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INDUSTRIAL POLICY AND THE DEVELOPMENT OF
MANUFACTURING IN THE PHILIPPINES

Industrial pOlicy in the country has been largely of the

*Not to be quoted. All acknowledgments and some footnotes
have been supppessed for this preliminary version.



by certain windfalls)l the case for domestic import substitution

foreign exchange rate had to be maintained to preserve the country's

balance of payments position,) lIn the process, the import and

foreign exchange control policies became associated directly with

the desire to promote new manufacturing activitiesJ
p ~10 . .ArvTI - nwC;,.-r G~

:Lax-Exemption of Industries
N~

lSee my own paper~ "The Philippine Economy", in G.P. Sicat
(ed.), The Philippine Economy in the 1960's" Institute of Economic
Development and Research, 1964. 0.8.
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turing. Thus) a clear understandine of industrial pOlicy in the

1950's should start with an analysis of the relationship bet~en

these two important pOlicies _0- the twin ar~~ i~ the import-

sUbstitu5ion policies affected in the decade of the l~~O's -- tax

exemption and controls on imports and foreign exchange.

consisted of two steps. The first step covers the period wh~n

/Republic Act 35 was ln force. /The corresponding second step lS

~epublic Act 35. This was an amazingly short lawj which

left practically everything to the executive department for defini-



of new and necessary industries from the payment of Internal

Revenue Taxes5" the law simply glVGS the President the right to

engaged in a new and necessary industry from the payment of all

internal revenue taxes2 for a period of four years from the date

A brief examination of these attempts reveal the ambiguities

inherent in the word "necessary"; Hhich was a most crucial term.

,
evidently as part of the conscious effort to use ~mport and

exchange Dontrols to promote manufacturing, The first circular

content of the industr'Y should not excee.p 50 per cent of gross
~. )

value of output. In the earlier circular was employed a more

2Residence tax5 fixed privilege tax on business, advance
sales tax on imported raw materials, real estate tax1 income tax}
and sales tax~



content requirement, was "conducive to the establishment of a

stable economy" 3 and "could ope"rate on a commercial and profitable

~ Republic Act 901.

exemption could be sought by "any person" partnership, company or

corporation." All taxes were to be exempted until December, 1958.4

3The only qualification was the additional phrase "tnking
into account the number of such enterprises already in existence
and their collective productive capacity relative to the size of
the domestic and/or export demand for their products."

4This four-year transition period allowed that the propor-
tion of taxes to ~e exempt are 90 per cent in 1959, seventy-five
per cent in 1960; fifty per cent in 1961 10 per cent in 1962
zero per cent thereafter.



(2) that can operate on a commercial scale and (3) where raw

material imports would not exceed 60 per cent of gross value of

(a) "if it is determined that a substantia.l portion of
the imported raw materials may~ as local industrial-
ization and technological development advance, be
available locally so as to enable the industry to
utilize substantially greater quantities of domestic
materials or if its products used principally in the
manufact":>e-or preparation of products of another
necessary industry or products intended for exports,"
and

(b) "if the initial investment in machinery and equipment
will be at least two hundred pesos."



to the attainment of a stable balanced econo~.
V

iron and steel products
processed local fuels
che~ls

~per and copper alloy products
refractors
processed foods
~e and fiber manufactured from local raw

materials
fertilizers
agricultural equipment
refrigerator and airconditioning machinery
raw plastic materials
porcelain products
paper and paper products
medicinal and pharmaceutical products
rubber manufactures-
electrical motor
office and school equipments and supplies
household and kitchen utensils
industrial abrasives and others which would be

manufactur2d from by-products and wastes of
local agricultural materials

WhiC~ight be defined in a more restricted sense as "necessary".

Yet, the tax exemption to all of them is probably too generous

ments sho~of tax-exemption would have been helpful to make the
v,..,

establishment of such industries possible. The import control,



desired to be established, (I shall discuss these things shortly).

I t As regards the administration of the law, the Screening

expected to be on competitive footing eventually from articles

imported abroad. Flow sheets of the products prop~sed to be

of unit average costs of producing locally and the prices of the

imported end products c.if. Manila or at unit selling prices.

As will be pointed out later, the state of economic theory on

project evaluation~ was partly responsible for the crude state of



circulars were made more explicit.

~uffice it to say that it took about eight years before the

~Department with proper notati~~

~ ~Multiple Protection of Import--Substituting Indust~

An aspect of industrial policy which is not made explicit

ln standard discussions of industrial developmentS is the fact

). .~ Tax exemptlon lS a prlme example of the 8ubsldy to manufac-

turing growth. Its impact on manufacturing development has been

noted already The enjoyment of tax-exemption is identioal to

5For instance, F.H. Golay. Although the idea pervades
in Golay. it never quite got out explicitly.



~
the receipt of subsidies from the government in the amount of

all collectible taxes had there been no tax exemption.6

/

Another form of subsidy was the ~referential treatment

exemption were given high priority in the purchase of foreign

exchange to import capital equipment as well as inputs. It was

the purchase of the foreign exchange. This is another aspect of

the subsidy to domestic industrialization, I shall recount this

balance of paylhenLs position. Known as Republic Act 601, it

provided that a 17 per cent tax be imposed on the sale of foreign

6But it is not a valid exercise~ of courSE) to estimate how
~uch taxes have been rorgone on the basis of all the tax-base
data provided by the tax-exemot industries~ since some of these
industries or estuDlishments would not have been around had there
been no tax exemption. Moreover. had the taxes been applied~ the
price-output configurations for each establishment would have been
different at least for those taxes which had an influence on
marginal costs or on demand, and even on pure incentives.



necessary" industries.7 This law was in effect until 19558,

b) Special Import Tax, With the revision of the Trade

Agreement with the United States under the Laurel-Langley Agree-

ment of 1955, a special tax on the sale of foreign exchange was

imposed as a substitute measure for the tax on foreign exchange.9

7Such users of foreign exchange however had to be granted
exemption only upon application for foreign exchange allocation.
The proofs required for this was a true copy of the certification
of tax-exemption granted by the Secret~ry of Finance and a
guarantee by the applicant that the machinery and/or raw materialsto be imported were to be used by the establishment granted tax-
exemption as a "new and necessary"iindustry.

8Through extensions of the date of effectivity.

9This was included in the Laurel-Langley Agreement as a
compromise measure because American interests in the Philippines
regarded the 17 per cent tax on foreign exchange as a violation
of the Treaty.



new and necessary ~?uld _have benefited from them. 10

completely lifted until after "decontrol" in 196'-,;.;
y

10No attempt is made to prove this statement~ but the in
interested reader need consult only Section 2 of the law, which
listed 19 categories of importations exempted.



DIFFERENTIAL RATE ON SALE OF FOREIGN EXCHANGE
(Peso Cost Per Dollar Bought)

Rates f.>r '''Ordinary'' Rates for New and Pick's Currency Stock of ForeignYear Irp01't Transactions Necessary Industries "Black Harket" Rate ~': ~t~ Exchange Resel"ves~';'

1951 ?:: 4 2.00 383.29
1952 2 .~4 2.00 2.70 309.21
1953 2.~4 2.00 2.82 294.63
1954 2.34 2.00 2.96 297.99
1955 2.34 2,00 2.85 244.34

1956 2.34 2.00 3,21 233.81

1957 2.31 2.00 3,49 190.66

1958 2.27 2.00 3.21 135.85

1959 2.~6 2.00 4.30 136.53

1960 3.67 3.5 3~'; 3.81 197.56

1961 1.76 3.47~': 155.41

1962 4.C8 3.82 142.57

1963 l.J..] 1 3.91 153.92

*Some speciaJ ;xEmption listed in margin law were acquired at 2 to 1 rate (prior to decontrol).
**MidrtJ) ~f the yEar items.



Table 1 demonstrates the differential foreign exchange rates

enjoyed by new and necessary industries as against "ordinary impor-

foreign exchange transactions in the 1950's, It can be seen that

foreign excl'~"~ transactions favored the new and necessary indus-

tries sUbstantially, especially as the decade wore on. With the

imposition of the margin fees) however, some of the industries

ceased to enjoy this privilege, except the differential advantage

offered by the spe~lal import tax and some specified exemptions in

the "margin" law which were used as inputs by new and necessary

industries.ll

The last columns of Table 1 show the foreign exchange rate

quoted in Pick's Currency Yearbook alongside that of the country's

stock of foreign exchange reserves lD the same period. These two

items give an indication of the state of the balance of payments

as well as the relative "strength" of the Philippine peso in the

foreign exchange market during the period, For obvious reasons,

the peso-dollar exchange rates quoted by Pick's are higher than

those that obtained for normal foreign exchange transactions in

Manila. The dttempt to control foreign exchange rates even after

the Illegal" differentials are allowed for will inevitably lead to

a higher "marketH exchange rate. because the presence of "controls"

implies the existe--e excess demand for foreign exchangeJ J



/~

Import and Exchange Control~

tJthey were instrumental ~n providing the second major type of
protection that was given -to manufacturing _.~Jthe creation otl

constraints or'restraints to competition; either from goods
"-

coming in fr0!Ilthe "rest of the Horld" or from participation by

imports. Here, familiarity again with developments regarding new

and necessary industries should be helpful. ~~ import pattern



in favor of unfinished goods have changed, the total values of,
imports have not grown 0 • In fact from 1954 to 1960, import values

were different only by a few million dollars ,12 although during

culties in terms of balance of payments position of the country.

In the absence of sufficient growth in the export sector13 to

12Which is not much considering the total magnitudes
involved.

13The country's exports grew in dollar value, In fact)
exports in 1963 were more than twi~e the value of 1949 exports~
but to begin with) the value of imports were relatively higher
than exports, therefore the balance of payments crises.


