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THE, PROTECTION STRIKMURE, RESOURCE FLOWS AND THE
CAPTTAL~LABOR RATIC IN FHILIPPINE MANUFACTURING:
A SHORT FMPIRICAL NOTE

The trade and industrial policies adopted oy
the Philippines can be characterized as inward looking
protecting heavily final consumer products and
generally penalyzing exports. In the 70¢, there has
been.a conscious effort, particularly through Board
of Investment (BOI) incentives, to promote éxportgm
However, these export incentives have ndt besan enough
to counter the adverse effects of the protection
structure (See Norma Tan, 1379 ). 1In 1981, the PTariff
Reform”?rogram {PRP) , which aims to bring down tariffs
to a more uniform level, was launched together with some
degree of importvliberaiization‘ ‘However, in the
advent of the economic crisis starting at the second
half of 1983, the liperalization program became

incoperative.

The system of protection adopted by any cotntry
is perhaps the most pervasive among all government
policies. It is, thus, very important to know what
are possibly the effects of the tariff structure on
employment. Trade theoty éuggeats that trade restriction.
{e.g. tariffs & QRS) benefits the scarce factor of

production and adversely affects the abundant fagtor.
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In the case of the most TDCs, including the Philippines,

+he abundant factor is labor. Thus, a priori, we

expect that the tariff structure adophed by the
Philippines harms empioyment. This short paper offers

some empirical evidence to support this concliusion.

First of all, let us use the cuncept of effective
protection rate (EPR} to indicate the overall incentive
the sector receives from the tariff and tax system.

Specifically, this could be represented by

EPR, . SN BRI |
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Protected domestic value-added 4
Pree trade value-added

i3 is the value of input i per peso of

where a
output 1  In domestic prices, l.e.,
inclusive of tariffs and taxes, and
T, and T, are the implicit tariff on

g ot
input i and output 3 respectively.
It is usually logically assumed that resources would

flow from sectors with low EPR to those with high EPRs.

This paper offers empirical evidence to support this.



Uzing the input-~output (I-6G) Transaction Table,
Norma Tan computed the EPR by iU sectox for 1974.
Using her implicit tariftfs for 1963 and the 1959
I-0 Table, the EPK for 1%£9 by sector was readlily
computed. We then losk at the manufacturing sector
specifically and compare the EPR and 1%@ for 1969
and 1974 by sector. Results are presented in Tables 1

and 2.

‘Examining individual sectors, implicit tariffs
did not seem to change significantly from 1969 to 1974
except for a few casez. Using two weighting gsystems
(1) Adomestic supply (W,} and {2} average exports and
importé'(w4) as weights m-lthe average implicit tariff
is calculated (two cther weighting systems were used,
However, the two presented here seem the more relevant
for averaging implicit tariffs.} Using domestic supply
as weights, the average implieit tariff for manufacturing
rose only slightly from 32.7 pevcent in 1969 to 36.2
percent in 1974, while using exports and imports as
welghts the average implicit tariff even went down
from 31.4 percent in 1969 to 26.2 percent in 1974.
There is inhersntly é downward bias in using exportis
and imports as weights sincé lnw tariffs would normally
be associated with higher imports and high tariffs
with low imports. For the opposite reason, using
domestic supply as weights creates an upward bias

in the estimates.
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Table 1. weighted Average Inplicit Tarkés: is-thessfactering, 1969 & 1974

I + T

. _ Using Average Domestic Using Average exports and
Industry/Sectar Supply as weights (W,) imports as weights (W)
1969 i974 1969 . 1974
Sugar . 960 . 940 ‘ .960 .940
Food except Sugar 1.194 1.219 1,288 1.217
Beverages 3.116 2.692 3.11¢0 2.996
Knitting 2.190 1.290 2,190 1.2980
Weaving 1.550 1.590 1.550 1.59%0
Textiles 1.543 1.530 1.541 1.538
Footwear except rubber 1.280 ' 1,250
apparels 1.52% 1.062 1.124 1.084
Plywood & Veneer 1.000 .980 1.600 980
Furnitures & Fixtures 1.000 1.016 1.000 1.010
Wood Products i.162 .996 1.046 1.002
Paper & Pap&c Produsts 1.653 1.819 1.582 1.685
Printing & Publishing _ 1,290 1.290
Leather Products 2.272 1.565 2.381 1.303
Rubber shoes 2.17% 2.170 2.170 2,170
Rubber products 1.676 1.860 1.556 1.527
Other Chemical products 1.460 1.201 1.464 - 1.430
Industrial Chemicals 1.164 1.220 1.147 1.137
Petroleum M¥fineries & ' 1.308 1.299
Product of Petroleum & Coal ' 1.611 1.613
Glass Products 1.51¢ - 1.380 1.510 -1.580
Pottery & China 1,740 1.580 1,740 1.580
Other normetals 1.231 1,102 1.577 1.112
Iron & Steel 1.32¢ 1.36G 1.320 1.360
nan-Ferpous 1.260 -+ 1.150 1.260 1.150
Fabricated metals 1.542 1.510 1.520 1.502
Machinery except electrical 1,238 1.419 ' 1.236 1.216
Electrical machinery 1.270 1.327 1.270 1.327
Commmication Bquipment 1,270 1,390 1.270 1.390
Electrical Appliances : 1.644 1.933 1.594 1.849
Transport Equipment 1.53C 1.845 1.502 1.740
Plagtic Products 1.760 1.960 1.760 1.960
Profesgional & Scientific 1.489 1.084 1.376 1.034

All Manufacturing 1.327 © 13620 0 0 1.314 0 l.262

Sourcor



Thus, it seems very reasonable #c conclude that the
average implicit tariff for manufacturing did not

change sighifican;ly.

Looking at Table 2; howeﬁer, although the
tariff structure remained basically the same, the
weighted average EPR increased subgtantially from 1969
to 1974 using either weighting system, i.e., (1) free
trade value-~added (WZ} or {(2) domestic-prodnction'(Wl).
What these results unambiguously indicate is‘that
tesources do flow from industries with léw EPRs to
industries with high EPRs since the high EPR in 1974
~was clearly due to higher weights (whether value-added:
or value of-productibn} ofvindustfies with high EPRs

in 1974 relative to 1969,

The next important quéstian is how the relative
use of capital and labor are affeqted in the shift of
resources from low EPRa td high EPRs. Using Richard
Rooley's estimate of capital fnet'fixéd asgets) and
léhor by industry, the average capital-labox ratio-(K/L)
is estimated. Results aée presented in Table 3.

Again, two weighting systems are uged ~-- free trade

value~added and domestic production.



Table 2. Weuﬁﬁwd”mWﬂﬂgelﬂEQMﬁvex!ﬁdxxMMIRaua(EPR)]MIMME&EC&&HBG,
1969 & 1974
Uaux;nmez Ereeféﬁg EPRihﬁng Damestic
ace e Average
INDUSTRY/SECTCR Valve-added as weights Production as Weights
(Wz) ﬁﬁ)

1969 1974 1969 1974

Sugar . 950 .880 . 950 .880
Food except sugar 1.115 2.083 1.273 3.183
Baverages 2.840 2.844 2.840 2,844
Knitting 4.890 . 960 4.890 . 960
Weaving 1.600 1.780 1.600 1,780
Tencti les 1.443 1.612 1.676 - 1.549
Footwear except rubber i.180 1.180
Weaving apparels .B51 .679 1,192 .722
Plywoods & Venesr 920 1.050 .920 1.050
Furniture. & Fixtures . 940 1.000 . 940 1,000
Wood Products 1,007 1,086 1.064 1.082
Paper & Paper Prodcuts 1.752 2.327 1.809 2.464
Printing & Publishing 1.19C 1.190
leather Products 3.282 1.956 3.252 1.770
fubber shoes - 2.65C 5.540 2,650 5.540
Rubber Products 1.791 3.7z24 1.882 4.006
Other Chemical products 1.430 1.818 1.668 2,043
Industrial chemicals 1.089 1.063 1.049 1,019
Petroleum Fefineries .388 .905 e
Petroleum ard Coal 1.209 1.209
Glags Products 1.3550 - 1.450 1.550 1.450
Pottery & China 1,650 1.310 1.650 1.310
Other nonmetals 1.004 © L7321 1.112 .812
Tron & Steel 1.310 1.27 1.310- 1.27¢
Non~Ferrous 1. 1leo 1.000 1,160 1.000
Fabricated Metals 1.655 1.688 1.724 1.653
Machinery except Electrical 1.170 1.114 1.173 1.108
Electrical machinery 1.210 1.229 1.2%0 1.229
C=mmnication Fgquipment 1.120 1.316 1.120 1.310
Electrical appliances 1.755 2.218 1,822. 2.211
BErpuipment 1.323 2.072 1.335 2.077

Plastic Products 1.950- 2.940 1.950 2.940
Professional & Scientific 1.304 1.272 1.435 1.340
all Manufacturing 1.127 1.582 1.29) 1,968

sources of bhasic data:

Same as Table-1.



Table 3, Average Capital/Labox Ratio in
v Manufacturing, 1969 & 1974

’ . (P000/worker
_Industry/Sector | 19é%——-£—————1%74

Sugar : 34.872 44.732
Food except sugar _ - 28.208 28.118
Beverages 23.169 25.590
Knitting
Weaving
Textiles : 22.8717 11.185
Footwear except rubber : ' _
Wearing apparels 13.660 5.327
- Plywood & Veneer o

Furniture & Fixtures 3.785 4.540
Wood Products R 10.467 13,360
Paper & Paper Products 37.184 58.424
-Printing & Publishing :
Eeather Products 9.143 - 12.056
Rubber Shoes ‘ .
Rubber Products 26.630 20.524
Other Chemical Products 24.701 25.689
Industrial Chemicals 81.15 64.697
Petroleum refineries & products of

petroleum & coal . ' : 586.091 874.769
Glass products _ 23,802 31,858

Pottery & China
Other nonmetals

Iron & Steel 93,509 69.493
non-ferrous 11.706 19.966
Fabricatad metals - 14,332 20,348
Machinery except Electrical 22,056 - 12.842
Electrical Machinery 16.055 - 12,789

Communication equipment

Rlectrical Appliances

Transpori Equipment 24.664 28,200
Plastic Products ' 12.650 10.957
Professional & Scientific )

All Manufactur;ng
Mean using average
value added as weights (WZ) : 46.48373 76.23664

. Mean using domestic. . L
product as weights (W;) __66.04689  128.45070

Source: 1) Richard'ﬂooley, "productivity Change in Philippine
Manufacturing: Retrospect and Future Prospects."
PIDS paper. 1984.

2} 1969 and 1974 I-0 Tablesg, NCSO.



Looking at individual sectors, it is interesting
to note that the K/L ratio deélined gignificantly in
sectors such as food excluding sugar refining, textiles,
wearing apparel, and machinery except electrical while
‘the ratio rose in sugar refining, paper and paper
products, and products of petroleum and coal. For all
manufacturing, the average K/L ratio, using either

weighting system, almost doubled from 1969 to 1974.

The rise in'the.K/L ratio could have Seen caused
by other factors but results indicate ciearly that the
tariff'structure induced résauxce flows from low
~ protection industries to high protection industries
entailing an increased capital intensity, or equivalently
a lower labor use, in the process. Furthermore, the
tariff structure is Sucﬁ that éapital goods can be
'imported with vary-low duties (in certain cases
importation is aliowed duty free), below the degree of
undervaluation of foréign exchange defended by the ﬁariff
structure (Tan 1979) so that capital is artificially
cheapened. Moreover, in‘thé last decade of persistent
current account deficits with domestic inflation higher
than the world's misnimal foreign exchange adjustment

resulted even in a real appreciation of the peso.



In sum, the exchange rate and trade policies have
induced a capital bias in the system which could
explain in a large part this rise in the K/L ratio
which accompanied the resource flows from industries

with low protection to industries with high protection.

These £indingas shed some light as to why the
manufacturing sector failed to grow as a generator of

employment. in the last decade.
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