take note of price changes, all these monetary agsdts are laterwd
by the respective wholesale price indexes of these countries) Taiwai

among all these three countries had the most stable price levef

'1961 Next in price stability would be the Philippines. Korea's price

level has been, as we have pointed out, quite__i_gilﬂ;iﬁnﬂrxl~ The effects

of deflating are shown in part B of Table 11,

s

Of the three ma jor monetary assets, time and saVings deposits

-

increased fastest for Korea and next, Taiwan. In contrast, Philippine y
. denNggguggginggvdeposits are slnggish.
‘ T e e e e it " *

Since Korea's interest rate reform” began only after 1964, some
knowledge of the growth of savings and time deposits in contrast to other
monetary instruments from that period'is'highly deairable.- Time‘and sav-
ings deposits expanded by more than 10 times the enpansion of cash cur-’
rency in circulation, and about 1¥ times faster than the growth of demand
deposits., Using the last year of’the old interest rate policy (1964) as

- the base for measuring the effectiveness of the new interest rate policy,
we observe that by 1968, the total volume of time and savings deposits
grew by 17.6 times the volume of time and savings deposits in 1964, 1In ,’
contrast, the volume of money in circulation was only 3.3 times of the

1964 value and the volume of demand deposits was 2.9 times that of the

value in 1964,

%

In xﬁf////time and savings deposits by 1968 were 13.3 times théwhi9

volume of time and savings deposits in 1958. By comparison in the Phil~ "

ippines, the volume of savings and time deposits in 1968 was only 5.6

times that in 1958., : .




We took the ratios of time and savings deposits to demand depo-

sits add to money inm;irculééion in the three countries and compared them

for 1964 and 1968. The confrast ié again striking, Kofea'ﬁ time_and s8v- °

ings deposits were only a little over half of demand deposits and currency
in ciréulation.‘ By 1964, the Philiﬁgines and Ta;wan had relatively the
aame‘ﬁonetary ratios., Korea's 1968 time and savings deposits have also
reached'almo;t 4 times as much as demand -deposits and exceeds 3-times that

of currency in circulétion of 1964 (Table 12).

The choice of asset structure by householdsjdepends on the avail-

able alternative asset instruments., It would seem from all of these sta- .

tistics that Philippine household ave not chosen to use time and sévings
d;éosits #a a means of holding financial assets. This is obviously »due
to its relative unattractiveness ;bmpared to otber financial and iﬁvest-
ment assets, Perhaps much has gonen;ngorreai est#te speculation.pr other
forms of monetary%gstru;eﬁts. keal estate speculation is a phenomenon
not strange to Taiwan and South Korea. However, we venturé to suggest
that the interest rate policy in these two countries have mobilized sav-
ings away from some forms of socially umproductive asset holdihgs. It

may therefore be argued that the mobilization of domes savings for the

wliole banking system created a capacity for greater efficiency in channel-
C— _

————

ing savings to correct investment instruments. Households, by voluntary
choice through an interest-rate response, have chosen to hold their assets

in forms that can now be manipulated by the monetary System.

Interest ratq/pdfi;y in Taiwan and\South Korea is responsible for

attradting savings funds towards industrial develOpment and in creating a

-

~

‘e

:



Pﬁilippines

1 0 ) v
. ' ' Taiwan ' Korea

. [ 1 ' ; v t 1 :

Year ' .op , TSP , TSD , .ISD , DD, _TSD
. - DD ' c , DD ' c , DD ' Cc
1964 1.54 1.80. 1,51 2.25 0,62 0.59
1968 1.98 2.3 1.72 3.06 3.82 3.18
DD gz demand deposits . .
C s cash in circulation
' J

TSD = time and savings deposits.




necessary pricing equilibrium for scarce capital assets. The second part

of this statement is not yet elaborated upon (see section on wage and
1

labor policies). If the rate of eipansion of time‘ahd savings deposits

1s any indication of the rate of voluntary savings in Korea and Taiwan,

then the Philippines can profit immensely from a similar interest rate

reform,




VII. POREIGN EXCHANGE LIBERALIZATION

That the dramatic progress in the field of export eﬁpansibn among

the 1nddstries of Taiwaﬁ and South Korea took place oﬁly after basic refotns:5 §
unifying the exchange rate of the new Tajwan (NT) dollar and the Korean

» , : : v
won‘is an evidence of the power of exchange rate policy. That, in the

$
case of the Philippines, the foreign exchange reform undertaken in 1962 .,
was more bold than any undertaken by both Korea and Taiwan should however - P

present adequate warning that exchange rate liberalization does not re~-

present the only policy-needed to support rapid industrial ahd export pro-

gress. Therefore, while taken by itself, exchange rate liberalization
may represent an important necessary éondition for changing the sets of
incentives needed to achieve progress as that #;tained in the two coun-
tries studied, other policies are required to supportvthe rapid growth
| attained, ~ ‘

Having thus placed the context of foreign exchange liberaliza-
tion in proper light, we review briefly the foreign‘exchange policies of

Taiwan and South Korea.

P R e T

Taiwah.' Foreign gxchange controls were practiced in Taiwan in I
the 1950's perhaps in the most extreme form. Multiple exchange rates

were in effect, They differed not only in terms of rates of payments
for imports but also for exports. In the mid 50's, there were (a) dif- ??
. R

ferent export rates for different commodities and for govermment enter- oo
prises, (b) different rates’ for inward remittances of foreign exchange,
g,
",
(c) for the imports of govermment enterprises, (d) for specific raw ma-

terials, (d) for ofdingry imports, (f) for imports of private industrial




enterprises, and so on,

>

The system became sd bad thaf, by 1958-9, serious steps were ﬁnf ‘

dertaken to unify the'gxchange rate, In'addiéion, many import controlé
were ;eﬁoved, administrative procedures covering exporters as well as raﬁ o

11

paterial importers liberalized. A consequence of these was a series of

currency depreciations.

These exchange liberalization measures yieldéd many fruitful re-
sults, ésyeéially in the encouragement of export enterprises, There are
still import controls in Taiwan, especially those covering consumer goods.
The restrictive nature of Cufrenf 1ﬁ§o§t pbiidiaé, however, have not led
to any currency overval;ation in view of the growing strength of the Tai-
wan dollar in the world market. The consumer goods controls ha;e also
pfovided a market for tﬁe new domestic consumer goods industries that have

" found world markets through the export expansion of these same industries.

South Korea. Foreign exchange coﬁtrols iﬁ Korea are still strin-
gent. Yet measures concerning féreign exchange rates have moved towards
gradual liberalization. South Koreafsvcurrency has been subjected to a

serles of devaluatiohs. All these devaluations were part and parcel of

economic reforms designed to stabilize the inflation~ridden Korean economy.l2

L] . . N .

, 1lgee S.Y. Dao, W.P, Chang, and M.S. Shih, "Industrial Development
in Taiwan," especially section C, Conference on Economic Development (Taipéi,
Taiwan, June 19-28, 1967). , -

12gor a more comprehensive description of the reforms, which also
touch on a number of points stressed in this study, see S. Kanesa-Thasan,
"Stabilizing an Economy -- A Study of the Republic of Korea," IMF Staff
Papers, vol. XVI, no, 1 (March 1969), pp. 1-26. See especially pp. 13

et seq.




The following post-Korean war official exchange rates will tell theif_ﬁﬂ%

story :13
Effective Date Korean wons per USS$
' 1955 (January) 18.0
1955 (August) 50.0
1960 (February) . - 65.0
1961 (January) ; 160.0
: (February) 130.0

1964 adoption of fluctuating rate

In 1964, a fluctQPting exchange rate was adOptéd. The inifial
rﬁtes were 255.51 wons (buying rate) and 256,02 wons (selling ratej. This
rate instead of being supported fully by Bank of Korea resources (as the
Philippine Central Bank has‘doné since 1962) was allowed to move upwards,

The rate has become fairly steady from 1965 to 1967, although it has risen

»

again in recent years,

The story would be imcomplete without reference to the strict im-

port controls s;ill in existence in Koreé, as in Taiwan., There are im=
ports which are banned, those which are impo:table on a quantity quota,
. and those which have. to secure official approval; Import financing tech-
nidues'like margin differential deposit requirements, which are familiar
'devices in #he Philippines, ére utilized to increase the cost of imports

for domestic needs.

South Koreans have used this policy of controlling imports as an

aid in their export expansion policy. Thus, whenever they gather around

‘ 13There-was another rate for Korean counterpart funds to foreign
- aid money which became unified with the official exchange rate by the

1962'3. See Bank of Korea Economic Statistics Yearbook 1969 (Table 148,
p. 298). : "

-,
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trade promotion conference tablés, the list of restricted imports into
South Korea constitutes part-bf their bargaining arsenals in opening pre~

ferences for iwports of Korean export comodities.m

2 ®

14For instance, see the Bank of Korea, Review of the Korean
Economy 1968, pp. 138-9. In their section on trade agreements, men-
tion is made of the quid pro quos in the separate arrangements with
Pakistan, Australia, New Zealand, and Taiwan.




VIII, INDUSTRIAL,LOCATION POLICY' EXPORT PROCESSING ZONES |

Taiwan and South Kotea have adopted bold experiments in esta

‘ing industrial estates designed for specific manufacturing export indus
tries. The story of their recent economic‘success, as described abave
cannot be attributedvte these industrial estate projecﬁs. These projects:
are relatively recent;l Much of the succesd of these two economies is the {
resﬁl; of.the-basic policy changes elready_described above. However, the
future expansion of manufacturing industries will érobably depend on peli;
cies related to these industrial estate projects as they gain  momentum

and wider acceptance to new industrial investors. They howevef provide

only major suppoft for the general climate of economic policy favorable -

to exports and industrialization.

The meet outstanding industrial location policy in Asia is per-
haps the Keochsiung Export Proéessing Zone (KEPZ). The KEPZ is different.
from a simple»industrial estate or a free trade zone. However, it incor-
porates the ad&antaées found in both concepts. In addition the KEPZ has
other functions of a more specific nature. The KEPZ as conceived in Tai-

wan 18 independently managed. Its major advantage is ' ‘ ‘ i

"... the centralized management and administration of
all affairs pertaining to thé establishment and opera-
tion of productive enterprises located in the zome.
There are very few places, if any at all, in the world
where an industrial investor can solve his problems re=~
lating to land, labor, registration, payment of taxesj
{ construction of plant, supply of water amd power, set-
3 - - tlement of foreign exchange, customs inspection and

; - -clearance procedures, import and export licemses, etc.
‘with one single organization. The administrative body
of an export processing zone in Taiwan is vested with
full authorities to handle these affairs. It is the
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representative of practically all ‘the government agen~
cies which an industrial investor has to deal with,

This unique feature of operation is the most valuable

asset of an export processing zome. "15

. - . ‘ .
The KEPZ was established only in the mid 60's. Its impact on the

growfh of the expoft industries and on:fogeign inveétﬁént attraction into
Taiwan is an impreSSive sﬁory; :No doubt, the bééic idea behind it must
'ﬁive come from the examples of the progréss of Hongkong (a free ‘trade zone
by itself) in the 1950'8 and of otﬁerbexpggf zones in Western Europe nota~-
bly in the Netherlands. It was first conceived by planners in Taiwan in
1956, Not until 1963 was the concept approved in principle by the gqverﬁ»
.ment; In January 1965, it was legally proclaimed. But.not until Septem-
ber 1966 was the export processing zonme finally organized. The KEPZ is
located in the Kaohsiung harbor in southemTaiwan at the opposite end of

the islgnd from Taipei (in the north).

/

The benefits available to investors at the area are the same as
those available in the export enterprises in Taiwan with the added advan~
tages of having

(2) low power and water rates,

(b) ease in the acquisition of industrial land provided with

- all the public utilities required,

(c) availability of standard factory buildings ‘which may be
paid for in installments over a period af ten years,

(d) simplified administrative procedures,

(e) transportation and warchousing services, and

(f) liberalized foreign exchange and trade controls,

Lupme Story of KEPZ" (authorship unsigned), Industry of Free
China, Vol. XXVII, No. 1 (January 1967), p. 1, The historical back=-
ground of KEPZ as narrated below is taken largely from this source.
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Wé'qubte'agaih from the account on KEPZ:lé

"However, the largest benefit offered by the zofie,
and perhaps the greatest attraction as well, 1s an
ideal environment in which an industrial investor can R
most quickly translate his investment plan into real- S
ity. There are very few places, if any at all, in
the world where an industrial investor can solve his
problems relating to land, power and water-supply, .
plant building, time-consuming and complicated admin=-

. istrative procedures, etc, with one single organiza=-
tion," o

- i The success of the zoie oniy after 3 years df operation is well
summarized in a recent paper.17 As of August 1969,18 the number of ex-
port emterprises that have been allowed to set up activities in the KEPZ

is (::j)enCerprises. This involves an estimated investment of

US$33 million, with a target annual export sales of US$182 million and a

total direct employment of 40,291, Of the total investment, domestic

(Taiwan) investment is US$3.7 million, overseas Chinese investment US$4,97

miliion, foreign investments US$17.8 million and joint ventures US$6.7

million,

Of the above.enterprise83(§§§>export enterprises were in operation
by August 1969 with a total of US$23.4 million projected investment and '{f

projected annual export sales US$119,9 million. Considering that the

16"Story of KEPZ," op. cit., p. 6.

17gee M.T. Wu, "The Kachsiung Export Processing Zone: Its Curreamt .
Situation and Its Contributions to the Economy," Industry of Freec China, ‘
vol. XXX, No. 3, September 1968,

18_A11 the recent statistics quoted here are taken from KEPZ Es~.
sent{al Statistics, August, 1969, Mr, Wu's paper has statistics only wp:
to August, 1968, . v




above enterprisés were only attrﬁctéd after 1966 when KEPZ began operations,‘

only a proportion of these targets 18 reached. In 1969 (up tq August),

the exports from KEPZ have reached US$37.4 million.

Table 13 shows tﬁe approved equft enter;}ises by industrial cate-
gorieé. Electronics products acéounted‘for the greatest volume of export
sales followed By garments, knitted woven goods, metal products and handi-
cfafis. ,Hanj of these industries are fairly labor-intensive at the same

time that they fequire‘ hand~-skills.

Table 14 shows the sources of investment diét:ibute@ by country
sources as of August 1969. Jaﬁaﬁ and American investments dominate for=
eign difect investﬁents. 0f the overséas chinese; the Hongkong Chinese
have contribuﬁed the most sizable investment; Chinese overseas invest-

ments from the Philippines are nil so far,

As we have ‘already said, the success of the export processing
zone does not mean that most of the exports of Taiwan come from the KEPZ, .
In 1967, US$8.2 million of exports originated from the Kaohsiung Export

Processing Zone, This‘is about 2.9 per cent of the total exports of pro-_

cessed industrial goods. In terms of the total exports, KEPZ exports are
still a much smaller proportion, only a little over 1.2 per cent. In terms

of the performance of the KEPZ in relation to total exports of Taiwan, the

petformapce is still smaller.But in view of the investuents being under-

taken and those yet to come, this share will continue to rise in the future, .

Table 15 shows KEPZ exports cumulated since September 1966 to

August 1969 and from January to August 1969 by export commodity. The



Table 13,

S is-

APPROVED EXPORT ENTERPRISES
(as of August, 1969)

DY CATEGORY IN KEPZ

T » — FrojectT
' * ©° 'Invest-' Per 'Annual ' Per ' .
Category of ' ' In 'ment ' Cent ' Sales ' Cent ' Number .
Enterprises ' Ap= ‘'opera- 'Amount ' DistridVolume 'Distri-' of em=
: ! proved' tion ' (in ! bution' (in ' bution' ployees -

' ! ' thous, * ' thous. ' ' -

- ! ' 'usg) ! ' us§) ! !

i . Precision machinery &nd R : ,

-~ {nstrumént 1 1 150 0.46 198 0.11 . 63

- Electronics produg¢ts 30 23 13,594 41,11 78,293 41.33 11,516
‘Metal products 17 10 ° 2,957 8.9 14,978 8.22 2,470
- Plastic products 15 10 2,481 7,50 11,659 6,40 3,404
Machinery manufagturing -3 2 365 1,11 3,802 2,09 183
Furniture manufacturing 3 2 , 525 1,59 2,540 1.39 470
Handicrafts 20 13 2,024 . 6,12 13,026 7,15 3,974
Electrical Appliances & o } ‘ :
products 3 3 860 -2.60 6,152 3,38 827
Rubber products 3 3 175 0.53 2,391 1.31 538 -
Printed matters _ 2 1 302 0,91 1,706 0.9 411
Packing material & re- ) . ’
pairing 2 2 285 0.86 756  0.40 304 -
Leather products 8- 6 836 2.53 6,83 3,75 2,055

. Paper products 2 1 398 1.20 »,314 0,72 294 -

+  Toy manufacturing 4 3 694 2,10 2,218 1,22 1,017
Yacht products 1 1 50 0.15 525 0.29 47
Knitted & woven goods = 24 17 2,735 8.27 16,581 9.10 5,586
Garments ‘ 14 11 4,588 13.87 21,49 11.80 6,992
Chemical products 1 - 50 0,15 720 0.40 140 -

TOTAL 153 109 33,069 100,00 182,189 100.00 . 40,291y

Source: KEPZ Essential Statistics, August 1969,



V(Cumulat‘ed up to August 1969)

Table 14. COUNTRY SOURCES OF INVESTMENTS IN THE KEPZ

' , ' - ' Amount of ,
' Sources of Capital ! Eg‘{:n;t»’e:i.‘s)ga ' Investment
' , o umterp '(in thous, US$)
. =l
, ;
' Domestic Investment 34 3,743
o ' From Hong Kong 16 2,898
Investment by ' From Japan 3 923
Overseas ! From Indonesia 1 150
Chinese ! From Ryukyu 2 650
! From Malaysia 1 213
! From Viet Nam South 1 . 60
! Frou US -1 75
]
i " Sub-total 25 4,968
L}
[ ) "
! From US 8 6,209
- ' From Hetherlands 1 2,150
Foreign ' From Turkey * 1. 170
Investment ! From Japan 38 8,508
. ' From England 2 751
' &
' Sub-total 50 17,788
?
]
' Sino-American 7 1,302 |
3 ' Sino-Japanese . 20 2,215
' Sino=0verseas Chinese 11 1,511
' Sino-British-American 2 273
Joint - ! Hong Kong, Phils., British 2 400 1
. Venture ! Canadian, British, Japanese 1 800 "
' Canadian, American 1 70
T : 2
' Sub~total 44 6,570
1 - :
' Total 153 33,069 -
* .

~ Source: KEPZ Essentisl Statistics, August 1969.
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Table 15. KEPZ EXPORT PRODUCTS DY COMMODITY CLASSIFICATION
. . ' (In Thousand US Dollars)

Jon,-Aug. 1969 ~ Sept. 1966-Aug.1969

- =- - o

% Category | '‘Per Cent ' ' Per Canﬁ_é
| - Amount ' Distri- ' Amount ' Distri- -
' bution ._bution .
f Blectronics products. 17,426 46,58 32,059 44,31 |
Metal prbducty“ 1,153 3.08 2,251 3.1t
Plastic prﬁducts‘ o | 1,5#0 4,11 3,230 4,47 -
| Bendicrates \ ' 1,816  4.85 3,920  5.42
Rubber products - | 285 0.76 1,00  1.45
; iaa:he: products 1,751  4.68 3,316 4.ssg7€5
jj ‘Knitted and woven goods 13,251 8.67 5,823 8,05
. Carments . 7,673 20,50 16,851 23,29
2 Furniture manufacturing 522 1.41 ' .882 1.22° ;
: _ Machinery menufacturing ' 362 0.97 499 0.69 g
Electrical products : 53  1.43 666 0,92,
. Precision machinery & instrument 115 0.30 230 0.31 if
Toy usnuﬁaccuging , 782 2,09 1,362 1.88'M>:
Others o 215 0.57 215 030
TOTAL | 37,427 100,00 73,35 100.00

Source: KEP2 Easential Statistics, August 1969s
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patterns of these exports are similar to those we have already shown in

Table 1, Table 16 shows these exports classified by country of desti:

tion. We note again the preponderant rolc of the United States market,

Hongkong, Japan, the Netherlands and Canada play secondary roles. But

there is a long list of customers,

\

We have, thus far, only described the magnitude of achievements

within the KEPZ,

The transformation of Kaoshiung into a major industrial city in
Taiwan is therefore of recent origin., There are industries in the region . :ﬁ
which thrive outsidec the export processing zones. The most dmportaant
among these are the wood processing industries, which have accounted for
a significant portion of exports in the wood products manufacturing indus- ‘»,,ﬂ}
tries, So far, the industries in KEPZ are relatively small-scale.A But :
they have an impact on the whole industrial development of Taiwan because

Kaoshiung has created a major counter=-pull to the labor migrations from

the farm, which in carlier years were only being attracted to Taipei.

The opening of the KEPZ has created ecffects which spill over to
a larger segment of the Taiwanese economy. For one thing, direct employ-
ment opportunities are expanding in view of expanding investment opportuni-
ties. . Because thesc investments are basically skill- and labor-intensive,
they absorb a much larger direct employment impact per new dollar of ex=
port revenue generated, A great proportion of the employment is male, but 5
many women are drafted into the industrial labor force. About 30 per cent

of employment is female. Chinese economists realize that since tbis pro-



‘Table 16, KEPZ EXPORT-PRODUCTS BY COUN
o -~ (Thousend US doll 8)

Jan,-Aug. 1969

Sept. 1966~

*
' Aug, 1969  °
Country ' '‘Per Cent' 'Per Cent
' Amount ' Distri-! Amount ' Distrie
! ' bution ' ' bution -
“fnited States 22,836 61.01 45,060 62.27
Japan : 3,493 9.33 6,675 9.23
Hong Kong " 4,888 13,06 - 9,112 12.60
'West Cermany , 979 2,62 1,715 2,37
- Canada . : ‘1,365 3,65 3,658  5.06
Kuwait - ’ 232 ° 0,62 °° 591 0.82
Netherlands 1,339 3.58 2,249 3.11
Sweden = ~ 70 0.19 115 0.16
New Zealand - - 11 0,02
Belgium 93 0.25 168  0.23
Israel ‘ : - : - 1 -
Spain ' - - ©0.16. - \
France > 30 0.08 46 0.07
" Australia ' : 121 0.32 184 0.26
Switzerland 5 0.01 30 0.04
United Kingdom 352 0.94 561 0.78
Kenya (Africa) ' 6 0,02 54 0.08
Itely 194 ¢ 0.52 291 0.40
Viet Nam, South 394 1.05 505 . 0.70
Korea, South - -. 0.18 -
Nigeria (Africa) 0.27 =~
banon : 34 - 0.09
Philippines 76, 0.20
Venezuela , - -
Puerto Rico : 83 0.22
Mexico o . , € 0,02
Iran , 84 0.23
Ireland , ’ . 166 0.44
Indonesia _ - - -
Brazil ' » o 0,37 -
Norway ' - -
Bcuador 1 -
Singapore 78 0.21
Pakistan - 138 0.37
Libia h 3 0.01
Greeee . 50 0.14
Congo ' ‘ 7 0,02
Bolivia ’ ' » 10 ~ 0,03
7 Beiti ' 1 -
South Africe o | 278 0.74
Export to the domestic customs ter- ’
ritories for processing export 11 0.03
TOTAL : 37,427 100.00

vsource: KEPZ Essential Stat;stics, August 1969,



portion of female industrial employment is still{leés than that for the

same labor force in the US and Japan, they can expect a greater female
participation as more job oppoftunities ;re opehed up‘by‘increased in-
vestments and increased exports, About 50 per cent of laborers in the
zoﬁé have finished primary schooling. The demands for greater skills
and,the,e?pansion of frec elementary schooiing recently to nine years

in Taiwan is anticipated to bring in a greater flow of skilled labor.

wég; second major impact of the KEPZ zonme is the provision of a
primary base for indirect employment. The increase of permanent indus-
trial opportunities in a major city opens mew industries which depend on

the directly generatcd incomes, Thus, commercial and other service indus-

" tries are inevitable. Complementary activities necessary to support an

industrial population are inevitable. The laws of econmomics would reveal .
patterns concerning demand for industrial and service industries as ine-

comes rise,

y//A‘third impact is the linkage towards other indust;ial and raw
material supplies industries within Taiwan itself. The evidencé of this
is not yet complefely analyzed,‘but the preliminary 1m§ressions at thé
KEPZ seem to show this.'” This should dispel the argument that - export
processing zomnes tend to become "re-éxport?ﬁenclaves, with little effects

on local raw material and capital goods supplying industries. The trick,

of course, is that domestic sales to KEPZ onterprises are treated 1like

[ P

19500 M.T, Wu, op. cit., p, 33. .

i
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imports- (which are given libefal terms) by the*saﬁe‘entefpri#eé.f"Thdﬁ'idj,

domestic sales to KEPZ are like ékﬁorts to KEPZ?\ There’é:e savings éf—‘."b
fected in terms of time,transpdrt, and production costs by KEPZ ente:ptiséé A
by buyiﬁg Iopaily. Sinée impotts of raw materials end equipument, vwhich are : é
also ;vﬂiiable ng’checp’rqtes from abfopd, coupetitive efficieﬁcy onong raw :§,§

waterials and industxial equipnment aupéiietg‘ia assured and comparable |
gualigz is maintained. Thus, the KEPZVindusfries have provided a source

of indirect exports of the Taiwan economy, although these do not enter the -

export trade staéistics.zo

There are other important/eff¢cts of the KEPZ on Taiwan's econ '. f~‘~

but the one related to technological progress should not escape mention,

For this, it will be sufficient to quote Mr. Wu's observations withéut any

further elaboration on my part:21 ' ,

" .. As originally envisaged, investors in the Zone have
‘brought in with them the kmow-how and managerial tech-
niques needed in the more competitive export trade, The
© plants in the Zone engaged about 200 technicians from
abroad to train the workmen in new technology. The
local industries can learn a lot from the examples of
the plants in the Zone, thereby to improve their levels
of technology and management. This is a kind of bene-
£1t that cannot be measured by figures,” o

South Korea, briefly. The government has already begun establishe

1ng industrial export zones. These industrial estates are located between

»

2O'See my papef,'"A Design for Exbort-Oriented Industrial Develop;~
ment," IEDR Discussion Paper 67-5 (Jume 20, 1967), on an elaboration of
these points, esp. p. 20-21 and pp. 39-42, '

2l¥u, op. cit.
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Seoul and the port of Inchon. These are the Bupyung and Kurodong indus~
trial estates., Many new enterprises, especially foreign investments, are
finding their locations in these estates. Industries that are being set
uwp in these zones arc those in electronics, electric appliances, metal
products, plastics, textiles, wood pfoducts, glass products, rdbber pro-
ducts, chemicals, agricultural processing, etc, Like the KEPZ in Taiwan,
they provide cheap utilities, land and recasonable coustruction costs,
In addition, of course, they enjoy the advantages given to all export~
énterprises, Like in KEPZ, too, the industries in these regioms have
not accounted only for a small part of exports. This is due to the fact

that industries 1n other locations have benefited from the export incen-

ttve policies as much as those within the zones, like in Taiwan,

yé/conclude this section with the observation that the concept

of the export processing zoﬁe>is an interesting experiment in helping to

~ promote exports., It is also any;fiective instrument for conscious'loca-

‘tional development poiicies. Iy is therefore gratifying that in 1969

the'port"of Mariveles in Bataan was approved as the site of an export
processing zone,- If effectively managed and if given enough encourage-
ment to flourish it may thrive well as an export zone, perhaps approach-

ing the impressive success of KEPZ,

It must be repecated here in making this assessment of export

zones in the Philippines that Taiwan has given enormous support to ex-

*

‘port promotion pélicies., Man other policies outside the ran e

export zone policies have accounted for the jupressive economic success
of the KEP2. These sats of policies favorable to industrial export‘ de-
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velopment must exist. In short, while it is gratifying to note that in
1969, the Philippines has enacted into law the creation of an export zome,
it has to take care of major nationalv policies before it can achieve the

same measure of succassS. Moreover, the fact that the export pefformancé
of industries outside the export zones has been very rapid both iv Taiwan

and South Korea should dispel any anticipation thet "the export zoue iia

the answer" to truly exporteoriented industrial success achiaved by the

natidnal economy.




X, _
Aggicul tural golicies. Taiwan and South Korea are not unknown
for‘their land reform programs,ﬁhich have beer in the Japanese traditior
the breakdawn of large landholdings into smaller ones operated by owner-
farmers. In addition, support for agriculture has been a major ingredient
of their agticultural policies, through the successful encouragement of
farmers cooperatives (to overcome the swall land-unit problem), irriga-

© tion investments, credit and agricultural extension work.

We have already mentioned that agricultural productivity in these
two countries is among the highest in Asia, *f%e produptivity per hectare
of r;ce agricuiture in Taiwan and South Korea ;svals that'pfesenﬁly at-
tained in Japan. These three countries are continugliy raising their agri-

cultural productivity.n By contrast, Philipﬁine productivity in rice agri-
~cu1ture is only a little over 1/5 of the rice productivity achieved in
Japan, In a world of technological progress, Japanese agriculture camnot '
be said to have reached any productivity peak. Thus, if Japanese expe-
rience is any indication, these two countries can still push their agri-
cultural productivity growth. Also, the expérieﬁce 6f Taiwan, South
Koiea, and Japan implies thaﬁ the Philippinesbis'still far away even in

reaching the standards of modern agriculture,

Moreover, in the case of Taiwan, emphasis on agricultural de-
velopment has linked major agricultural industries with the food process-
ing industry. We have already noted that mushroom and asparagus caming

industries have become important in the total export trade structure in

Taiwvan,




We do not wish to extend our discussion of agricultpre. It would:

seem obvious now that agriculture is too important a part of the total
ffahewatk of the economy to be neglected. The point of issue with respect
ﬁo Philiﬁpine agricﬁlture of course is to what extent tﬁe governmedt has
to rely én increasing the incentives to’adOpt highly productive methods

among farmers without draining all of her scarce resources into agricul~

ture.

The agricultural experience of the Philippines inithe last four
years 1is béginning to show some sign; of promise ("green revolution", aé
‘the term begins to be known) to the extent that.agriculture has in fact
been claimed as a leading sector of the economy in recent years. These
éroblema do not end in themselves right now. The'g;owth of productivity
in Philippine agriculture due to the rapid diffusion of highly prodﬁctive
rice varieties scems to pose new problems of great consequence, for in-
stance,; the question ofAexpanding industrics complementary to agricultural

development.

Wage and labor policies. South Korea does not have‘any minimum

wage legislation., Therefore the price'of labor as an input to‘production
is cheap. The Koreans havé taken.full advantage of the cheapness of labor
in the same way that Taiwan and Hongkong have. Taiwan has minimum wage
legislation'but its minimum wage has been so truly neﬁr the going rate for“
.1abor that it has not dis;orted the price of labor as an inmput éo indus~-

trial enterprises.22 One m&jor cause of the availability of cheap labor

; 223cfore 1968 the minimum wage in Taiwan was only about $10 per
month ‘for work reaching from the minimum working day of 8 hours; inm 1968
the minimum wage rate was raised to $15 per month, We can of course com-
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1s the productivity of agricﬁliure, which has not caused food scarpitielkashﬁ
more iabbf is absorbed into industry. |
\ There are prétective iaws for labor. They cover child and female |
employment, social security, 1ab§r standards, industrial ac¢ident_bompensa- “
tion, and iabor dispite adjustments., But in spite of these lawn,‘énd espe- |
éi&liy in viéw 6f othar poiicies; nogaﬁly*équilibrium ex:hanée rate poliéiaa. .
there aie‘no distortitig éffectbkdn iﬁé ftiﬁe of industrial labor. 1f ﬁhéfé

is, they would not be in the same context as this is found in the Phiiippidas‘ .

'Taiwan o8 well as Koreé have adopted additional policies‘that have
nourisﬁad the supply ‘of vocationally trained labor force. Their school sys-
tems are based on tﬁe Euxopeanaofiehted idea of restricting schooling in
universities to those who are only qualified., 1In the meantime, vocational
skills are 1éarned in the secondary schoéls. In Taiwan, cdhpulaory and

free schooling has recently been raised from six years to nine years.23

= Asgécts of public finance. ,SOﬁe features of taxation are of in-

terest to industrial policy and fiscal refofm in the Philippines.

-

First, the state tobacco monopolies of Taiwan and South koreq (like

-

those of Japan aud Thailand) have been the inatfuments for. téxing tobacco

L]

pare this with Philippine ninimum vage legislation which is about &4 times
as much, and we can conclude that the Philippines with all her abundant
labor resources is a high wage country relative to Taiwan and South Korea.

234m4s statement must be qualified 1if it should suggest anything
to Philippine educational policy. J.G. Willismson and D, DeVoretz have
recently raised important issues related to investment in pPhilippine edu~
cation. Sce their "Bducation as an Asget in the Philippine Economy,” in
M. Concepeion (ed.), Philippine Population in the Seventich (Manila, 1969),
esp., pp. 153-168. ‘ L




- fashion they have been encooraged in the Philippines. Their governments

consumption.l The state monopoly profits in these operations are sizable | Ag
and are - equtvalent to general government tax revenues, The)} represent an
1nteresting ‘alternative to tobacco excise taxation in the Philippines. The
tobacco monopolies have precluded the 1mportation and the domestic produc-
tion of."foreign“ brands into these countries. This monopoly policy has
closed a naturally profitable industry to private investors and, conse-
quently it has defined other lines of investments to. foreign and domestic
investors. The first jndustries which were stimulated in the Philippines
as soon as the government instituted import and éxcbange controls werevthe

tobacco "import substituting industries" using American brands. (These,

‘of course, required royalty payments to the owners of brand copyrlghts )

A study of comparative public finance comparing the tobacco monopoly to
excise taxation of competitive tobacco industries from the standpolnt of
resource allocation and revenue-effectiveness should be of xnterest ‘to the
Philippines.

*

Another implication of this policy is the petroleoﬁ inoustry,con-
troliby the government, which is significant in scope. "South Korea and

Taiwan have not allowed private petroleum refineries to be set up in the

g,

have controlled the petroleum refinery industries, as in a complete mono~

poly. (ihe respective governments have participated in joint ventures

with some foreign petroleum companies.)

The point of this observation is that the foreign investment cli-
mate in both South Korea and Taiwan has depended on other factors, not~

withstanding monopoly policies on tobacco and petroleum refining. In fact,
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: 1 estors.
this policy defined more clearly the areas open to foreign inv

are used in South Rorea:

CORPORATION TAX RATES

- ) N . Corporai:ion
Taxable Income i "open® "Closed" _
| . , 257
Up to 1 million won gg? 359
1 million to 5 m_i.llion won E 35.; . 459,
Over 5 million won o °

faiwan's apptonch to company taxation is diffenént. Dr. Ta-chung
Liu, Taiwan's Tax Reform Cm:‘missioner and Professor of Economics (on leave)
at Cormell University in conversation, explained the loopholes of  the
South korean solutinn. Having as insight the sociological aspects of eco-

nomic enterprise within the extended family system common among Chinese

-,

(perhaps Asians?), he feels that it is easy to Bive a "closed" family cor=
poration an "open" appaarance by including many other members of the same
' extended family. In order to tax hidden income among these corporations,

Taiwan has undertaken reform by taxing undistribuced profits of corpora- .

tions across-the-board This tax hurts "open" as well as "closed" corpo-

But this solution is at leagt cm:rqu]sw as the best manper
of dealing with closed corporations.

rations,



ThevPhilippines h#s not gddteséed itself to this problem of dif-
ferentiating company taxation'amopg "elosed" and "openﬁ‘corporations. It
is one area of reform which has immediate payoff in encouraging a change
in the e&ﬁity structure of‘éhe,neW'industrial' enterprises, Perhaps a

more objective definition 48 to differentiate those corporati§ns whose
‘otocks are traded at the exchanfes. Thoée 1isted in the stock exchanges
are “open"'and those not listed iplosed", 81nce at the Philippines at
present hes more developed stoek exéhange {nstitutions c¢ompared to eithet
South Korea or Talwén, this stheme ean help to appiy dizcriminacing pol-

fcy in favor of the "open" stock company.

of furthef.intetest is the recent personal 1ncome taxation reform
in Taiwan, which consisted of raising the tax rates at the first wmarginal
tax gtoupa. Like in the Philippines, the marginal tax rates in Tajwan on
the first 1ncome‘gt6up used to be very low -~ 3 per cent, 0n the advice of
the Tax Reform Commission, Taiwan doubled this rate; To overcome the poli-
tical unacceptability of raising the tax burden on the poor families, the
concept of minimum tax deductions for households was introduced as candy to
" sweeten the blow. This assured that poor families hugging close to the
first income tax group would be able to avoid the new tax rates if really
pqor‘enough. However, those belonging to higher income tax b:ackets would

be taxed a little more heavily at their earlier income levels, The reveanue

returns from.the recent personal income tax reform show that the egfly esti~

mates of the Tax Reform Commission were too conservative.

This tax rate adjustment would be of great iﬂterest to tax reform

students in the Philippines, in view of the great difficulty of politically

x

I



justifying higher tax rates. The Philipﬁine~Congress alWayé recoils into
extfeme conset?étivism,-as congressmen are always afraid of ;he éext,conQ
;gressibnal elections, Recent 1969 changes in the income tax increased the
marginal ﬁax rates on the very rich, reduced the marginal tax rates on the
"med ium riéh", and‘increased the deductions of the "poor". The net result |
is that the changes@led to a reductidn of tax burden to moét income tax | NS
. payers when the object of the reform was to raise them. If‘anything, the
.ﬁéx revisions have decrcased the relative proportion of the population of

“citizens covered by personal»income taxation.

Statistical policies. One remarkable feature of the statistical

. systems of South Korea and Taiwan is the short 1ég in the reporting of

statistical information.

Take the case of the statistical yearbooks which are made avail-
»able annually. (I shall not mention the mon:hly and quarterly series of
statistics which are released more quickly than in the Philippines and

which contain elaborate and up-to-date statistical information on various

aspects of the economy.)

The South Korea 1969 statistical yearbook pﬁblished by the Baﬁkv 7
‘of Korea is an example. It contains a variety of social and economic sta- |
tistics. ihis yearboék_carriés data until the end of 1968 (the previous
ye;r). The contents of the financial'statistics, for instancé} ﬁoyld im=
mediately answer important questions concerning the history of foreign éx-
change policfgs and of interest':;tes. In the Philippineg, this informa-
tion will be hard,to get from any statistical s;urce and a researcher will

be hard put trying to secure this information from published sources.
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Much can be learned by our statistical agencies, for instance,
from the tabular layout of the statistical yearbook. It includes exten-
sive data on: (#) national income acéounts, (b) flow of funds, (c) money
- and banking.(incluﬂing a history of a variety of interest rates, rediscount
rates, etc.,.gccounting statements of the Bank qf Xorea and other panks), |
(d) public finance, (e) produgtion figures in gll sectors including the
setvicea and construction, (f) data on business, including industrial pro-
fit rates, aggregated asset and liability statements,and industrial pro=
ductivity, (g) extensive data on foreign exchange and balance of payments,
(h) foreign trade and foreign aid with an elaborate description of the
contént of US aid, (i) prices and wages, (j) income and expenditure fof
farmers, (k) inter-industrial input-output relations. Without péssing
fany judgment on the quality of these statistics no statistical compila-
~ tion in the Philippines can compare with the scope of this statistical

annual,

As a researcher who had exéerienced the rough and tumble of look=-
ing for scattered data oﬁ the Philippine economy, it is interesting to
learn that some neighboring countries are able to compile data of wide
scope which are made available to users within, roughly, a few mbnths on

_ .
a regular basis, that is, with @ wmuch shorter lag.



X. WHAT WENT WRONG WITH PHILIPPINE DECONTROL | o

The Philippines was shead of South Korea in 1iberalizing foreign °
policies, but précéeded almﬁet at the same péﬁe as Taiwan. In 19&9, mniBN
sures towards gradual decdntrol were already in effect in the Philippines.
After two years of gradual decontrol beginning in 1960, compléte decontrol
(except for the 20 per cent retention scheme for export proceeds) was under-
taken in the Philippines at the beginning of 1962. Thus, the Philippines
moved much more boldly by 1962, Yet, the Philippines pushed in a direc~
tion which led her to more balance of payments difficulties by 1968. The
rate of growth of the economy was relatively unimpressive in the range of
| 5 perléent pert year. The industrial sector had faiiéd to gain sufficient
éuah, eien below the‘average gtowfh for the gross national product, when
'1t should be leading it. As we have seen ALready, Taiwan and South Korea
consistently improved their economic conditions at imﬁressive rates of ax-

»

pansion.

Exchange decontrol had overpowering effects on the readjustments
of d&hestic prices with the rest of the world. Many of these effects were
nullified however by other policies which restdfed the incentive patterns
to industry prior to decontrol. John H. Power has already called atten-
tion to the fact that the postdecontrol structure of tariff protection had
restored almost the same biases of industrial policies which worked against
intermediate importe-substituting industries as well as against 1ndusttial

exports during the period of foreign exchange controls.2® We would be re-

2AJ.H. Power, “Import Substitution as an Industrialization Strat-
egy," Philippine Economic Journal (Second Semester 1966), Vol. V, No. 2,
_pp. 167=204. See also his recent paper, "Industrialization in the Philip-
pines, The Need for New Directions," Discussion Paper 69-14 (August 8,
1969), Institute of Economic Development & Research, University of the
Philippines,



miss if we did not point out that the same tariff biases do not exist in :

q;iwan and‘South“Kprea.zs Their trick to get out of this situation wés
to push éxports by direct and indirect subsidies, by liberalized ‘finan~

cing and generally thtoégh favorable policies vis-a-vis all other highly

protected industries.

»

The attempts of: the Philippine goverﬁment to define industrial

policy more clearly are expressed in the investment incentives act of

1967, which created the Board of Investments. 1 have argued in my ana-
. lysis of the Philippine investment incentives act tﬁat the generous in-
\ centivés granted to qua}ified industries fail to discriminate fully where
it counts, for instance, as betweeg export-creating indﬁstries and 1mpott-

‘ 26 : v ;,5,%
substituting industries. : : 0

»

The investment incentives act is a nccessa condition for cre~
ating_an'oiﬂerly 1nst£:ufional fr;mewbrk for carrying ﬁut industrial de=
velopment policies in the Philippines, The Board of Investment (BOI) is

however handicapped by the overgenerosity of the instruments it has under

its control, in addition to the fact that the instruments are generally

capital-use biasing in their incentives effects. y

The sufficient conditions for attaining . rapid 1hdustrial pro?

_gress are two-fold, The first is the maguer in which BOI resolves basic -

25pctimates of the "effective" rates of industrial protection by

Dr. I-Shuan Sun, deputy governor of the Central Bank of China, confirm
- this for Taiwan. '

26G.P.‘Sicat, “An Analysis of the Investment Incentives Act of
1967," Discussion Paper 67-10 (August 31, 1969), Institute of Economic
Development & Research, University of the Philippines.
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- policies (within its pcwers) in order to’enable’it to exercise discrimi-
nating ability in the choice of industries and the choice of techniques
(as between labor and capitalouse). The powers the BOI has are largely -
microeconomic in nature in the sense that they refer to decisions concern-
ing enterprises that are qualified to receive, and which avail of the
incentives under the law. (Luckily, some of these basic points are real-
ized by the present Board and it is competently managed and staffed.)

But all these are insufficient still.

The second set of sufficient conditions depend on how general »
economic policy resolves allithe majbr.policies related to resource pri-'
cing, tariff structufe, foreign exchange rate, and incentives leéielation,
in general. These sets of policies are macroeconomic—in character. Thus,
they referlﬁo the set of policies that are within the decisions of Cong=-

- ress, the economic planning ageneies, and the Central Bank.

-

We shall review the missing sufficient conditions in the Philip~

(pines below,

Interest rates. Philippine interest rates have been generally low,

;“whethei these are in the area of discount rates by ehe Central Bank as i‘

ehell as rates on savings and time deposits er on the memimum ceiling for in-
‘terest rates charged by the commercial banking system., In other words,
ﬁhile there is some history of favorable rediscounting of cxport papers

27 . :
on this, 7 the interest rates have been so low as would be completely in~-

#

27g,p, Sicat, "Two Proposals for nxpanding Industrial Exports
Through Central Bank Action, Without Legislation;' Discussion Paper 68-4

(January 5, 1968), Institute of Economic Developmen: and Research Uni-
versity of the Philippines.




effective in resource allocation. High interest rates may reduce connumpb;'

tion if income owners decide to save rather than consume their additional

resources. It will reduce the demand for investment funds among those

_who would normally profit from the windfalls derived from a "low interest

rate",

The.Philippines is~constra;ned by the usury law, which was passed
in 1916;.or more than 50 years ago in undertakiné interest rate reform,
This law sets upper limits on interest rates at 12 per cent per annum on
secured loans and i& per cent on unsecured loanms, Désigned #s a protec~

tive law (like the minimum wage law), it cuts bothkwaye. It hurts savers,

for they are unable to get equilibrium market.rate on'their aivigga. Thus,

it makes attractive other forms of asset holdings, like 1andownérship and
stock'exchange and real estate speculation, (I am not suggésting that the
last two types of asset holdings wili be eliminated by a more rationmal in-
terest rg;e policy. It will make them, however, less attractive.) oOn the
ofhet hand, by devious means, banks, proféésional money lenders, and fi-

4

nance companies are generally able to squeeze out more "interest" returns

on their loans. The experience of Korea and Taiwan suggests that, at

higher levels of interest rates, there is a posiﬁige/géspoqse among savers.

The failure to enforce interest rate»reiz;g;yakes it more diffi-
cult for the government to use {nterest rate aig tehtialg in encouragiﬁgx

more socially productive investments. At least, one can argue that more

‘socially desirable activities can benefit from interest rate subsidies,

All other investments of low priorities can be subjécted to the market

‘rate of interest.

i
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Wage legislation. Mbreover, Philippine labor policies, especiale

1y the raiaing of the minimum wage law ftom 4 pesos to 6 pesos a day, havav

.,negatad some of the advantages derived from the exchange depreciation fol-/
lowing decontrol. -Definitely, Philippine economic reforms should pay more
attention to interest tateipolicy as Qell as to a closer examination of
‘'wage policy. Reform in interest rate poiicy ahouid begin firstly with the
repeal of the anti-usury law., The minimum wage need not be repesled, be-
cause there are many possible tricks that can be used in cheapening wage
retes, esﬁecially with respect to encouraging export industries.28 of
course, one sweeping change in exchaﬁée rates or inflation can ;estore

this‘wage rate to "equilibrium".

Foreign {investments. A major lesson ehould also be learned con~
eerning foreign investment policies. The Philippines has not succeeded
during the yeers under consideration in attracting foreign investments be-
cause (a) it lost out to its. neighboring countries in attiacting similar
investments, and (b) enunciated policies have been unwittingly attracting
the. “urong" foreign investuments, those that went into import substitution
in wanufacturing and no further. (The outstanding exceptions are ehe pine-
'apple industries.) Those that the Dhilippines succeeded in inviting are
latgely import-substituting ptimarily because the etrongest incentivea were

General reforms' along foreizn investment attraétion policies'ate

needed in the Philippines despite the investment incentives act. There

23See ny prOposals in G.P..Sicat, "Towards Industrial and Ewploy-

ment Expansion: Alternative PrOposals for Economic Incentives Legislation
Applied to Export and Industrial Promotion," Discussion Paper 68~22 (July
5, 1968), Institute of Economic Developument & Research, University of the
Philippines.

. ,“v.



is no reason why the Philippines would not be able to attroct foreign m-

vestments in export enterprises if policies were directed towards support~ L
ing ekpg:t-briented 1ndustries. They can be liberal in equity ratios f0t><ef
foreigners in these industries, but restrictive in others. At the moment;
with all the restraints imposed by reeent'legislation which restricts the .
ratios of domestic equity perticipation, export-driented foreign invest-
ments are prevented from expanding their Operations or, if they are yet

to be attracted, from coming in. The loss of potentially good export eatn-

ers is a loss to the economy in terms of foregone employment aud higher earn-

ings from the laboring class. These costs show themselves in terms of
social tensions associated with low income and poverty. Legislators should .

be able to think of ways to correct these unfortunate legal restraints.

vThe unfavorable aspects of Philippine economic policy are self-
reenforcing: there is a problem of.reSOurce pricing which prices the most
gcarce resource (savingé and capital) cheaply and the most abundant re-
gource (labor) expensively. ’éolicies still have to be worﬂed out which
shouid reemphasize new industries in the tariff structure and which should
promote a push for expotts beyond the lipservice that hee become 8o cur-
rent recently. The key te raising the rate of growth to the 'mngnitudeémﬁ*
achieved by TaiWa:/iyd South Korea recently is to restore the country to

correct pricing sfrategies. Of co:;ge, it is also to be stressed that ef-
forts in increasing agricultural productivity apd infrastructure facili-

ties are raised.

All these strategies call to mind what I have called elsewhere

as a push for vigorous "internal policies" and the curing of the



-"UNCTAD syndrome" from the minds of policy makers and technicians.29 It

is not within the realm of impossibility to have the rate of 1ndustria1
growﬁh rise by 20 to 25 per cent per year and to have the ‘total economy
"grow by 10 to 15 per cent. At 1eas;'South Korea and Taiwan have achieved

these rates of progress in receant years, \ -

295ce my "Inventory of Philippine Exports, 1961-1967," Discussion
Paper 69-5 (February 5, 1969), Institute of Economic Development and Re~

.search, University of the Philipplnes..



liberll policiu of investment attraction from abroad

We put: the ilippi.nes in a comparative conte:t in the previ.ous
mtion so ak to show the missing ingredients of economlc poli.cy which ‘

hindered the "expansion of the economy at rates as favouble as the per-;

fomnce of Korea and Taim

1: is. isportant to be reminded that acouomic developuent almys
brlng qonttnui.ng prablm It is & platitude to uy that succeuful d
velopment breeds new prohlems and the character of these problem clunga
“as one uoves ﬁm lawer to higher 1gvele of development. This h one
io‘f ecomics. uq:pi.ness 15‘ never at hand. The follwtng brief notes Are

_intended to bring out new problems current to both South Koru and l'tt '

vh:l.eh uy or ny not htve been mentioned in the previoul discuuion.

among domestic savers. 'me attenpt of the buﬁ:

:tructural problm with respect to debt st:ructure as well as to th al

~‘1oca’t:lon' o,f;thg dome?t’e savings _vtbar.; has been genergtqd by the bank-zl.ng
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in view of the large difference betwéen domestic interest rates and‘ @
the world  interest rates, there has been an increase in the dependence ,
of new as well as established enterprises on external debts as a mean of
financing their long-run capital réquirements. Not all;ginhe domestic
savings thus being generated have been correctly channclled into long~
term investments. The relatively high interest.structure ha;, of course,

been channelled into the financing of our commercial savings of short-run.

This would suggest that a greater probiem of redirection of savings into

long~run capital investments is in order for short-run policy.

The above statements secem to be most relevaﬁt in the case of South -
Korea. Taiwan has already corrected high interest rates to relatively

lower ones (but of course not as low as those obtained in the Philippines)f

a3 price stability was attained by the monetary authorities. The policy
implications of this rcquires a reductiomn in interest rates, but

one might agd, the reduction required should probably be nearer to Taiwan,~7:

but lower.

(2) Danggis of Overenthusiasm

Because of the high rates of growth rédently experieﬁced, cere~

tain policies which need correction may be shelved until the tide is un~

30These remarks are second thoughts and are therefore a qualifica- :
tion to the section on interest rate policy. I am indebted to David C. e
Cole for enlightening me further on this point in conversatlon, but he !
is not responsible for my errors.
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favorably turned. This can follow from a feeling that things have been

going on very well.

South Korea's experience is useful again. The early years of South
Korea's industrial success were based on the liberalization of foreign ex-
change and the complementary support from industrial policies., After a
series of changes in exchange rates, the won became fairly stable. In
recent years, however, the exchange rate became overvalued because of the
increasing import requircments. of the industrialization as well as the ex-
pansion of externally borrowed money. The overvaluation of the exchange
rates became relatively more severe in the last year or so, Measures de-
signed to impose more severe import quota restrictions are signs of the
growing disparity of the equilibrium exchange rates from the exchange
~ rate supported by the government. Yet, the overvaluation of the won has
already bég;n to pinch the export industrieé, including potential ones.

(As of this writing, however, the South Korean government seemed to have

decisively acted on this problem. They devalued the won during the first

week of November 1969).

' *

In Taiwan, the same may be said. Although there secems to be a fair 5;
amount of exchange rate stability, the still extensive use of foreign ex-
change and import controls in Taiwan (excep;rfor export-oriented industries)f"l
is an indication that further liberalization is possible, which would relax
policies on imports, without necessarily causing any harm on other policies.
But the highly successful develoément of the recent period has probably

concealed the presence of these types of distortionms.
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(3) Vietnam War.

The growth of the South Korean and Taiwanese economies coincided
with the rapid esecalation of Vietnam War in the early 60's. These two
economies have been among the two greatest beneficiaries of the war pro-
curement policy relatad to the Amefican war effort in Vietnam. The ex-
pected termination of the war effort and the shift of priorities that are
inevitable when peace ié finally reached will require short-run adjust-
ments to compensate for the reduction of demand for South Korean and
Taiwan exports. ¥Yhus, these economies will have to find a basis for de-
velopment which is directly linked to the growth of world demand for godds
that both economies are selling or expect to secll as exports under peace-

time conditioms.

ngg-nunlrroblems.

(1) New Directions in International Cooperation.

Even with tﬁe rapid industrialization of South Korea and Taiwan,
it is still important to pose a question concefning the directions needed
by sustained industrialization. This is related of course to the nature
of industrial development which is being pursued, but there are limitatipns i
to this development posed by the level of demand as a result of limited
market size, even when many‘industries are possible candidates as poten-

tial exportables.

In view of the relatively small sizes of these two economies,
ventures into much heavier industries depend a lot on the nature of ex-

pansion of the export markets as well as the growth of the domestic mar-
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kets. Here, efforts at economic cooperation between South Korea
and Taiwan have béen more than helpful in trying to overcome the
limited markets of both countries. The two countries have at- _
tempted "harmonize" their industrial plans so that they complement
each other's industries. Their projected excess capacities are

swapped as exports to each country. This industrial "harmqniza-

tion" is largely in terms of initial specialisation in some heavy

industries.

Two other long-run problems concerning the expamsion of ex-
ports market and the new direction of import substitutin industries

ought to be specified.

(2) Expanding export markets.

The experience of both countries in early export success
. i8 helpful to them in further expanding towards more diversified ex-
port markets. Much has been said about the relative importance of
the American market in the export growth of these two countries,

The efforts to diversify depend on the scale of production that
may be attainable with the growth of exports to the American mar-
ket as a base. It also deﬁends on the nature of long run world
economic development as well as competition from new sources of
‘supplies of labor-intensive manufactures that South Korean and
Taiwan have moved into‘much earlier, for instance, Singapére, India,
pakistan, the Philippines and even the new industrializing countries

in Africa.
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In a world of international trade, the rate of progress of other

countries determine just as well the rate of internal domestic progress

that may be achieved by Taiwan and South Korea, because . their export

jndustries are affected both ways -- as a source of new demand (world buyefs);

of new competition‘(competing exporters of the

and as a potential source

same product lines). 1In terms of the latter possibility these two coun=®

tyies should be able to move into more sophisticated export-lines (Taiwan

has recently shown this capacity) so that they are able to edge out the

tage of now developed countries already engaged in these

competitive advan

product-lines. As their labor supplies get exbausted and wage income

es with still

rises, they will eventually lose to the low-wage countri

enormous supplies of labor in areas of export manufactures which have

£

originally propelled them into high rates of industrial expansion.

(3) Expansion of the import substitutin industries.
To what extent will Taiwan and South Korea rely on relatively
morée foreign trade is of great importance to the economies of these two
countries. What would be a rational strategy towards imports? Their at-
tempts in imposing quotas and exchange controls have encouraged some im- ‘{
e

port substituting industries which may in fact be nonecomomic in charac-

ter.. Whether with successful export growth these policies of import sub-

stitution, even in lines of production that might not be profitable, should 

be relaxed to allow for a greater flow of traded goods, without distinction

as to whether they are capital goods, raw materials, or consumption goods.

With or without quotas, more cconomic development generates a greatef de-~




st tuting indust es. And attempts @:uéém thef

’ incenttves»(prices) avallable toAnatural 1ines of 1mport substitutidn

push them intovestablishlng costly import subatituting industries‘

(4) oreigg 1g!estgggt golicy.' eg_ity structure.,

The structure of owuership of foreign investments that have
V:'beén attracted into Iaiwan/and South Korea in the early,yeA:s ofjtheir'
 industri¢I1zat1on will eventually pose questions concerning what to do
with the tesulting equity structure of enterprise as between foreign aud'
"«udomeatic 1nvestors., It is,in my view, a very wise strategy for thesé B
jcounttias to hlve allowed a very liberal foreign investment policy at a@

'e&zly phase of their industrial davelopment. Foreign direct invegtmfanu,w

erptisee. It would be welcomewhen it comes in the fu ut

; 1 ector is far from satisfactory.




