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ASEAN-US INITIATIVE: THE PHILIPPINE PERSPECTIVE¥*

Erlinda M. Medalla and Robario G. Manaban*#

I, INTRODUCTION

This paper aimk to provide country inputks to the Joint ktudy
on ASEAN-US Fconomic Relationk whoke main objective ik to
- "identify policy reformk and actions producing mutual benefitk
for ASEAN and the U.S." in the area of trade in goodk, trade

in Bervicek and invektment.

Along the lines of the objective of the btudy, the paper i5s

divided into three main partk. Firkt, a dilkcubkion on trendks and

*Thik iB8 a draft of the Philippine country report for the
over—all study on the ASEAN-US Initiative which wak c¢ommiksioned
by a Joint ASEAN-US bteering committee on July 1988. The authorks
gratefully acknowledged the XZupport of the United Nationk Devel-
opment Programme (UNDP) and Inktitute of Southeakt Akian Studiels
(ISEAS) which rekpectively funded and coordinated the ASEAN part
of the Btudy.

**Rebearch Fellows, Philippine Inktitute for Development
Studiek (PIDS).

The viewks expressed in thik ktudy are thobe of the authork
and do not neceksarily reflect thoke of the Inktitute.



policies on trade 1in goodk, trade in &Bservice and foreign
investment ik prekented in Section 2, Section 3 outlines the
medium term probpectyd for Philippine economy in general, and
other factork Buch ak U.S. protectionikm and the pokkible outcome
of the Uruguay Round which may affect the ASEAN-US economic
relationk. Thik Bection alko looks at other balient ikkues bkuch
al the Generalized Syktem of Preferencek (GSP), intellectual
property rightk, and ibgueh in agriculture, Finally, the 1lakt
section analyses the implications of findings in the previoul
bections on ASEAN-US economic relationks from the perhpective of

the Philippinek and kome pobkible recommendationk.

II. TRADE AND INVESTMENT PATTERNS AND POLICIES

This Bsection provides a background on the three areak of
concern -~ trade in goodk, trade in kerviceks, and investments.
Structure, patterns and policy environment are examined, all with
the view of linking the findings with Philippine-U.S. economic

~relationk.
2.1 Trade in Goodk

Global trade ibbueb are increabingly becoming more complex
with'the emergence of new developments and new areakt of concern.
These pertain, mokt particularly to the new ikbuehk regarding
S5ervices trade, global intellectual property rightk and foreign
investment. Still, ebpecially for developing countrieb, priority
lies in the Bettlement of ikbuek’y and impediments to trade in

goodk.,



2.1.1 Trade Structure

The Philippine trade ktructure hak changed subktantially in
the 1lakt decade. Even ak late ak the mid 1966k, it wabk btill
babically an agriculture and mineral exporter. By the 1980k,
manufactured exports comprised more than half of total exportks.
In 1970, more than 88 percent of Philippine exports were in the
Food and Food preparationk (8) and Crude material, inedible »(2)
category. Thik Bhare conkiktently went down to only around 25

percent in 1987. (See Tablebk la and lb).

Some of the changes can be attributed to external factors,
e.g., prices of bugar, copper, etc. Still, an important part
can perhapb alko be a reflection of a conkcious effort, ktarting
in the 19705, to promote nontraditional exportk. The khare of
traditional exports hak fallen sharply from 53 percent in 1988 to
23.9 percent in 1987. Much of the decline in Bhare occurred in
sugar (from 11,35 percent inIIQSB to 1.24 percent in 1987),
mineral metallic products - ekpecially copper concentrates -
(from 15.9 percent to 3.9 percent), and coconut productys (from
14.6 to 9.8 percent). On the other hand, the khare of
nontraditional manufactured expoftb almost doubled from 34.6
percent -to '63.7 percent. It is worth noting the rike in the
share of procekked food and beverage (from 1,59 to 2.20 percent)
and furnitures and fixtures (from 1,33 to 2.27 percent).
However, the increabe in exporths i3 ktill concentrated mainly in
electronich and garmentk, product:s of low value-added and high

import content. {(See Tableb 2a to 2¢). This indicatek bome



weaknekk in the apparently healthy growth of nontraditional

exporthk,

Such flow could be dikcerned in the growth of nontraditional
exports ik manifested in the import structure as well. While the
Bhare in exports of electronich and garments grew, the khare in
imports of raw materials for garmenth and electronics

correspondingly rokse. (See Tables 3a and 3b),

Imports Lhare of mineral fuels and lubricanth increaked ak
expected before declining btarting 1986 when o0il prices went
down. The Bhare in imports of food, beverage and tobacco
remained ktable in the 1970 to 1980k. Imports bkhare of .
machinery and equipment declined, from 34 percent in 197¢ to only
16.6 percent in 1987, ak the economy plunged into a deep

recellion in 1984 and 1985. (See Tablek 3a and 3b).

There ik Bome'change in the direction of trade ak well. The
US share in Philippine exports hab fallen from an average of more
than 43 percent in the 196¢s. Still, it hak maintained itk khare
of around one third ak dektination of Philippine exports and
around a gquarter abk a bBource of Philippine importks during the
198¢k. (See Table 4a). 1In contrakt, the share of Japan in
Philippine trade has gone down from around 24 percent in the
19765 to 17 percent in 1987 of total Philippine exportk.
Meanwhile, the %khare in Philippine trade hak grown for ASEAN.
Hongkong, South Korea and Aultralia. In particular, there

appears to be a trend towards 1larger trade with developing



countriek, Table 4b prekents the Philippine exporth and importk

to and from the U.S. and other countrieks.

Desbpite kome bucceks in diversification, both in producths ab
well ak marketh, on the whole, the Philippine merchandike trade
balance remained negative, except for a few years, in the laBt‘
two decadek. Importbs and exporths peaked in 1986/81 then declined
in the bkucceeding years until 1986. Merchandike exporths fell
from U.S. $5.788 B in 198¢ to U.S. $4.629 B in 1985 due mainly to
a fall invprimary commodity pricek (particularly coconut, bugar
and copper)., A a rekult, the bhare of exports in GNP went down
bharply from 53 percent in 1980 to 24 percent in 1984, Exporths
5tarted to pick up in 1986, growing by more than 25 percent in
the first half of 1988. 1Imports declined even more Bharply from
U.S. $7.946 B (f.o.b.) in 1981 to U.S. $5.044 B (f.o.b.) in 1986
following the economic recetkion during the period. The Tablel
presented alko show the bilateral trade between the U.S. and  the
Philippinek. For the 1large part, Philippine trade with the
United States hak been growing bteadily and has been affected
leky bkeverely by the 1983-84 economic crikis. Imports from the
United States grew from only U.S. $274 M in 1965 to U.S. $1.485
(f.o.b.) in 1987. Exporth to the United Statekt grew from U.S.
$349 M to U.S. $1.976 B during the same period. alko, for the
most part during the period, the Philippinet hak been enjoying
trade surplukeks with the United Statek. The United Statek

remainks to be the Philippineb' most important trading partner.

The trend in the Philippine bilateral trade with the United

States followed in general the overall trend of Philippine trade



with the world. There ik alko a significant Bhift away from

nontraditional exporth.

Among traditional exportk, kugar and mineral productk
regiktered a bharp decline while the export khare of pineappleks
(canned juice and concentrates) has more or lekk remained
unchanged., Coconut productk remained important although their
share dropped from around 15.9 percent in 198¢ to '9.9 percent in

1987.

The share of nontraditional Philippine exports to the United
States accounted for malmoét 80 percent in 1987, ﬁp from an
already conbkiderable share of 59 percent in 198¢, Garment:k and
electronichs accounted for the largest share at around 34.4
percent and 24.0 percent rebpectively of total Philippine exporths
to the United States in 1987 (compared with 14.6 and 17.4 perceﬁt
rebpectively in 1980). Akide from garments and electronick,
fruit prekerves and fruit preparations, ab well ak frekh/dried
fruits and nuts have become conkiktent exportks and exhibit a
potential for more growth. Other promiking exports include
coffee and coffee bubbtitutes, and furniturek and fixturekl. ~In
contrakt with garmenth and electronichs, theke products have high
value-added. There ib a proliferation of other exportks to the

U.S. ebpecially in the area of food manufacturel,

On the imports Lkide, machinery and trankport equipment
accounted for the largelt khare of imporths from the United Statehs
at almost 40 percent in 1976, declining to lekks than 14 percent

in 1987. ~On the other hand, imports of raw materials for



electronick and garments rose sharply from only U.S. $26 M in
1978 to U.S. $417 M, which ik more than one third of total
imports from the United States, in 1987. Food imports,
particularly wheat, are al%o important, accounting for around 13

percent in 1979, down to around 9 percent in 1987.
2.1.2 Philippine Comparative Advantage

Table 5a Lhows bome broad indicators of Philippine rekource

endowments relative to other countriek.

Data on land area and denkity buggekt that the Philippinek
i5 leks endowed with natural rekources than the United
Statek. Clearly, howeQer,.the‘type of land differs between the
Philippiﬁeb which ik tropical and the U.S. which i% in the
temperate zone. Thik difference is an important determinént of
the type of goods that the countriek could produce, for e.q.,

bananas againkt applek, hardwood againkt softwood, etc,

In termy of»data on per capita Grokh Domektic Product (GDP)
and per capita Grokshk Domebtic Cépital Formation (GDCF), the
Philippines, ak expected, hakt very kcarce bsupply of capital even
compared with Greece, the poorehtlamong the developed countriek

shown in the table.

Using data on population kize and growth and 1labor force
growth, the Phili%pineé has abundant bupply of workerk. Labor
Bupply‘it prekumably leks bkilled ak indicated by education data
which 5show that although enrollment in primary ‘school iy

proportionately comparable to that in the U.S. (Japan and other



induktrialized countriek), enrollment in secondary &kchoolk ik

proportionately much lower.

Looking at the btructure of production, dikparities between
the Philippines and the U.,S. are alko very marked. The
Philippinebs i% ktill babkically agricultural with the kector
accounting for 22 percent of GDP in 1983 tcompared to 2 percent
tco the U.S5.) and manufactured food and agricultural products
accounting for 39 percent of manufacturing value-added in 1982

(compared to 12 percent in the U.S.). (See Table 5b).

The Philippinek appear to have much more in common with
other ASEAN countriek (ekpecially Thailand and excepting
Singapore) . They bhare Bimilarities in the production

Btructure.

Given kuch differencel in reksource endowmentk, Philippine
comparative advantage c¢ould thus be expected in tropical
agricultural productbs (coconut, tropical fruits ak bananak,
mangoes and pineapplel), agro-based food manufactures, bkome
specific natural resource-ubing exports and labor intenbive light

manufacturek ah garments and textile.

Table 6 generally validatebs ﬁhebe expectations,
Classifying for bsimplicity the SITC one-digit grouphs into
reksource intenbkive (SITC ¢ to 4) and manufactu;ed (SITC 5 to 8)
and the latter further by labor intenkity (Categories I to III
wifh I being mobt labor intenkive), exportk are . accordingly

grouped,



Ak expected, a larger proportion of Philippine exports to
Indubtrialized countriek are resource baked (compared for example
with ASEAN) . Furthermore, data on manufacture exports

categorized by labor intenkity alio confirmh hame expectationk.
2.,1.3 Policy Environment

In 195¢, the Philippines impoked strict foreign exchange
controlks in responke to a kbevere balance-of-paymentk difficulty
resulting from a drop in U.S5. economic abkBiktance. Foreign
exchange wak rationed according to "ebkkentiality." Virtually
only producer goods could be imported as foreign exchange could
hardly be obtained for "non-eksential™ conkumer goodk.  The
Bystem became a permanent policy feature for the rest of the
decade, fully entrenching an impoft subktitution policy, which,
even with the reforms in the 1980k ik proving difficult to

reverke.,

Continuing foreign exchange controls did not offer a long-
run bolution to the balance-of-paymentks problem, By 1968, the
government had to devalue the peso and opt for a relaxation of
import controlk. The decontrol program wab completed in 1962,
The tariff Byktem which wak promulgated in 1957 then became the
effective tool of protection, replacing but, in general,
preserving the protection btructure of the 19568 control byktem.
With the kame biakes in the protection Btructure, foreign
exchange earnings remained dependent on primary exports while
foreign exchange saving through import bsubbtitution increakingly

became more c¢oktly. Thuk, the country remained wvulnerable to
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balance-of-payments problem., In the late 1960k, import controls

were rehktored.

In the 19768, import controlk became more wideépfead. The
Central Bank (CB) ktarted the bystem of clabkification by type of
product. CB Circular 289 wab ikbued requiring CB approval for
imports of commoditieb»clabbified as Unclakbified Conkumer (UC),
Semi~-Unclakkified Conkumer (SUC), and Non=Ekkential Conbkumer
(NEC) . More CB circulars followed, adding more imports to be
covered. In the majority of cakes, the motive Ffor import
licensing wak protection of local industry in the domektic
market. The Byhtem of quantitative rebtrictions buttreksed the
effect of the tariff btructure. Eicalation of tariffs and
correbponding import controls according to ktage of procekking

remained.

The exchange rate policy during theke periodsk did not help
reverse the biak againkt exportk., On the contrary, it added to
the penalty "already received by exports by fixing the rate at
unrealiktically low levelk, 1In the 565 and the 605, this wabk
made poskible, at 1leabt wuntil BOP difficultieb forced a
devaluation, by import controls and high tariffk., In the 1late
19705 up to early 19863, huge foreign borrowing (whiqh cannot
indefinitely be bubtained) propped up the peko, hiding an
underlying BOP dikequilibrium., Table 7 khows the movement in
the real exchange rate from 1973 to 1987. (The real effective
exchange rate i% babically the nominal exchange rate deflated by
the ratio between the domebktic price index and the foreign/world

price index).
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By the 1late 1960k, government planners have become more
aware of the biak of the protection Byktem againkt exports.
Instead of reforming the protection structure, however, export
promotion meaklures mainly through the Board of Invektments (BOI)
fiscal incentives, btarted to be adopted in the 1970%1. Clearly,
however, buch an offket approach could only have a limited reach,
While nontraditional exports grew, theke were moktly concentrated

in kemi-conductors and garmentk.

By the end of the 1976k, the inherent biakek of the
protection btructure and the inadequacy of an offéet approach
through variouk incentives became more apparent. Thuk, in 1981,
the government finally launched the first major reform of the
protection bkystem, The 1981~1985 Tariff Reform Program (TRP) wab
implemented and a Bchedule of import licenking liberalization wak
formulated. Except for the uniform additional import 1surcharge
which waks eventually removed, the TRP proceeded as planned.
Import 1liberalization had to be bhelved, however, following the

1983-84 BOP cribih.

Tables 8a and 8b summarize the changes made under TRP. As
can be gleaned from Table 8a, before TRP, 27 percent of all
tariff 1linek had tariff rates of 70 and 100 percent, 16 percent
with 46-50 percent tariff, 57 percent with 16-3 percent tariff,
and only three tariff linek with zero or 5 percent tariff dutieks,
After TRP, no tariff lineks had tariff ratek above 58 percent, 31

percent were impoked 4¢-50 percent tariffk, 68 percent had 10-30

percent tariff and 17 tariff linek had zero to 5 percent dutiek,
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The Tériff Commiksion computed the simple average 5statutory
tariff rates of tariff codal linek by Input/Output (I-0) Beétor
before and after TRP., Table 8b presents the rebults, The
largest change occurred in the agricultural sector - from 56
percent in 1979, the pre-TRP period, down to 33 percent in 1985,
the end of TRP. The average htatutory rate in manufacturing went
down from 42 percent in 1979 to 28 percent in 1985, Minimal
changel3 occurred in the mining and quarrying kector, which in
general, had low dutiek even before TRP. Table 9 prekentlk the
changek in average tariffs due to TRP using different
clasbsification 1i,e., by type of commodity (conkumer goodk,
intermediate goods, raw materialk, etc.). Conkumer goodk
received the highekt reduction in average tariff from 67.7
percent before TRP to 38 percent after TRP. Average tariff for
capital goodk stood at around 21 percent, while average tariff
for intermediate goods and raw material went down from 33.3 and
35.6 percent to 24,1 and 21.7 percent rekpectively. Standard
deviation went down bBubktantially from 32,6 percent to 15.1

percent.

Thus, ab the tablek indicated, the TRP effected not only a
fall 1in average tariff rate but alko a’movement towards greater
uniformity. 1In this regard, the program could thuk be conhideréd
to have achieved subktantial reforms towardb leveling
protection and reducing diktortions from tariffk, However,
altthough the cascading nature of the tariff ktructure ik
diminikhed, there ktill remaink even after TRP a progrekkion of

rates according to the degree of procekking.
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Perhapb even to a greater extent than tariff, the Philippine
import licenking procedure impokek additional bafrierb‘to trade.
For a majority of cabes, the purpose has been to protect local
indulktry.,  Table lzg_prebentb'the frequeﬁCy of relktrictionk by
commdity at the 3-digit level. The to.tal- number of itemk by
commodity groﬁp i5 shown, then the number of items regulated by
year of implementation.  Not a'few product categories were fully
regulated. . Almokt all broduct categoriek were bsubject to bome
form of import ‘rektriction. ’ TextileB were previoukly
unregulated. They btarted to be fegulated in 1979, covering 5@
to 9¢ percént‘of all itembs by 19831 A similar obkervation could
be made for artificial resink and piastic'proaucfb. Only a few
product categories remained relatively with few regulated itembs

(e.g., inorganic chemicalk).

Table 1¢b shows the frequency of rebtrictions by ty?e of
commodity-capital goods, intermediaté goodk, minerai fuels and
lubricantk, and conbumer goods. In 1977, consumer goodb'had the
largelst percentage of regulated itemk at 62 percent( followed by
intermediate ~goodk. - Ey‘1984, 1256 out of 1552 consumer itemb
were regulated. Indeed, during theke yearh, total conbkumer good
imporths accounted for only around 4 to 6 percent of totaL
>importb, out of which barely 1 percentage point belong to NEC/SEC

category.

Achievements derived from the TRP would be totally nullified
if no Bimilar efforts were done in import 1liberalization,
Reduction of tariffs in the continuing prebence of import

barriers would not only retain the old protection structure but
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alko shift the foregone tariff revenue to private rentk., Thuk a
Schedule of import liberalization wak planned simultaneously with

the TRP,

Starting in 1981, a bchedule of import liberalization was
implemented, The firkt btage, in 1981, removed 263 items from
the 1list of banned itemk, In 1982, 617 more items were
liberalized. However, CB circulark were iksued to regulate more
importationk. In 1983, 48 itemks were removed from the banned
1ist. In the second half of 1983, in rehkponke to the BOP criksis,
CB'Circular 970 wab isbued pooling all foreign exchange receipth
and limiting foreign exchange allocation to paymentk for crude
oil, -ebkential grain iﬁporté and raw materialk for exports and
vital domestic productb., Lekser priority itemsk were allowed
through a scheme of no-dollar importations and p:e-paid import
L/Ck. The commitment to liberalize stayed through, albeit not
without controversy, after the February 1986 Revolution. The new
government 1liberalized more itemkt between March 1986 and April
1988. Some 951 itemk were 1iberalized in 1986, 171 itemk 1in
1987, and 129 items in 1988 (See Table l1lla). The number ko far
liberalized comprises around 8¢ percent of the total number
regulated baked on CB circulark, Theke are Bummarized in Table

1llb.

Ak a proportion of total importk, the 1liberalized items
accounted for 12,2 percent in 1986 and 16.9 percent in 1987«

Theke are hubktantially larger than the previouk years' figureks
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which are @#.42 percent in 1981, 0.97 percent in 1987, .88

percent in 1983, 6.61 percent in 1984 and 2.51 percent in 1985.

Some - 673 itemb remain regulated reprekenting lekk than 12
percent of the total number of itemk, The product groups,
regulating agency and nature of regulation are prehented in Table
12, List A covering some 104 itemk, has been recommended by ﬁhe
Subcommittee on Tariff and Related Matters for 1liberalization.
Originally, the products in the likt were kcheduled to bhe
liberalized in three groupk-- 30 June 1988, 31 December 1988, and
3¢9 June 1989, Recently though, a ktrong lobbyb againkt import
liberalization &keemk to be gaining home ground, No CB circular
has been ikkued to deregulaﬁe theke items under Likt 3,
Buppokedly pending tariff adjubtments requekted by affected

firmis.

List B, totalling 455 itemks, hakt been recommended for review
by the Subcommittee, It coverk mainly the BOI Induktry Programs
as well ak agricultural commodities. Finally, Likt C, totalling
114 itemk, haks been recommended for continued regulation mainly

for reakons of health, LBafety and national kecurity.

Some tariff adjustmenths have been made to help smoothen the
impact of the recent import liberalization experience, On the
whole, however, thebe appear to be minimal ak indicated by the

almost unchanged (unweighted) tariff average shown in Table 13,
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2.2 TRADE IN SERVICES

2.2.1 A Profile of the Philippine Service Sector and
Structure

The service Bector comprileb a large bhare of the Philippine
ebonomy, in termk of both output and employment. If defined to
include trankportation, bstorage and communication, trade,
finance, houking, government kervices and private kervices ak
‘used in the national accounth, it contributes the largekt share
in-real output at around 40 percent. (See Table 14)., It employs
more than a third of the total labor force, Becond only to
agriculture, It ik the kingle mobt important Lource of
employment for women, employing more than half of the total

‘female labor force in 1985. (See Table 15).

Table 16 Xshows meabures of forward and backward 1linkagek
from the interindubtry accounté. Except for government kervicek,
forward linkages of the kervice Bectork are all greater than one,
implying that Serviceb are intermediate input%k to other &kectorh,
The backward linkagels, though, are weaker for serviceb than for
the other kectork. This meank that the bkervice kectors are
relatively lest dependent on inputk from other sectors than the

rekt of the economy.

Definitional problems arike when it comek to traded
servicek. Unlike goodsk 'or commoditiek, Berviceks are intangible
and cannot be stored., For the purpokebs of thik paper, we take

the Balance-~of-Payment:t definition of traded kervicek. Thik
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means that domektic sales of foreign affiliates are conkidered

part of the national accountk,

Table 17 shows the paymentk and earnings for non-merchandike
trade for the Philippinek. The balance between earnings and
éaymentb hab been negative for many yeark, the trend workening up
to 1982 and then improving, until it became zero in 1985 and even
registered a healthy burpluk in 1986. The improvement in trend
5eems to hold in the labt three years ak the net non-merchandike
trade became oniy Elightly negative in 1987. Even for the
deficif yeark, burplukes in travel and tourism, government,
perbonal income and "otheri" category are generally recorded.
The "others" category ik mainly compoked of conktruction
activities, 'operating expenkel, commiksions and feeh, etc. The
deficit in invektment income largely accounts for the over-all
.deficit in non-merchandike trade.. Indeed, excluding interekt
payments would yield a huge surplus for the kector. Net freight

and merchandise inkurance have alko been conkiktently negative.

Table 18 5hows the ratio of vnon-merchandise trade to
merchandike trade from 1976 to 1986. Non-merchandibe‘trade hak
been faring better than merchandike trade during thiks period.
The ratio of non-merchandise receipty to exporth kteadily rokse
from 33.8 percent in 1976 to 78.3 percent in 1986. On the other
hand, the ratio of non-merchandibe paymentks to importé roke to
only 59.6 percent inv1986 from a similar ratio of 31.3 percent in

197¢.
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What thebe data buggekt ik that there are bkerviced Xxector
where the Philippinek hak comparative advantage. Of courke the
surplus and the riking trend in the ratio of nonmerchandike to
merchandike trade coula also be a manifestation of more pervakive
regulations in kervices. Still bome hectors stand out which
clearly indicate comparative advantage. Conbtruction activity i%s

a cake in point. Labor export is another example.

The Central Bank records data on foreign exchange invikible
acquiskitions and dispokitions by country and by category which
could indicate the direction of trade in kwervicek. Thik data ket
i presented in Table 19 (data are mikking for certain yearh),
The Balance-of-Payments accounty differ from thik recorded
foreign exchange acquibkitionk and dispobitions in that the former
include trankactionk not just "paymentb™ while the latter include
only "payments" pakhking through and reported by CB and its agent
bankk. Still, Table 19 givek an indication of the direction of
trade in kervices, The United States i% by far the mokt
important trading partner of the Philippines in servicel,
accounting for around two-thirdk to three-fourthk of totalf trade
in Bervices. Thulk, while the Philippines hak achieved kome
diversification of marketks in the trade in goods, Philippine
Berviéeé trade ik ktill highly concentrated in the U.S. market.
Japan's Bhare ik even declining, from 4.5 percent in 1981 to only
around 2.8 percent in 1987 on the acquikition kide. The bhare of
other ASEAN on average is around 1.3 percent on the acquikition

side and 2.1 percent on the dibposition kide during the period.
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The "otherk" kervicel account for around 47 percent of total
acquibitions from the United Statesk. Travel and tourikm make up
the nex£ important item at around 17 percent. Labor income ik
also an important bource of foreign exchange invikible
acquibkitionk. On the disposition kide, invehtment income i5 the
mokt important item, the Bhare riking from 39.5 percent in 1981
to 53,7 percent 1in 1987. The "others" category ik alko

important., (See Table 27).

The data alko indicate a non;merchandibe trade surplulk with
the United Statek. Although invibible accounts may overktate
receipth relative to paymentk, the data ket nonethelekl,
reinforces the finding above that comparative advantage in the

services Yector ib not a monopoly of the developed countriek.

Table 21 Bhows the outward remittances for royalties and
trademark and technical and management feek. Again, the United
Statel ik the mokt important country getting around two-thirds of
total remittances, followed by Japan getting around lﬂ‘ percent
during the period from 1981 to 1987. Hongkong'ts khare wak even
more RBignificant than Japan'k in technical and management feeb
for lbome years. The data confirm what ik already expected --
that the United States hal huge comparative advantage in

technology production.
2.2.2 Regulationk in Services

Like in mokt leks developed countries (LDCk), the Philippine
service sector i5 highly regulated. For example, in banking, the

Central Bank i3 authorized under the Central Bank Act and the
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General Banking Act to closely monitor and examine all banking
inbtitutioné with the primary objective of maintaining monetary
Becurity and Btability. There are similar laws and regulations
in the other befvice sectork, e.g., the Inkurance Code, Overbkeak
Shipping Act, Investment Houkel Law} and the Securitiek Act. In
ekbence, however, the majority of theke regulationk is general in
nature, applicable to both foreign and domektic entitiek
(although perhaph non-uniformly in some cakes but 5till with
Bimilar objectiveks). In many cakek, liberalization c¢ould mean
dereqgulation. AL such, since in many cabeb, they are conkidered
to be part of the country':s kovereign rights, there would be

strong rekiktance againbt liberalization involving deregulation.

Perhaps the main regulation which affectlh international
trade in kervice in general ik the rektriction in foreign equity
participation. The Philippine Conktitution containk a provibion
which 1imits foreign equity to 4 percent in general, allowing
certain exceptions for specific areas in line with some national
developmental objective. (This i5 dibcukked further in the
Bection on foreign invektment). There are more bpecific
regulations affecting &terviceks trade Buch ak% requirements of
certificates of authority to be ikbued by certain government
agency, depending on the particular kector involved. Arroyo

(1986) has identified kome regulationbk on kerviceks by bkector.
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2.3 Foreign Direct Invektment
2.3.1 Growth of Foreign Direct Invebtment

The growth of foreign direct invebtment (FDI) in the
Philippines in the decade ending 1987 may be divided into two
diktinct kegment:s. The yearh 1977 to 1983 ik characterized by an
accelerated phake during which the yearly inflow of foreign
equity grew at an average annual rate of 34.3 perceﬁt from
US$45.7 million to US$268.,0 million. The lafter period witnekbked
a definite downtrend as the annual inward flow of FDI declined by
33.7 percent yearly on the average between 1983 and 1986. The
decade ended on a bright note ak the inflow of foreign capital
recovered from the 3lump and increaked two=-fold in 1987 (Table
22) . Theke movements faithfully mirror the upk and 50wn5 the
country experiencéd during the period both from the economic and
the political perspective. Note that the Philippinel buffered a
"Bevere balance of paymentk cribsik in the lakt quarter of 1983
that culminated in a more generalized economic receksion in 1984
and 1985 concomitant with a period characterized by extreme

political inktability.

While the contribution of foreign invektment to the
country's groks domektic capital formation has expanded in the
lakt ten vyears, it i5 by no means large. FDI reprebented

approiimately 2 percent of GDCF on the average during the period.



2.3.2 Sectoral Dibtribution of Foreign Direct
Investment

The kectoral dibktribution of FDI hak remained stable through
the years. The manufacturing bector received the lion's share of
foreign - equity in flowk accounting for more than 5@ percent of
the total for mokt years, The kservicets Lkector ranked 5econd
garnering approximately 23 percentage peoints in the 1988k.
Agriculture, mining and trade had significant shareh (5 percent

or more) in at leabt one year during the period (Table 23a).

Within the manufacturing kector, electrical and electronic
products and procekbed foodh were the two most important Lectors
in termk of share in the total inflow of FDI in 1981-1987. The
share of electrical and electronic products in the manufacturing
FDI roke markedly between 1981 and 1985 but appeared to have
tapered off in 1987. The amount of FDI attracted by baskic
induktrial chemicals, drugs and pharmaceuticalk, textilek,
machinery and equipment, fertilizers and pulp and paper productk
was not negligible during the period. On the other hand, wearing

apparél expanded its share noticeably in 1987. (Table 23b).
2.3.3 Sourcel of Foreign Direct Invektment

Given the long hiktory that binds the Philippines and the
U.s., it ik not burprising that the U.S. hak conkiktently been
the 5’ingle mokt important kource of FDI in the former over the
yearhs., The U.S. share in FDI in the Philippineh peaked in 1983
at 68.1 percent and declined monotonically to 21.6 percent in

1987 (Table 24).
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On the other hand, Japan'emerged ab second biggest foreign
investor in the «country during the keventies. In the early
eighties, howevér, Japanese share contracted markedly bBuch that
in 1983 it waks only 1.9 percent. Thereafter, Japan regained
ity pokition and pobted an 18.5 percent average khare in 1985-

1987.

Other ASEAN countriek foreign direct invektment in the
Philippinek ik not kignificant. 1Its low share has even khrank

over 1981-1987 to leks than 1 percent at the end of the period.

The Ehare of other countrieb combined over 6@ percent in
1981 and 1987. Tn 1981, European countries poured in 37.6 of
total FDI while Nauru accounted for 15.5 percent. In 1987,
Hongkong and Taiwaneke invektors figured prominently accounting
for 21.0 percent of FDI while European countrieks contribuﬁed 15.9

percent.
2.,3.4 U.S. Foreign Invektment in the Philippineks

After a period of relatively rapid growth in 1978-1983, U.S.
FDI in the Philippinek .declined in 1983-1986 for the hame reabonk
we have outlined above. However, it increaked by 68 peréent in
1987, reflective of the Philippine economy's turnaround (Table

25) .

U.S. foreign' direct investment in the Philippines wak
largely concentrated in manufacturing. Manufacturing Xhare to

total U.S. FDI fluctuated between 39.8 to 87.0 percent in 1981~

1987. The services sector and trade alko received significant
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amounts of FDI in the period. Within manufacturing, food
procelksing and chemical productks were the more important kectorks
ak far as the inflow of U.S. FDI ik concerned (Table 26).

2.3.5 Policy Environment for Foreign Direct Invebtment

in the Philippines

The official ktance towards foreign direct invebktments ik
bekt dekcribed ak open kubject to certain limitationsk.
Generally, foreign ownerkhip ik limited to 48 percent of total
equity. However, the ownerkhip requirement ik relaxed if the
project 5satikfies anyone of the following conditionk: (1) it
proposes to engage in a pioneer activity, (2) it exporth af leabt
78 percent of its production, (3) it ib5 located in an export

proceksing zone; and (4) it obtaink prior approval from the Board

of Invebtmentk.

Since the fiftiek, invebtment incentivek are made available
to qualitified foreign invektorlk, In 1987, the Omnibuk
Investments Code (Executive Order 226) wak promulgated, amending
an earlier incentive legiklation. One of the main objectives of
the khift to the new Invébtment Code ik to.enable the Philippinel
to offer incentivek that are at par with thoke granted by the
other countries in the region. The Code replaceh the admittedly
performance-oriented incentives provided by the previouks law with

the income tax holiday and the exemption from dutieb and taxel on
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1/

=~ SR .
imported capital equipment, Regiktered enterprikeb are’ ‘alko
allowed an additional deduction from taxable income of an amount
equal to 50 percent of incremental labor expenke. Other tax, and

non-tax concehsionh are alsko available by the Code (Table 27).

While thebe tax concekkionk provide equal inducémenth to
qualified domektic invektors ak well, the Philippineks hak
supplemented the incentiveb with varioubl guarantees aimed at the
protection of the foreign invektor. Thul, the Omnibuk Invehtment
Code guaranteek foreign invebtors (1) freedom ftom expropriation,
(2) freedom from requikition of property, (3) the right to remit
earnings and other foreign obligation; and (4) the right to
repatriate invebtments, Invehtment mibbionk and fairbk hak alko
been a regular feature of the government's aggrebkive campaign to

attract more foreign capital in recent yeark.

" Furthermore, the Philippineb ik hignatory to double taxation
treaties with 22 countries including the U.S., Japan and all of
the other ASEAN countriek except Brunei. Thebe treatiek define a
bybtem of tax credit aimed at eliminating the double taxation of

foreign bourced income. A tax bBparing clauke ik included in the

1/

~ The previoubs incentive law provided for a tax credit
equivalent to 5 (1@¢) percent of net value earned of non-pioneer
(pioneer) enterpribek and 1@ percent of net local content of the
exports of regiktered enterprikes. While BOI-regiktered export
producers were exempted from the payment of taxek and dutiek on
capital equipment, non-exporting BOI-regiktered firmk were
granted a deferral on paymenth of thebe taxeb and dutiek.



treatiek with Singapore, Malaysia, Thailand, Indonekia, Pakiktan,
J Al , 2y o : g
Brazil, Denmark, Norway and Italy (Table 28).

3. Medium-Term Prokpects and Other Salient Ibbues Affecting
ASEAN-US Economic Relationb: The Philippine Perbpective
‘Thib »bec§ion”prqvideb,que projectionb on the medium-term
prospecth of the Philippine_economy, US protectionibm, pobbible
outcome of the Uruguay Round and the ASEAN-economic cooperation.
Thik bection>a;bo attemptb_to diskcukl other balient ibkkues which
are __within the interekts of ASEAN-US economic - relations,
particularly the Generalized_ System of Preference (Gsp) ,
intellectual property righths (IPR)' and some ibbueks in

agriculture.
" 3.1 Outlook for the Philippine Economy

Ak enunciated in the Medium-Term Philippine Development Plan
1987-1992, 'the grokk national product (GNP) ik expected  (and
targetted) to grow by an annual average of’6.5“pefcent. (see
Table 29). Such a growth target i5 not exceskively high. Tt
would bring back by 1991, which wah et back by 18 years in 1985
after the economic downbwing in 1984 and 1985, the real per
capita income to the 1981 level, the highekt attained. With the
btructural reform and greater political btability, thik target ik

deemed reabonably within expectationk.

2/ .
. ~ Tax sparing agreements allow the foreign investor . to
credit income taxebk not paid. to the hokt country becaube of the
tax holiday againkt income taxes due in the home countriek,



27

Thiks growth target iL premiked on expected development in
both external and internal environment, On the external factork,
growth i5 expected to be supported by a favorable world economic
environment characterized by relaiively Stable oil 'pficéh and
real interebt rates and moderate world inflation. The U.S. ik

expected to grow by around 3 percent.

In the medium term, government policies would follow an
employment-oriented, rural-baked development ,htratggy.' Along
thib line, Ltructural reformbt have been ket forth. The eshential
elements of theke reforms could be bummmarized as follows.
Fikcal reforms are aimed at more ptogrehhive taxatioh"and .more
local autonomy. In the monetary policy area, modekt -growih in
domestic 1liquidity at around 15 percent will be maintained and
policy reforms which are intended to reduce intermediation cobt
(which could entail kome financial liberalizatién) are being
impiemented. Trade reforms bhave been launched and = more
reformk being reviewed towards further trade liberalization. A
more flexible exchange rate policy will be followed. Stepk
towards greater decentralization and privatization. have been
bignificant and will be purkued more vigoroukly in the future,
There hak been the legiklation on land reform whoke

implementation could lakt longer than the medium—term.

The problemk for the Philippined are far from over, It btill
hab to contend with a huge external debt and a heavy debt hervice
burden. The assumptionk hnderlying the targetted groﬁth rate are
that the growth of the outhtading external debt would be linited

to 4 percent annually and that the debt kervice burden ahk a
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percentage of current account receipths would average around 27.5

percent during the Plan period,

In termk of growth diktribution, not much change in the
production btructure ik expected. Indubktry would account for
around 34.7 percent of GDP, with the manufacturing  and
conltruction bectork bhare expected to increabe bklightly from
24.2 and 4.1 percent in 1987 to 25.9 and 6.7 percent by 1992

rekpectively. (See Table 34).

The combination of rural=~baked development htrategy, trade
liberalization and perhapt more importantly greater exchange rate
flexibility would have a direct bearing on the trade performance
and ‘structure. New export productk would pokbibly emerge and
exikting, though ktill kmall, exports would expand in the labor-

using light manufacturing induktriek.

On the aggregate, both exporths and imports are expected to
ribe. Total exporth are expected to increabe by around 9 percent
during the period. With merchandike export growing fagter at
1.1 percent than non-merchandike export at 5.8 percent. {See

Tablek 31 and 32).
3.2 US Protectionikm

United States' tariffs are generally low with rekpect to
products imported from the Philippinek. Uking 1985 value of
exports and 1986 applicable tariff data, around two-thirds of
Philippine exporths entered the U.S. market duty~free -- made up

of around 48 percent MFN zero duty and 18 percent GSP zero duty.
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In’termb'of number of tariff lines, 228 itemks are under GSP 2zero
dufy, 112 items under MFN zero duty and 572 items are dutiable.
out of the dutiable itemk, 161 lines have ratet below 15 percent,
241 have rateks 14 percent and above and 1780 lineb have bkpecific
rates. Furthermore, 199 items out of the 241 1lineb with ratek 15
percent and above, and 75 out of 178 linek with kpecific ratel

fall under garmentk. (See Table 33).

Table 34 gives a weighted tariff average by CCCN category
for the U.S., Japaﬁ and the EEC (weighth uked are country imporths
from the Philippinéé). Only textile and textile products
(including garmenfé)» and footwear 5tand out with the higher
average tariffs of 12 to 18 percent rekpectively. For the rekt,

most tariff dutiek are below 5 percent.

Table 35 summarizes the non-tariff meakurek (NTMk) ‘impoéed
by the United States on Philippine exporfb baked on an UNCTAD
inventory in 1985. Around 48 percent of Philippine exportks are
found to be affected by NTM5. TIndices huch ak the import'
coverage index, of courke, have limitationk. Fof example, it
aksumes that all forms of NTMs have uniform rektrictivenesy,
i.e., they 'aré equally bihaihg. Most of the NTM: ubed by the
U.S. are 1in’' the form of health and bkanitary regplationé and
Conkular and Cubktomk formélitieb»-n non-tariff meakures which
have a different nature and different’ "force™ of rektriction
compared with otherk (e.g., quotab)} Only around 21 percent are

subject to guantitative rebtrictions like global or bilateral
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quota. Furthermore, thik figure (21 percent) ik compoked 'mainly

of kugar, garments and textilek, and footwear.

In general, then, the United Statek market appearh
relatively free and open. The main problem for the Philippinek
in the U.S. market ik the threat of protectionigt legigiation.
There i5 an increaking protectionikt tendency in the U.S.
COngreéb. In the recent years, a number of bills have been
paskked in Congreks which were intended to curb foreign
competition. Examples of theke which would have affected the
Philippines were two bills increaking tariffks on canned tuna in
0il and the Jenkin'k Bill on textilek. Although they were
eventually vetoed by Prekident Reagan, bignalk have beeq sent and
the threat ik percei&ed even ovexr other exports to the United

Statekl.

The Philippines hak not been very much affected by U,S.
anti-dumping (AD) or countervailing (CVD) dutiek compared to say,
Thaiiand and Singapore. There wak a celebrated cake againkt
canned tuna exports which wak eventually lifted. It hak been
worried, however, by bome other developmenth like the propoked
labeling requirements and the U.S. soya bean advertibementh which
weré to fhe detriment of Philippine Coconut Qil exportk. There
have been complainth from procekked food exporters about unfair
treatment by the United Statek with regards to "sugar content" of
fdod Béaboning and ethnic food mixek. Exports of theke producth
were 5subjected to import quota becaqbe they had more than 10
percent Lugar content although theke c¢ould not really be

conkidered "hweetenerkh."
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On the whole, then, it ik the ever-prebent threat that new
formk of protectionikm would be impoked that creates uncertainty
and pobeg the greater trade barrierk. Thik .proteCtioniBt
tendency i% likely to remain in the future, even if the
Republican Candidate iy projected to win the coming electionk.
This attaches a 5pecial importance to the creatiOn of an ASEAN-US
economic cooperation, Although the Philippines would welcome an
increake 1in qﬁotab and/or tariff concekkionsk for meaningful
garment items, it i5 generally perceived by trade 6fficials and
exporters that one of the moskt important eleﬁent of cooperatidn

ik a U,S. commitment not to impose new trade barriers.
3.3 The Uruguay Round of the GATT

The Uruguay Round Multilateral Trade Negotiationk (MIN) ik
bakically a rekponke to a conceivable degeneration of the GATT
ak a multilateral frémework governing world trade. Trade
barriert outkide GATT ambit appear to be ebkcalating. Theke
include, for example, the MFA in textile, the orderly marketing
arrangement (oma) , voluntary export restraint (VER) ,
countervailing and anti-dumping duties, etc. The Uruguay Round
i5 not expected to achieve a monumental succek:s in trankforming
GATT into an ideal framework for enforcing discipline in world
trade, still, all member countriet are aware of the pokkible
deleterioukt conkequences of a GATT breakdown. The Uruguay Round
iy eéheﬁtially a reconfirmation by.member countries of their
commitﬁenﬁ to non-dibcriminatofy trade. Thuk, although the

Uruguay Round 1is not expected to dramatically mend GATT'S
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weaknekkek, it ik nonethelekk conkidered to be a firkt and
neceksary ktep towardk preventing the breakdown of GATT. It
could at leabt put on hold further erokion of the multilateral
framework of disciplinary world trade before a more final

solution could be found.

GATT, or a multilateral framework Luch aBFGATT, remaink fd
be the bkuperior and most efficient vehicle for promoting and
dibciplining world trade. Bilateral agreements, in a Xenke,
undermine the GATT mechanikm. Bilateralikm promotek trade
diverkion rather than expankion. Still,- it could become a
kecond-bekt so0lution if the great majority of countries engage in
it. Thuk, an ASEAN-US economic cooperation could kerve ak a
hedge againkt GATT degeneration. On the other hand, if the
Uruguay Round bucceedk in putting discipline to world trade, an
ASEAN-US economic cooperation khould conkider eventually
multilateralizing the relevant agreements made within its

bilateral framework.
3.4 ASEAN Economic Cooperation

It ik in the interebkt of all ASEAN member countrieks to
advance efforts towardhk more meaningful economic cooperation.

ASEAN-US economic relations will be that much more effective,

For her part, the Philippinek could offer to accelerate itk
liberalization and further tariff reform program for ASEAN. Thik
move would benefit not jukt the ASEAN trading partner but the
Philippinek, at well, The country could learnv from the

experience of thib limited liberalization with ASEAN, and &tart
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and smoothen some of its structural adjustment to finally

implementing trade reform across the board.

With regards to intra-ASEAN investments, the policy
environment 1in the Philippines is a conclusive one. Tne tax
treaties between the Philippines, on one hand, and Singapore,
Malaysia, Thailand and Indonesia all contain a tax sparing
provision. In addition to this, work on various schemes to
promote ASEAN economic cooperation in the area of investments
like the  ASEAN industrial projects, ASEAN industrial
complimentation and ASEAN industrial joint ventures have been
going on in the last decade. To date, however, tne empirical
evidence suggest that except for a surge in other ASEAN
countries' investments in tne Philippines in 1984 the role of
intra ASEAN FDI in the Philippines has bpeen rather small.
Suriyamongkol (1987) attributed this development to unresolved

conflicts in the national interests of the countries concetrned.

It will be mutually beneficial to the ASEAN countries if
they will undertake cooperative efforts towards tne harmonization
of their investment incentives. This is not a new idea. It is
disheartening to note though that no initiative in this direction

nave been made so far,
3.5 Other Salient Issues
3.5.1 Generalized System of Preferences (GSP)

With regards to the Philippine experience with GSP, data

show that the country has not taken advantage of this mechanism
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as much ab other countrieis. The share of the Philippines in
total global preferential importt wak only around 2.4 percent in
1983 although itk khare in the U.S. ik much larger at around 2¢

percent,

Although there keems to be kcope for its greater
utilization, GSP doek not belong in the high priority for the

Philippinek' trade negotiatork. Thik Ltance could be defenkible.

| The GSP (ak well ab other S and D treatment) ik bakically an
adjustment meakure which could give Bdme leverage to developing
countries in competing with other more experienced and powerful
traderk. It is, however, temporary in nature and, if depended
on, could even run counter to longer-run targets of the country

(in term: of the longer~run economic structure it envikionk).
3.5.2 1Intellectual Property Rightk

The ibkue of intellectual property rightk ik another
important concern for the United Statek in itk relations with
other <countriek, Like kervicek, the U.S. -pukhed - for its

inclukion in the Uruguay Round of MTN.

To be Eure, there are oppoking argument regarding the role
of intellectual property rights in technological development,
The economic rationale for patents i5 well=underktood =-- that
although inventionk become "free good:t"™ once created, to produce
it could be expenkive, Tﬁuk, granting the inventor temporary
monopoly, although. kub-optimal in the khort run, would bektow the

necekkary incentives for the production of inventionk, In
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effect, Lkhort=run cokts are being balanced againkt the larger
dynamic and 1long=-run benefithk that would arike from future
inveﬁtionh. But even this ik being quektioned ak being
applicable only ip a cloked theoretical model, The diktribution
of benefits would be lopkided in favor of the already wealthy
indubtrialized countriek. Hence, even on economic groundk, the
ikkue whether there should be global protection or intellectual
property rightk or not hak not been kettled. 1Indeed, from the
point of view of developing countriek, the biak, even on economic
groundk, weighs more heavily againkt global property rights.
Stili, on the whole, few, perhapt none, would openly renounce
respect for property rightk. For her part, the Philippinek ik
already a &Etignatory to both the Pariks Convention (indubktrial

property) and the Berne Convention (copyright).
3.5.3 Ikkuel in Agriculture

The U.S. Agricultural Adjuktment Act which wak pakked in
1933 poskek the main barrier to U.S. importk of >agricultural
commodities. Undér thik Act, rektrictionsk can be impoked on
impdrtE of agricultural commoditiek covered by any program of the
U.S. Department of Agriculture. To date, rebktrictionk effected
under thik act continue to be in force againkt bkugar and kyrupk,
peanuts and some cotton product: among otherks.
4, Conclukion, Implicationk on the ASEAN-US Economic Relationk

and Pokkible Recommendationk: the Philippine Perkpective

This section provides the conclukion and analyzek the

implications of the findingbk on the ASEAN-US economic relationk



36

from the perkpective of the Philippines. It attempt:s to derive
poskible recommendationk on the elements of an ASEAN=~US economic

cooperation, again from the Philippine perkpective.
4.1 Trade in Goods

Looking at the pokkibilities for exchange of concekkionk
between the Philippines and the United States, the Philippinek
Seems to have more to offer. For the pakt four vyears, the
Philippines hab had a favorable merchandikse trade balance with
the United Statek. The United Stateb already takes up a good
thare of Philippine trade. And with the exclusion of garments
and textilek, sugar and footwear, the U.S. market ik relatively
free and open, Alko, the Philippineb haks Jjubkt recently
liberalized a number of itemk. Thuk, it i% underktandable for
Philippine government trade officialk to view the Philippines ak
most pokkibly holding the loking end of a ‘two;way bilateral

agreement.

In the kenke of getting conceskionk in exchange for
conceksionk, this ik probably true, The Philippines would
probably gain more from the outcome of a RP-US rather than an
ASEAN-US agreement, conkidering the kpecial tiek between the two
countriet and the US pronouncementh of wanting to akhikt the new
government (e.g., through unilateral trade concekkionk). Thik
hak, to a certain extent, happened ak part of the ocutcome of the
RP=-US military Laseh agreement, The Philippines appearks at the
present time to have available channels for a more favorable

bilateral agreement with the United Statek.
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..Thik ik, however, a myopic view of pokkible benefithk from an
ASEAN-US agreement, In the first place, trade liberalization,
though bome domektic kectors would dikagree, would, in itkelf, be
beneficial for the country in the long-run. Furthermore, we have
already embarked on unilateral trade liberalization and future
plank, though temporarily Ehelved, are in the offing. The gaink
from a bilateral trade libe;alization would be even greater. In
other wordk the Philippines' plank for opening markets tie in
very neatly with an ASEAN-US economic cooperation. 1In the second
piace, to kome ko-called "nationaliktk®™, aligning .with ASEAN
rather than contracting an agreement with the US, by itkelf, may
probably‘ be more acceptable. Hence, politicaily, an ASEAN-US
agreement may be more palatable. Thirdly, an umbrella type of
ASEAN-US agreement ik not necessarily contradictory to Philippine
objectives in the context of an RP-US agreement, And finally,
the Philippinek doek not trade with the Unitéd States alone, and
ASEAN ak a grdup ik not limited to contract agreement with only
the United Statek, Other agreements leading to ASEAN economic
copperation with other countries, particularly the EEC and
Japan, . where the Philippines could derive more benefitk, are

likely to follow. ASEAN, to be mokt effective Bhould be unified.

Aithéugh the U.S. mafket already beemk open and free, ‘there
Etill reméin gignificént.scope for concekkionk the U.S. could
grant that would benefit the Philippinek conbiderably.' Theke are
in the areaé.of garments and procebksed food productk with over 19
percent kugar content. Garmentk export ib5 ktill an expanding

Bector in the Philippinek. It ib ksubject to generally higher
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tariffs ak well ab import quotas in the U.S. The Philippines
would welcome increakek in quotak and/or tariff concekkionk for
meaningful garment itemk., Very much affected by import guotak
for productks with over 16 percent kugar content are Philippine
food productk, ekpecially food keakoning and ethnic food mixek.
There are new high-growth kectors exporting a large part of ith

output to the U,S.

Going back to Table 33, the Department of Trade and Induktry
(DTI) 1likted 572 dutiable items, out of which 241 tariff 1lineks
are kubject to 15 percent and above, Some 109 out of theke
tariff 1ine§ have conkiktent Philippine exportt for the 1lakt 5
years and 132 tariff linek are conkidered by DTI to be potential
Philippine exports., Thete tariff line:s would become even more
meaningful in the light of the recent trade reformks which reduce
the biak againkt export:s and could open ué opportunities for
exporting products previously unheard of. Theke are again

pobbiblé areat for U.S. concekkionk.

Akide from market acceks and - tariff concekkionk, an
important element which hould be included, ab% kuggebted in
earlier diskcukkions, ik a U.S. commitment to a kLtandktill on all
forms of NTMs. This includek, in particular, the newer formk of
protectionikm, e.g., AD and CVD., Concekkionk, uking infant
industry arguments, to allow export incentives (which could be
time—bound) for non-tradi;ional exports without threath of CVD or

aAD should be bought.
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In exchange, the Philippines could claim credits for the
pakt wunilateral trade liberaliéation. ‘The Philippinek hak
undertaken trade reformk which included the 1981 to 1985 Tariff
Reform Progrém and the liberalization of importk for  over 2000
items from 1981 to 1988 unilaterally. The trade. reforms were
perhapk, in a senke, untimely ak theke could have been uked more
effectively in the negotiationt if the Philippinek were Ltill to
embark on them in the future. Furthermore, binding of tariffs ik
equally, if not more 50, an attractive concekkion to offer and
remains to be a Qery important bargaining chip. Moreover, the
Philippine tariff btructure k5till could ﬁot bé conkidered minimal

and many more important items are btill regulated,

This abbumek that there would be reciprocity in c¢oncekkionk,
Invoking S and D treatment or GSP could benefit Philippine trade.
But theke benefit:s are mainly in the khort-run, The country
could and khould accept reciprocity which ik conkiktent with the
btrucﬁural référmh that it is now undertaking. Along theke linek
a Ehaéed .reciprocity keems to really bé ideai, ak thik would
consider the developmental htage of the Philiépineb and provide

the neceksary adjubtment period.

It i% Qifficult to gqguantify the impact of granting and
receiving market accekk. It ik generally accepted that there are
gains from trade as well ak kome accompanying adju&tmeht cokt in
trade 1liberalization.  There are pakt btudies ‘(ebpecially by
Power and Bautikta in 1979) which have conkiktently shown and
pointed out cokts of protection =~ the keriouk: diktortionk

(especially on the real price of foreign exchange)  bad kide
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effects (biakes againkt exports and forward linkagek)  and
ultimately grave mikallocation of rekources, The over-all gaink
ariking mainly from a more efficient allocation of rebkourcel
provided the main rationale for the Philippine trade reforms,
The Lame benefitk would accrue (and even more ko kince

liberalization' would now be reciprocated).

For the Philippinek, the procebé Qf feformb hay not‘ been
complieted, Some wavering in purpoke could be dikcerned froﬁ
recent developmentk. An argument that i% often raiked againkt
import liberalization ik the protectionitm in the Wekt. With
promise of a quid-pro-quo in the international .arena, éome
bEtrengthening of commitment to the liberalization effortb could
arikse. That ik, an ASEAN~US economic cooperation <could perhapks
help the Philippinet in purkuing further the reformtk it had

Ktarted,

, Finally, the exchange of concekkionk ih the area of t:ade:iﬁ
goods need not be coﬁhtrained within that area alone. 1f
exchanget in the area of goods are‘deemed lopkidead, concéhbiénb
in goodk tradelcouid'posbibly be made in exchange for concesbiong
in the area of kervicek, technology and/or investment, or .vice

verka, to even up the exchange,
4,2 Trade in Servicek

Although very few countriek ever really practice free trade,
there ik general acceptance, at leabt in principle, that fewer
barriert to trade in goodk and commoditiekt acrokk countries would

be beneficial to all.
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When it comeb to trade in berviceg, however, nothing near
such an agreemenf exikth., There are grave apprehenkionk, valid
or not, about opening up trade in kerviceh, ehpecially among lekks
developed countriet (LDCk). Theke are related bakically to the
following concernk:

1. effect on development,

2.- case of infant induétry,'and

3. national security and sovereignty.

The firkt two are primarily concerns of the LDCk. The

dibcukkion below hence take the LDC as the point of reference.

Ekpecially am0n§ LDCY%, there ik general apprehenkion that
opening up- trade in‘berviceh would be detrimental to economic
~~ development. Thih 5tems from - a common perception that
comparative advantage lies mainly ﬁith the developed countriek.
A5 such, liberalizing trade in Bervicéé would greatly injure the
domebtié Lervice induétrieh‘which coﬁprike a large part of the
economy and conkeguently adverkely affect economic development in
general. The LDCk are fated to forever be importers of high-
technology services and sources of cheap labor. This ik directly
paraliel to protectionikt atgumenté in the cake of the goods
trade about import liberalization cauking serious injury to, if
not wiping out, the domebtic induktrial kector. The Third World

ik doomed to be "“hewerk of wood and carrierks of water."

The kecond concern ik% alko related to such perception of
_general comparative dikadvantage in servicek., It ik argued that

protection ik necebkary to nurture the infant Lervice hector and
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shield it from "unfair" foreign competition. Again, thik is the
bame ak the familiar infant induktry argument for protection in

the cake of goods and commoditiek.

The third c¢oncern, which alko applieg to certain goods
sectork (e.g., armk and explokivek) ik particularly pertinent to
the service kector -- mokt ehpecially the banking kector. The
nature of trade in kervicels ik buch that, unlike the goodk trade,
it could albo, and often doeks, entail, not jukt a flow of output,
but more importantly a movement of factors of production
thembelvek. Labor, for example, could be directly exported or
imported. So ik capital, physical and financial, in many cabkes
(e.g., trankportation, khipping, banking). Opening up the
Service kector thuk involvek more than allowing port entry. In
the cake of the banking kector, for example, liberalization would
imply bome lokks of control in money kupply. In general, opening
up the financial bector ik seen to make it vulnerable to external

manipulationk.

Thuk, all three concernks are echoek, perhapk louder refraink
owing to the different nature of Bkervicets trade, of olid
protectionikt arguments againkt import liberalization, There i5
validity in certain abpectt of theke concernk, but ak in the cake
of the goodk trade, the theory of comparative advantage holdk.
Although there ~ is no doubt that 1liberalization would be
accompanied by khort-run adjuktment coktk, dynamic gains from

liberalized trade are alko undeniable.
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Still, theory and practice need not perfectly coincide,
There are practical, political and other factors involved,
Given the nature of kervicek regulations and the trade patternk
in bervicek for the Philippinek, what type of cooperation with
the United States could be developed? Given the large khare
of interekt expenke and the apparently highly concentrated
Philippine kervice trade with the United Statek, what are the

poksible implications for ASEAN=US economic relationk?

Like other LDCk, the Philippinek i5 prepared to include
kervices in the GATT negotiations at Punta del Ebte. However,
also 1like the others, it it not prepared to liberalize kervicesk
trade, even in the medium=run. Many in government as well ak
private kector feel that the Philippinek Bhould beek kpecial and
differential treatment for kervices on infant induktry grounds,
National kecurity "and sovereignty concerns alko inhibit LDCE
including the Philippinek from opening up kervicet trade. 1In the
area of banking, for example, mokt LDCh would find it difficult
to even Slightly relinquish control in money Supply which c¢ould

arise,

With regards to entry of foreign invektment in tervices,
foreign equity rulek are more or lekk ket. Thuk, except perhaps
for 5bpecific regulationk in kpecific kervice kectork (e.g., flag
carrier requirement, film import regulationk), there keemk to be
little room for reciprocal opening of markets in the area of
tervicek. There ik not enough data to evaluate the over-all
impacts of 1liberalization in particular &kervice kectors to

-
determine in what kpecific areaks cooperation iy feakible and



mutually beneficial. What available data do kuggekt ik that.
comparative advantage in the bservice tector ik not a monopoly of
induktrialized countrieb.l Construction activity i one example.
Still the nature of kervicek complicates the analykibk buch thétﬁ
even kome blanket prekcription of freer trade ik no 1longer ak’
automaticA ak in the cake of the goods kector. Shipping i%
perhaps one of the pokkible candidates for liberalization
conkidering itk Etrong forward linkagek. Another ik
telecommunicationk (although the iskue of national kecurity could
have more bearing); Poreign competition would lead to a more
efficient domektic kervice induktry and lower cokthk to ukers.

Repercukkions throughout the economy could be tremendouk.

The theory of comparative aanntage should hold ekpecially
in the 1long-run. Still granted that already a large part of
Philippine kervicebt trade ik concentrated with the United Statel,
the conclukion ik not ak definite ak in the cake of goodk trade,
in the khort or even medium=run. Furthermore, the Philippinek
BEhare in the United Statek market ik really quite -ksmall, which ik
perhaps why the United States hak not really made strong demands
in thik area froﬁ the Philippineks. There Leems to be no urgency
towards removal of barriers. This could work well Qith the
Philippines. There i5 no doubt that in the very long-run,
liberalization even in kervices would be beneficial, There keemk
to be plenty of time for the economy to adjubt to kuch 1likely
future directionb. iﬁ servicetk trade. This of courke, impliels
forekight, if not long-run planning, on the 'pért of ﬁhe

Philippinek for such eventuality.



45

4,3 TForeign Direct Invektment

4.3.1 The Competitive Bidding for Foreign Invébtmenth Via
Tax Incentivebs

The wvalidity of the apparent concern for granting
incentivek that are competitive with those offered by other
countries in the region hingek on whether or not invektment
incentives are an important factor in the decikion-to-invekt
matrix. The evidence on thik quektion ik, at bekt, mixed. Allen
(1973) énd Lindkey (1981) made uke of the kurvey approach to
5tudy the determinantk of foreign invebtment.g/ Both Xktudieks
indicate that foreign invektorks deem that government inducementk
are not important. Political and economic Ltability, 5kize  and
growth potential of the market, availability of raw materials,
etc,, were cited by the foreign invebtors interviewed ak being
major conkiderationkt in their invektment decikionk, On the other
hand, Subido (1974), employing regrekbion analykik, akkerted thét
the rate of return ik the primary determinant of foreign direct
investment. Following thik, one can argue that invehktment
incentives may play a significant role in the foreignerb'
investment function to the extent that they enhance the rate of
return of particular projects. Furthermore, there ik empirical
evidence that hiktorically more than half of foreign equity flowk
to the Philippines hak been in areak that enable invektors to
avail themkelves of tax incentives, Thik, again, bolkters the

37 | ,

Allen focuked on the Southeakt Akian region while Lindkey

concentrated on the Philippinek.
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pobition that, at the very leakt, tax concekkions 'do ‘influence

the compokition, if not the level, of foreign equity.

Regardlekk of the efficacy of fibcél | incentivek  in
attracting foreign capital, it ik a fact that all countriek in
the ASEAN except Indonekia grant inducements notably in the form
of tax concekkiony to foreign investork. Manakan (1988) examined
the impact of the invektment incentivek of ASEAN countriek in the
context of their overall tax bEystemk on the internal rate of
return of prokpective projects and concluded "that the ASEAN
countriek are ak competitive with each other before incentivek ak
after incentives, Thik finding buggektks that the widebkpread
practice in theke countriek to uke investment incentives ak a
bidding inktrument to attract more FDI may be kelf-defeating.
Thiks implies that theke countriek are. throwing away ' - preciouk
government revénueb in -exchange for an edge that ik . largely
illukory. ASEAN economic cooperation in the area of invektment

incentivek harmonization ik, therefore, indicated. -
4.3.2 Tax Sparing Agreementk and Income Tax Holiday

Another ' area that khould be reviewed ik the interaction . of
the tax byktems of capital exporting countriek with ~the tax
conceksions provided by the recipient countriek in the light of
the exiktence of double taxation treaties betweén then. Mokt
home countriek tax their citizenk and corporationk -incorporated
within their borders on the basis of a global income concept.
Some, l1ike the Us; the‘UK, Westhermany, efc.,'provide for the

credit of foreign taxek paid on foreign sourced income againkt
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like domektic taxek while other:s allow the deduction of foreign
taxes in computing net income for domebtic tax purpokes. At the
bame time, a number of countriek have enacted tax treaties on a
‘bilateral bakik with various hobt countriek ekbentially for the
purpoke of eliminating double taxation and defining how tax
revenues Ehould be khared by the home relative to the hokt
countriek. Specifically, the Philippinel ik a party to 5uch
treatiek with 22 countriek. What ik particularly bignificant i}
the abkence of a tax sparing provikion in the treaties between
the Philippines and itk major source of FDI like the US and
Japan, coupled with Philippine uke of the income tax holiday ak
the cornerktone of itk invektment incentivel bcheme.i/ In thik
cake, while the treatieb eliminate double taxation they do not
prevent the capital exporting country from taxing the income that
is kpared from income tax by.the Philippinek, Thuk, thik kcheme
effectively rebultk not in increaking the after tax income of the
foreign invektor but in trankfering revenuek from the Philiépine
Treakury to the foreign Treakury. 1In particular, US invektork
benefit from the Philippine income tax holiday only to the extent
that the U.S. tax on their Philippine bkourced income ik defefred

until baid income ik repatriated.

Thuk, the agreement between ASEAN and the U.S. khall &eek
not only to eliminate double taxation but alko to include a tax

sparing provikion,

4/
Note that all countriek in the ASEAN except Indonekia and
Brunei grant income tax holiday of varying durations to new
invektment:s in promoted activitiek, :
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4.3.3 [Foreign Invektments, Technology Trankfer and Trankfer
‘Pricing-

From one point of view, one of the principal benefitts from
foreign investment arikes from the role it plays ak a vehicle for
international trankfer cf technology. Recent Etudieb, however,
indicate that there are a number of problemk looking at foreign
equity participation ak kuch: (1) the cloke 1link between the
mother company baked on the capital exporting country and the
Yubkidiary 1located at the 1lekk developed country tends to
increase the c¢ost of the technology import becauke of the
pokbibility of the MNCk charging higher‘than armk~length pricek;
(2) the higﬁly packaged nature of the technology trankferred via
foreign direct ‘investment doek not fokter the development of
local technological capacity. One approach to the trankfer
pricing problem ik the impobition of a uniform tax on profitk,
intra=firm imports (e.g., egquipment), and royalties - and
management feek (Stewart 1979). In the Philippines while
equipment imports and royalties are taxed at 20 percent, profitk
are levied at tax of zero or 35 percent depending on whether or
not the firm ik entitled to the income tax holiday. In general,
this kituation providek MNChk an incentive to engage in trankfer
price manipulation with the conkequent revenue 1loks from the
Phiiippineb, What ih‘ clearly called for ik a review of the
practice of providing inducements to foreign invektorks wvia the
income tax holiday and the duty exemptionk on the caﬁital
equipment. Thik ik an area that would require some cooperation
on the part of the ASEAN member countries., If buch cooperation

i not forthcoming then the Philippines khould review it}
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3

treatiek with other nations and itk own tax Ltructure
kpecifically that part pertaining to the taxation of foreign

capital and kervicek,
4.3.4 Trade Related Invebtment Meakurek

In the literature, there has been kome concern that export
?erformance requirements related to FDI ik trade diktoring. In
the cake of the Philippinek, however, the more liberal treatment
extended to FDI in export oriented activitiek khould not be
viewed ak Buch.é/ This ik ko becauke the export kector remaink
penalized by the over~all protection btrucfure (i.e., tariff,
non-tariff and éxchange rate policy) dekpite recent efforts to
move towards a more liberalized trade regime, Thuk, there
éppears to be a need to counteract theke  biakeks againkt the
export kector. The export performance requirement ik jukt one of
the toolk that may be uked in thik regard. However, abt trade

liberalization progrekkek, the necekkity for implementihg theke

compenkating meakurets eakel up ak well,

On the other hand, the complete elimination of the general
40 percent limit on foreign equity participation would require an
amendment of the Conbtitution and may not be feakible
politically. However, all theke conkiderations do not preclude
negotiating for attractive commodity markets in exchange for

investment areab.

5/ ~
Ak we have already pointed out, foreignery are allowed to
own up to 1¢0 percent of the equity of an enterprike as long ab
it export:k at leabt 70 percent of it:s production.
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TABLE 4b
PHILIPPING TRADE WITR REGIOMAL BLOC/CGUNTRY
(1987 & 1988}
F.0.8, VALUE IN V.S, DOLLARS

fiegional Bloc/Country ¢  Bxports ¢ : Imports : Balance
Value : Share ¥ @ YValue 1 Share ¥ ¢ of Trade

Total

199 §720238358 . 100 6736968619 100 -1016730261
1986 4941780491 100 5043597455 100 - 201816964
LU ’

1981 1976191288 34,59 1485276128 2.05 430915160
1986 1651696567 1 1252816926 BRI 398879641
B, JAPAN

1987 981492240 17.18 1121166242 16.64 -139674002
1936 851084105 11,58 368258316 17,2 1117421
C. BEC

1987 1082242893 18.92 781872072 11.61 300310821
1986 913990269 18.98 568692228 11.28 345308041
D, AUSTRALLA

1987 . 86789693 1.5 201804206 3.00 -113014513
1986 - §9169508 143 145009484 2.88 -75839976
R, NEW ZBALAND

1987 11221495 20 49150038 K] - 37928540
1986 9981703 2l 37064199 03 -27082436
F. HONGEONG

1987 219208811 4,88 12017640 1,63 -32868029
1986 222481495 4.60 257929046 5.1 - 35447551
G. EOREA, REPUBLIC .

1367 107797808 1.8 198246626 2.9 09440818
1886 112243328 2.32 170059042 30 59815714
H. TAINAN

1487 144388545 2,52 372430385 6,83 -228041940
1986 123666184 2,58 2719662720 5.8 «165996538

T. OTHER ASBAN COUNTRIBS

1. THALLAND )
1987 125592078 2,20 46601521 .68 18991331
1386 §72968% 1,38 23017230 R 38273644

2. TNDONESIA
1987 gh42483 LY 89252583 L3 ~2382774¢
1988 UNUY 58 128321782 (AL ~100394345

3. HALAYSTA
1982 118010053 2.06 138829183 2.06 -40919130
1986 97058654 2.00 143886219 2.8 -46827625

4. STNGAPORE
1987 196611256 5,44 230246304 1.4 -35635048
1986 157628400 3% 124394281 (A1 3324118

3, BRUMEL ’

1987 152272 01 51356828 Al -50904556

1986 §77026 1 13054327 2 12471301
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Table 6

PRACENTAGE SHARES OF PRILIPPINE EXPORTS,
BY COUNTRY OF DESTINATION (IN PERCENT|

Exports to:  Resource-Based Manufactured Exports Proportion to Manufactured

Beports 0 e Exports*t
Including Goods on  Excluding Goods on Frwmmmmmocaene
Consignment Bagis¥ Cansignment Basis [ II II1

United States .54 65.36 241 4.8 Il 7.90
EC 49,70 50.30 .93 57.25 .46 10,28
Belgiun-Lux 49,63 50,37 46.76 46,17 48,80 5,03
Dennark 58,12 £1.88 39.59 97.50 218 0.33
France 55,64 44,36 29.92 AT U 1,93
Geraany 37.86 62,34 33,96 89.31 9.10 1,58
Greece 29.15 70,85 22,09 98.16 1.84
Ireland 20,91 13,08 26,67 84,16 15,30 0.54
Italy 14.68 55.32 5.1 1.6 1193 4881
Netherlands §6.82 .18 13,00 298 3.9 0.0
U.K. 40.55 59,45 34,66 i1.08  56.78 2,18
Japan 71,3 .67 15.61 .09 1328 6563
ASEAN .23 82.M ARV 10,82 54,18 35.00
Indonesia 2.78 na 5.3 8.86  39.6¢ 5149
Yalapsia 3,54 96,46 10,42 13,14 66,03 20.81
§ingapare 16,35 83,65 18,38 19.56  69.26 11,15
Thailand .1 90.87 6.1 116 4138 45.46

..............................................

¥Special transaction not classified according to kind.
#Ercluding goods on consignaent basis.

Source: UN Trade Statisties. 1984.



Table 7
Real Effective Exchange Rate
(1973-100)

Real Effective

1987

Year Exchange Rate Index
(%)
1973 100
1974 83.69
1975 92.17
1976 95.64
1977 98.04
1978 105.32
1979 93.72
- 1980 88,10
1981 85.91
1982 83.13
1983 102.36
1984 100.03
1985 88,37
1986 112.03

111.10
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TABLE 8a
DISTRIBUTION OF TARIFF LINES BY NOMINAL RATE

Tariff P.D. 1464 Before TRP as Up to and Including
Levels Amended by E.QO. 521 E.O. 809, 632-A and
P.D. 1500 and P.D. 1620 As of 1981 1985

1. Specific 2 2 2
2. Free 1 3 3
3. 5% 2 14 14
4, 10% 319 380 334
5. 20% : 204 282 _ 335
6. 30% o 218 194 284
7.  40% | 5 87 - 100
8. 50% 203 151 331
9. 60% - 59 -
10, 70% 119 139 -
11. 75% ' - 2 -
12. 80% , - 58 -
13. 90% - 29 -
14.  100% 228 2 -
Total tariff lines 1:;8:_-- -;TZBE~- _;:;55_-
Total tariff levels 10 14 8

i e o . gy g e e e

Source: Tariff Commission



1/0 Sector

1-14
01-02
03

05

06

07
08-09
10-11
12-13
14

15-21
15
16
17
18
19
20
21

22-58
22-30
31
32

33

35-36
37

39

41
42-45
46-50
51-52
53
54
55
56
57
58

Table 8b

Average St.atutbry Tariff Rates*

Industry/Industry Group

Agriculture, Fishery and Forestry

Palay :

Corn ’

Coconut including copra
Sugarcane -

Banana

Other crops

Livestock

Poultry

Fishery

Forestry

Mining and Quarrying

Copper Mining

Gold and Silver ore mining
Chromium ore mining

Nickel mining

Other metal mining

Salt mining

Other non—metallic mining/quarrying

Manufacturing

Food manufactures

Beverage 1industries

Tobacco manufactures

Textile manufactures

Footwear and wearing appare]
Wood and cork products
Furniture and Fixtures

Paper and paper products
Publishing and printing
Leather and leather products
Rubber and plastic products
Chemicals and chemical products
Products of petroleum and ccal
Non-metailic mineral products
Basic metal products

Metal industries

Machinery except electrical
Electrical machinery
Transport eguipment
Miscellaneous manufactures

Simple average of tariff codal lines

Source: Tariff Conmission

1979

56.

70
70

38

85

70

100
27.
83.
74.
93.

46

16.

10
10
10
10
10
30

18.

42.

60

78.

65

53.
85.
53.

82

55.
86.

37.
23.
20.
47.
21.
44.
24.
38.

26

46.

18
57
28
75

12

46

53
62
42

71
25

43
39
55
30
2

75
32
05

66

1985

33.08
50

35

50
50

- 13.05

26.47
47,78
33.08
27.22

13.09

10
10
10
10
10
15
14.7

28.06
33.68

42.3

35.44
48,86
32.32

30.7
24.16
30
26.35
17.53
17.5
34.54
16.13
35.24
22.15
27.55
23.66
30.85

67



Table 9: AVERAGE NOMINAL RATES OF PROTECTION, 1980-85
BY TYPE OF COMMODITY

Sectors 1980 1983 1985
Consumer goods 67.7 42,7 38.0
Intermediate products 33.3 25.4 24 .1
Raw materials 35.6 23.0 21.7
Capital goods 21.1 19.2 21.2
Automotive products 35.3 33.6 33.6
Miscellaneous 42.5 30.0 30.0
Overall average 43.1 29.9 28.1
(Standard Deviation) (32.6) (18.5) (15.1)

Source: SYNTIA Tariff File, world Bank



TABLE 10a

PREQUENCY OF RBSTRICTIONS: NUMBER OF ITENS
REGULATED AND/OR BANHEU PER YEAR, BY GROUP

Group Oescription Tatal Mo, af ‘ .
of Iteas 197 197 1979 1980 1981 1982 1983 1984
001 live apinsls for food - pr] 18 9 1
011-084 . meat & meat preparations 48 4 I
022-02¢  dairy products U g 18
025 bird’s eggs 1 7 {

. 034-037 - fish & fish preparations - &0 4§ 1 10
041-048  cerea) & cereal preparations 80 3 16
054,05  vegetables 13 | U
057,058  fruits & nuts Hr 86 L7
061,062  sugar & honey 29 11 4
071-01 . coffee, cocoa, tes & mate 2 18 1
075 spices 67 3
081 feeding stuff for animals 35 2 2
091,088  niscellaneous edible products 63 U U
1 non-alcoholic beverages 12 10 2
112 alcoholic beverages 35 3
121,122 tobacco & nanufactures U 10 §

22 skins & fursking - 3 3

202,220 soybean.& soyabean powder 14 3

245 fuel waod 5 4

21 paper wvaste ‘ 20 i

%3 cotton A 5 { ‘

266-268 - synthetic fibers, wool 3 10 1

%9 . old textile materials ; 4 2

278,289 - crude minerals, scraps of 47 1 1 1
precious metals

21 crude animal materials 20 14

(A crude vegetable material 12 6 12

322-323  coal, coke & briquattes {1 2 §

33, M1 petrolews products 3 10 3

41,41  animal oils & fats b} 1 ¢

-§11-514  organic cheaicals 80 i i § 1
522-521  inorganic chemicals 104 3 1 ) {
Xkl " pigaents, paints, varnish 51 { 1
541 nedicinal & pharaaceytical

products A 14 2
553 perfumery, other toilet
preparations 15 It ]
- 554 soap, cleavsing preparations |2 il
562 fertilisers ' 19 19
§12 ° explosives 12 2
502-584  artificial resing & plastic 128 i 58
paterials

591 disinfectants, insecticides 12 7
& similar products

532 starches & glues A ¢
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Group Description Tatal . af
of Iteas 1977 1978 1979 1980 1981 1982 1983 1984

612 leather lanufacturesv 20

2 15

613 furskin 2 1

621 rubber hose 18 1

625 rubber tires, etc. N 15 6

628 ather articles of rubber 28 5 8

633-635  cork & wood manufactures 63 16 15

641-642  paper & paperboard 184 55 1 88 1

651 textile yarn 137 2 55 |

52 cotton fabrics, Voven 32 19 1

653 woven fabrics of manmade 5 : 1) 2
fibars

854 waven fabrics of other » 29 1
fibers

§55 knitted or cracheted fabrica 9 b _ 2

656 lace, ribbons, trimmings 48 35

857 gpecial textile fabrics 10 § 16

658 nade-up textile articles kK] % ] b

659 floor coverings b1 11

661 cement, fabricated construc- 23 13
tion saterials

662 clays & refractory cong- 13 5 k|
truction materials

B63 nineral manufactures 47 3 1 1

664 glass 3 4 1 1 9

665 glassvare 2 8 1

666 pottery ] g

667 precions & semi-precious 10 5 4
gtones

671-67¢  iron & steel 128 1%

681 non-feraus metals 8 1 3

695 charcoal fed flatiran 1 1

696 cutlery 33 20 1

897 household equipaent, base 48 9 25
aefal

699 other manufactures of base - 30 17 A}
netal

13 internal combustion piston 43 0 ! 4
engine

1l lawn mower 18 1 )

724 household sewing machine 42 1 I

128 machinery & equipsent for 19 5
particular industries .

136,737 wetalworking machineries & 32 4
tools

1 heating & cooling equipment 58 § 3 2

15 other non-electrical machinery 49 B
teols

151 office machines n (|

761 tv receivers g 4 4

762 radio broadcast receivers 8 8



------------------

Group Description Total No.
of Items 1977 1978 1979 1980 198t 1982 1383 1984
763 tv image & sound recorders 7 8
& reproducers
164 telecomunications equipaent 53 1 4 15
m electric power machineries 23 { 8
m electric apparatus U 6
3 equipaent for distributing 14 | 2
electricity
174 electro-nedical apparatug - 6 2
5 ‘household type, electrick 50 28 14 1
non-electric equipnent
178 picture tubes, valves, 14 1 |
transistors, ete.
M other electric machinery 9 6 3 7
& apperatus
781-785  road vehicles & parts K] 59 1
186 natorcycles 13 1
793 ghips, boats 21 18
812 ganitary, heating, lightaing 30 1 ]
fiztures & fittings ‘
82l furniture & parts N 22 1
831 travel goods 14 it '
842-848  articles. of apparel & 239 205 12
clothing accéssories
85t footwear A} %
871-8714  professional, scientific 68 b A 1
. & controlling instruments
883, 884 cinematographic goods 2 7 1
892 printed aatter L] 18 3
883 articles of artificial 4 10 t 1 i %
resin k plastic materials
894 baby carriages, toys, sporting 66 238 13
goods
895  office & stationery supplies 60 i L]
896 work of arf, antiques 1 b
87 jewelry i1 10 |
898 susical ingtruments kL] 7 11
899 other miscellaneous manu- 9% b4 14
factured articles
LN postal-packages 1 1
931A special transactions-exports 18 11
9318 special transactions- 18 18
replacenent
341 animals, live 4 4
951 fighting vehicles, aras of 19 18
var, apmunition
TOTAL 4,626 1,628 kY] 9 10 3 82 628 ;

ame anmew e —

af
Includes items restricted from 1970 to 1976,

71
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TABLE 10b
NUNBER OF ITEMS REGULATED AND/OR BAMNED BY YRAR,
BY COMNODITY TTPE

aa

Coanodity Type oML/ 19Ty 197 1909 1980 1981 1982 1983 1984
M. % M. % N % Mo % No. % Moo % M. % Mo %

Capifal goods 365 e mzu o222 - - - = - - 86 TE W 41

[nteraediate goods 2,141 /5 248 2 0.1 & 37 ‘3 0.1 3 0.1 215 10.0 289 186 - -

Nineral fuels & 4l 10 44 § 122 - - 5§ 123 - - - - - . a .
lubricants

Consuaer goods 1,552 %7 623 1 0.1 4 0.9 2 0.1 - - 1 o1 2 1y - -
af ‘

" Refers to total posgible number of iteas ag enunerated in the PSCC Hanual, % shown is the share in this total.

b/
Includes items restricted from 1970 to 1876,



Table 11a

NUMBER OF ITEMS REGULATED, LIBERALIZED
* AND NEWLY-REGULATED BY YEAR
1977 TO 1988

Total Number Newly Liberalized No. of Regulated

Regulated Regulated Items or Percent
of total nurber
of PSCC Tines

(%)
1977 - 1892 47 - 33.5
1978 1926 34 - 34.2
1979 203t 104 - 36.0
1980 2032 1 - ©36.0
C1e81 1771 2 263 31.4
1982 | - 1438 277 610 25.5
1983 1988 598 48 © 35.3
1984 ' 19s4 6 - 35.4
1985 = 1924J - 70 34.1
1986 973 = 951 17.3
1987 802 - 171 142

1988 L . 673 = 129 11.9
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Table 11b., Regulated Imports Liberalized from 1986 to 1988

CB Circular Date
1096 24 Mar 86
1100 30 Apr 86
1105 6 Jun 86
1109 18 Jul 86
1117 30 Sept 86
1128 9 Jan 87
1149 30 Jun 87
1150 23 Jul 87
1161 31 Oct 87
1167 31 Dec 87

No. of Items

Ttems Included

61

128

429

263

12

21

73

58

wheat & wheat flour,
soybean & soybean meal,
feedgraing & feed subs-
titutes, wines & liquors

hydrogen peroxide, waste
paper, raw cotton, iron &
steel prods., synthetic
resins, fish & preps.,
fabrics & textiles,
fibers

high tariff items, NEC,
uc ‘

synthetic resins, STPP/
TSPP, fish, iron &
steel prods., high-tariff
items, NEC items

synthetic resins, tires,
iron & steel prods.,
paper & prods., synthetic
fibers & yarns, high-
tariff items, vinyl
asbestos tiles, liguid
caustic soda, comic mags.

fresh fruits, glassware,
pottery

iron & steel prods.,
synthetic resins, paper,
cigars & tobacco manu-
factures

paper and paperboard,
glass, iron and steel
prods.

polyester fiber, textile
yvarn & thread, pheno-
plasts in primary forms

paper and paper prods.,
glass prods., iron &
steel prods., food
preps., tinplates



NUMBER OF ITEMS REGULATED, LIBERALIZED

Table 11a

AND NEWLY-REGULATED BY YEAR

1877 TO 1988
Total Number  Newly Liberalized No. of Regu1ated—
Regulated Regulated Items or Percent
of total number
of PSCC lines
(%)
1977 1892 47 - 33.5
1978 1926 34 - 34.2
1979 2031 104 - 36.0
1980 2032 1 - 36.0
1981 1771 2 263 31.4
1982 . 1438 277 610 25.5
1983 1988 598 48 35.3
1984. 1994 6 ~ 35.4
1985 1924 - 70 34.1
1986 973 - 951 17.3
1987 802 - 171 14,2
1988 673 - 129 11.9

73
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Table 12. Products Usder Trade Control

1988
LIST PRODUCT GROUP N0, OF [TEMS.  RBGULATING TYPR OF
AGRNCY REGULATION
A, Drand new frucks and engines, special ! I Progran participants allowed
purpose vehicles N
Machinery & equipaent for pulp & paper 1 Bo1 Pulp & paper companies allowed
industry (participants in Ration’n, Prog.)
Glassware, silver, dinnerware 8 Ch Banned NEC-UC; hotels, etc. allowed
Cinematographic film & other works of art g CB Banned NEC-UC; fila prod. allowed
Games and amusements 4 ch Banned '
Others (game cocks, telescopic sights, § 8 " Banned
stanps, swords, title certificates,
advertising matter, tie clips, gun stocks)
Radio telecommunications equipment 8 Mational Telecom, Legitimate users allowed
' Coamisgion
Live aninals for breeding & scientific 6 BAI Livestock producers allowed
purposes
Phonographs 2 --- (An obsolete product)
Nonmetric measuring devices 3 Buresu.of Product Nomlimiting--to check if imports
- Standards use the metric systen
TOTALS 104
B,  Animal and meat products q BAI Mest processors allowed
Coffee : ] CB Bannned
Pigh and fish preparations % BRAR Banned
Sugar 1 NASUTRA Only the government may import
Pertilizers 19 FPA Accredited inporters allowed
Potatoes, onions, garlic, cabbage { B Banned; BPI allows these for seedling
purposes
Cement & cement products § BoOI Ration’n Program participants allowed
to import raw materisls; government
import finished product _
Antibiotics 2 1] Regulation is meant o monitor the
grades imported
Veasels and appurtenances 14 MARINA Regulation is meant to monitor the
quality of imports
fadiation-emitting apparatus i Dol Legitimate users allowed
Spare parts, nachinery and equipment for H BOL Local industries allowed
the iron & steel, cement, textile &
coconut industries
Consumer durables/electric products k¥ BoI Progran participants allowed
Raw materials, parts and conponents of 13 BoI Progran participants alloved
CBP's
~ Trucks and buses 10 BOI Progran participents allowed
. Motorcycles 2 BOI Progran participsots allowed



LIST PRODUCT GROUP W. OF ITEHS  RBGULATENG TYP8 0P

AGRNCY REGULATTON
Car and jeeps 10 BOI Program participants allowed
Used tires 2 BOI Banned
Cigarette paper | CB Banned NEC-UC
Newsprint 1 BOI [mports allowed depending on
depending <a PICOP's capability
to supply
Spare parts for motor vehicles 73 BOI Progran participants allowed
Coal and derivatives b ERB Inports of grades not locally avail-
able are allowed
Diesel and gasoline engines % BoOI Progran participants allawed
Refined petroleur products 1§ BRB Taports of grades not lacally avail-
- able are allowed
TOTALS 455
C.  Used tires 6 ‘ BOI Banned
Dangercus drugs {)¥o specific PSCC lines since these DOM Banned
are under generic names)
Chenicals for explosives Y PC-FRU legitinate users allowed
Other chemicals (acetic anhydride, sedium 3 pOK Legi§inate users alloved
cyanide, chlorofluorocarbon)
Color reproduction machines 3 ] Banned
{ised vessels and warships 28 MARTNA Regulation is meant to check quality
of imported vessels
Ammunition and firearns ' 28 PC-FEU Legitimate users
Aninale and animal effects 40 A1 Livestock, meat processors
Pesticides 1 FPA Legitinate users aliowed
Rice and carn 12 NFA Tnported only by the governnent

TOTALS 114
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Table 14

GROSS KATIONAL PRODUCT BY INDUSTRIAL ORIGIN
(in million pesos at constant 1372 -prices: 1975, 1980, 1986)
{Percentage Shares in Parenthesis)

Industey : 1975 1980 1986
I AGRICULTURE, PISHERY | '
- AND FORESTRY 18218 (26.58) 23732 (25.62) 271233 (30.57)
[I. TWDUSTRIAL SRCTOR 0700 (33.11) 37 (36.13) 824 (31.66)
1. Nining & Quarrying W (11) 2% (241) 1558 (1.95)
2, Nanufacturing 16530 (2.13) 23175 (25.02) ATLT  (24.38)
1. Canstruction 4101 (5.98) 7139 (1.m) 3382 (3.80)
4, Electricity, gas and
vater 607 (0.89) 9 {0.99) 151 (LW)
[Ef. SBRVICE SBCTOR . 21453  (40.06) 38503  (38.33) 35333 (30.66)

1. Transportation,Storage
and Communication 21 (4.78) 4827 {5.21) 5084 {5.1)
a. Transport & storage 2730 (3.98) 3937 (4.25) 3852 (4.32)

Land . 1113 (1.62) 1987 (2.11) 2238 (2.51)
Water 663 (0.97) 853 (0.92) 607 (0.68)

Air 195 (0.58) 32 (0.36) 369 (0.41)
Storage & services ‘
incidental to

fransport 559 (0.82) 195 {0.86) 641 {0.72)
b. Comaunication LTH (0.80) 890 (0,96} 1232 {1.38)
2. Trade 892 {12.39) 12224 (1.0} 11T (16.09)
3, Finance & housing
a, Banks 1519 (2.22) 2208 (2.48) 223 (0.25)
b, MNon-banks 657 (0.96) 1025 (L.t} 162 (0.18)
¢. Insurance 131 {1.07) 983 (1.06) 886 {0.99)
d. Real estate 1102 (1.61) 792 {0.86] 432 (0.54)
e, Ownership of dwellings 2555 (3.73) 2023 (3.18) 2308 (2.59)
4, Services 9120 (13.31) 11381 (12.23) 11850 (13.30)
3. Government 3963 (5.78) 4769 (5.15) - 581l (6.52) -

b, Private 5157 (7.53) 6562 (7.08) 6039 (6+78)
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Industry

1975 1980 1986
Educational 595 (0.87) 186 (0.85) 866 (0.97)
Nedical & health 135 (1.07) 972 (1.05) 1085 (1.22)
Business 187 (1,15} 1017 (1.10) 948 (1.06)
Recreational 4] {0.64) in (0.51) 420 (0.47)
Pergonal 631 (0,92) 7656 (0.82) 599 (0.67)
Hotels & restaurants 1020 (1.49) 1440 {L.55) 1391 {1..56)
Others 948 {1.38) 1114 (L2003 {0.82)
Ket factor income froa abroad 169 (0.28) - (-0.08) 1676  {-1.88)
GROSS NATIONAL PRODUCT 68530 ~ 100.00 92629 100,00

at narket prices

89094 100.00

Source: Philippine Statistical Yearbook 1977,1984, 1986
¥ational Econonic Developaent Authority (NEDA}, and additional data from NEDA
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3

EMPLOYED PERSONS BY MAJOR INDUSTRY
(Percentage Share in Parenthesis)

MAJOR, TNDUSERY GROUP

AGRICULTURR, FISHERY AND FORESTRY 7233

INDUSTRY- 1860
a, Kining and quarrying 120
b. Manufacturing . 1003
¢. Blectricity, gas and water 5
d. Construcfion 678
SERVICES U

a. Wholesale and retail trade 860
b, Tramsporfation, storage &
comaunication 889
¢, Financing, insurance, real
estate, & business services 232
d. Community, social and personal
services 1446

INDUSTRY NOT ADEQUATELY DEFINED

T07AL ‘ 12519

Tabl

Hale

e 15

(57.78)

(14,86)
{0.96)
(8,01)
(0.47)
(5.42)

(20.37)
( 6.87)

| (7.10)

{1.85)

(11.55)

(100.00)

3rd Quarter 1985

Feaale

U5 (33.85)
% (13.09)
8 {0.11)
919 (12.62)
14 (0.19)
12 {0,16)
66 (53.09)
1750 (24.05)
2 (0.5)
1 (1.52)
1962 (26.94)

7282

Total
9698
2807
128
1922
(]
684

1292
2611

91
2

308

(100,00) 19801

(43.98)
(14.18)
(0.65)
(9.71)
(0.37)
(3.45)

(36.83)
(13.19)

‘4410]
(1.73)
(17.21)

(100,00}

Source: Philippine Statistica] Yearbook 1986

National Bconoaic Developaent Authority (NRDA)
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Table 16
FORWARD AND BACKWARD LINKAGE EFFECTS - 1983

' ' FORWARD BACKWARD
Code Ihput/Output 1983 LINKAGE LINKAGE
1 Trad’l dom crops 1.46441 0.66676
2 Trad’1 exp crops 1.50662 0.63868
3 Ntrad’l dom crops 0.98789 0.54128
4 Ntrad’l exp crops 0.59196 0.61318
5 Livestock & poultry . 1.28308 0.99314
6 Fishery 0.71267 0.68067
7 Forestry & logging 1.16491 0.62900
8 Mining 2.35486 0.77353
9 Rice & corn milling 0.63258 0.99686
10 Sugar milling & refining ' 0.55987 1.00272
11 Milk & other dairy prods 0.70109 1.23321
12 Crude coco, veg./anml oils/fats 1.31360 1.06013
13 Refined (ckg) o011 & margarine 0.60846 1.22569
14 Slaught’'g & pkg, meat & prods 0.77117 1.21984
15 Flour & other grain mills 0.74449 1.09813
16 Animal feeds 0.85265 1.11438
17 Misc food mfts 0.79089 1.11064
18 Beverage prods 0.56825 0.96650
19 Cigar & tobacco mfts 0.69963 1.04151
20 Textile goods ‘ 0.95295 1.07474
21 Weaaring apparel & ftwr 0.49491 1.02590
22 Lumber, plywood & veneer 0.85867 1.02196
23 Other wood, cork & cane prods 0.48712 0.98025
24 Furnitures & fixtures 0.47918 1.12860
25 Paper & paper prods 1.08274 1.18581
26 Publishing & printing 0.55255 1.11402
27 Leather & leather prods 0.55282 1.22276
28 Rubber & plastic prods 1.24935 1.16238
29 Drugs & medicines ' 0.62278 1.13393
30 Industrial chemicals - 1.54690 1.11688
31 Fertilizers 0,68904 1.16437
32 " Other chemical prods 0.82854 1.10206
33 Petroleum prods 2.98780 0.99776
34 Cement. 0.54801 ' 1.09510
35 Glass/other metal mine prods 0.64061 0.96515
3 Basic metal prods - 2.01527 1.27956
37 Fabricated metal prods 0.81278 1.256295
38 Mach & equip’'t exc elect’'} 0.59352 1.12434
39 Elect’1l mach/appratus/appinc 0.84158 1.156380
40 Transport equip’t 0.68885 1.15099
41 Misc mfts, n.e.c. scrap 0.69807 1.04433
42 Construction q.54563 0.96369
43 Utilities 1.36830 1.11565
44 Trans/comm/storage 1.56675 0.92266
45 Comm’1 trade 3.23974 0.67242
46 Fin/ins/real est 1.01106 0.63409
47 Gov’t services 0.47750 0.71220
48 Priv services 1.25790 0.87580
Source: Taken from Joseph Lim (1987), original source of data -
The Interindustry Accounts of the Philippines: 1983

Update, National Economic and Development Authority.
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Table 21

OUTWARD REMITTANCES FOR ROYALTIBSSTRADRMARE AND TECHNICAL AND MANAGRMENT FERS

(Selected years: 1981-1987)
{In U.5. dollars)

:JAPAN:

‘Royalties and Tiademark

:Technical and Kanagement Fees :

:UNITED STATRS:

:Royalties and Trademark
:Technical and Xanagement Fees

.
+

UNITBD KINGDOM:

+

:Rogalties and Tradepark

:Technical and Hanagement Fees :

: HONGEONG:

:Royalties and Tradesark

:Technical and Management Pees :

0
H

GERKANY:

.

:Royalties and Trademark

:Technical and Hanagepent Fees :

:OTHBAS :

:Royalties and Trademark

:Technical and Management Fees :

TOTAL:

:Royalties and Trademark
:Technical and Management Fees

93

.....................................................................................

‘% Share:

2,598,113.76

: 15,983,668.95

2 21,574,118.00 ¢

§48,262.50 ¢
2,593, 685,02

2,610,110.61 :
9415 144,36 :

© 23,547,157.93
: 41,035 ,872.64

3,506,181,52 ¢

296,093,137 «
1,080,342.22

§503,840.38 ;
205,930.12 :

---------------------

+ 0

14.89 : 2,380,743.52
§.33 ¢ 4,211,28.01

67,88 :16,187,380.41
§7.20 117,219,059, 71

<
s
.

+
.

*

110000 :22,716,978.65
100,00 :21,190,680.21

275+ 230,350.88 :
£.17 1 1,850,650.00 :

1,26+ 265,755.32 :
C1,109,284.50 :

204 97,283.06
0.50 ¢ 509,426.24 :

11,08 : 3,543,456.26 :
22,94 2,289,038.21 ¢

........ {emscassarewn—o —m—aen

’
.

D052 ¢ 1,58,312,56
L1649 :  450,013.06 :

4 71-28 110,70],252.6&

: 63,33 5,736,6850.42 :

15,61 ¢ 3,475,354.49
842 - 78028307

100,00 :16,053,692.01
100,00 : 7,906,371.84

1,01 : 285,383.92 :
A1 766,993.80 ¢

§,540.86 :
131,047.23 :

0.3 ¢ 331,773.50 :
18T : 2048420

.

: §6.66
72.56

<
c»
—

100,00

:100.00

*
i

-

I 9,060,574.30 :
g

.....................

525,089.40 : 20.74 :

114,930,124,00 ¢ i

+
»

.65 :
9.89

2 2,531,514.24 :100.00 :

%

+ 1,569,038,18 ; 62,01 :

555,720,486 : :
20,2801.84 : 0,80 :

§71,133.32 ¢ ;
1093362 1 2.96 :

607,940.60 ; :
85,595.03 . 3.38 .

255,176.17 : 1010 :

1,097,179.41 :

............................................................................................................................

% Partial estimate for the year



Table 22
INFLOW OF FOREIGN EQUITY IN THE PHILIPPINES

1877-1987
LEVELS GROWTH RATIO TO
(US $M) RATE GDCF
(%) (%)
1977 45.70 0.76
1978 79.40 73.70 1.14
1979 103,40 30.20 1.13
1980 236,40 128.60 2.19
1981 252.20 6.70 2.14
1982 255,60 1.30 2.26
1983 268.00 4.80 2,90
1984 233.60 -12.80 3.87
1985 130.60 ~44.10 2.84
1986 78.20 -40.10 1.94
1987 166.20 -113.10 3.19
- AVERAGE :
. 1977-1983 34.30

1983~-1986 -33.70

L Sy — I o —— e T
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Table 24
FOREIGN EQUITY INFLOW TG THE PHILIPPINES,
BY NATIONALITY, 1981-1987

LEVELS (US $M)

97

% SHARE

1981 1983 1985 1987 1981 1983 1985 1987

-U8A 62.6  182.6 500 36.0 .9 6.1 44 25 -
- JAPAN W5 50 5.8 26.8 ma 1.8 198 14
«OTHER ‘ASEAK MRt 18 12 28 23 14 0T :
- OTHERS 5.8 T2 450 1007 60.9 217 3.4 60.4
TOTAL 2.2 268.0  130.5  186.] 1000 100.0 1000 100.0 -

Source: Board of Investments
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Table 25

FOREIGN EQUITY

1978-1987

—— vt S e S o i " - S el T oy "k e T T T " v W— ———— ——— T ——— — — - ———— — -

: 1978
: 1979
: 1980
: 1981
: 1982
: 1983
1984
1985
1986
1987

- AVERAGE :

:1978-1983
:1983-1986

INFLOW FROM THE US TO THE PHILIPPINES

LLEVELS
(In US$M)

38.5
30.2
37.7
62.8
120.8
182.6
102.3
58.1
22.5
36.0

GROWTH
RATE
(%)

-21.6
24.8
66.6
92.3
51.1

-44.0

-43.2

-61.3
60.0

36.5
-50.2

s ss

BE ¥R S6 4D BE P &5 2F RO AP a4 e
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Table 27

INVESTMENT INCENTIVES IN THE PHILIPPINES

I. Tax Exemptions

a. Income Tax Exemptions

b. Tax and Duty on Imported
Capital Equipment

c. Tax and Duty on Imported
Spare Parts :

d. Tax on Imported Materials

Exemption from 35% income tax
for 6 years from operation for
pioneer firms, extendible for
another hear (but not to exceed
8 vyears) in each of the

- following cases: (a) project

meets prescribed capital-labor
ratio; (b) utilization of in-
digenous raw materials; (c) net
foreign exchange earnings of at
Teast US$500,000.00 annualiy
during the first three years of
operat ion. For expanding
firms, the exemption shall be
proportionate to their expand-
sions for a period of 3 years
from commercial operations.

For new and expanding
registered enterprises 100%
exemption from taxes and duties
on imported capital acquired
before August 12, 1992.

100% - exemption from taxes and
duties provided that 70% of
production is exported, such
spare parts are not Jlocally
available at reasonable prices,
sufficient quantity and
comparable quality that alt
importations of spare  parts
shall be transferred only to
the firm’s bonded warehouse.

100% exemption from taxes and
duties for firms Jlocated in
export processing zones and
firms operating bonded
manufacturing waterhouses.
100% exemption from breeding
stock and genetic materials
imported within 10 years from
the date of registration or
commercial operation.



II. Tax Deductions

a. Investment Allowance

b. Labor Expenses

III. Tax Credits

a. Taxes and Duties on Raw
Materiails

b. Purchase of Domestic
Capital Equipment &
Accompany ing spare
parts

C. Access to bonded manufac-
tur ing/trading warehouse
system

100% of the cost of major
structure undertaken in areas
designated as necessary for
industry dispersal or  areas
deficient in  infrastructure
(for less developed areas).

50% of the incremental Tlabor

expense of a registered

enterprise for the first 5
years from registration
provided it meets tje
prescribed ratio of capital
assets to anhual labor; 100% of
the incremental labor if
located outside Metro Manila.

Equivalent to the National
Internal Revenue taxes and
customs duties paid on the
supplies, raw materials and
semi-manufactured product used
in the manufacture, processing
or production of export
products and forming part
thereof; exported directly or
indirectly by the registered
enterprise.

For purchase of domestic
Capital equipment made before
8-12-92 tax credit equivalent
to 100% of the value of taxes
and duties that would have been
waived on the machinery and
spare parts had these been
imported. Provided, (1) that
the said equipment, machnery,
and spare parts ar reasonably
neaded and used exclusively by
the registered enterpr ise
unless otherwise exempted by
the Board:; and (2) that the

approval of the Board was
obtained.
Registered export or iented

enterprises shall have access
to the utilization of the
bonded warehousing system in

101
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Simplification of
Customs Procedures

Unrestricted used of
consigned equipment

Employment of foreign
nationals

all areas required by
project subject to sucn
guidelines as may be issued by
the board upon prior
consultation with the Bureau
of Customs.

Customs procedures for the
importation: of equipments,
spare parts, raw materials and
supply, and exports of
processed products by
registered enterprises shall be
simplified by the Bureau of
Customs,

Provisions of existing laws
notwithstanding, machinery,
equipment and spare parts
consigned to any registered
enterprise shall not be subject
to restrictions as to period of
use of stuch machinery,
equipment and spare parts.

A registered enterprise may
employ foreign nationals 1in
supervisory position for a
period not exceeding 5 years
from its registration,
extendible for limited periods
at the discretion of the Board.
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Table 28. Comparative Presentation of Philippine Tax Treaties

North & South America

credit with
tax sparing

Country Effectivity Dividends Branch Profits
ASEAN
Singavore‘ 1-1-77 15% foreign tax -
credit with tax
sparing
Malaysia 1-1-85 16% foreign tax 10% foreign
credit with tax tax credit with
sparing tax sparing
Thailand 1-1-83 20% foreign ~-
tax credit
with tax
sparing
Indonesia 1-1-83 15% foreign -
tax credit
" with tax sparing
ASTA & PACIFIC
Japan 1-1-81 10% foreign 10% foreign
tax credit tax credit
Korea 1-1-87 - 10% foreign
‘ tax credit
Australia 1-1-80 15% foreign 15% foreign
tax credit tax credit
New Zealand 1-1-81 15% foreign 15% foreign
tax credit tax credit
Pak istan 1-1-79 15% foreign 15% foreign

tax credit
with tax sparing

U.S.A, - 1-1-83 20% foreign 20% foreign
tax credit tax credit

Canada C1=1-77 15% foreign 16% foreign
C tax credit tax credit

Brazil 2-5-82 with tax 15% foreign

sparing

tax credit
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Country Effectivity Dividends Branch Profits
EUROPE

Denmark 1-1-74 10% foreign tax -
credit with tax
sparing

Sweden 5-11-78 15% foreign 15% foreign
tax credit tax credit,

Norway 7-9-78 25% foreign 15% foreign
tax credit tax credit
with tax sparing

Finland 1-1-82 16% foreign 15% foreign tax
tax credit credit

U.K, 1-29-78 15% foreign tax -
with tax sparing

France 1-1-78 15% foreign tax 15% foreign
credit tax credit

Belgium 1-1-81 15% foreign tax -
credit

Italy 12-5-80 tax sparing 20% foreign

tax sparing

Austria 1-1-83 10% foreign tax 10% foreign tax
credit credit,

W. Germany 1-1-856 - -
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IL,

TABLB 3

US TARIFR PROFILE OF PHILIPPINE EXPORTS TO THE USA

Congistent* Philippine Rxports to the USA

A Dutiable and Included in the CBI
1. Low (1-7.9%) 11 tariff lines
2. Medium$8-14.9%) 13 tariff lines
3. High (15% and above} 25 tariff lines
i, Specific 17 tariff }ines

B, aSP

C. PN Duty-Free

D. Dutiable and Bxcluded from CBI

1, bow (1-7.9%) 12 tariff lines

¢ Nedim (8-14,9%) 19 tariff lines
3. High {15% aod above) 9 tariff lines
§, Specific 6 tariff lines
5 . Garﬂents """"""""

a. Low (1.1.9%)

b, Nediw (8-14.0%) 14 tariff lines
¢ High (15% and abave) 75 tariff lines
4. Specific 56 tariff lines

Potential® Philippine Ruports to the U.§.
& Dutisble and Included in the CBI

. Low {1-1.9%) 16 tariff lines

2. Medium (8-14.9%) § tariff lines

3. Righ (1% and above) 17 tariff lines

4, Specific 3 tariff lines
B. GSP

C.  MFN Duty-Free

D, Dutiable and Excluded from CBI

1, Low (1-7,9%) 1 tariff lines
8, Mediua (8-14.9%) § tariff lines
3, High (15% and above) 6 tariff lines
{. Specific rates 14 tariff lines

§6 tariff lines

120 tariff lines

53 tariff lines

---------------

46 tariff lines

1

44 tariff lines

T T T

Sub-Total -

4 tariff lines
08 tariff lines

59 tariff lines

239 tariff lines

190 tariff lines

429 tariff lines

----------------

208 tariff lines

30 tariff lineg
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5. Garments
a. Low (1-7.9%) ]
b Hedium (8-14.9%) 61 tariff lines
¢, High (15% and above 109 tariff lines
d. Specitic rates 15 tariff lines 245 taviff lines 215 tariff lines

Sub-Total - 483 tariff lines

Grand Total - 912 tariff lines

e EEEsamamn-————

#The congistent exports have been exported by the Philippines since 1983, ‘
Potentia! exports are new tariff lines the Philippines started exporting in 1985 and not in 1983,

#iCarribean Bagin Initiative

Source;

Bureau of International Trade Relations (Department of Trade and Industry) whoze sources
include:

PP 246/4nnual 1985, US Imports for Consumption and General Imports.

TSUSA Commodity by Country of Origin. US Department of Commerce.

Bureau of Census.
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TABLE 34

WEIGHTED TARIFF AVERAGE BY COMMODITY GROUP & BY COUNTRY

Description us JAPAN EEC
5. Mineral Products 1.3829 2.1682 0,6000
6. Chemical Products 4.1710 4.,9852 5.5882
7. Plastic, Rubber Products 3.56863 3.3631 5.849¢8
8. Hides and Skins 7.6292 6.5905 2.8929
9. Wood, Wood Articles 1.6680 0.8148 2.5165
10. Paper, Paper ProdUcts 1.2716 2.3762 | 3.3663
11. Textile, Textile Products 12.1799 5.4218 8.6425
12. Footwear 18.8595 14.7644 12.7570
13. Stone, Cement Products 8.0297 3.7818 6.4896
14. Pearls, Precious Stones 2.7093 2.0792 1.5779
15. Base Metals Products 3.9862 4.4233 3.4233
16. Machinery & Equipment 3.9922 4.4998 4.8604
17. Vehicles, Aircraft 7.7392 3.2180 7.6831
18, Professional Instruments 4.8637 5.0441 5.7927
19. Arms, Ammunitions 5.4851 10.9290 5.3372
20. Misc. Manufactures 5.5750 5.5205 6.1383
21. Works of Art - 0.6661 0.0000 0.0000

Source: GATT (1977).
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TABLE 35
PHILIPPINR GEPORTS TO U.S, AFVECTRD BY NON-TARIFY MRASURES

1983 Value of Xs X of NTH Non-Tariff Measures
Description Affected by NTM Affected Xs Description % Share of Xs by
{*000 Us$) Yo Total Xs Type of NTN to Tofal
WM Affected Xy
1. [Live Aninals © 9,063 'y Health & Sanitary Regulations 100
2, Vegetable Product 83,119 % Health & Samitary Begulations 100
’ Congular & Custons Fornalities &
Dacusentation 0.2
Rules of Origin 0.2
3. Anisal, Vegetable Fats 204,24 100 Global Quota
and Oils Price Support
Production Control
Health & Sanitary Regulations 99
4. Prepared Food Stuff, 256,866 89 Countervailing Duty 11
Beverages and Tobacco Health & Sanitary Regulationa 5
(incl. sugar) Tariff Quota 11
Global Quota i
Quota Allocated by Country 16
Iaport Levy 46
Domestic Subsidy 4
Hininua Import Price i
Phytosanitary Regulations 8
Consular & Customs Formalities and 28
Docunentation
Rules of Origin 2
5.  Mineral Products 13,451 76 Inport Documentation 18

f. Chemical Products - . - -
7. Plastic, Rubber Products 2 - - -

8. Hides & Skins - - - - ' .

9. Wood, Wood Articles 108,017 87 Health and Sanitary 100
Tariff Quotas 100
10. Paper, Paper Products 7,822 12 Tariff Quotas 100

% ]ess than .1 petcent.
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1983 Value of Xs % of NIX Non-Tariff Neasures
Description Afected by MM~ Affected Xs " Description % Share of Xs by
(000 us$) To Total Xs Type of NTH to Total

KT Affected Xs

I, Textile, Textile Products 168,742 LY) Bilateral Quota §2
Voluntary Bxpor¢ Hestraint 16

Customs Pormalities & Documentation = 15

Global Quota 2

Packaging Requirements 2

Discriminatory Sourcing 14

#ules of Origin 14

Restrictive Practices talerated by i

Governments

12, Poofwear ‘ 2,11 58 quota by Country 100
‘ Import Documentation ©c 100

Inport Nonitoring ’ 108

13. Stone, Cement Products - ‘ - - .

14. Pearls, Precious Stones - - - .

15. Base Metals, Products - - . .
16, Machinery, Equirment 30,364 { Inport Licensing {methed unspecified) 106
Surveillance 100

17, Vehicles, Aircraft - . - _
18. Professional Instruments - - - -
19. Krus, Atmunitions - . - .
20, HKisc, Hanufactures 38,489 82 [mport Regulations 7

3. Work of Art - - - ,

TOTAL 1,023,344 18 Health & Sanitary flegulations » 53
Consular & Customs Formalities 2
§ Documentation
Rules of Origin 9
Global Quota 12
Price Support 0
Production Control ¢
Counterveiling Duty 3
Tariff Quota 13
Quota Allocated by Country {4
Teport Levy 12
Donestic Subsidy 12

Hinisue Import Price 12
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1983 Value of Xs ¥ of NTH Non-Tariff ¥easures
Description Affected by NI “Affected X5 - Description % Share of Xs by
‘ (000 US$) To Total Is Type of NTW to Total
‘ WY Affected Is

Inport Restrictions ]
Phytosanitary Regulations 2
Import Documentation - ]
Bilateral Quota ‘ 1§
Voluntary Bxport Restraint ]
Packaging Requirepents 0
Discriminating Sourcing 2
Restrictive Practices tolerated by 2
Governments
Laport Konitoring 4
Inport Restrictions ¢
Surveillance K
Other Price Distorting Measure 1
Inport Licensing {Nethod Unspecified) )

we—rranw

Sources: a} NWs-Tariff Commission based on UNCTAD Study on Protectionism and Structural Adjustment, Janwary, 1985,
b) Trade Data « 1} US General Imports and Imports for Consumption, 1983-1984, '
2) Japan’s Rxports and Imports, 1982-1983.
3) Imports for BRC, 1983,
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