
The important issues raised by import substitution can be

summed up by an assessment Of~hich imDorts to substitute. Today,

project evaluation or the literature on industri~l criteria can be

may be pointed cut that from the beginning of the period of indus-

trial development in 1950,24 the literature on industrial criteria

have not been perfected during that decade. The broad outlines

suggested by theory and their adaptations to Philippine conditions25

ference to 4evelop a manufactu_r_l_'ng~ector in the country, and the

question was how such sector sh~uld develop.26 Import substitution

24Elsewhere I have offered to date 1950 as the year marking
the beginning of postwar economic development (in contrast to pure
reconstruction).

25As exemplified by the industrial criteria formula adopted
by the National Economic Council.

26G.p. Sicat "Philippine Economy," vp. cit., p. 12.



im];>ortedgoods with those a8s8mb_led l.D the Philippines. The "semi-
~ -

in the Philippines, Much processing really took the character of

packaging imported parts. ~he direct value-added to national

plus the return to the owners of capital. There are exceptions to

this, and reference to this shall be made later on ) The crucial

PE~am depended -- f?rei~n 0 change" In particular, the import

s~stitution policy led to the neglect of an important segment of

~ny successful industrial development policy -- the encourageme~t

of exports especially from the manufactu~n~ ~ector, / I have dis-,..-- - - - -

differential tariffs in the manuf2cturing sector through the trade

agreement with the United States.27 The argument that it was not

27"Philippine Manufacturing and the Trade Agreement with the
United States,1l Laurel-Langley Committee Paper prepared by G.P.
Sicat.



of. exports £roIIlt.h~_manufCicturJ.ngs..actorhave not been given much

encouragemen~or if such encouragement appeared in print~ the

policies were excessively in fa~r of im20rt rep~acement and at

the expense of export-creayion. Naturally,; with industrial policy

mainly concentrated with subsidizing many import-substituting

or a IIbad" choice when tested against certain
.-/

be . Lcould not/used for other undertaklngs. Thus,

import-replacing industries than to those with a promise of export

expansion. 1

28Aside from the usual talk about looking for new export
products and export markets, which are heard here and there, and
token references in official papers, e.g.: the NEe Planning 1959.



These are important questions to which I shall glve only

some tentative answers for the time being. ~ terms of the growth

29 See p. 6.



the Central Bank in classifying import commodities, it has been

shmvn that many of the so- called industries were of the "non-

Number of New and Necessary Industries lD the Philippines)
According to the Essentiality of Their Products; Central

Bank Co~modity Classification (December 31, 1957)

Number of Per Cent
Enterprises

49 6.3

118 16.1

228 29.5

268 34.7

29 3.1

78 10.1

2 0,2
__ .__ .·_.~w .• ·

772 100,0

Heller and Kauffma!l: fax Incentives for Industry in
Less Developed Countries. Harvard Law School.
Cambridge 1963, Table VI) D, 1210



/

If the ubove conjecture is correct;LhSavy dependence of most

of these industries on foreign exchange allocations were net help-

such a set-·up Cllse distorted capital costs in the economy. 30

,/
tL§Y success In import substitution'is meant that the import

replacing industry establish~d when exphsed to minimal protection

is Clble to stand on its own feet in competition_J Or better yet)-!~

industry does not only substitute imports in the domestic mrlrket-h.ut------- --- -- -- --
is able ·0 export in the world market, Moreover. such industries.~--- -- -- - - -

30HThe Structure of Philippine Jv1anufacturing," G.P. Sicat
(ed.), The Philippine Economy in the 1960's.



linkage is the backward linkage~ the dcvelcpment of industries \

supplying the inputs to the industry so as to reduce the import

Ilothing is intended to suggest complete development via backward

linkage in order to achieve autarky.31 But an industry ought to be

manufacturing. While this is nc)t the ~ldce ~o review this in its

entirety,32 a number of significant industries have really shown

31A recent study on Industrial Priorities at the Program
Implementation Agency has shown that the import leakage of
industrial growth has been high. This is further supported by
r.~fferent evidence to be presented in my "Import Dependence of
Import Substitution;ll op. cit,

32The World Bank Resident Mission in the Philippines has
made some partial assessment of this. The 1963 ECAFE Survey has
also done this.



enormous growth in a variety of industrial undertakings. Many of

these industries established under tax-exemption and protected by j

when opened to market forces as a result of decontrol, some of them

were lef':.floundering. 33 The hardships rep:~,rtedin the manufac-

331'0 be supported with evidence later on. Discussions of
this has been present in Langrebe's R~por+ on Textiles, in Benito
Legarda, Jr. ~ f'Back to the Sugar Republic," ~'ar Eastern Economic
Revie~) and elsewhere.



crises came about the indust~ies usinq sizable fareign inputs

we~e also sUbjected to these difficulties.34

worth pointing out here.~his pvlicy is particularly relevant

product, when the import substitute is developed in the local

market. ~is lS most ~rue of impcrt substitution by producing a

34Citc here A V.H. nartendrop's survey of excess capacity
utilization History of Trade ~nd Industry in the Philippines,
vol. II. Cite also B. Legarda 1 sold ar-ti-c-I-e·---- Landgrebe
reports.



great many of the import sUbstituting industries set up in the

Philippines had these barriers to market expansion,35

development of manufacturing in that colony~s based mostly on

domestic processing of foreign inputs, ~ manufacturing is ex~t-

paraphrase psychologists, would be protection-centeredness. The

35See Manila Times, October 8, 1964 for a news report
entitled "Foreign Firms Tie-Up: Fe-examine All Contracts - NEC."
? 17-A.



/This is not unexr~ct2d since from the very

natural harbor of Hon'S/"lre net ?resent 5 some measures could
have been encGuraged to ~ake manu~acturing more export-oriented

that<~he over-emphasis of policies towards import substitution
rZ:y led to ~"~egleC~f th; :xport cr2:1~i~.g-sectors ln--- -
~ It would have be~n possible; in my Vlew, for the



cognizance of industries th~t could have led to industrial exports.

After all; ~h~ initial market base for manufacturing is larger than

Ithat it has a tendency to encourage high c ts and therefore delays

the achievement of growth based on competitive efficiency in world

production. 36 It may '~ell be that reviewing the industrial pOlicy

~6Wilfred Malenbaum ilCompar~tive Costs and Economic Develop-
ment: The Experience of I::1d~.a.It Ame~j..canEconomic Review} May
1964.



if after exposure to minimal foreign competition, such as is

found in decontrol, the industries established are unable to

make competitive adjustments. In this case; the burden of the

multiple subsidies given to manufacturing development in certain

lines of economic activities may not have paid off handsomely.

However, a further encouragement of the shi~ld t~a~ protects some

inefficient manufacturing industries from foreign competition may

be an extension of these high costs of industrial development.

On the other hand~ the more some successful import-replacing

industries are now able to look at wider markets and help to take

care of the export diversification aspect of economic development.

On balance~ there were net gains to the process of import substitu-

tion as induced by domestic industrializati6n policy. /The argument

advanced here is that greater gains could have been accomplished

in allocating the country's scarce resources by a somewhat different

form of import substitution.


