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THE PHILIPPINES: RECENT -PERFORMANCE, -
PROSPECTS FOR 199d-91, AND
POLICY  AND -DEVELOPMENT ISSUES*:

. Josef T. Yap*¥

1. INTRODUCTION

Three: years -and .nine. months:.after it -was catapulted. into
power,; -the Aquino-government. finds.itself at a .critical._ juncture.
The  ~gains. which were. madé as a result.of . social - and . -economic-
reforms: - initiated in the ‘early 198#8s by-the Marcos regime,:.:
pursued- more vxgorously during the:years 1986-1988, ‘have not-:been
nurtured- and - bolstéered .with further .reforms -and appropriatg
policies. . As .a: result, the outlook ..for -the .medium-term--is
uncertain . with the likely outcomesﬂlying.ln _polar-. d1rect10ns,
depending on. 1) whether or:not the administration will alter. its
present. course; and- 2) gertain-external factorsw-;Thus;thewnquino
dovernment -can suddenly .provide .enlightened leadership... .and
begueath to the Filipinos an economy that has the basic st:uctung
to become an NIC at the turn of the century, or it canh continue
to be mired.in corruption, . indecisiveness, divisiveness,:and lack
of :a' long-term perspective; which will .eventually plunge- the
country into- stagnat1on ‘and chaos. On::the . 'other hand,. the
‘increased - flow of. foreign - investment durlng the: past. ‘two :years
has: mltlgated the.necessity for immediate structural - adjustments.
However; a . sévexe. worldwide recession:could:: -alter the whole
pictukre:and insteaduexace;bate agmestic:problems;h

‘#prepared 'fbr“ ‘the 'Se¢ond Workshop 'on “the” Asian Econdhic -
Outlook, sponsored by the Asian”Devélopmént Bank,- 13216 "November
1989, Manila.

**The awuthor is a Research Fellow .of . the .. Philippine
Instltute for Development Studles (PIDS).” .. _ “:




Developments iin '€hé’ &cdnomic front sSince” 1983 include the
dismantling of moiopolistic” . ‘marketing. ' -arrangements for
agricultural outputsg.iand?inpits, . the elimipation of a large
number of import restrictions, the abolition of export taxes on
agricultural commodities, the removal of interest rate ceilings
and subsidized credit programs, the.streamlining of the public
investment program, and the simplification.of the tax system
making it more efficient and equitable. In addition, the Medium-
Term Philippine Development Plan has advocated for the pursuit of
a rural-based, employment-oriented strategy which indicates the
thrust for a more decentralized approach to development with the
view that it would be the most effective way of simultaneously
addressing the objectives of poverty alleviation, employment
generation, ‘and income and wealth redistribution.i

L A&ziar result@nefﬁtheseﬁ:efdrms%andépartly zbecause . of the
generalgnrestoratlon zofticonfidence, the. -economy ! “has s=staged:
remarkable recovery: from. the ;economic decline-in:1984-85; postlng
assemall Jout 9051t1ve ‘GNP growth rate:in (1986, Wthh reached: 5.7
percent.: in-1987; and’d. hefty: 6.7 percent in-1988.:.However;, :the
prelxmlnary data nfor .the first.half.of 1989~ 1ndxcata that: the

economy.' ~has'begun to.slow: ‘down :with first. semester. . GNP..growch
declxnlng-ﬁto 523 percent. from- the.previous ydar's figure.:o
percent..a It is: Expected ithat the growth rate for the . whole~:
1989 :"would:’ réach+:5.6: .percent: which ‘is. lower: than -both :the
otiginal “target bqu;'Tpercent ‘and . the revised target:".of 6.0
percenty = ‘ v et

While: several factors contributed to £his.deceleration;: it
is- evident that further developments -in the areacvef- ~structural
adjustment are’ “1ack1ng (N 1989““ ‘Philippine-, _economic pollcy-
makers ‘'¢hoseiytor adhere’ o MF-—sponsored, :package .0
stabilization 'meéasures :=which: spelled rout. in..the’
Memorandum of !Economic:Policy: (MEP) while: effectively aveiding
much needed structural:reformsil/ -This=issnot.surpriéing .. ‘since
the latter entail the reform of basic institutions and structures
and the formulation of solutions to fundamental pxoblems, some of
which have plagued the development process for decades or even
centuries. These reforms, which also aim at ~the -~widening- of
domestic markets,.require.a great-deal of resolve and, pql1t1cal
'w1ll on- the part of any,.a

1 v
We use the terms structural adjustment and structural
reform.alth ugh technlcally these two are- dlfferent. ~Structural
: geform of . .co ntry s maqro—

QLS. , he broad 0 “changés
polltlcal,’ and  cultural. Both "however, should follow from
well defined development 'policy.
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Thus in oxder for thie goal of ‘sustained growth and’ economic
development to materialize in the future, necessary reforms ~must’
/be . implemented., One criterion for judglng the success of these
réforms ‘would be” the 1ncreased“ab111ty of the economy to abeorb
off1c1al development assrstance ODA) ‘while™ another would be 'he
extent 'to-“which 'the dxsparlty__n ‘income distribation would be
reduced. It must ‘be. emphas1zed however, that - these: changes Must
pe - treinforced w1th a more meanlngful solut1on to the external
debt probledi.

~ The task of “describing the’ nature - ‘of -’ these structural
adjuetmente w111 be accompllshed in - the subsequent Sectlons.
This will" accompany ‘an analysis of the pérformance ‘‘of ' the
Philippine ~economy in 1989 ahd the prognosis for the- ‘next -two
years. Major developments in selected areas will ~also bé
examined.

II. ‘DEVELOPMENTS IN 1989

-A.MTEconomic Growth; Sectoral Perforﬁance and~Employment~

‘The” flrst semestér of 1989 showed a 5.3 percent  growth"
Gross Natlonal Product (GNP), 1.7 percentage 901nts lower. than
the 7 percent growth dur1ng the same- perlod -in 1988.n “GLOSS
Domestiec™ Product (GDP), on theée other’” "hand,- grew by’'5.7" percent,
lower than last year's 6.2 percent growth. ~The gap between: thé
two  indicators reflects the deterioration of the country s net
factor income- from abroad arlslng malnly from the country s- debt
eerv1ce burden. It is projected that growth of GNP and GDP- wolld
reach 5.6 and 5.9 peércent respectively, by the end of ‘this year.
The. main reasons for this slowdown are the tight (fiscal and
monetary-'targets embodled in“the Memorandum of - Economlc “Pollcy
(MEP) “submitted by the government- ‘to- the IMF, and’ the® surge in
the inflation rate especially in ‘the second half. O the year. N

Though the expan51on of GNP and- GDP are still much ~lower
than ~ thé full yeat targets, "which'are - 6. 5, and 6.8 percent,
respectively, total investment is expected T -'approximate- its
year-end target of 19 percent. This reflects  prevailing
confidence in the economy as” productlve capacztles continue to
expand. Joint personal and government consumption, ‘however:,
performed - only at a 5.3 percent growth. “ This ‘is a strong
indication ‘that “demand “has shifted ‘to thHe ‘investment- side.
Therefore, the slowdown “in"economic’ expan51on can “be- partly

attributed to the tran51tlo“mfrom consumer-led to an- -investment-~
led growth.

. The export sector w1ll‘narrowly miss" Gt Full year target
12 9 per ent, postlng“ ercent’ growth 1n 1989 Tha
sxgnlflcant decreas weve ; compared with ‘last ye&r R
yeat ~growth of 18, 6 ‘percent’“in teal - terms. - ‘Imports’” w111 “also




decline but at. a comparable rate, from 36.7 percent to 25
pexcent. o B '

Except  for the service: sector, sectoral performance in. the
flrst semester thls year showed hlgher growth rates compared w1th
last year 's figures. T 1ndustry sector which' accounted for
33.4 percent of .GDP tendered a 7.5. percent growth,, 1.7 percent
short. .of the full-year target.  The. continued. construction .boom
in - the country contributed 31gn1f1cant1y "to the pace .of
industrial growth. This year, private construction, particulatrly
the 'housing subsector exhibited an outstanding increase. This
could be due to the increase in the demand for .- commercial and
re51dent1al centers and the greater’ availability of hou31ng
loans. Moreover, thls can ‘be substantiated by the increase .in
the demand for cement. '

There was ‘a slack in manufacturing during the first
semester which is attributable, in general, to the slowdown of
consumption expenditure which is .short of its full year. target.
Growth for this subsector in the first semester was at 6.8
percent, lower than last year's 7.6 percent growth. Another
factor . .contributing .the slowdown was the inching wup of
interest rates’ resultlng in increased prdduction ‘costs enough to
dampen .output growtn. The full year target for 1989 was set at
9.1. percent but is expected to settle only at’'7.9 percent. The
second half's performance in manufacturing will continug to” be
slugglsn as interest rates contlnue to rise, inflation nears its
peak, and forexgn exchange reserves begin to dlmlnlsh.

The pro;ected full year target for the 1ndustry sectOr is
7 8 -percent, gignificantly lower than last year's flgure of 8.5
percent and short of the government s target of 9.2 percent.

. _The .sole-reason for the deceleration. in the service SecLor
is the . decllne of 3.0 percent in the real value of government
servicee. This is simply a "mathematical phenomenon“',as wages
and salaries of government employees increased tremendously
{almost -2§ percent) during the first semester of the previous
year, glVlng rise to a large base w1th Whlch to. compute _the
present year's growth rate.v o

.Agricultural c¢rops and livestock and poultry led  _the
agrxcultural sector . as. it. bounced back to post” a . 4.3 percent
growth in the f1rst six. months of’ 1989 - a 1,9 percentage point
improvement . from last year's first Semester _performance. These
two  subsectors were. able to compensate for the 11.2 percent
decline . suffered. by the forestry sector. . This contractlon was
mainly because of the ban in the’ productlon of logs early this
year. All others posted a better 198% performance. The notable
increase in .corn was.due to.the increase in area yield, sugarcane
productxon due to. hlgh domest1c demand and price 1nhad‘1t‘on to
good weather (sugar areas) .and. 1ncreased U.S. 11mport ota by 28
percent. )Only coconut productlon decelerated for it was’_ hardést




hit -by the typhoons :during the first semester. . However, due' .to
the continued inclement weather .in:the second half of.the .year,
growth is &xpected to decelerate and. is projected to be -at 3.5
percent, lower than“thef4.3-percent-target.'

An improvement.in the employment 'situation was . experienced
during the first:. duarter of the .year, 'the ‘seasonal peak . of
unemployment. = . Unemployment Tate ‘was registered.at 11.4° percent
compared to. -1l.9 percent -in 1988, while -undexremployment . .rate
went ‘down. to 32 percent.from last year's -33.3 percent. !/By” July,
the ratio of “the total 'number of.unemployed:to the “labor. force
progressed to 8.8 percent, am:improvemernt from the 8.9 :'perdent
" registered during the first seven months of last year. This is
supported by "a better, ‘albeit marginal, -estimate of. full~time
unemployment rate -- to 20 .percent. from 20.5 percent in 1988. ..

. Because ©of ‘the government's ‘efforts . to ‘promote @ -~rural
development - and . of the influx of investments . ia the "“regions;
there was a noted increasg in Metro. Manila's uhemplojmenf rate
complemented by -a  decrease in the  provinces. - Overall ' rates
posted. improvements. relative 'to last year. This-could be ‘partly
_because: of reforms promoting better worker ‘protection, .  speedier
resolution of disputes, and candidness in .collective bargaining
introduced in the bill -amending the lakor code. " Strikes. marked
last year 3 1ndustr1al 51tuatlon.

The agrlcultural sector captured a major part of the number
of -'unemployed -at 45.5 percent as -of Apr11 though - -Showed ' a
decline from :last year's: 47.6 percent. 'Tnis 'demonstrateSﬂ a-
marked - increase .in the employment of other - sectors, - eéspecially
the '.construction subsector “(at 18,5 ‘percent growth as of Apr1l)'
as ‘manifested . by . the :continued .construction : boom : im’ 1989,
Noththstandlng this, the 'services ‘sector still managed to rank
second in. the'absorptlon of workers ‘at. 38 percent, '

Though' ‘there .was a decrease ‘in'-.the " number - of overseas:
workers -:(by - .6.69. percent), Tremittances grew: by 5.1 percent.
.This could bé because of the demand shlft from. skllled to highly
skilled professionals abroad.» -

:B, SavmngnandﬂInvestment

Investments: - played: a- majOI role in thée -country's eédonomic
expansion as shown by the rise:in “its share in the Gross Domestic
Product (GDP) Gross Domestic Capital formation grew at 17.25
percent - .in 1988 and is expected to grow at 19,2 ‘percent ‘in - 1989
(in real terms)., - Consequently, 'its share-'in total GDP has jumped‘
from . 15,4 percent : 1988 - to' 17.6 percent:: 1989, - This:
indicates the country s continued transition toward investment-
led growth. A more detailed scrutiny would reveal that
investments in durable equipment posted the biggest increase at
36.9 percent as of June 1989. It is estimated to grow at 25
percent for the whole of 1989, Last year's phenomenon could be



attributed - . to: the . tendency of . kocal manufacturing industries .to
1nvest in-plant .expansion as: ‘their. production: capacxty was. fully
utilized sdue. to strong.consumer demand. :.This  year, much of:‘the
investment in durable:.equipment .. was ipoured --into .. transport
equipment. This is highly evidenced by the notable increase in
the .number of cars-which grew. by 148.4 percent-and.air transport,
ich _.increased by 6554.1: »percent in nominal terms: The latter
: _,accounted ﬂor sby PAL%S leasing -of planes during -the ..second
quarter o, 1989..:.This meint: that: 1nvestments\we:e ‘mostly i placed
into manufacturlng ‘endeavors. wherein. transport:-equipment ., is _ .a
subsector . - The ‘latter :xregistered the -fastest-.increase among all
subseqtors,at 49;4-percent_aa;o£ﬁaune 1989

-total reversal--in the behavior of public construction :was
experlenced durlng the first .semester- of 1989, From .a contraction
of 5 percent in 1988, growth in government construction
accelerated - +to 1P.4 - percent in 1989 much -of : which ..can be
attributed . -to :the government's efforts to "facilitate ..project
preparation and -implementation.. - This resulted in the adoption of
such pragrams as the -Common Fund Scheme - and the creation of - the
Cabinet Action Committee on:Implementation Assistance . (CACIA) .
A seasonal -deceleration is-foreseen in. -the. second semester,
hence,j the reason for -a .full~year estimate of 1@ -percent, .-.5
percentage points lower -than the year s target.=

The flow of investments to ‘the Phlllppines by foreign
investors was for various ressons; - from ~Thailand's. . "investment
1nd1gestzon"_ to the political - turmoil in ' China.. . .Investment.
missions from eight. countries were ‘slated to visit .the country:
this year planning -to -invest -in: the  field of semiconductor - .and
electronic. components, chemlcal, textiles, garments,. automotive
components, -- :minerals. .and ‘food processing and aguacultureé. .. BOI=-
approved -equity for the first semester of 1989 increased: by -.a
substantial 187.5. percepnt, most -of which- can be ‘attributed . to
local rather than foreign investments. The growth reached 272
percent by July 1989. This is unlike in 1988 wherein. onky 45
percent of total investment gould be credited to local investors.
But -not . unlike _last year, the Taiwanese topped. the list of
forelgn 1nvestor3\ in the country with 27 percent share. of ".the
total 82,643 B investments. Though there was a decrease in the
share of foreign investment in ‘total - BOI-approved "= equity,’
‘confidence by foreign businessmen in the Philippine economy was
nevertheleSs proven by the 98.1  percent growth ine foreign
investment during the first semester. of 1989..

cne . Forelgn investors have-also made. theirxr presence felt in: the
local stock market which experienced. bullish activity ‘recently..
The - more: than threefold increase- in the price of PNB. stocks v is
test1mony to0 thlS.



C. Inflation-

The year 1989 witnessed another surge in. inflationm.” " Thé
inflation . rate which 'is based on the annual rate of increase of
the Consumér Price Index (CPL);, soared- to two—dlglt levels™ dur1ng
the " third quarter of the- year. .This'was’a’ notable reversal from
the «first’ quarter 'y promlslng ‘performance. ! The  improvement " in
the's ‘inflation :rate”’7from 931 ‘percent.in® Decémber -1988. to1=7;7
percent .in March 1989 can.be attributed to's-the slower ~annual
chandes . in the’food, beverage and tdbacco- -index,” partigularly
fruits.;and. VEgetables .which were: avallable at lower" pricés -in
almost "all regions. of the country.: “Cohtrdctions in fiel,: light
and water indices were mainly due -to ‘the éffects of “the" three
succe351ve reductxons 1n domestic prices of petroleum products in
- 988,

“This . improvement proved to be short-1ived ‘as the infldtidn
rate: rose.constantly: to'reach 9.7 percent in the second - gquarter
of . 1989 "." Price increases of rice, corn, - -meat, ~“fish, "dairy
products ‘and . ‘fruits. and-vegetablesd:in most ‘regions were -due
partly «to bad weather.conditions. As of October-1989 there'had
been a-total L7 typhoons ‘that had hit the «country, the last: “two
0f ‘which hit :the countzry's central .regien.: -Inflation rate ' “was
fueled further by the increase in the minimum wage. Salaries" oOf
rank and flle employees of both private and government flrms were
increased :as” the. - Wage Regionalization  Act® and Salary
Standardization: bill were signed id-the sécond “Semester. Thxe
Increase: in’ wageg 'had both a’cost push:and demand-pull effect
inflation: - -The 20 percent rise in prices fof <gelected- petroleum
products .last August ‘and the 'upward movement “of- Natioral'- Power
Corporation, .power rates in September pushed productién-costs
further upward that resulted.in higher prices of commoditles. 30 .Y
a- resultp.lnflatlon ‘has . reached 12.6-percent in September of - 1989
and 13.4 percent in October.: Outlock for inflation'. during the
early part of 1990 is bleak as energy costs are still expected to
rigse and the full effects ¢f the .wadge increase have -not-yet ' been
felt.

Inflation :fate is projected to-reach"10:1. percent # on -“the
averadge for the whole .0f.1989.; “Under . the. Memorandum of Economic
Policy :(MEP) the 1nflat10n*target was 'sef at 8. percent. Thig low
target tlower sthan:Tast year.'s "actual’ inflatien of'8.7 “percenty
resulted in.very strict: monetary and fiscal: targets. Such - could
lead to:lower growth.and more ‘serious “Unempléyment than had ““been
targeted . in the Medium-Term Plan "and :this is .what - has
transpired.;

D. Mongxfand Budget Develggments

R e flnance ;
o , qdverhmemtqemustfseekh-td‘ finance v theése » tdryets
through f1scal and monetary policies. But since the MEP provided




unrealistic fiscal and stringent monetary - targets, the
Philippines will not be able to finance the investments reguired
to rachieve these goals., '

_.Une:or -the probiems raced by the-government in 1989 was the
P15.1 :B. - expected-budget. deficit. The problem- of reaching:fthis
target . was . worsened by .the lowerlng of the Bureau :0f -Internal
Revenue (BIR) colleéction target to B79. B. from the prev1ous goal
of . #83 .B.. Hence; the ,reliance on . domestic -financing,
particularly the fletation-of gpvernmentHSecurities_(T-bills) -as
new money inflows from official and commercial creditors have not
been. programmed for .the 1989 budget.  -This action:. substantially
affected interest rates. and.money supply..

In an attempt to slowdown inflation and firm up the
depreciating peso, the Central Bank has jacked up interest rates
‘sharply.  As of October, T-bill rates had gone up.to 23 percent
compared -with 'l7.4 percent in-June, hoping to -stunt monetary
growth in order-to catch up with and .try to meet IMF targets last
September. To .meet the liquidity targets, the Central Bank . also
opted. te increase the reserve requirement - ratic .of long-term
deposits from 9 to 24 percent., This resulted in the surge of the
interbank ..call loan rate reaching a-peak of 9¢ percent sometimé
in September.

. The growth of 24 percent and 19.7 percent of total 11qu1d1ty
and ‘M1 during the flrst semester exerted upward pressure on the
price level. .To:counteract this, the rise in interest rates was
inevitable.  .-During the remaining months of 1989 interest rates
are expected ‘to continye to.climb steadily as the fiscal ‘deficit
continues to .-be funded from domestic borrowings and as . the CB
intensifies its mopplng up operations to meet .the - year-=end
mongtary -.target. It-is est1mated that money supply growth will
close at - 29 percent at the year's end.

E. Exports, Imports.and -Current Account Balance»

The country's balance of payments (BOP) position, inclusive
of rescheduling, for the first seven months of 1989 -.deteriorated
to. a. deficit of $648 M - from an already wide gap of $384 M
incurred in .the first half of the year. This. was an evident
turnabout -from the -:$9¢ M BOP surplus during the sameé period
last year. The present gap resulted from the-worsening ‘of .. the
curtent . account..and the delay in the -inflow of new -morey from
international creditor banks. These offset whatever improvements
were made as a result of the increase inflow of  foreign
investment. ' .

Merg¢handise trade not only worsened to a snortraiir oI
#1.39 B or .more than double the -$639 M-gap during the same . perlod
‘last year, but also surpassed - ‘the §1,68 ‘B trade gap incurred " for
the whole year of 1988, Trade data from the National .Statistics



Office.: .(NSO) show that.export- .earnings. expanded ‘by: 14. 1) percent
to $4.444 B butimpert: payments jumped-highér by 29.2:percent.to
a:.tecord $5784:B.due to.the 5.3 percent.real GDP growth and ‘the
6. 8 -pPercent' output hike in manufacturing: -The: surge’ in economic
cactivitvw nositjvely affectéedimports as shownby-its composition.
Capltal 2--—— were up by 5749 percent ‘while. 1ntermed1ate goods by
21. 4 percent.

=Ft is estimated -that. merchandise: exports will ‘reach . '§7.95 B
in 1989, s5188 M short of the: -$8. 138! B’ target. .. One . reason. i ‘for
this 1is the d1ff1culty to push our exports in a highly import-
substltutlng tegime since it is very costly :for exporters to
import raw ‘materials for their products. Second, our kind of
.export financing.is on a:collaterdl-basis.and does not promote
exports-.on. project or developmental “basis. Finally, the exchange
rate: 'is. not. .pegged:at a realistic .level and. :as. 'a 'result. it
prevents exports . from.. competing .satisfactorily: in - the !.world
market, - This stems from:the.fact .that.there exists a. very latge
inflation differential between our economy and those abroad. . ‘The
only: way to offset the ill effects of high export costs .is to
allow :the peso .to depreciate.:."Merchandise imports are eiﬁected
to: ‘grow &t :25 percent in 1989 due . to our- exportsg! very ‘high
import  content; .ithe effects .of “the: ‘government's “import
llberallzation program’ .and the 1ncrease in economlc act1v1ty.l

-'Non-merchandise trade .was reduced by-almost half" during the
first semester primarily because of "great improvements “in Setv1ce
receipts. ~The .uptrend ‘in service inflows was mainly -due ‘+to
withdrawals - in ‘pesos . of dollar accounts -($1lL.:M)- .and - marked
increases . .in 1nward remittances :to.fund ‘operating expenses ot
multinationals & ~the country ($110 M) .. By: =August 1989 . Ti-
merchandise tradeﬁsuffered ardeficit ‘wider ‘than the ¢
period lastyear 'by:2.3 percent.’ :Non-merchandise .outflows during
the period exceeded inflows through the heavy load of 1nterest
. payments. at:.$186 "M;. profits, earnlngs and ‘merchandise : 1nsurance,
$93 -M. and frezght and .merchandise ‘insurance ; $93 .M. .

0verell, the current account balance is. estlmated to post -
aericit of $1,378. M .Eor _1989. with cthe: Balance<of-Payménts ‘posting
a - surplus of 5718 M.-

P, Flnanc1al Flows and External Debt

7. _Having :incurred .an externa“debt amountlng €0 $28'5 in
1988,_ the: Philippines ‘ranks amon @’ 1 ntrids
in .the world which is- compr:sed:mos- ;

-Amerlcan reglon._ Debt: service: paymentSLLn'1989 -are estzmated
$2.98.-.B - 0of -which .:more :than: 68 percent T go ‘o intere
payments.ﬂm,lts “rat10'¢to .8xports.:: of:" goods -and Setv1ces
estimated. . to:be -at 26-4‘perCent. As of May - 1989 the outstanding
debt stood.at 52743 ‘B




10

:The :sdebt..strategy:adopted:by.the: government: is :‘aimed. to
reduce. net: resource transfers:by: reducing: outflows. . .In spite. of
the government sw“efforts to-pursue -this: growth-orientedcﬁdebt
strateqy, :.thereconomy still experienced net: resource -outflows
reaching..a- hlgh of ;$1.9:B in 1988... This:year,” it is- expected to
be reduced. to. §1.51B because of:.new loan commitments..

As mentioned earlier direct foreign investments continued to
be -a. significant. sourcezof.foreign:exchange: .with-.the :former
posting: a-netvgain.of;$853:M: in. 1989~

G+ :Development (Issues -

Events: in: 1989-have.revclved - around the MEP:(or. the Letter
of . Intent: [LOTI] ;of :the governmeént.to.the 'IMF), the reécurrence :of
1nflat10nary pressure, the.continued: flow of .foreign. .Investment;,
nd. - .recent ;dgreement .on:a new :debt package.q These issues
find ~common .. denominator.. the..:subjéct:...of 1 structural
adjustment.

Flve cyears cafter the Phiklippine  economy. experlienced: LEs
worst +BOP c¢risis -in the. post-war era, -the controversy-over::  IMF-
1mposed condjtionalities .istill zrage$. Critics- point to.:the
approach: utilized . by ;the.IMF wherein the GNP - growth :-rate .is
derived as a residual after targets on new money and debt
servicing are :sat.. Moreever,:the negotiations:with: multxlateral
institutions,; - . ommexclal,hxbanks, ;and. the . Paris:u:.:Club v:iare
characterigzed by .eross=conditionalities suchfthatzany agreément
with .one.particular ‘group will :not be:hdnored:unless the. cdunmry
can :come-to terms with the ‘remaining groups.: Thig -approach
dealing with: these foreign ;institutions effectively . creates. a
creditor cartel which greatly: -diminishes-the - leverage . debtor
country has ‘mustered ;through -strong economic performance.. .

<Ithas 1t 1rs-notsurprising that Phllippine. pollicymakers.: ape
gquick to agree“to the. terms:set by their creditors.:.and  i:irecent
experience has shown that this has resulted in growth rates lower
than . have beenmopiginalby targeted:;.and- debt packages that ‘leave
much - .to . .be-desired, , This discussion“under5coré§ .tHe " need ! 'to
review - pollcy based lending and to revamp. ? i ipresent
configuration .of the negotiating process in order to provide a
climate for structural adlustment ko succeed

QEninconsistencieSHin;pbjectives_whenktQOHmany’oﬁw»them
Furthermore,::conditionakities should . .relate! té
policies over which.the -implementing .agenc3-?haSi
otual: - col x . .example, .abudget :deficit .~to:i GNR..ratio
target . not totally under the control of .government Since ithe
outcome is difficult to predict. 1In many IMF programs, the full
-employment assumption typically utilized becomes problematical
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when ~:actual GNP falls:short. of forecast .and the.. §6vernmen¢_"
compelled . to. cut -back. on=expen_1turesb .

originally intended. 2/ .-

... The. - resurgence of 1nflatlon, .on: the  other hand, focuses . on
the. . recalled,
tnat o ] .
rise in the prlces of the.
that it-was a purely seasonal ph ‘ On.. )., -
extent of. assurlng President Aqulno'that prices would be reduced
as soon as the Christmas holidays were over. Unfortunately, this
promise was not kept and the relatively, high level of. . dinflation
was maintained in the first half of the year. At present the
Philippine economy is experiencing double digit inflation latgely
due..to wage increases which businessmen, have automatidally passed
on, -tg the consumers. . This. .proces ;undersco:es the monopOlLStlc/
Ollgopollstlc structure..of the- Phlllpplne economy .

It should be the aim of future structural adjustment
programs- to :-dismantle -..these - . monopolistic/oligopolistig
arxangémehtsz " othérwidé regulaté the "pricding” ‘activities  of
these entities.: . This objective,is .part of the larger policy that
i-g.. geared. . towards .a more eguitable: dlstrlbutzon of - weal -
income. The Comprehensgve Agrarian Reform Law:- (CARL) wa
in...this directign-but: unfortynately .what; started .out as.
ended.:-in a whimper. ‘The; -Department- of Agrar1an Reform was -,
reported to -be. 1nvolved Aan; a recentg ultl—mlllxon peso scam.

Another source of 1nflat10n is a deterloratlng government
Jbudget- deficit.. . -The administration is generally _.caught - in a
balancing act,.-. trying.. ‘to satisiy;-utne»&vreq\‘rementSms:Oﬁ
i ternatlonal e 4 diroreﬁﬁ-whlle the _same . time .. t i
: 1 i assure the -targeted .. growth
Slnce an effectlve‘m_;ho 50, .contain inflation would be to

gqvernment spending, but at .the same time avoid fuelllngm
- political - unrest by malnt 1n1ng the level £
b551c servxces,, .

.y - 3
901nt is dlrectly related to ‘flrst

outstanq;ngvlde t..

_ . the.
issue discussed . above

. As mentioned earlier the entry. -o
as . a disincentive for the -gove
necessary.. structural . reforms,--
spheres, Government pollcymakers ;;should s ocavoid 1
procrastination, otherwise the sudden eventuality of a worldw1de
economic recession, especially.at.a time when foreign. funding is
scarce, ‘Wwould .cause. w1despread convulsxons +4n. our soc1 ty. .

- Loreign investment . -serves
- mbark:-.on-.a program,ﬂ_m
both in -the -economic: and. -

Quoted heavily from Montes (1988).
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gsues’ ' have “‘a ‘direct bearing on ~the .process - of
“_jona1~ development:. - A more: equltable distribution of income
and " ‘weéalth would greatly dimigish the threst from the comunist
and Muslim 1nsurgenc1es and make regional investments wmore
attractlve. A’ program ‘of structural reform that 15 undertaken in
a’ u of ‘a 'more liberal debt - pollcy ‘and ' less stringent
condxtional:txes . would ‘assure that government spending ‘on basic
_serv1ces ‘and ‘infrdstructure whichi serves as ‘a vehicle -for social
Justlce and: country51de development) will not be sacrlflced.

III, -‘PROSPECTS FOR 1990 AND 1991 -

" In ‘deriving the forecasts for the ‘next two years, we - assume
thac there will be no fundamental c¢hange in the policy ' framework
of the present goverhment. : Thus GNP growth rates will ‘remain
well below the double dlglt level. '

-A; Economlc Growth Sectoral Performance and E;Eloyment

Growth 1n"199ﬁ will contxnue to be slugglsh,.'with GNP
expected to rlse‘by 5.5 perdent. 'This, however, +is equal to the
projected- average .growth. for*'the Asia-Pacific region. - Investment
expendlture is st111 expected td: lead the way with the programmed
48. “‘percent increase in government ‘capital” outlays. Consumption
will -continue 'to reel from the increase in prices and post a %
percent growth, 20 basis p01nts lQWEr than the 1989 flgure.

H1gh 1nterest rates, 1nflat10n, and the recent hlke in the
minimum “-wage . will ‘continue -to ' 'stymie expan31on in- the
manufdacturing fsubsector. . This will permeate~ to the 1ndustry
sector as a whole resulting in‘a 7. percent growth, "down from' ‘:the
previous - year's 7. 8 percefit. "Phe ‘service industry will -benéfit’
1mmedlately from investmerits ' -in "the past two ‘years -and will
experrence 'growth of around 6.2 percent. Agriculture’ will
continve ‘to be bogged ‘down bedause of -the confusion -‘surrounding
the': 1mp1ementatlon of the ' Comprehen51ve Agrarian = -Reform - -Law.
This - -‘will K& partialkly offset ‘by the higher support’ pr1ce the
government will ‘extend t¢ .the palay farmers. -Growth -ini- this
sector will continue to lumber along at 2.4 percent.’' ’

¢ - The "'full . time equivalent employment rate will imprdve in
1990 - But “only ~‘at & ‘marginal ‘rate ‘given the- relatively ‘high
populatlon growth rate of - ‘2.4 ‘perceént which leads to an -almost
equivalent ‘expansion’ in the abor force. I

‘Economic -activity will rebound in 'IY9l 'as the -investments
in expanded plant ‘capacity ‘dfid related -projects ‘will ~‘have
completed their gestation period. Total consumption will be the
main beneficiary expanding to 5.5 percent. Total investment will
continue its steady growth. Coxrespondingly, growth in the- three



13

sedtors~ will Fis& with industry-leading-the way at-7.6 percent.
Since government infrastructure projects will be concentratéed:iin
the rural areas, agriculture should experience a higher growth of
3,5 pércentiin 1991:%

e muet be" stressed that_ these - progectlons ~liave -'not.
1nc0rporated ‘£He - p0551b111ty 'of a'sevére worldwideée récession.
= ivent “this "crisis materidlizé he -GNP- growth “Eates
191 will drép-fo “4"percédt and*5 percent tespedtivelysmy 77

_Sav1ng and Investment

. If hé presént trend «¢ontinues the: economy i ‘éxpe€ted “tO
e¥ceed ™ ‘the 20 percent tliréshold level - for - the 1nvestment—GDP
fatio: whlch is- necessar ¥ -a fundamental-trane1t1on.n “However,
future: prospectst ; -QF ‘quality -of investme
Nevertheléss X ‘geod -sign “tHat ~the-‘@conomy: 1§ -+ pfeparing
for a take-off_somet1me towards ‘the mlddle of ‘the -decade.

- ‘Domestie  gaving 'will “"alde follow- a”-similar- path aftér
declining during the pefidd‘IQSG 88'(reercting ‘the “Cconsumption-
led growth). The 1ncrease in the savings rate can be attributed
to 'the relatively: ‘high “iAtérest: “rates, ‘@lthéugh- this Has not
been supported by empirid gvidence ;-

C. Inflatlonh

_AS a newspaper report put it, inflation will be the
watchword '6f 1996 Because of 'its détrimental ‘effécts .on the
various ' categories of expenditufe and ‘on the ‘éxchange rate,'f"
Monetary Authorities will focus ‘its Gffort - durlng the -first " p t
0f 1996 in- harnessing“inflationary: forces.~ The Central Bank will
persevere. w1th 1ts‘mopplng up operatlons and: it w111 11keLy me t
w1tﬁ { i icrificing '

Co Asi ‘a result of ‘the slowdowh in imflation the excnange rate
willl depreciate byﬂ fpercent 1nstead of- he 8 percent expected by
some. ‘economists.. o o )

iD.. Meney ana buaget Levelopments:

Monetary policy ' will continde ‘to ‘be tight “in *T9! _
rises »fears. that 1984-85 wilkl ocddr ‘all’ &Ver - “‘@gain. - -
there is no reason for such apprehen31on, interest rates Nwill
continue to climb during-the-€arly part 6f the  year 'with the
annual average settling to about 19 percent. The growth rate in
money :supply (broad  mone i1l ar 3 '
-from ‘the :<1989. flgure of~
‘Preathing: 'roo

Eboiit 28, . percent. - There ‘Wil
Tnn 1991 with money supply revertxng back




percent: growth : sthat. cwill s accompany .the - greater. economic
expansion,, -

A BP233.5 B budget is programmed for 1998 ‘with- prierity .on
capital outlays. This reflects the need for the public sector to
augment: the productive-capacity which reached full utilization in
the past- two years -To. meet . the financing .requirements . of . the
i i cap'tal ‘outlays: (which, is about 48 percent)
3 n s ..., k0 ~enhance .the - enforcement “oﬁ existing
measures to increase tax compliance and, in addition, it will
implement new legislations. The latter .include-.an  -increase in
excise tax rates imposed on cigarettés aind ‘alcdholic 'products and
the restructurlng of forest: charges from the present fixed rates
~Per.
is

The targeted budget deflcit xs 97 9.B but 1t
d-to balloon:to Bl3.1 B-by: the end ‘of the- .year,: Whlch'
3 -a of . _ One .. reason- the
government w1ll not meet lts target is the 1ncrease in 1nterest
rates which implies a rise in debt obllgatlons. of course, there
is always the ‘nagging problem of tax evasion which inevitably
results in, lower revenues “than: ant;cipated

Al LYYl Decause Qr .the . increase .1n. economic : -activity the
government would be able to a;se,sufflc1ent reyenoes -to trim
down the deficit to 7.5 B.

E. Exports, Import, and Current Account Balance

ngh wages and 1nterest rates w111 also hamper the growth of
exports., . The expected 1nflow of -new money in the early part. of
1994 will allow the -Central -Bank .to defend the peso exchange ‘rate
' providlng anotmer d151 centive to exporters. ;. Hence, the
growth of exports of goods and services in . 1996 :thus will .remain
v;xtually the, same at :around 12 6.:percent..- Imports will continue
to . grow ..at a. faster. e at 16.7 percent leading to  :a further.
deterloratlon in the trade balance, ‘which .is estimated -to ‘reach :a
§2.8 B deficit., The current account def1c1t will follow suit, -
increasing - to $1.8 B.from the 1989 value of.$1.4 B. :With the
inflow . of .new money coupled with the debt reduction: packa the
overall Balance-of ~Payments w111 reglster a surplus of $l,%eB. :

More stable conditions:

1 12991 which :inecl greater
productive capacity will spur ¥ts to bredk the "B mark.
Greater .domestic  production will- also dimit - ‘the expansion of
1mports._ Hence the trade balance~w111 remain -roughly constant.’ .

F.;ﬂFinancialmElows.andaExternal-Debt

It. is. . projected . that, the ;current -account deficit -will
continue’ to increase up to. 1991, .averaging at_3.3 percent-of GNP
at absolut values. - Beca se of the growing - cautiousness. of

1nternatxonal banks to lend to highly indebted countrles, inflows
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of . medium~.and: long—term loans. will:cortract; however,. this: will
be-offset by declining’ outflows. due to-debt:irescheduling. and:debt
reduction:agreements. :Debt service .ratio:to.-exports of “goods and
services: ig 'projecteéed to”reach,28 2;peICEnt.in.1990kbut:~decrease
to 24452 percent:in l99%k.:Foreign.investment .will.: continue:.to
play 'a signifieant- role with..Japan "expected to: -‘take the lead .in
the -near:future. -Net inflows of long= and: medium~tetm funds w111
reach:»8§781~M in-1989.and. this-widl:gradually. rise-to:§$899 oM

1999 *andmﬁl @24-M:in. 1991.~:0n the.other hand, the  figures: for
net:;foreign: direct: investment ~will be $853 "M, $98L My and
$1, 1lﬂ M, respectlvely. These: w1ll not -be -enough to- cover .. the
interest payments on the external debt and it is expected that
the - .economy will:continue: to experience net resource. outflows
although at a- decllnlng level. ) ’ I

G Development Issues

Sect1on I we stressed ‘the need for fundamental reconomic
and soc1a1 changes. ;: In.Section: I[I-G we outlined .the. necessary
conditions for the success of structural reforms which basically
translated. into. more meaningful-debt xeduction:and more ‘realistic
and: less stringent conditicnalities.:.:Also, the -achievement of
greater equlty in.terms of income and-:wealth.distribution -should
be - ~of paramount:. 1mportance..The task ‘then of .this sectlon 1s !
dellneate the nature: othhesevstructural reforms." IR

. Govennmentg pollcymakers mustf 1rst recognxze that~ ne
for fundamental .change:is not .only-.a:national-phenomenocn: ::In
past .year :we have witnessed. profound political changes:.in the
socialist world which .signal a.need on:their :part te.-restructure
their =conomies. However, this is only one side of the ‘coin.
The need for, overhauling .the. international - flnanClal .system has
also 1cknowledged -and this task isthe major - respon51billty
he . OECD' .countries, -.: And:once .. the :.restructuring: of :/the
int Hnat onal ,financial . system?is&undertakenuit“Aisu inevitabile
that_;the;VQECpqqguntzies:wouadvhave:towadjust stheir economies;

el Tnls .global - mgtamorphosis  then:should -intluence whatever
d; opment policy: the _government planners: should formulate:. :andy
co. nsequently, all structural reforms. ot

. At .present, :.the ».economny ;nasz%not;umabilizedr dts
potentlal as the system remains segmented, unable to= shedf'fm'v
dualistic character, thus inhibiting the efficacy of structural
adjustments,ﬁ One.-way. to..consolidate ‘these: dlfferent sectors of

& i hquovernment must come.up with & "program
of 1ndustr1alizat10n which shall serve as a basis for trade
reform, instead of the other way around, and that identifies a
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few- key:industries for development.” 3/ .;Theq‘industrializatiOn
scheme 'must be supportéd by & detailed policy’ on!the - devaloPmentA
of: séience and .- technology which-in +“turn should. reflect :our
comparativeaadvantage.“ Phis; strategy: ‘would effectlvely avoid the
folly of "the previous_reglme_whlch chose-to indulge in immoderate
ambition by attempting: to:;build: heavy. industry using: the .latest
but.: -inappropriate ..technology. - and:-fa¢ilities - obtained- . from
developed. icountries, .. ©And as ‘mentioned . earlier, the. éexternal
environment must be.a'major factor.-in the. design of. the.policy.
For  example, a. drift towards: regionalzzatlon ~of" trade ..should
dlscourage an export-orlented economy.. T i SUPVRE

.v_I.An: 1ndustr1allzat10n p011cy should readily lead 'wto ‘an
increase in the level and productivity .of . private. inveéstment;
both domestic and foreign. Moreover, it should provide a " more

. definite .role for public investment  .making the.-latter  more
manageable and, effective. And being the cornerstone of
structural :adjustmerit, other reforms could readily. be: spec1f1ed
along the lmnes of thxs 1ndustr1allzat10n program.* : .

. A 51gn1f1cantly reduced external debt bu:den, whlch is.‘a
necessary - condition for structural adjustment to:succeed, - would
release much needed resdurces to improve physical 1nfrastructure
and - to import much mneeded capital equipment -~ to - :improve
productivity and expand the productive capacity of the economy.
The Philippine Aid Plan, despite its shortcomings, should still
provide additional funds for these purposes. As for ‘the issue of
the ipability .of "the economy to absoxb development:-assistance,
the presence of & well defined ! ‘industrialization pollcy should
hasten the approval and dlsbursement of funds.ﬂ-- v

The efflcxency of the publlc sector malnly in- generatlng tax
revenues. - should ..be increased. -Much of “the’ -shortfall -in -tax
collection can~be -attributed to evasion and ‘thus more attention
needs to be devoted to-. increasing compliance and enforcement._
This should reduce consgiderably. any-privileges monopolists: enjoy
at present and make taxation more progressive.

». The sacurities markets have'lohg been neglected by the
‘government. : Up:until now; there:is no clear policy nor - program

to develop ‘the  securities .~ markets. - .-The: ° proposed
industraalzzatxon policy should conszder expllcltly the promotion
of ; securxties markets = 50 ::as ."foster .wider ‘control of

. Thetpresent'pollcy envxronment ig not att:active enough ~ for
companies to issue'securities. 'For dxamplé; - 1nterest payments -On
debts .are tax deductible while dividends on ‘shares are’ not.
Hence, .companies prefer to borrow than to’'issue securities, ' THe

Aﬁé/ _
Montes (1988).
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growth of financial intermediaries engaged:in. the. development of
the securities markets should be ‘éncouraged. = As of this moment,
only . investment -companies --and univetrsal banks can- engage 1in,
underwrltlng.‘“ .Unfortunately,. both.are relatively inactive. In’
fact, investment companies-have .increasingly-emphasized . lending:
in:the. recent,paet_raqher sthan:underwriting. . -The latter. could:be;
deregulated to._ .allow -other -  financial. intermediaries, .. like
thke;s/dealers'to'engage in itJ I =

.. ..The. 1ndustr1allzatlon program should.be -cxafted in ‘such :a
way as to directly address ‘the deep-seated problem of . poverty.:
For . example, processing industries that utilize agricultural
inputs“ could be:dispersed in the rural -areas.. An
emphasized that .an industrialization program need n
imply the:neglect of -the agricultural sector. -

. A.major :area. of concern not directly related to the issue of’
an: industrialization program is the relatively.high growth rate.
in populatien -which vcurrently runs at .2.,4. .. percent. :Im. this.
regard, exlsting programs in family planning need to be expanded,
the level .of expenditures 1ncreased, and the de11vexy of servlces
made more effectxve._ - . . . . KA

L .. important tnat .poth- the rLegislative: and
Executive- d s of ' government: coordinate closely .in: the
endeavor to- develop an -industrialization program with -intensive
consultations with :.the ptivate sector. This - would ::ndt only:
assure -its .gheedy ratxfxcatlon but -also. its acceptance by the -
majority of - .the peoplg,e - R e

IV. MAJOR ECONOMIC por;tdeESs Af

Since the bedinning of this -decade, :the .Philippines... hag .
int;qduqed-_a;;numbet:.of,”reforms~which¢wwere_tmainly -aimed.” at.
eliminating - major. -distortions in .the " economy ...and - reducing
fundamental macroeconomzc 1mbalances. -Some of- these were started.
by the previous :regime and:-pursued more. v1gorously by ‘the . Aquino .
government.. This . section -briefly reviews :.and - -evaluates . some .
major . Jecon mic . pollcxes in: recent: years.u It must ‘be recalled
that no -major reforms were 1ntroduced in 1989.

(Y4 :
This . section. - largely based on .individual - studies
prepared for a: forthcomzng ‘PIDS publication entitled. ™aAn ::
ment of quernment_Pe;formancenxn Selected :-Policy . Areas;x -

1989." .  The . author would like: to express his gratitude = to: the
varlous persons involved for allowing highlights of .their - studlesr
to . be presented. Any deviation-from’ the orlglnal papersm. . ithe -
sole respons1b111ty of. the author.: o
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Monetary and Banklnngollc1es

. The—monetary authorltles/executlve branch of the government
has already . odiced: substantial. :poelicy:~reforms "in:+ :the
financial ;sector gStipokicy ‘statements ‘eontained: in the Plan
have': 'already béen‘translated-into :concrete:policy :ractions, . the
most  significantwof:whHichzis:the shift in the -focus of :Ceéntral
Bank functions from credit allocation to stabilization.®. Deposit
and lending rates are now market-determined. Red1scount rates
and -'yields: én Jovernment.securitids:are likewise. "aligned: with
market -ratess

' Ag.stated: ‘TR Tne«pran, «a- pOSl‘ClVE real QEPOSI‘E rate wililr . -pe
maintained :to imobi bize ‘savings.. his ‘was met for all . 1nvestment
instruments in 1986 .»and«1987. .However, savings . ’'deposit “had

~negative real rates starting in 1987. Interestingly, the nominal
interest . rate onthese *deposits.of 4.1 percent p.a. in 1988 - was
much . lower .. than-the nominal rate of.6 percent p.a.'.enjoyed by
depositords when it wasistill administratively fixed by 'CB.. -~

o With ireqardfito‘ reférms --in. the - banking ‘system, - -three
‘structural policies are being pursued: (1) the prlvatlzatlon "of
the six commercial banks which the government took over in 1981;
{2)..the.rehabilitation scheme 'for the:rural banking system, " and
(3 reduction . 'in the §ize:rand. ‘scope "of " the government banks.
Aside :from theé:transfer; of -their. non=performing ~‘assets to  the
Asset Privatization .Trust, "thegovernment bainks are now- forced to
be:. competitive by lessening :the .special pr1v1leges given--to them;
e.9., their monopoly of government deposits. --A third : of .- .the
government's equity share in the Philippine National Bank was
sold to the private sector during the first quarter of 1989,
consistent with the government s privatization thruse,” “77 L Y

In addition, policies to improve the stablllty and soundness
of -the: banking .system were'recently :adopted. :-In a circular. ‘dated
16 May ..1989, .CB shall henceforthi:refrain from sustalnlng ‘weak

Looexcept.in times Jof 'general financidl emergenCy‘ When
iquidity “"rather’ than
LLim theCentral- Banks- ‘Act
‘now. ‘pruposed in - Congress -‘have

specific -banks: face : problems @
solvency.\A ¢
ther: General ‘Banking /Act that are
focused ‘on :¢curbing. insider ‘abuse :thw1thstand1ng these-iit CE
noted that the level'of Central ‘Bank' ' assistance" "Einancial
institutions still appears +to be very high, leaving it very
little elbow room to avert a major c¢risis without going back to
the period of high interest rate,

'ipdlidy 51nce11986 shas been ‘generally - tight, In

n. base money -has:-been held in “¢hetk

and: reserve-requlrement has riema ined thigh:-atic2l percent'jiﬁﬂt ¥

i less: tight ithan: the crisis: penlod.- The same monetary polr
» ’ pag ‘of

international
target.



-B, . .External Debt Management ..-

-One of the moet oeoriitatinéAproblems the Aquino  government
jnnerited __from he - ‘Margos. regime -was: - the. . external . debt
! fects of rthe

'stEAéégy whlch seeke,to\pr~or1t12e economlc growtn“ ~debt

erepayment.

vo_:.uures. end the present government was. able .to. restructure
its agreements with both the Paris Club and toreign commercial
bank creditors. This somewhat eased up the debt burden -of the
country and provided it with the opportunity” £o ‘divert’ resources
£or .fipancing . growth.-; Slmultaneous (with :the . restructuring
agreements wa £ ,ebt to-equlty chwers;Qn
program 1n«198,dto help reduce the debt ‘burden.:

) _‘Jsplte._of‘ these. efforts, . the . country .continued : to
experience, net resource, outflows. mueh igher than other - heavily
' , : .basis. -- The _disadvantages
X .qulty conversxon programj;beganmftn
na yES : _gh llqu1o1ty effects . exerted .inflationary
preesure. whlch £h - Central .Bank- counteracted by 1seuing high=
yielding . flnan01al instruments.--:In-effect domestic- debt_nwaﬁ
exchanged ‘for’ forelgn debt which had detrimental-. effects + since
the former carried higher interest rates, Moreover,
circumstantial,-evidence  indicates.that-foreign: investment: ‘which
entered v1a the debt—equlty program was. not- addltlonal. A

- Compared Lo, other countr1es, tne Phlllpp1nes seems\ . toc. - be
lagg1ng behind 1n_”terms"of obtaini} gﬁthe »best. _pose;blev:debﬁ
package. .This. has not helped reduce the flak the country's. :debt
panel. dhas‘been reeeivingglately. -However, to be fair with the

. be.. . polnted out that s thed cross—

In the end 1t may. be wiser to push the argument that;

is. no automati gz out--of : ghe - debt »problem: and;.none: of the
clever/worthy proposalsu W] o In;other =Words, v'what zds
needed. anti . This

conte_"‘ olo 1ke Lawrence Klein and- Jeffrey/ Saéhs
?EdiD°P§§ iy i \would gain:. worldw1de acceptance.m_w : o

Excnanle Rate. Pol1l C!

2 tral Bank has been -managing the. movements-:. | of . “the

.in;, spite,. of 1ts avowed policy .of supporting:.a.-freely
floating exchange rate system. With the intention of staving off
speculative zattacks on .the:peso, the..Central sBapk. has% been
oreign;.exchange-from.banks: and/or . ;offering
for its borrowing: from .banks through “the
window, This_has‘actually:resulted:«in.:the

reverse .répurchase.

s
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deterioration of the gross interdatignal -reserves.. and -higher
domestic interest rates in the past three‘yeare.

wass K 1 P ; T g
‘depreciation. ‘of ithe: paso: vigs the ‘dollar-was™: veryl
since 1986, Thus, the large. depreciation in the real -‘efféctive
exchange rate was malnly due to the substantial depreciation of
the pesowv1s-é-v i ajor currencids ‘other “than the dollar.™”

FLsCaL POLACY -

geal deficit 80 'as to-minimize its

A ; _ s 'one-of the primary -objectives
for the sector as’statéd 'ifi’the Medium-Term Devélopmient-- Plam,
The present government puarsued this pollcy via the reduction of
its dependence “on! money~creat10n and om fore1gnﬂﬂ"” ]
flnanclng‘the deficit of the national gdvernment.
domestic» debt dn&truments: were heavily resorted +
extent - of .being: used i opping ap ekcess’ _"
system. . ..Unfortunately, \ ; tice tended-
pressures on-the interes - consequently, on the 1evel~of
private:- . investment and grewtn “thus: ohndermining’- the © - stated
qovernment objective. - ) R

7 WAthonrespect:. s toithe’ revehue- system, the- 198§ ‘ Tax “Reform
Program (TRP): ' waS-initiated by thé:government "td : improve  the
efficiency, equity and elasticity of the revenue system." The
major. compOnents”ofﬁthe TRP-are%' (1) shift from-a schedulax to a
global . apptoach to-the:taxation of 1nd1v1dual income; - (2) 'y
unification-:of the eaklier dualltax- rate on corpdrate’ incom

35. percent;.andi (3) the-introduction' of the value added tax™
place. of “the’ sales/turnover tax and’a- host of E

Estimates:'zndlcate, v hoWever , : that the" elast1c1ty .
revenue with respegt-to GNP in*-1986-1988 is ' not’ S1gn1f1cantly
different from that in 1975-1985 despite the increased tax
collections :im the later peribd.*FGdVerﬂmeht ~assessment * blamed
this :.on-.the". inadequate adhifistrative’ preparatlons (e gy
information.drive and:few- manpower) for the* program and the ‘non=
implementation of:%the proposal’to 1mpose cellings on- cer in
typed of:business deductions ‘These - problems were- addresaed
the recently signed:Memorandum- of' Eedndmic Polidy with’ thé IMF- by
increasing the number of BIR field. offlcers, among others._f The
imposition of business ceilings is also"being..discussed. - With
respect to equity, it is noted that tax system st111 remains
regresSsives in. the:wholé as 70-p&rcént o6f ‘tofal taxes' ‘continue . to
be generated fromvlndlrect taxes rather than on 1n¢ome taxes*i i

- With regafd tov expendlture p011c1es, the present gove:nment
1s greatly ‘constrained by-the - debt: burden ‘at the expense of
much - needed services: to:the-peopla. Thus,- real “per caplta
government expendltures adjusted for debt sérvice-and:net Iending
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stood at B217: in. 1988, well below the pre-crisis peak ' level of
8282 1in 1981, It can be said that like the tax system, the
‘expenditure 'policy was and shall continue to bhe regressive unless
the debt problem is pragmatlcally confronted.w T

. ~ On ° the government, corporate’ sector, 121 of the. - government—
owned and controlled corporations were approved for prlvatxzatlon
by the President on.28:July 1989. The rest were recommended - for
retention (33), abolition (58) and regularization/merger - with
others (88). As to the mode of privatization, public offering of
shares. . has not been utilized at all as a divestment . instrument
prior - to the offering of PNB shares in early 1989, This ~ has
serious distributional implications; unfortunately, from ' the
government's -point.of v1ew, such consideration is secondary to
prlvatlzatxon per se. : ’ Co : :

o In . the area of local. government finance, a -lot = of
discussions.  on . -fiscal ~auvtonomy .are - :now .on-going. < The
government's reluctance to tie itself up with a definitive policy
statement . thereon' -stems from the lack of political will  with
regard to the issue of political decentralization, except for the
Mindanao and Cordillera regions.

Trade PQllCX

. The tarlff reform which was initiated in 1986 and completed
in. 1985 had-. the-effect of rediucing the: average nominal tariff
‘level fromu4l percent to- 28 percent. ° In: addition, the propoertion
of  sregulated :items to total number of -PSSC .lines has  been
reduced . from  36: percent in 1980 to 12. percent in° 1988, ~At
present, it is-difficult-to evaluate- the impact of the program on
the: .competitiveness of the domestic industries. -~ It ‘may be
mentioned -that at- the outset,. government did. not attempt.-to study
the potential domestic private sector response to: the changes in
effective protection rates, although there were attempts to
identify the financial resources: required by such a. response.
Another weakness..of the:policy design-in' this area is the lack of
definitive, long-term industrial policies:on which the ™ relevance
and timing of the. import liberalization: pollc1es should have been
made - contlguous.

Other slgnxficaqt;t;adewpolicyxreforms'tecently‘”introduéed
include: the elimination. .of -.the:.coconut.-and i.sugar - trading
monopolies, the- abolltlon of“the meat importationm cartel,’: the
turnover of wheat, flour and soybean trading to the private
sector, .. the.breaking 0p of the fertilizexr cartél and réeméval of
eXpoEt taxes on:all agrlcultural ;products.. Privatization of - the
trading activities should not,: ‘however, "be " intérpreted as‘a’ ‘move
towards' .a. free  enterprise system in view. . of. the~ cattel = Iike .
behavxor ef the prlvate sector :in. most areas, e.g.; £lodr millidg
and wheat importat1on.
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Natural Resource and: Envxronmental Management

et

-~ In: the. early elghtles -the thrust of natural-.resource an%
environmental wmanagement : was: on' --long—term - susta1nab1L1ty

resources. and . equity in their use. In addition to these, the
1987=1992 :Medium~Term' Development. highlights the - importance of
agommunity—based:ﬁmanegement ‘of . resources, poverty: alleviation
particularly . of -gsmall:. . farmers’:and ' landless . workers,. ..and
ecologlcal stablllty.‘ ) | o :

. - guggetary support :for the  sector.which has been ! increasing
51nce, 1985 _(except .-in--1988;, when a 17 percent -reducktion:.was
posted)n-has;frecently_Shownua~marked.thrust—.on ‘forest renewal
Aecompanied:-by decentralized:; operations,. However, addressing: the
issue of appropriate funding support for ecological stability. has
been  hampered by the lack of mechanism for monitoring
environmental : quality,:apart, perhaps from the usual -monitoring
required-.: in - foreign: assisted projects and - the remote ' sensing
information - by:' the- National Mapping and = Resources . Information
Ruthority. Relatedly, land use planning. is’ 51mllarly constralned
as-the last.reported land use data was done in. 1984, ‘

With respect to equity in resource use, government's present
priority 1is to provide basic information: en- the "'potential
beneficiaries of the resources targeted for distribution, e.g.,
cadastral surveys, the“on-going census of forest .occupants and
the- -activities related to- CARPE: Equitymconeiderations*are~aalso
indicated by. the number of, timber ‘licence -agreements.: {TLA)
granted for large holders:vs.:certificate of stewardship contract
(CSC) “for small holders:  the latter almost doubled:from 47,958
in :1985 .to 93,079 in:1988 while TLAs declined'from:l48 -0 9@.
Nevertheless, . the.share of: €5Cs 'in the use of...upland resources
leave much to be desired coasidering that oniy 6.5 petcent of the
target group was: reached..‘

.‘~:Tne problem of 1nequ1tabie ‘drstribution:. of -income- fﬁOm
forest resources. .is. _the- .subject .of currently: pendlng bills in
Congress -which alm to .impose.a.20 percent ‘ad: valorem' taxes.: én log
values,--or  the .eguivalent of. 40 percént:of 1oggxng rent., A
supplementary measure being considered, however, is :the. dranting
of power for DENR to charge management fees which shall be used
for forestry development. ~To- address’ appropriately the - inequity
problem, it -is important-that the latter -measure be  directed
towards. captur;ng the‘remalnlng rent from logglng.- ’ T

Strong communlty organlzatlons have often been stated to “be

ar ' - _at th1s calls for the government machlnery 1tself '£0 - be
orlented ‘towards -community organizations.; :This, however, is- ot
apparent from the DENR Revised Mandate. Instead; the DENR* hasg
recently encouraged more participation from the non~gevernmental
organizations .(NGOs) This-is an important step not only in
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terms of encouraging equitable access to and net benefits from
the NRE sector but also becausé this minimizes transaction costs
and the need for a large bureaucracy.

V. CONCLUSION

Time is slowly running out on the ‘Aquino government, In
view of the discussion above, the manner in which the issue of
the U. S. bases 1s resolved has very important implications on
the future of the Philippine economy. If the Aguino government
can hammer out a deal on the U. S. bases that is popular with the
citizenry then it would be able to regain some of the momentum it
lost over the past three years and nine months. On the other
hand, if the ¢government squanders this opportunity and the
Filipinos perceive that they are at the short end of the bases
deal, this may well provide the divisive spark that will render
the Aquino administration helpless and ineffective in fostering
change.

However, even if the administration can recoup the old “Cory
magic,"™ there 1is still the moral hazard problem, and the
government might continue to postpone implementing much needed
reforms. In this event, everyone will lose out in the long run.

The Aquino administration must realize that the profound
transformations occurring the world over provide an opportunity
for similar changes to be made in the Philippines. - If we
continue to procrastinate and attempt to simply muddle through,
we will surely be overtaken by reality.



. TABLES
Table 1: ECONONIC GRONTH AND ENPLOYMENT

1986 1997 1988 {989 1%9@ 1991

Econoaic Growth (annual growth
rate in-constant prices, 1)
Agriculture B AN (R R 345 240 35
Industry 4/ (2.88) 7.9 s.A8 7.88 7.8 T.60
(Manufacturing) 882 876 BT L9 088 1.2
. Services ) 2.95 5.43 6,77 6.14 6-2‘ 6.28
(Public adainistration - - - - - -
) apd defense) ' )
8P ‘ LR LT bs 5% 5N 67
S0P and GNP in value
terns {In willions
of domestic currency)
. In.current market prices . R .
sp 427,129 708,368 827,489 964,877 1,182,256 1,266,821
BNP . 614,703 703,361 824,427 958,433 1,897,382 1,256,388
- In constant sarket-prices '
BDP 91,188 95,81 181,592 187,586 113,288 128,312
GNP 89,304 94,815 101,244 186,983 {12,804 119,378
Esployaent
_ Unesployeent rates (I} 2/ . e 2140 20,58 20.88 19.85 28.99
Nages (Inder;-

uaskilled labor) 312.65  M9.47 3975 9IT.M 598;_77 65783

1 .
Industry includes manufacturing, mining and quarrying, construction, electricity, gas and water.
¥

Full-tise pquivalent
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Table 25 EXPENDITURE ON GOP

1988

1986~ - 1987 -+ 1989 - 1998 - 1991
. (In aillions of dosestic
turrency in current
parket prices)
Total Consuaption 923432 564,353 679,763 788,813 697,889 1,824,815
- Gross Gapital Forgation 81,186 . 113,588 | 143,269 187,910 230,752 297,595
Gross Fixed Capital . . . .
Formation ’ ‘80,817 101,781 (24,413 162,601 204,361 - 254,813
Increase in Sticks 89 1,819 16,85 25,309 35,291 4358
Exports of Goods and B
Services 155,14 163,472 202,936 243,289 299,758 343,268
=} laports of Goods . T
and Services 116,188° 157,397 ~ 198,137 270,434 337,716 485,81
Statistical Discrepancy (16,325) 4,148 (422) 16,179 U,573 . 3,284
Gross Dosesic Product 627,129 798,368 B27,39 944,877 1,152',':25:_6 _ 1__,;2&6,:_82_'1'_
Net Factor Incose from . )
(the rest of the Worls . (12,426)  _(5,867) . (3,982)  (6,448)  (4,954) {18,433
*'Gross Nationdl Praduct  A14,783° 73,360 824,427 950,433 L,897,302°1,256,308 -

s jiercent ot GOP)
Domestic Saving 1/ -
Mational Saving 1/

“Bross égpjtal Fn‘ri"maiinn'

CAT98 L85 . 16,98
166 1636 b
T 1388 154

7. 178 18-
14,75 17,31 “ifsre
IV Bt A 10T

u

jomestic Saving is'vdefined"as"éDP“'n”inus {otal consumption while national
saving is defined as GNP sinus total consuaption.



Table 2A: EXPENDITURE ON &P

Total Consumption |
§ross Capital Formation

Gross Fixed Capital
Foreation

Increase in Stocks -

Exports.of Goods and
Services

(-) Inports of 6oods
and Services

Statistical Discrapan;y

Gross 'Donesic Prodqct':

Het Factor Income frni”
the rest of the:korld

Gross Hational Praéuci

Growth-

1 Growth - Grouth . “ . Growth Grouth
“lavels . -Rate:  Levels  Rate levels  Rate levels  Rale Leﬁels Rate Lavels  Pate
C8,784 (0.19). 79,183 (5.88)  Ba;415  (6.61)° 88,883 (5.29) 93,33 (5.01) 98,450 (5.48)
10,00 (9A1), 13T {30.26). 15,705 (19.24) 18,953 (20.68) 22,273 (17.82)7 25,583 (14.73)
CIOST(-14.96) 11,630 (15.65) 13,683 (17.38) 16,25 (13.07) 18,823 (15.79) 21,611 (14.81)
s (Te)s seomeet 20 (51.25) 2,697 (3L43) S50 (2192 5942 (14.24)
28,560 (21,75) 23,245 (1.3)-- 26,957 (1S.97) 30,360 (12.62) 33,453 (10.19)7 36,5 (9.18]
15,802 (12.91) 19,987 (26.48) 26,93 (34.76) 33,461 (20.28) 39,530 (15.15) 43,090 (i1.83)
{1,473) (-6.05) (L9)(-89.08). 1449 wewsbesk 2,851 (96.76) . 2,756 (-3.83) 281 (L%
9,180 (142) 95,463 (4.70) 101,592 (6.42) 107,586 (5.90) 113,288 (5.30) 120312 (6,20

CL8m)(-11.72)

- 89,504 (1.86) -

(668)(+60.26)

9,797 - (5.81) - 108244 {6,80)

‘(343)(’-‘41‘.15) :

- (683) (96.26)

106,903 (5.59)

(484)(-28.14) .

112,804 - {5.52)

{942) ts‘}.as

L1930 (5.2

1

In millions of domestic currency at constant market prices.

it



Table 3: INFLATION, MONEY SUPPLY AND GOVERNMENT DUDGET

1985 197 . 1988- - 1989 - 199 1991
. inTiamaon _ ) 0.7% 3.7 B.76 16.40. 9.88 8.20
Lonsyeer rrices
11972 = 1)
“Annual Averagé -Index- 749,61 778,83 - 844,21 931,68, IB1G.03 W?B.B?
‘End Month Index (Specify) - - - - - -
,Hhu’ié_sale.l'Prices
{1972 = 168)
nnuakfverage'ndey. G 99ZEY (2,01 122749 1380 1518.48 166320

‘End Nonth Index: (Specify) - - - -

Naney Supply (In ni_llinn§
of dosestit currency)

NI (narroaly defined monéy)  42,636.8. 52,090.3° 59,548.3 49,784,8 7%,793.2 67,614.5

2 (broadly defined momey) 141,480 159,232.8 196,960.8 37,7107 2B,116.9 33,7403

-

Eovérnnenﬁ} Budget -

Revenue 79,45 103,718 112,985 (53,183 181,096 218,265
Tax §5,491 85,923 9,519 119,008 141,298 (47,78
Hon-Tax 15,75 R0 w58 3,95 39798 42,559

Expenditure COUSLATS UGATL IS3,005 174,599 19281 27,78
Current 61,903 95,8880 111,219 153,980 - 162,800 . 176,680
Develapaent 14,822 17,324 16;249 22,00 34,108 - 41,100

Overall Surplys/Deficit . (38,428)  (16,257) {28,272) (1B,M8) (13,135) , (7,524)
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Table 4: TRADE AND BALANCE-OF PAYMENTS
{In Nillions of US Dyllars)

;1986 - 1987 .. 1968 1989 1998 1991

Merchandise: Exports feb. . 4,842 2,128 1,874 1,99 8,963 .’ I_l‘,,ﬁ-m
Nerchandise: "Imports fob 5,844 &,737 8,199 18,142 11,800 13,268
Trade Balance ’ (202)  (1,807)  (1,885) (2,153} {2,837} . - (2,8489)
Other goods, services and . . -
incose, credit 3,791 3,454 3,486 4,737 4,629 4,720
fither goods, services and .
incoae, debit . - 3,875 3,404 -3,683 4,269 4,470 . 4,98
Private unrequited transfers AT . .o T RS
[Workers’ resittances) 696 207 8N4 938 . 9 985
Official unrequited transfers 206 - - - LT -

Current Account 954 (444) {373) (1,378) . _:.(_1,7{%7‘,‘ (2,899

Neaorandus Itess

Exchange Rate (pér US

dollar: annial average) 20.3857 20,3477 20,9978 21,7280 22.8099  23.6000
Teras of Trade (1985 = 18@) 108 118 125 - - T

Unit Value Index (Exports) W T 1863 .

Unit Value Index (Imports) 2.3 82,7 84.9 - - -

Merchandise laports cif 5,394 7,188 8,731 - - -
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"t Wi ffons of U5 Daltars)

, s it
External Dbt Qutstanding 26,256 28,489 27915 28,726 3t 3L
| Long<téra el 3 ta - - -
Short=teru R 7 T - - - =
UselgqunF Cred;t _ - ‘;,342 - -
Uthersl | .
Debt-service Payeents-- 2,937 ‘3,005 ‘2,805 3,208 3,824 3,732
Principal repayment 999 1,892 764 939 1,599 1,330
{oiig-tera - S - - - -
Short-tera - - - - - -
Intersst ‘payaent on -
Long-ters Debt C1,938 - 4,913 - L84 2,269 175 2,807
Debt-service Ratio (1)2/ 34.08 32.80 | 26.30 26.49 20.16 24.52°

Y
After Rescheduling
2/ )

The ratio of debt-service payaents

to exports of goods and services.



Table:h: FINANCIAL FLOWS:
'Net ‘Receipt.Basis)

BTSN U : AN 1 B U SRS (T B L1

I

Official Flaws 1,13L.9 974.0 - - - -

fol ’ql Development
A551stance (UDA) 1Y

i
Official developaent assistance is defined as those flows provided by official agencies,

which i5 toiicassional if charicter and tontains grant eélement at [east 25 percent (see
OECD, Beographical Distribution of Flows to Developing Countries).
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Table 7: cs—mnuvsn “DIRELT- FOREIGN-EQUITY INVESTNENTS BY
#55'[NVESTOR-COUNTRY OF ORIGIN
(tn Million US Dollars}

St i

COUNTRY "~ * 1980 1985 1986 - 19687 1988

U527, 128.47 154.99 91.88 68.17 AR
Japan 2.11 3i.00 .98 TR 1883
Hongkong 15,38 28.13 3. 13.82 13069
“Netherlands .43 18.29 .68 4,51 1.05

u.K. 5,89 261 A%,22 .03 105
Suitzerland 7.19 4,53 2.8 - .83 = 8,4
Canada 8.17 0.65 .58 0.3 8.8
fustralia 7,14 .13 T 8.5 - QM
France 18.98 8.38 8.8 8.0 8.8
Republic of Nauru 8,00 .80 5280 K] T
W. Germany 3.8l 9.98 119 .38 1.8
Panaga - 073 8.9 8.10 [E I
Sweden .59 .13 .34 8.8 9.08

New Hebrides 13.86 2.8 8.0 o.M g8
Singapore .31 2.8 0.82 n.1e 0.82
Denmark : .76 8.82 8.9 B.00 - 153
Luxeabourg AP N1 B 5 #.60 8.16 -9.06
Austria 3.0 9.84 8.8 0.0 0.9
Berauda 219 (X ‘0.1 0.82 1,48
South-Korea. N 8.2 8.88 8.t 8.22
Malaysia - 8,08 .39 B.11 b.02 1.88 .
Bahawas 8.98 8,36 8.80 LI TSR | RIEE
Total 225.34 239. 76_ 130 51 95.21 .7
Other Countries. .. -8.13 =12.86 ... B 56 i - 1.3t

brand Total 2947 M 3L 992 723




Table 8: TOTAL INFLOW

OF ‘DIRECT- INVESTHENT CLASSIFIED BY SECTOR
1In Nillion US Dollars)

SECTOR

;‘ 1‘9&‘7 . ) .

Agriculture

Industry (Mfg.): »
Mining & Buarrying
Construction - -

Others 7.5 3.

Total 7

CB
35,42

"

29T, - 698 306 . YRR
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