,
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éympafhy movements) of impdrt'levelsi A fall in reserves may

lead to a reducfion of imports, or My /3% > 0. In situa-

a——

tions involving the level of Forelgn exchange resourcesJ the

specific 1mported commodlty %n question would determingmwhag

——n—

héggans@tomxhemg;moqp;wggmiggggzi. In a development effort,
iniwhich sgVing and accumulation of capital are stressed, con-
sumer goods‘may be exggéted to display tﬁe‘sympathy movements
’dgscribed ébove;f‘,gut as we shall see in this study, it is
quite'hérd to make this prediction at aii;» | ﬂ
L

. - s i . . . "
An increase in income increases imports. This is true
’*-q. 4

uf‘iless\ a vigdr'ous import substitution of the import commodity
unde; con51deratlon has absorbed also a portion of "the new im-
ports caused by rising income. In otherAregre551ons; the in-
come variable (Yt) was replaced by an index of export‘actiQity
(). If the indéx of exports 4s a proxy for income, then we
héye the same conclusions regérding the expected sign of the

L

 parameter. Thus, we may state:
. BMt/aYt > 0 and ' -
,:. . N . . i ’ ) aMt/ aXt > q-

P

'Summafizing,’normallz we would expect the following to

~hold: . ‘ ‘
v oM, /3P, > 0, .
L. . p y
e = <
aM_tlaFt 3 0,
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J%M a!t > O and

'The exbected signs for the deflated model aré similar
to thbse that may be expected'from tha ﬁndeflated demand mod-
éls; 4Tﬁe reasoning derives simply from the fact that, as a
rule, the relative _movements.of.all the deflated...variables

the relative
are in the same dlrectlon as_the undeflaied _variables, W1th

the exceptlon that the deflated varlables are corrected for

PR

JINERCPNIR

domestlc prlce movements. Thus, normallz, the follow1ng may

o e 2 o i

be expected:

* %

%
aMt/aFt

b g

A
o

S %
QMt/BYt

v
o
o .
o
ol

v
o
.

% %
M/ 3K,

v/élasticity Estimates? We note that the variables in

all the import demand regressions which are simple linear

models, with the exception of the dummy variable, are indexes
Qf values or quantities using 1955 as the base.//One interpre-
tﬁtion that‘gay bergiven to the parameter éstiﬁates of the re-
gressions‘is to say that since they are all related to a
common base of comparison, the estimates are  analogous to

felasticity" estimates. This is one way of interpreting the

data, although as the successive chapters will show, we find

. N
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that it will not Qgﬁentinelywcorrect“tocaésignwglggt;gity as-
W— . s - mmain mer

' 'sociations with some regression estimates, because essentially,

elasticities are "response" coefficients to changes in some
variables (say, response to income change, in the case of a
‘change in Yt)’ and in some cases obviously, "response" coeffi-

cients are not what are observed.

Now we go to the logarithmic versions of the importide~
'mand_hodéls, those given—by‘eQuations (4) and (8). It is well
known that parameters of logarithmic equations are elasticity

“estimates.z

But as we have pointed out ic_the previous ‘para-
graph, the special nature of ‘the data in the SL regfessions,
.thc parameter estimates may already be likened to elasticity
ﬁeasurés. The logarithmic regressicns may correct for exces-
sive leaps of specific variable values from year to year by
introducing a proportionality factor which is independent of

the common base period of the indexes used in the SL regres—-

sions. Thus, in general, logarlth@ig_ggggmetggﬁgstlmates would

tend to be less than the estlmates from SL rgggg§§&9ns._

‘We rely on the logarithmic equation estimates as alter-
hative estimates of the.parameters‘of import demand for spe~-

cific imgorts., This gives more basis for judging the reliabil-

\//ZPor instance, given the equation

Iny =1In A+ aln xq + 8 In %9,
it can be shown that a and 8 corresponds to e1astlclty concepts
in economics.
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-ity of the import demand equations. It is to be noted that»
~ the logerithmiC'transformation qf the data de not do anything
drastic to the expected signs of the import deﬁand parameters
estimated here. The logarithmic estiﬁates of regression dif-
fer only from the SL estimates in the sense that the major
(untransformed) variables are all non-negative aﬁd non-zero.
Thus, the expected parameter signs for the logarithmic regres-
sions are, normally, the same as those estimated>from SL re-
gressions. | ’ S - -

| FOREIGN EXCHANGE CONTROLS AND IMPORT DEMAND: A JUSTIFICATION
OF IMPORT DEMAND ESTIMATION

To what extent did the presence of forelgn exchange
and import contrpls vitiate any attempt to estimate imporf

demand? This is an important question.

As aiready‘pointed out;zif,there were no exchange and
import restricfions, certain import demahd'patterns that were
bbeerved ex post would not have happened. Under a system of
foreign exchange controls, unsatisfied import demand is an '
inevitablevresult. The licensing of fbreign exchange transac-
tions creates special distertions especially in respect to the
relative prices of imports vis a vis nome-produced goods and
to the relative prices’bf differenf impdrted goods. An exe

-

treme viewpoint would dlsmlss the results of 1mportatlons under

:47'thls system 31mply as having been derlved from a position based

on economic "dlsequlllbrlum . Therefore, since the results are

certainly not "equilibrium solutions" to the import demand struc:
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ture, there would be little need to make any measures of import

‘demand parameters.

However, exchange controls constituted but one additional
restriction~on the functioning of the economyQ Like all con—
straints; the exchanée‘controls'in tne Philippines served as one
of the ba31c lnstltutlonal mechanism around which the satisfac-
tion of any ex1st1ng 1mport demand had to be met. “The exchange
controls predetermlned the broad dlrectlons of forelgn exchange
'allocatlons. But they dld not in general spec1fy exactly what

. 1mports should be made. ThlS was the ch01ce of "socmety  or

N

\\.

of the pollcy—makers who helped to promote 1ndustr1allzatﬂonf"
or of the entrepreneurs who 51mply approerated the rewards of—
fered by the structure of 1ncent1ves in 1ndustr1a1 and 1mport
_pollcy. The import substltutlng industries put up by entrepre-
neurs in response to government pollc1es in turn had their own

import demand, deriving from the basic input structure of their

manufacturing operations.

In any case; estlmates of import demand functions are of-
fered 1n thls study as an atteth to quantify the role of known
economic detorminants of import demand for specific commodities.
}Whlle 1t is stressed that there are quallflcatlons,such as those
.we have mentloned on the dlstortlons brought about by exchange
controls, it is belleved that the quantlflcatlons attempted here
he}P to answer important economic questlons. Moreover, they
yield a record of the economy's import demand for the périod
studied, which is different from usual discussion of Philippine

import demand.
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BRIEF NOTE ON THE LITERATURE ON INTERNATIONAL TRADE- RESEARCH
“There is an impértant methodological discussion concern-
ing econometric studies of demand'for internafionally traded

" goods.

The literature on quantitative esfimates of import de-
mand was alfeady voluminous by‘lQSO. These studies, which
yielded very inelastic demand elasticitiéé, were sélely
EOnfined‘ to the more industrially advanced countries.
Ovcutt,’ writing in 1950, evaluated these studies and

 pointed out five.sources'of errors which, in his view, cast
serious value on these estimates. One strong conclusion émerg-
ing from his work is that simple least‘squares methods of es-
timating international trade elasticities do not yield ' mean-

ingful results.

After reviewing the literature on econometric research
in international trade, Prais® came to the conclusion that.
Orcutt's argument appeared overstated. There are cases, as

Liu® and Klein® have pointed out, when simple least squares -~ 1}

?G.H. Orcutt, "Measurement of Price Elasticities in In-
. ternational Trade," Review of Fconomics and Statistics (vol.
XXXII, No. 2, May 1950); PP- 117-132.

45 .J. Prais, "Econometric Research in International
Trade: A Review," Kyklos (vol. ¥V, No. 3, 1862), Pp. 560-78.

5?.0, Liu, "The Elasticity of U.S. Import Demand: A
Theoretical and Empirical Reappraisal," IME Staff Papers
(vol. IIT, No. 3, February 1854), PP-. 416-41.

6L.R. Klein, "Single Equation vs. Equation System
ﬁethods of Estimation in Econcmetrics," Econometrica (vol.
XVIII, No. 4, October 1960), esp. pp. 870-1.




