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Preface 

This nepart was prepared for U S A D W l a  under the Mamfxanomics a d  htematiod Trade IQC 
Contact Na. AEP445I-l-00-205&-OQ, Delivery Order 18.l%e project team c6nsisted ofMr. Edgar 
Gundon, team I[-; Mr. Edward Ck-sky* iatem&on;rX trade specialist; Dr. David Reddins 
mamemwds;t; Dr. Poz~1:i;mro htas nxmxcano& Dr. R h o  bfamsan, public finance e, 
Dr. @rkt& M- ismtamatid trad @* Pand f)r. Cdia R.qe;s, ~ C O I I O ~ ~  This is a s e c d  
d r a 4 t o f ~ ~ ~ a o d m U § ~ m ~ H 2 1 , 1 9 9 5 .  

is k final 4 & m  ofthe Suppm f'Developmmt H (SIX Q. Two nxmhhg and 
-t reports were made in S c p m k  1992 and Augpst 19% wvtring the impEcmcW&im of 
policy mnditions attached m 'Frmcfies 2 and 3 oftbe pmpm. 

The project would like t~ Mr. Kame?h %hodid& the ldissim Ikectot; DF- Sb 
Chief of the Office of Pmfpm l%momia; am2 especiaffy the Mi&ars SDP E pject mmagrs, office 
~ M r + h h ~ & ~ . ~ ~ P ~ ~ f ~ ~ r ~ k ~ i n ~ ' o ~ ~ ~ - c e ~ ~  
mam;nial. S ~ ~ ~ ~ ~ , C ~ r a z o r a E  R ~ y & 5 ; d W . M ~ C ~ F e ~ a n t b ~ E y ~ E v a g -  

Fimmce Un- 
EXreaof ofthe R-h Divkim ofthe BSR his deputy, b- W d k W  lkfamhc, 
was y bc@W in posvidhg &&g and Ms. WeEa TqEa  of& Nati~lbztB l%ummic and 
Devetqmcnt Authority. 



This n p r t  is the fmaJ evahiation of tht Support for Dwtlopmcnt Prqyam I1 (SDP B), a policy- 
conditioned grant to the G o v m e n t  of the Philippines authorized in 1991. Although the 
government has %ully cosaplid -with ail program conditions, the ovmlI goal of  the program, which 
was to make Philippine exports more competitive, has not been met because of zm unanticipated 
aplprec~on sf the ~ o l h  exchange rate. To a large extent the; appreciatiofi of&e peso was one 
result of the foreign excharage liberalization cumponen& which led to an in- in f i g n  exchange 
inflows h m  invisible receipts and capital i8nows that str5stmtidly exceeded the bzease afthe 
M e  deficit as growth resumed h m  1992 t~ 1994. HoweverS this apprecbtion d the 10s of 
comgdtieness can be comicled short-term phenomena. Qva time, if the emnomy mabtahsa 
p M h  rate of5 to 6 percent or highear, the fmes of supply 4 demand in the now well mt&EsW 
flexible exchange rate should cause the peso $0 depreciate because 

The ov~allued exchge rate i s  artificially stbratathg imports, - Mast of the recent inmeme of bvisible and fkctm receipts is a one-time shift &m the black 
mafka and 
C h d l l  capital M o w  is atready at very high levels, 

By having an exchange rate m e c : l m h  that is more sensitive to d e t  f~fces than in the past, tk 
u1timate policy g d  of Imsming &e ~ ~ - u f 3 p y m e n t s  m d t  on growth will be 
9ccomplihed. 

Tmiitiona~ly, the Philippines was a co- exporker tha~ creaked sm in&sQkd sect= lbugh 
import s211bsBiWon in tkre 1950s and I%&. kt the esvOy E9?Os, a second Mustrid sector emerged, 
consisting mabdy ofdectmndcs and garments firms d qmathg Hargeky tkaa aport &es, By 
the H 98&, the Philippines had suffixed repeated b a h x e - o f - p ~ &  crises. By the the fkpim 
adhnktmthn tmk power h~ 1986, the mm&y was t f x f i d l y  bdmpt a d  the txmmny was 
severely distorted by ~c~ and policy pmblemras. 

Tire A p h o  administration m i o o k  to refom d zt ahe same time QEgand the 6cmomy wen 
irt excess oftfie rate of growth permitted by its & d c  ~~. Despite massive foreign 
another wave of hhcer.fmm pmbiems mcamred in 198%19%?. By 1991, the Philippines 
b d  d e  significant headway toward raking ~ o ~ o m i c  h b a h e s  but still had a 
fomidabIe refom agenda to carry out 

Our conclwions rn ~~ issues bearing m competitiveness at the end ~f 1991 are as 
falIows: 

I. The Philippine peso, relative to most of its cmupetim in && &b, ha& mze 
a v d d  s k e  1975. . L a b o r e o s ~ s w e a e s o h i g h ~ t d y i n ~ e m c ~ e ~ ~ ~ ~ w a s t h e ~ ~  
competitive. 

0 The m t r y  was not attractive as a site for foe- iavestors ia the !a& 198Qs. 
The d u d  investment incentive pmgam did not favor exporting. 



* Although the extreme protectionism of the ariy W80s had been eliminate& most industrid 
and a ~ c u ~ ~ ~  activity was still shielded by high barriers. 

With respect to implementation of tfxe cond[itions of SDP U, all conditions have beem met. AH 
conditions except one, vague-added tax (VAT): mh&, w m  met on or ahead of scheddc. 

Our conc'lusictns c0~1cemkg the foreign exchange IxMizatioa eolgpanenp are the f01lowh.g 
The interbank market is much more opern to d e t  forces arrd is more competitive in 1995 
thanit wasin IWI. 
The liberaii7mion of foreign exchange controls Iaas k e n  mre e;]~temlve reqahd mder 
SDP $1 verging on de f8cto convediility for &e peso. 
The Central Bank has artad bto the spirit as well as the T[eaer of the p m g a q  becoming a 
principal element in the Presidmt's eco~omic policy of qxnbg the PbiEpphe eamw $0 

foreign investment- 
Atbough the daision ro fikdize was made by the CeuM Bank & the PMppk 
authorities, A.I.D. phyed a strong ~ m p p o - g  mie b help- ta out a mre: exkdve 
foreign cxchangc I ~ i ~ ~ t i c i n  hHan was initially envisaged by the gov- 

With ~esgect to ciwy &awbac& VAT &ds, ;mb the t s t a b b a t  olf the b-Stap Sbp 
f OSS), we conclude tk~ 

Of the duty drawback claims in 31992-1994- 99 percent wexe p m ~ : d  wiMn tk OSS's OW 
target of 30 working days from the date! comp1.& applications were received h &an the 
SDP WS tafget of'@) WO- &F - OnIy 90 percent of VAT r e h d s  were: p m c d  within 6Q days, a cow- m.4~ that was 
not reached unSt nniB-l!W, a year b c W  sch&ft=, and thm ady by tmnskkg the ~ X X S  

to the oss. 
The OSS is now a pemmmt unit oftbe Ikpar&nW of Fhame 0, tk basis fix 
expecting a continu& g o d  jjdornmct- 

With respect to tfie small savers instrument (SSQ* a c- && in 1993 f a d  that the 
cast of issuing SSLs would have exceeded the h t m ~  savings fimm do& e given the l a w  T-bti 
rates (12.5 p e n t )  d the rate ofinfbtim 68.3 pmea) pmaikg fn 199%-199%- TknSixe, k 
p m g a m ~ ~ M d & e ~ ~ ~ ~ m ~ ~ ~ f a n ~ T ~  
&vision of the W F .  

The economic impact of the SDP Xf pagram mainly f b n  &.e off@gn 
l i w i z a t i ~ ~  nq m y  m e d  up = ~ O ~ O W S :  

The lnrifi&on ofthe offkid d p d e I  muhts d the redhezsicm of 
t b a t b a d k ~ & ~ : ~ k ~ ~ ~ ~ o E ~ c ~ f s ;  

* A r n a j o r i x r f l ~ w o f f & ~ @ v a t e & W s ~ n # ~ ~ ~ ~  
A rebuildixng of foreign urckge reserves to dix&&te 1- a d  

I. A Ems of mmp&tivems am- with as ;a result: ofadrmge rate 

With regard to duty and VAT thekWda 
value of all exports in the 1992-1 99.Q perid The 
system was c q d  go PI23 bii%icw- 

To estima& quantitativeljr ehe eccamanic impact oftbe 
~ 0 f S E l P ~ ~ 1 ~ & t a x r e ~ ~ ~  

weretdm, through 1998. 



When measured by the impact on grow&, exports, and ernploymat, the results indicate SBP 
I1 had t small negative impact oa the economy over tbe period 1992-1994. But men thm prices 
ww lower, manuf%&uhg capacity greater* and ~(9nsumptian higher than in. the k d k e  case 
G&UM S w  H. Faanr 1895 onward, the nd h p a a  for ahm dl k&c&oes, esp&dy growth and 
expo- is positive. Theit is m &ubt that the net impact effect for 1992-t998 period will be an 
hprovcment in &c @ o m c c  of akre Philippine economy and that the fawombEe impact wwld bc 
larger if &c pmjdon were extended &er into the fumr~. 

To take htu accuunt tfBt h e  value u f ~ o m i c  casts and hcfits5 a simple CQ-& 
analysis was used to ampme the casts oftfie SDP H pmgmm witk pmjec%erk befits (defined as 
G W  increase facilitated by the pgam).  Ann& casts inchded the pgraungs &s- 
lisnpl.emcn&u~~ and dm its n@ve impacts arr GNP growth during the period hlu 1991 go 
19%- because for each ~ c # H ,  benefits" were measur& by cumpakg GMP projedcm *wi&'@ 
~ d " W i ~ * t h e S D P l [ I [ ~ ~ k ~ ~ & 2 ~ ~ a b ~ e o n ~ ~ ~ f k a m l ~ l @  
1W9 ~ G ~ p w t h ~ & ~ ~ ~ j d ~ ~ ~ ~ ~ ~ h t S l f P ~ w a s m i i r e  
g ~ a n d ~ ~ ~ d ~ b ~ ~ ~ u r ~ s h o w n ~ n ~ i v ~ o r ~ F ~ ~ ~  
IWSZW8, p m j d ~ n s  of G W  with the SDP E project a d  pjdons; o f W  under d m  
-gmpk'aje~a,gbcmd&d-taWm-bysub-h 
*withm pruject fo- of W .bi.antfrt f m  BE& asamkg ~o project. aZ-& act 
m d ~ f i ~ f o r & @ d w m ~ b h P ' I ~ ~ 6 ~ m a ~  E%prkes,nq 
~ i n g a X 5 ~ d d i s c o x ~ a t s a t c [ ~ ~ w ~ e u s t d t r y a s ~ N a ~ E c ~ & ~ d g r ~  

for W c  zadysk ~fproj&), rr, t%samt&& d u e  efprojtxted 
amdnabezmfitsforcaehyearPirOgiltW1 ta k 9 9 t t w a s c a X ~ ~ - B f ~ n c s r  
w t  worth af the SDP fEi prcject (1991-X998) was ta b P3.4 b i l E a  at E98S prices, 
Tim equates Sb a net gain [&cf tkdwtbg for SDP Es direct cost afW d i m )  afappxba&ly 
US248 million using a 1985 ~ ~ g c  rate af 13.9 +dab* or ~~ xd&m at a 
19-95 ~ ~ ~ c b g e  a e  oF24.5 pcsad&lk. The nab afgmss bene&s r ~ l ~ ~ & f a m ~  cuss was S 3 M ) .  
o r w 5 / 1  a f . c m m t  1 9 8 5 ~ . ~ m & ~ d ~ a f ~ ~ b ~  l!%S 
g - w s o S ~ t s = - d  

signibicand ways. It has grown a a na;trre az~nd-wcWekmolf  bas 
M l m a a m r e ~ d I e E m e h , a f P e ~ & ~ M k e ~ a I ~ ~ , d  
in£- rate5 have d e c w  by *r. me-- 3Tml@ tile c & M  fimxs ofhigher ikR&i%k 
~ d ~ i ~ ~ o w , k e ~ ~ ~ f $ B a : ~ ~ ~ ~ ~ ~ h t s ~ f  &m&Ehxger 
trade &fieit that mqmhd M e  bmzisbg exchange resews 

A z m r i c w ~ f ~ € h i s t o r y ~ ~ ~ ~ ~ ~ ~ *  of 1995 
the fatlowing major h h g s  ors + ~ t i w s e s ~  d &e behaviur ~ f c x p * :  



eflixtivt. rates of protection are still quit high fa imported gu& (SO tu 70 p s . c a t ~ ~  a 
situation h t  c h e f s  domestic as well, as foreign invmmt away from expd~g- 
Further tarifYr&uctions am pramised bw the next fm years* and a mre d i d  r e d ~ & ~ e  
promised by 2005. ~oweveri wen if impiemmtd as i m n i s e ~  the antiexpan bias will be 
smng at least until the end of the c ~ ~ .  
Ihe s h e  of Philippine txponr in rht &*s of h m&g pamas has imt dcclinad 
However, that result bas depend& HaviIy on e~ectmnic's, an in- that bas d y  s 1615 
percent &m&c vakttci&d eonrpmt and is naz thtrefore, sbmgiy S e d d  by 
m c  changes. 
Export a m t i v a a  of Philippine ~ u ~ c u k ~ y  when c& with that of* 
Philippines* neighbors, fnboaesia, l'kih& and W y *  nor mpmved since 1W1, ln 
S' w ~ a i v a m  bas p W t y  fzrllea?, Howeuek,  the in&utioa;iE mi pEicy cited 

On the fwsi of the preceding m g s ,  we have drawn five principal C X X Z C ~ G ~  &am &c 
effectiveness oftfiiis e1emcnt oftht Phi,IippimtsC refarm &&B and U S W s  ~ W Q P  to those 
eff"oas. First, USADlbh& by cIwxxbg expart prm&axt. and 

* .  
- - ,l%ri&ht:$@ 

foreigu =change fibera4ltzarson, - .  has, iEN5-y ofother ~ O T S *  made aa izmpmamz ~ ~ 0 0  

to the P- -mFs reform prrPgrar&, M- &!her &wE3 have t3p!sad same 
in this subject, none has made it a mjm ~8-m fa the di&- ofasktance- 

Second, by commfrdng on a fav seiectd oTaj&vcs united under the 6:- theme ofexport 
competitivm- the Missimi bas create? a pmgraxn ffraf is ~Eeatrly defined & in cnnctpe at 11east; 
swgHrf0-y simple rn @I-t sthCB rnnifaf- 

Tbir& bcawe new Mutims bye been created ar the tml fa = M g  wd=% 
thedaSarefikeIy o o k m m ~ e a t t ~ ~ W ~ M ~ & ~ ~ t a  
quantitative targets or ~ ~ ~ O I I I  as a co&m fix aid mEease The d m  ofa nzdas for f d g a  
exchange (in the coatem ofacbge  cmm1 lakm,Iimim) is rcqmshe: to supply zmd d d  
is shaping the behavior ofthe bank, the: Ba& aid e x p a m  sPtld imp-. Fit Eras: 
established a set sf interests h t  rektfiaaes the d s  cx- ~ ~ g a o i : a  Qa a d e r  d e ;  the; 
new he-Stap Sbp refund center has made duty h* and VAT & i  aids tct 
exporting by shortening the hgth  u f b  reqaxired f i i  &is to k pnxasd l%eviw& d d q s  i 
payment hid long emugh rn effbzh&y rPuEliQ the imzntive 6 of 

Fourth, although &e xarga&&m o f h  f&gn exhagt mar.ke did 
C4)--es far eqmOIf C ~ V -  in f iP92r-lW @ &e p s . 3  mse in d u e  h 
signifircana inmmcs in the supply offoreign exchange)* &e policy ac%ev& the @: 
dbwing rapid grow& of &utaart:a& cmp!qment ts ~ w T & t x t b i & n c e  w=J= 

F S I y , t h e n w ~ w i B I ~ a - ~ c e x c ~ ~ d ~ ~  
C O E I ~ ~ & ~ ~ V -  O v a  bf h &K?e r t d S  ?$I& flaw h  ad^ &l!OV& b % W  

d u n  the itcconatuM& suppty of f k g n  exchange. 

m ~ i m ~ b g ~ a n c f . ~ s m p E o ~ d ~  
~ g & e ~ ~ ~ t w m l d k & e ~ f ~ m ~ t o r c r h r c x r [ l c : ~ ~ ~ ~ ~ ~ W k ~ B  
b i k  b t ~  Philippine taws and pra&ccs:- 



Exgon compttiriveness has three policy legs: a stable mamrseicanomic sin&o~.r, a rea12stic 
exchange rate, and st neuw i n t m t i o d  tmde and investment policy. The frst 1% is the 
respm%ility of& Philippine authorities working with ttrt btemationd Monetary Fund (m9 if 
the IMP: c h m  rn do so. With regard ta the sewad leg, the results of* SDP HI, which reflect a basic 
sEf, h. Cwtd Bank exchange pulicy, Irave established an iastitatioar that wit1 p~m a 
realistic exchange. mte over h e .  

But evcn with idkition under eoetrol rmd a more: redistic exchange meI the disbzmhes tb 
cqmrlhg created by the trade p-mtmim qpmms (a%Es, qwmtimdvc m-&om and hame 
mmmm@ion duc) ,  the B0.I in- investment incentive and the m m ~ t ~ t u s  
h~dtutim.aE snd legal o ~ 1 a  to more efficient inv- in a g r i m t ~  an holdmg back mt cetry 
of new exporters a d  the expamian of existkg ma. The expit piicy d&e Philippines9 where 2 
p&?ins xo these palicy areas, &U kk C C T F ~ ~ ~ .  

liE is also by aa means d n  that &velugmsnt of qmts enjoys a v q  hi& priority ammg 
c~onomic poEiqcdcers T k c  is a tenthq to tmst FJI& the projected sc:hWe of WE- 
will sohe the pmbtcm despite evidence {such as the "tqwa* baase of grot&a for 
ztgrhIbm~ in 1992) that as sam as political pressme fim vested intenss is aet& there is a 
prrrtcd6st d m .  Yet 8 M h t  Rams% new p E c y  afapeo.ncss; cat~l: c €lathe-* 
swxasithasenjqled~fgsdcanbe l a o ~ k m r e ~ ~ ~ ~ ~ h  
pmbEems of mti-mpmt, pro-kpxt biases as sam as psi%fe. 

The ubjedves wodd be m 



cxcfbangc m d e t  trends and behaviorq CaXtmivcfy, $be projects could provide the rnE$aI  
francwork and W o d o n  necessary ;\;justify remaking &e: trade aad i n v m e n ~  regime sa l h t  a 
kwd playkg fidd is created, markets arc able to: segd and received unbiased signals h u r t  the d u e  
ofg& and srrviccs, and neither production for sale ImlIy nor production for sak a b f d  is 
favored. 

This report is &divided into six chapters. Chapter 2 ckaik the economy and its psoblm~ i;g EWf zs 
a background for mcplziinhg choices lnade k ifrc design of SDP i[L Chapter 3 is divided a6 fbm 
garts that M b e  akc design of SDP H, its @I.=&Q~, related technical: asistanee, and the 
expzimce ~fsinil;ar projects spamud by AID. a d  other srgmkations. Chapter 4 examines tk 
pjm's on the behavior cfhe ecmamy d the pivate sector using both desc&@wz a d  
m&hg ttzchniwm. Chpm 5 gives aa oveavim ofthe eco-mmi~: situation ia 1995 ia arcfa* 
identi@ remhhg s t r u d  issues re12kted to vmess and &ses; e x p t  k , b m  since 
SDP 8 was iWmd. Fi@, Clmptcx 6 swm&zts the Iessom of SDP HE zmd 
R X O ~ Q I I S  aboM the S Q ~ Q ~  i~1d ttXhkd &-c= p f o m  && ~ ~ d d  k 
to continue the type of policy ref- begun by SDP PT, 



I. Introduction 



condihzs have ken ma and aEI but a malt pan of the technical assistance ai~ocaticm has hem 
disburscb. 

Rre: I r d  purpose of h e  different anmmres &greed to by the au&o&es was either to hcxesse 
the mnr to ar reduce tLe cost of production of rhe exporter. The fist and mast i m p o m  m%sme 
-vss to mezag: an int- market that reflected the supply a d  demand for foreign exchange a d  t@ 
f ihdizc  &e m c h g t  coitml system so h i  businesses and IndkiGMs w& be freer to d e  
&eir o w  decislom. It was expected that by making &a: exchange: rate more &d zeqcmive; it 
would become gtrire realistic, increasing the price incentive to sell abroad- 

The second masure was to accelerate the re:W ufduty b d c k s  and uaE.~-adckd = (VAn  
1 t o 2 y ~ t o 6 0 & y s w ~ i r ~ e m e d e c a j v e k m ~ v e  t . s ~ e r s m t . h a t L m  

be& d t b  by the interest paid on h m w &  h& wMc w i h g  by prwasbg costs+, 
~ c t h i r d ~ w a s t ~ d v e ~ q a s r n a I E ~ v e z s ~ ~ t ~ ~ ~ ~ a n ~ ~ o F  

h d s  to finance thr 3Age would wad to rower &e OVCF~E level of&cfa rates. measwe w a s  
~rww put into effea:; for msam d e s c n i  in C m  3. The fix& rra used in the initid study wae 
~.-eallomed to kpmve tEre fbab&g of the Treasuq Bureau aftbe Depmmmt olf Finaace- 

Tfte f d  megsarrr was rn mduct mse cmp&icm in in ter isW shipping rates ta redhe the 
cast of b a n g  ,gods to the aport  part oftanb&cdm, This k t  objective wiH be: ev&medi in a - Vfl* 



2. The Economy and its Problems in 1991 

This chaptrr i k c r i i  the mcmxoaomie situation in 1991 when SDP II was bting fa- d 
indicates the stmctud pmbtems ~ l e -  at that timq to the broad issue of export cmpthiv- 
thatwasc~ast f$e~~of&enearprogmm 

The background ofghiIippIme p m m  ecowrmic histay and ecanonric poky was emmhcd Eex: - 
leDgminarcponprrparcdby~aths.AssodstcsInc. 'mdpoingmybtm= 
f0110w5: 

I. ThePh~31~cs,likernwhsfSsuth+a4t&ik~@~~-awe& 
endowed exporter of such c d ~ e s  as cocconuts, sagstr, WK tog& d m i n d -  

2. b E ~ f - ~ a o s  crises btete rwus d I % & t t a e m  
o f t k l e * l e B t o m ~ ~  7 - 
q u o - o r E & e s , w M  

3. I n t h E d y  1 9 7 0 s ~ h e ~ ~ f H 9 n g K o r l t & T ~ d ~ ~ X t c t i ~  
gov-at to €2mbZish 4Zqmzt procffsiag mms and zamsivt dh for faeign 
i n ~ ~ o p s f o ~ d ~ ~ ~ g s ~ c f ~ d ~ f ~ ~  

4. fin ahe late 197& the M~ICUS gov- taking adwxtagt ofthe avaEhWty of rnedkm 
~ p r i v a t e f m I ~ ~ u a d a r a D L a & v e i a f r a s t r u m n e b v ~ p ~ M u c b @ f  
this eaost; was iff amceivcxb and was&d dmm& cmwptim 

5. ~ t u p h ~ w ~ t r 3 d ~ i o n o f 1 9 8 Q - 1 9 % 2 & ~ ~ ~ ~ ~ ~  
economy made M e  or rn p g e s s  in the %aU~whg years 

6. Politid lmrrst lading to the EpMio de los Slmus AY- (ED'SA) lrpLriag is 1986 Id to 
a ~ e r ~ ~ e .  



more than $4 billion. SimikEy., the cum~-acxuuat defici~ which htad averaged E2 of GDP 
during 1987-2988, w o ~ ~ t o 3 A ~ m t i  1989aacl6.1 pacenth fBO.W&-a- 
~ ~ 1 e  primarily to (I) external slkoc& tzspeeay the gbarp rise in oil prices, w h f e b w d  
the mmWs terms oftrade by 10.4 prrent in 1989 and by a n ~ b  45 p e n t  in 1990; end (2) 
excessive sthulaPiun of h d c  tkmmd &g &am the gtrblic sect= defi* which reached 5 4 %  

gumsafmhrm. 
~ w g k r ~ e y ~ t y ~ ~ ~ W a p a l r ~ d ~ e o l Z S ~ ~ i n 1 9 8 9 ~ & l n l l i m p a n  

on prices was delayed until 1991 (19 paceat) far several a z m d e  excess liqui&w9 a 
& m w a g e ~ d a 9 p e r c m ~ l e v y . & m ~ ~ a 8 6 a m ~ ~ ~ - e B  
t h e s t a n o f t h e s b b i l i b t i m ~ O n l y i n J ~ 1 9 9 I  d i d t h ] P ~ k ~ ~ d M o  
mechanism for m m g  fiscd dis- d 

QfBudget and Ikkwgmenp, Thc -C rmmaglrs w a  &Is t~ mxht aHc: twnsoWwl 
public sector deficit to 1-6 pemmt of- in 1991- This i x h i m e  r e f i d  ekbs h the 
deficits of both &e national government (&am F37 Wtim iB I M  to P26 b G h  lar and 
g ~ ~ - m ~ ~ = ~ ~ n o ~ ~ ~ I r n r n m m ~ ~ n w r ~ = ~ a s a ~ ~  
&e Oil Price Stabilization Fund (OPSQ fram a deficit 6iEoa h I980 to a suqhs of PI2 
bilfimin 1991. 

k%m&&@a 
d d a n  of tihe bmase ia . Tax maues haeased &om 145 percent afGMP in 

E x m m  immased by 54 percent in M X ,  we@ kfaw bath the in.fl&-m E#E of 19 a d  
the 1 7 p r c e n t b - o f G ~ ~ ~ g ~  

imparts ofthe spec* import s u p c ~ ~ e , t h e  depv~isriasl of*e &so, a ~ d  the S ~ U F ~ ~  otthc 

gercat. &e ovm1l &ec= of pymenb tuaned h s SF.E@US h 1 9 1  a 3.1 
GNP, in sharp contrast to the b h c e ~ f ~ m  deficit o f M  w t  in 1930. h a t s  
kM satjghtly. 





Table 2-2. #dices of WEER and t a s o c  Praductiwity 
Cf 9?5 = 3 0 0 )  
m FvcnWmw, tS40 

1986 t§3? Msecm5 fffh&mm 
It3 F U 9  tQ4 t19 

#ridme& 242 256 I@* ;F2ir* 
m ra2 136 163 ST 
wV= 1W 3Q 187 %8§ 
~lmiw9d f%6 714 re r~ 

PW* (us$) 
Mi- * 6,4 

farm 5.6 
smthlaa 96 

t.O 
QS - 0.7 

wxmia 0.3 
alb 0.3 

@,6 
Q.4 

~~~~. 



sactors* mainly because of an overvaked exchange rare and a tendency to push up wages fix pMid 
reawns. 

In this senion, we will dirua thc investmeat incentive system as P affects the p~ofitab'i of 
eqmrt-tximcd activities, cuqa ing  phc syacm with irtccatitves d M  at the dorne.de market amd 
restrictions an foreign direct b v m m t ,  

hvietuoftbelow~c~aviograteandthe~~:in~estm~~~CtdSofcoo~~gmar(b~ 
WiliCPgincs need4 s lagc mfuson of foreign i m r m .  Howwa, it missed ont on the mav- 
ofcapltalflum Northeast u, Southeast Asia hning the late 1980s. Whcn tht fa&@ chamkrr of 
m e n e  ard bduay in the Philippines comparsd the countrfs rriaive. atmi&- as rm 
inv-t site with that ofdcrr S E A N  cwnPis (FCC1 1990h they cuncEuB& thst a sluggish 
- m y ,  policy uaccm&t@, pmr b i k m m c ,  peace and Wedy p,rob= a d  restrict- oa 
forrip i w c z d z n e ~ ~  were major tjbsm~k to hrvdng in the cotmny. 

The Phi1'iines has bag had a system o f k e  iaceaivm. 1% f d f y  imai*- k 
1967 with ta enanmat of thc hvesmerll kczxtives Act of 1967. hiody areas were seIcacd and 
'meannedvity" ~ E i ~ f o t t h e s c  arcss. hxxttives wcn gdmaialytowardk 
~ w f o r ~ ~ i = ~ ~ . ~ o ~ ~ w e r t g i . v ~ ~ f ~ ~ ~ ~ i a * f a s m c f ~  
a d o r  import C O I Z ~ ~ ~  prnmxio~ (an hpm li- mpkmea ur aa otr$i@ h p a  h), 

In 1970, i ~ t i v ~  werr ad& u, rnWM exports with 
Incmtive Act (Wi 6135). Siflce then, tk aca k k a d  

*m=fi * 
cubhathg in f i d v e  Brdcr 2.26 (EO 226) ar the 1987 Ckrmi%w hv-t Code ( 0 1 0  EO 226 
s~qxmxldb-391 fBP39f).wkh-@hI%.BP39f iakmbcdan 
innovative form of imenivnw tax d t  qyiuatsnt m a rrrtain pmxaage ofna vehE added 
- & Q f o r ~ c ~ m ) a n d ! d ~ t ( f o r q & ~ ) . T I a E s - q W & W  

f i f l m h - g m q  

~ f i t i n g f r o r n P h c ~ ~ f i a m 7 2 p a c a r t i a a ~ 9 & 6 m 1 4 ~ a ~ Z 9 9 4 . ] B ~ e x p o a ~  
are less capital-intensive, nfie number offinns d v h r g  incmtixes $ e c W  to akmt SB per@me 

The C Q L K : I ~ O ~  of cqmts who have s%u&& this is- is that by 
m a r c n ~ a n d ~ g i t ~ ~ o n ~ ~ d l d y ~ ~ ~ ~ a & ~ ~ ~  
aireaay suffer di9m tht ~ r e ~ s u ~ t u b i m  bias @f trade pzammml 

. m 

$= Aprpenrfix w* 

Until passage of the Foreign 3[nve&mmt Act of f 991, the P- bad one of& mast & ~ w  
f o r e i p i n v ~ t ~ e s i n M e a ~ r A s i a F o r e i g a e r s ~ ~ W d o r ~ l W t o a  
a a i n d t y s a i a s P , k ~ ~ l l ~ ~ ~ a c s o u r c e k I ~ ~ e s , & ~ ~ ~ ~ o f  
activity that the govammt believed was b g  a&qmteIy sexwed by F%pb  b v ~ ~  oae 

txm&i%uted to the growth sf the efeetmmics d garment in&&&s. It m y  bve b W a b 



their "mcbve" style of opcration in which fm of h e :  inputs, other than kibor, are pnxkd WY- 
h tfre the h v m c n t  regime wtu certainly a factor in he  col~try's lack a f c c m p e t h i v ~ ~  

The f 991 PL(X fundamenMEy changed rlre legal hmmork and q m E &  erp atn entire series of 
sectors to f i m i g ~  bv-. This should c m ~ b u t e  to a m e  efficient and cmqxtitke a r m y  L 
&e fim~r:. (See Chapter 5.) 

Thc b e t  masure dltrade pmtcdon is the e E d v t  protection me (EPR). Unlike the which 
mesnms the ~d~ marly, a domatic pls&m might c h g e  whik nmaining ccmp&iv~= with 
a foreign mmaPkmxI the EPR takes into acasufft the & i  an. to& selling prices afd-& 
~u~ produrn in c m p & t i ~ 1 ~  wi& h g m q  ofcpm&&ve &&as 6.QWI7 d of 6 
d g  ~~ h ~~ the degree to f i c b  &m&c vdue-ded is prateeted by 
d s m d c  d foreign pr46es ofiupm with h s e  of final pmducts. Wfm a 20 percent 
might k e q d  Eu an EPR of 30,50, or mcm 75 pemmt degm&ng cm the cbmmsWxa 
~ d i y ~ o c p o r h s m a y ~ d ~ ~ m ~ ~ ~ ~ a f ~ ~ ~ f o t s e :  
~ a o n & e ~ m a r i h a a t B i j g f i a ~ t H a r m ~ d d ; g r i ~ .  Amx&aofaE&mRm 
'%qxmb1aw artca mg&ive  on a "-Is" OBviey inches wkther ar 
f o a & i p o w n e d , o o ~ ~ : I i ~ ~ ~ ~ r d r s m ~  

Fht object oftbe Philippime t d e  
s d s i ~ m  il.d&cs* 7 lw? l&Jah 

substitdon hdusrics rehive4 mure 
made gm&nWty p&abXe apwts ~ M Y c E ~  less attmtive* & a 6;cmsapwt;* zmm- 
~ * b ~ e b h @ @ C O W 2 ~ h ~ d  
privileged access t~ foreigp inputs at w d d  pziw 
h i ~ a t & m ~ c ~ W e ~ a ~ ~ ~ e  

sectur have largei[y stqp&d and d y  a 6- new p m k t  h s  b e  
Trade mfom bas ken  m tk policy agenda since the ear& I%%& but c d y  mde s i @ i  

~ ~ o 9 i s ~ P h e y w ~ s o ~ v e ~ ~ ~ ~ ~ ~  
categopi=%- 

. * ' u n ~ f ~ ~ w d d ~ d # m m ~ a n & ~ f Q s g ~  . = 

d ~ a ~ e & e ~ e 1 ~ t o f ~ c s ~ & a d ~ e ~ $ a : o ~ , ~ ~ ~  

( # d q  catqo~~] were This * tk rBldxr €8'- items a!s a 6f 
the total tmmber ofPSCC Ek h m  34 pcmmt in 1985 to 9 2  in 1991. 

~ a r t ~ o ~ p t o m ~ ~ & ~ ~ f ~ ~  
prevbusly. In Table 2 4  exgmtahles are: prockrcts mahIy 
ex~hzsivcty import&. 2%~ m d t s  of this table can be summed rqs as iFrHf- 

* ~ w a s a s k s p ~ c m i n ~ ~ c m a s a r e d t ~ f t k  
between 1985 and 1%B, but 1h.k pmgms hwceri 1988 and f WE 

* D o m c s t i c ~ m e o ~ g w i m i m p o n s s t i l I ~ 6 : y & v e r y h i g h ~ m i o 1 P 9 t . ~  
average ofsf) percent for agriahre and 74 p c a f  fur 



Tabk 24. Changes in Wective Rates of 
-Won,  t 985-1990 (pemtl  

r a  I= I= 
A&smm - 4 4 -5 - 97 2'5 70 - w -7 -1 -1 - 80 49 51 

-8 -5 -4 
tQ2 75 74 

-17 -7 t -11 - s 44 43 
T ~ , ~ n d F w  - 0 0 Q - s% tn 8% 
m.-** 
w=-= 0% a -24 - 3s 335  1% 
mmeiI& - -12 4 -15 
m 380  74 m 

*-w-ww- 
Qw=-=t 
%ouarse:Bslf9M- 

For the period 198.5- 
Wtu& of R v e i ~  
whole man- 
rate(SERy d e ~ t e d f k n  - 5.7b 1983 

d 1 i s b  whse DW€IX3HBratic)5 of-aa;rKe@~-- 
d W t i v 6  cffici-) h l W C B  d 1- h &ZYXt!3 sf b& V S k  €%ft!XXQM& d 
n - o f b .  b x e r m s o f ~ ~ f ~ k ~ ~ o f e ~ ~  

h c ~ b ~ R d t H c W g e i r a D R ~ E R ~ a h e 2 y a ~  



Our conc~usioas on strumraii issuts baring oa competitiveness at t t  a d  af 19% are as ~ ~ I ~ Q w s :  

The Philippine pew, in ~Iatiorx to most of its competit~s in East Asia. b e c m ~  ~ O X ~ S  

o v d u d  during 1975-1 991. 
Labor c a p s  wcre high estough ro makc low-skikfed manafkhmg reWveiy tmprof* 
thefore amcompetitive compared witkt some S o d m  A s h  e c m n e a *  
Ihe Philippines was not attractive in gcnm1 as a size far I 'o~ign invmc~s in the 1% 
armE its Inrvmmt iwcntive program W e  domesic mi&~-(31fiart& inx- 
mtmzshg than export pmjecs. 
Aihugh the extreme ~ c x t f o b  ofthe &y 198% based cm QhT had ken  el ed, 
most industrid and agxicuftrd activity remained shielded by high h e r s *  



3. Implementation of SDP II 

Tbc&jectoftheSDPIIprogr~mwsom*eIIapa oaicsofmeaamsWthe-in= 
gov- m t d  put in place m impwc tbc ~~v~ of* corwry's expaxts* Esseatialty, 
she qpmach was M) tIimhae barriers to the opt xi xi^^?^ ofmarks f-as that the 
gov-t its& had put into place spcifidy ar imwhertdy. The ta&e was to either ~ ~ E Q W Z  

tfierceurnmszrf~arhcctucr:ehr:e~sto%producpioslbye~or~~I~iar~ 
m ~ m a n i s n r s ~ s r i a o d ~ ~ ~ ~ a r ~ d ~ t b g @ ~ a f ~ ~ B F ~ . ~ t g e :  
~ ~ ~ ~ ~ L a a m i s p j s x n a b X ~ ~ c ~ ~ ~ f o t ~ M y  I n v a b d h m *  

~ p j e c t & d n a t ~ t h t ~ h ~ f ~ s a w x r x r r a f l p l s ~ ~ c x b & i t S & ~ m ~ h 1  
of CQSCS It HgS bees a q p d  that the hi& k k  af @&ve p p i o a  ( i . ~  taiB& qua-~tit&6 
~ ~ o r a s , d ~ ~ t o ~ ~ ~ t ~ j a ~ w h y ~ ~ c ~ ~ ~ ~  
competixiare. This issue was part of the c d -  s f i m d ~ ~  USAD p q p m  as WEB as &fa 
W d W i -  

T h e ~ ~ b b e m o n t h e ~ o f r o W ~ e r a t h a ~ & ~ ' l b e ~ & a r a s m a t  
~ s m r p d ~ d b ~ f w * ~ f c ~ & ~ ( e * & ~ ) * ~ w h ~ -  
m 3 n ~ n r ; a y ~ b k ~ w e k m e ~ ~ e e ~ ~ -  

T h e m o f * * k & v i & + f m d -  

f n 1 8 9 1 , k r c f 0 ~ ? ~ ~ S D P I I ~ r v a s ~ ~ ~ f ~ ~ e x ~ ~ ~  
Eaase1y reked su- 

e ~ e o f f i ~ ~ ~ w h i ~ b ~ a ~ ~ f ~ ~ ~ ;  
~ ~ ~ & ~ a k ~ c b ~ t o o f r r p ~ ~ ~ ~ @ ~ E ~ ~  
m tk "mf- me"; d 

* TbepaxaEltL, u r % W C d e t ,  





f* cxdmge ti- . - 

p m m T W a f * P  
an 

objective of elkinajag rx#psb c~f ~~ had newer been rn- bdhmgb the Ramas . . B a a i c ~ W i n I W s u p p o r C a i t h e & i  

2. U d i k e m a n y e 1 ~ ~ f ~ d ~ ~ ~ ~ ~ ~ p a s ; n c r c t : ~  

of* IEW p l i q  
C a z m l t ~ ~ h ~ ~ d ~ ~ h f ~ h h ~  

= f = - w q - b ~ 4 e ~ k w  

!ldmce*f'~~mw&~~~ItCf~~~and 
4p%xa-m-@- 



'The Buraer ofCu.storas {BOC) a W &  to  export^* ~%spEcs t im for d ~ r y  ~ ~ c k  nndcr Seetkm 
tQ6 oP&e TaxiEaad Cwcms Cock, T&e Buleau of Xatmai Revenue (BR)v pmmmt to Sectim 14% 
af the Natiasd h t d  Revenue Codet W e d  rebate cbim of expartas for VAT paid ort their 
k~al2y S Q U X X : ~  iqmts (incMEag mw materids. wpplics, and intangibles). F w ,  as prm&kd tmk 
Executive Ordrr 765, tkre lkpmmea of Finance 5xhiBistaed the pess ing  Qlfdaty tkmbdc a d  
VAT d i r  c k  d & d c  nximd- seEbg goads: to f & p W  p v m m  projats~ 

AItbn~gh ba& tlac Tariff& Cworrs Code md the National Iaemd Itmame C& mandate 
that the pmcesbg offzbw c k  for daty aniE VAT be conpiefed with 60 days, many 
repun& that aar3a1 prrpctssbg time in rkrtsc agencies was an average f to 2 yeas* As a mdk the 
input caztsfgcFdbyexpm%ersroserebaive ta tb t i9ymice ia tkwert&~ketbeca~6f  

* T-k2:eEjvc 
pmmp pmccsihg of40 mat ofthe VAT ad3. c k b  dexpxxte~~, and 

+ Tranche 3: rebzi012 sf* Icsgth of* p e s h g  of80 pe~ee~@ duly 
h ~ k d V A T ~ ~ M ~ ~ ~ & ~ ~ I ~ f r n ~ I ~ 5 ~  

The SDP H grant agreema dkd for 
Eiavmb*v--mpm 

mmagment ofpfdic debt fhacing, iacItdhg How 

l a u r m W i a ~ ~ ( W 5 ~ ) i r n h P $  d-w*me 
t f f d v e i y a r c l u d a d ~ & g ~ v ~ d m & ~ t k ~ ~ t s l i ~ ~ @  
idaoIBaD  invest^^ wZXO b y  F m -  T-, Bilk, tk d 

uftqpingafrc ~ e ~ p c ~ ) 1 a f ~ e s & a r n d  
~ d d . d h ~ o a T - t s * W d k ~  

An a d t l i ~ d  befit  of such arm, b"tWve woad be the ism 
axni&mt-mk* 

gm-t sca&ks. h- pap=& 3B 
i n t k d d p v -  

20 percent for: 9k&y kri& 





previously had to deal wid- kmk++ut now they have a choice. Although they are relative& szniakl 
d t d  rtot to take postions in fareign exchge, their presence has farced banks to 
b k m  to compete. The bmk+~~nt& b r u m  are now the. major phyen is the b k & g  @f 
the nmbank marke The best irrdicahn that the =&a o f f i  new o g p o d t i a  is the 
estabfishmmt in in March 1995, of a Laadon-W btukeP.- 

Them are, of we foreign exchange dczrEeq as well as the ubiquitous street mmer 
h t  openst4 in the psvalleli market before the l i ~ ~ s ) ~ ~  diems. On the ant bath 
mdxdc intermediaries must now ampete more ~ t f o u s t y  with the bdcs  farmerseas w e  
rlmhmas as a result of&e refom* on the other tbc dims also ~~HO#F. 
d d e r s t c r ~ e d t h e W f a r & e ~ ~ i f ~ ~ ~ f ~ s i B  
C a t d  Baatc-dcms on the way banks make payments in foreignexchange, f em^^ 
d I E  cosmmn& a nominal @wn (as of d y  195)s. The: nunbank market &so av& tk 
documentary ?ax on tmmactions levied in the bank market 

h t e a a ~ ~ r b ~ t h e W & ~ & ~ c ~ i l l m t ~ h l  ~ ( E W  
k3sph)-bidmdoRam&k-&dto 1 8 ~ ~ d y y ~  
customer h a  d s s i m s  have h p p d  &am 24 to 14 basis pins, G e m  && 
50 bask pints in the old pdlsli d e t  have been reduced to f O amdye 

T o s u m x p ~ ~ e ~ e t b ~ , ~ ~ q ~ d  
forces of supply and ckmad. However, the prhcipd m&zs t&hx 
in their regdm capacizks or &.mu& their rimbank mmpmiw, 

m e c l h a g g e s ~ t h e e x c ~ e ~ I s ~ r s r c e r ~ ~ ~ ~ . ~ ~ ~  
M i a ~ I @ & c ~ r n ~ W w & e : W b " r a r e r B ~ 3 ~ t a A @  
a e  ofthe exckmge cbl&tmE. system is desaiW in Central Bank C ~ ~ o O  1389 of 

~ g e s a & m w & ~  

any fareign exchange 
conwd ihpendkg d y  on w w  b& t@ &- 
~ w ~ v C X ,  &e *w && 
* m & s r a s .  
~ a ~ ~ e r a P f ~ a & ~ ~ a ~  
d & & m i s r n + c ~ o t p ~ ~ ~ .  

T b e r e ~ t i m e a e b b e ~ ~ ~ ~ ~ ~ ~ ~ m ~ ~ ~ v ~ ~  dthm G$r 

k ~ m * c b n & o d y k - - . t h e M W - @ & * -  
disktion r e f d  rn in emmecaiotr. with 

m - m i r n s w a - + -  
a d  not ppzmnaly t k y  dI &. 





In fact, the way the Central &snk bas entered into the spirit as well as tbie letter afthe 
has d it a principal element in the president's economic policy of opening the S l i m  
economy to foreign hvwenp,  

Etfident Prucesiw of Tax snd DI,@ Ftdmds by the OnaStop S h ~ p  
" e On F&~wuy 7,1992, Pbifippinc Rsidcnt C9m611 Aquino i d  A-e Orda (AO) 26A 

crating the interagency Tax Cndir snd Doty h w k k  Cmra, or Qrne-Stop Shop- The prrpose of 
the OSS was to Eadiae h e  processing of qtplidolks fix duty drawback d tax that weire 
then handled by various agemeiks, namely, BTR, BOC, BOI, an& uBFhzmce @OF)- A 0  
266 zmdated &e OSS to imt tax &it ccxtifbtm (TCC.1 within 30 days of taw: dare of 
wxpi ime ofmmpEetsd a~apIi&ons for duty &wback d tax m&t 

Ihe OSS f o ~ ~ y  Jtamd @om cn May 8,1992. The audit aad vrrifidoa djivkim ofthe 
OSS, which is responsible for the actual processhg of daty Q a M  aad tax cndit c- is 
divided into four pups: h e  Duty h m  Gmp (or BOC gump'x. the Invebnmt k e e s ;  
Gnwq, (or BOI p o p ) ,  the Tax Refund Group (or BIR g r c t ~ g ) ~  smd the Government T d i o e s  

(m mwl- 
I n t h e 3 2 m t h s ~ e e n M a y  1 9 9 2 d ~ ~ t 9 W , ~ O S S p Q f o n a c d ~ ~ ~ ~ g  

signif idy the pmcesing time for may b* 8nd VAT d i t  claims. Dabg thip peziak 
0s issued 6380 TCCs worth 810.4 Fim. Oir &c avemgc the value of rebates given 
repsntcd 6-3 percent aftbe + ofasso&&d export mxipts (see T&Ee Elk 

Atthc~hime.thcOSS~si~caat~in~thcproccJsingafduty&~ 
andtax&aapplimim~.FmmMay 1~toDcccmba I9W,~c8u~epmecsiDgfimcof 
,ylimsfordutyand*ixrrbatecrtheOSSwas*to233cktysin t99229.3&ysin1993,d 
26daysia 1994,compandari&1-2ytasinm+@dbdorraS@m(seeTaMe3-~ 

OftheTCCsisntedia 1992-1994,993paecnrwcrt~~~ntheOSS'sow~of 
30 waking &ys k m  the daft comp1- appticatim wac nx&wec%. Monova9 p ~ ~ e e  cfmC 
remaking 0.7 percent of TCCs wss c a q l d  witbin the SDP Es tagt of60 wcgking days lhoS 
U S S ~ t t h e ~ ~ a s ~ l 1 a s t k ~ ~ t  c ~ f ~ ~ ~ ~ ~ ~ T ~ ~ 2 s n d  3. 
Alrhou@tbeda*lpnsent~hae~w~~Ois~dtheOSSuptochceadof1994,~~ 
Tranche M&mrbg R g ) o r t ~ ~ k c s o d a n s  1993) in&mthatthePMppiOe g m v b d  

C O ~ k d  kch &tZ heDP pafa-W' b&C&NS On the Ir9 early h%X 1993- 



In A m  1991, &eBR issued Rtveslue A M m m -  &k (?A&@ 3-91, 
The intent of RAM0 3-91 was to speed up the pmxssing of ~~C VAT credit claim ETiEed 
t k V A T ~ ~ o f t k  B R  ' P $ s t o ~ ~ ~ ~ i ~ ~ ~ ~ ~ s f t ~ e ~ s  
equivalent to 40 percent of*& anrorms k g  claimed by 2aa-med etr &dvcfy am-med VAT 
p y a s  within 20 warlriag days of the sew& te&&kiag oft0 p e a t  ofthe input inpaa 

a m r Q 2 0 ~ t o f ~ q d s ~ W T E f w r h r e ~ W ~ ~ f t f K :  a$c 
VAT credit being cbimd is 

'Fhe B R h  @I- VAT pqms wme gives 

When the OSS was f m - m & m  
(coverkg $4) psnccmtt oftbe c k )  under EMMO 3+91 was transfared ta the OS, E-, VAT 

9 l , h r k e y ~ a r - ~  1992 



pmis&xd tk guidelines for the processing and issuance of TCCS for VAT credit ckims filed at tk 
oss. 

RAM0 2-93 streamlined the m~-step p x s i n g  mandated in RAM0 3-91 by 

htmbing a on~-SRcg, fbIE pmxskg Qf VAT ma!& chhs:, 
* Nota#2ubgaLarerofA&&yissucdbytbcBIRCo&o~takforrfheauditof* 

T b c K c ~ ~ ~ ~ t s i ~ ~ t ~ ~ ' ~ ~ ~ i n s h o l r c n i n g t h c r i m t  Em 
VAT credit ckths. 

B a w a n b k  1 ,1993 ,aadAu~31 ,1994 , rheOSSIca ived470app~s fa~  
rebates worth B5M.7 miUion (sce T&k 3-31. By the end of this perid, 2% VAT credit el%ms 
wortfP B3SO.4 million bad k accept& (i,e., c k W 4  md f d  €6 have ampEete 

and 7@ 0ftIleSe app&a- have k issaed TCCs wo& rn.8 EEakm 
Conversely, three clabs w ~ g 0 . 6 ~ ~ w e r c ~ t d d P n r i n g t b ~  

VAT edit x~xbtorbmEW. ' 

'8hesbVVaawnink 
 ti^* 'Ihse coasarints 
oftbe QSS. H m ,  tk issmxe of A0 138, Mch ns&s the 0s a 



hstmment Progratm. The l k p t m t  Order a b  irnpticitly approved the adon p h  [kge:fy OEP the 
k d i  ofa m y  w n & d  by the Tochnicd Support Componmt of SDP rl[) for iinqxo- the access 
of §mall savers to g o v m  Exmrisies, 

There were in&&- &a in d y  1993 the DOF p M  to pursue the issuance: of SSk in k 
second half of that year. For ins&xtce* the 1W3 M g  program prepad by the Bureau of 

h g  this b e  c o n d n d  an entry of PI bi%Eioa h SSk. Howcycr, w k  Secr&q 
Ernest kwng zsmmd office in jUBe 1993, he raised four mewations coactmhg the use of Sk 

I. ~ t y a f ~ h c , ~ ~ ~ a n d ~ o ~ ~ ~ f ~ ~  
2. The himeid f-%i&y of S?k in view of the decline ki T&iE mes fiE 1993; 
3. ~ ~ e : ~ o n o f * ~ a h a o d  
4. T ' ~ ~ ~ O ~ ~ & ~ M C ) Q . O ~ ~ S S L -  

w i t h ~ m t h e ~ f ~ v ~ t y a f ~ s r , f o r t h e g a ~ ~ t 6 ~ ~ * ~  
~ g s r p b e e w ~ ~ ~ ~ @ d a o ~ a f S k d ~ T ~ ~ l ~ ~ k ~  
~ ~ ~ M ~ h ~ p ~ M = ~ a ~ * ~ a r f ~ t h c : S E , F ~ a  
~ f i o ~ ~ d o a g ~ k ~ ~ ~ S I ~ * & ~ P d ~ * ~  
ofisslting~~~dhavecxacdcdt6cimatnavingofmmdoingsogivcnthc~I-bin~tcs 
( 1 2 S ~ ) ~ t h e ~ o f ~ ( ~ 3 ~ ] ~ ~ ~ k E ~ H ~ *  

A x I d K z b ~ & t h t ~ ~ ~ t $ s : ~ ~ P ~ ~ ~ *  
eimlateamo~g~dinvrstngcrclrtingtbtdsngathat~crfd~reightbocolae 
w i ~ & ~ y ~ d ~ o f k ~ ~ ~ s t l h e m i x ~ f ~ ~ p j ~ ~  - 

a;gcidm&:M 
b e e n & d W h  k-fosr 

~ % d s e r v i a a d ~ o n ~ t W i t ~ b c w d 2 s a  
Txcame 

+ ~ ~ ~ a n d h i g b ~ ~ i n ~ ~ ~ k d o t z l ~ : i n v i m o f * ~ ~  

aEs l tgpb&d 
&cs,aTmasaq 



Assistance to the Central Bank consisted ofproviding computers aa6 assaciated help to d i e  the 
trank to maitor the expanded market. In addition, the b a d  (1) sat  three ta rt semhm fEa the 
United Smes to broadtn their pmpctive on ~c:ono-nric and trade pulicies h t  relate to fomigs 
exchange arad the exchange: rate azsd (2) haaced an assessment ofthe PhiEppine h a h g  System- 
The bank believes that the help it received wars effective in fkcilixating its new mle EIP the f&gn 
exchange market. However, a c c o r ~ g :  to tbe head of the R-h l3qammk tgre empksk rn 
monitoring the foreign eorchge marks m m t  thaa the W of c m p t ~ ~  s q p m  wtna: to the 
operatima1 division doing &at work His depmnmt felt shorn-& as a resultt He hopes fa mmz 
~ ~ f & h m ~ - t ~ e ~ ~ t W m U S D d ~ e C e ~ l i t r a l B d % o s g r c n ~ h  
capabilities of the new C d  on the basis ofits pit ion ats; me of dhe !best smirces af 
f2amomnic data in she COmtrJr. 

The OSS aod the VAT Divisi~n rec:eiv& Yariow types ofrec~d assisbne SDP H. 
1. ' F h c O S S a c q u i r e d f o ~ ~ ~ ~ r m ~ ~ e I F ' c a f S ~  

i n t h e e d y p r t o f S T ] r g i I . " F $ i s ~ t w a s ~ t o b e  
~ w h c n r h e ~ ~ & ~ ~ ~ ~ ~ t o ~ O S S ~ & e g a v ~ w a s ~  
ul[i- 

2. -or officials of the OSS were seatt an a study tm of the agencies adtax 
~ M t o ~ ~ h N r n ~ d k ~ e f o f h V A T M m o f h B E w e r r t . ~  
Idm&a wi?h SDP II support to ahserve VAT z&&k&da &ere- 

3. ~ t ' I ' S C M a ~ a ~ e ~ i n l h d m ~ ~ a f k O S .  
Bah the VAT and FIX O$S mz&wf tec~-c.& &* services 01% the ned& 
procedural impmv-& i n ~ & g ~ ~ w ~ k ~ V A T ~ ~ ~ .  

4. A ~ I b e r s f ~ a ~ ~ Q S S ~ t ~ m ~ @ ~ T S C * = E y * a  
strategic phming wa&&q9 a tean-kwilcii~g w c ~ % ~ h q *  a: strategic re\Piew senharp a 
VAT sth"-c ~~t seminar. 

The SNdy identified the fo1Iowing zninimm sapemial action p h  far the kmnce of 
savers illsmme~~la: 

I.  Appoint a ~MiveIy mior ofieiaE wire Isas xiwant eqmicmx wi& 
respmibiIity and Ml aabnty to c)wesee the p j e  



2. Choogc two 1st maketr fix conducting co;~~o1Ied expehmxts. aae a secondary city the 
&a a frontier city; 

3. use the fo!lo* ilmitmiuns as testing M&ws:  €he pait ofice (in bath (=eh d 
ckmzrd Fsams); wno, & f M m  0f-v~ in C* a !Mzlect& EWd IXmk in 
Gmml Smm; astg a seltcted cammid or t h i R  bank h C&; 

4, Establish ?he bmca me and fi.Ont& h m ;  
5. migar e%e lzE!Cwcs of & Savm -; 
6- I d t s t i f L d ~ e t h e : ~ M o o s r ~  
7. Ektify d &fine the audit a& ammB gmcdms; r;m$ 
8. IcicntiQ and appoint a team t~ &sip a d  g v ~ s ~ f  h e  implemenacm 0 f a  

FQ-Fi-Fw=- 

T 6 e : @ o s ~ o f & $ T 9 - P . F S ~ i n  
'm of refdm for &riff &e isxkpl- 

b v m m  by limiting ahe acSd& catqptia an& 

tz6mpPd in fWl a d  1992, each tzanck d d  
- t e c w m  Mcmitorktg., mahtmt, 

provided in the ammt ofS82&000- 
' F w o ~ ~ f & j ~ ~ w ~ k ~ ~ ~ t h e : ~ ~ ~ ~ ~ ~ ~ ~ ~  

G O V - ~  o f k  1 P w  in A m  1391: 





sEVEPZti m. The EL is anticipated to Bc tfit last of the bmd stmctmaI d.stm%t by the 
Bar& to the Philippines. 



4. Economic and Policy Impact 

~ p u r p c s c o f c h i s c h a p a i s t o m c a s u r r & e t ~ : ~ m i c d p l i q ~ o f ~ S D P I I ~ W e  
will ammint boch tbc effeet of specific economic vwkb1es (such as the a c h g e  mteZ cxportS sod 
growth) and tEt& way in which plicies r e M  to export cmqwiaivas ate c0-d We can 
i3ppmxIh ahis m-ent pfoblcm &om h k t s w s :  

T h c f n s t p r s p s t v e ~ ~ ~ i n m e ~ o a o f t h t f i r s r S D P ~ b e c a a s e a i m a n  
four times as m y  dollam wae spQt in cmc-Wtk  elapsed time. For SDP II, however, tk Set fa t  
on thc o v d  PhiQpimcs economy (S53 53ai~n GDP in 1992) ofthe czpmdim of $60 60 millionova 
3 y ~ i s ~ ~ ~ O o ~ . N w ~ ~ e s s , s a m s ~ a r e ~ E ~ ~ O f t e f o ~ o P r i n ~ ~ ~  
along with 0th~ 4mlcle- oftlhz sianwa 

O n r i m p a c t ~ b w i l l b e ~ ~ ~ m n i n h , ~ t h e s e c o a d  that 
impan of the policy nforms that wen ii~p1-e This d y s i s  two 
W ~ M ~ i s ~ ~ e t i t e ~ ~ i 4 i ~ t a t h e ~ t p % E e ~ M a  
~ 1 a w a t l d b c t b e ~ ~ o r o f t h e i n t a b a n l r ~ g e ~ a r t b + ~ ~ ~ i r r t b e ~  
to e x p m  bmght ahst  by the One-Stop E 4 . q  (OSS). 'Ihe second tecbque is to mslte ase afthe 
PIDS-BEDA !&cmm&c Modd to pviide SM- oftht ptenW &cct that SDP II 
policies d d  h v e  on pw&,  the bahmx s fpaymw d the rate of h f M c b p z  

8 r a ~ ~ ~ o f t h i s d ~ a n ~ ~ o f ~ d ~ i S & d ~ ~ ~ r d e r - o f -  
m s ~ tudc~~oftbecostsdbenditsotmCSDPE~ 



Table 4-4. Cumni Aczsunt [$ biIfEon) 
3997 79%? $993 tm* 

W e  have not attaqtd ts dkntmglc thi: c f i r i  of h e o n  fkm tfrz W ~ C  

e f f & o f l t h e W o w ~ ~ ~ d p E d m ~ & e ~ k ~ m W  
exchange-rate risk was bw. 

hvisn"be nxxigts and 
reqxxtab1e of 

&I invisible Ptae m y - t  was &&ma0 0- $3 aE* m m  
deterioration in tihe tmk b a b e  btwtxa %WP a d  1994 {;see Tab1e4-I fa dctaikj- 



=ideas, to defer canvasion of their dollars when it was prefmbfe. The much Iaqger voixme of' 
conversions since 1992 is an indication that expectations of peso depreciation ha& dkrzhishd 

Tfie most signifi-t short-term capid movements are prt5olio inv-. 'Fhe freedam 
early 1992 to move in d out uf&e tmmwy-bilI and stack d e t s  impired f w e - d e  arbitrage 
Wea relatively low dohr interest mtes anb tfte higher ptso mums as wet1 as iacmsed parchase 
of f d  stocks. This is a tread &at can be seif-nzidorcin& that & an idow tatds ta amse the pesu 
to appreciate* malring part inflows evm mort pr~b?tab~eThis can ama* more iaff ows 
investors who expect the mnd to amriinue. But men w h  the peso was defarexb&g in 1993, aph! 
inflow in these categories c m b d  to gather rdreagrh. 

iethetorxgtmm, & e r a p i d p w t h o f f ~ g n ~ ~ ~ ~ e n t s & e r  lS92irtgmrtrefktstk 
advantage of having a mare m a r h - o r i d  exckmge rat& but it idso reflects fewer d & m s  an 
the type ofbv-rs pelz&86E in hfit 1991 h v m t  a;d, as well as gn2atcr pl i t id  mkm. 

TLce MI qmtimive of both-& i r n p m w m  d m  kvkibfe 
in capital Mows by 19% is aa increate ofM5 Won, amare th a &ubEng afthe 1991 kek. 
Tkb Mow has em&$& the Philippines to a mch bger aade Mdt (see TaMe 4-t). 



~1though always based on a f l h g  mq the pso aras d c ~ h t e d  tiom 24n'to 2@l io 

exchange Its net pb far 1991 and E 992 tot&& M+X bSEa M 
ckgweeiat* reaching a low of290 Eni Ckt~k 1993. The bank bm@t h 
A p g i Z d ~ m = l l - - ~ a * * & m a m d m ~ c f ~ m - k 9 *  
k ? a l k d ~ d c s  m5m each. After 

i%&Wke irmwatirn is €he 

~ e ~ ~ n g ~ ~ k ~  
~ s ~ + c I I ~ ~ H  ~ S C $  afeld ~QW- f d m  @% 
~ e ~ u a l l w . ~ b : & ~ t ~ f & m ~ I M ~ ~  T993 
~ d ~ & ~ W ~ u f " ~ ~ ~ g ~ v ~ ~ v c ~ ~ ~ ~ ~ ~ t ~  





d t - t  or the QSS &UC= the h~t&iag of-a =d &S &= =c: 
competidve. 

For mampk, betweea May 1992 and Decemkr 1994, tbe OSS issocd TCCs cove% P105 
billioo of expas- If the process@ of* b + k  amd VAT d t  ciaims rakes I ytar, and if* 
rate of interest Q 13.5 percent (&I[: average m e  of interest on 91 &y FWb), the Eosr of 
waa*g capiu requimd go p y  PI@*$ K i n  in h c  
ken e x p i  to P1.4 bidlion in 1992-1994. %maZ 
claims cover@ said the P1O.S biliion of expans were acarsfly prucesd by rbe OSS in t 3 dentfar 
~ ~ ~ ~ b I ~ ~ & e r t j b r e d H ~ a f & e O S S ~ c B ~ W . I  W k T b %  
& e g t r r r s ~ ~ t ~ ~ ~ ~ ~ h & e l p r o r r a p r ~ o f & e P T O ~ ~ w ~ ~ f T C ~  
imway ~ ~ ~ O S S b  l w P - 1 w 4 w ~ I E & r 3 b m m * ~ e ; r ~ m ~ ~ ~ ~ f ~ ~  
by apm to the OSS, the nc% savbg to upnm is cqad tct P I 2  b3Em about 0.7' 
paceai: ofthe vabe 0 f ~ # $ ~ .  

d i m  Ha the ammt off- mli O S S ) F & e n d ~ f o ~ ~ ~ t C .  
~ ~ o f & e d s r k y ~ k ~ V A f  & s y s t s ~ ~ m E + l Z b ~  

O m r a ~ r c ~ I c r e & a d E  rc%zd&ht-&- 
perceive a co~1~idemble impmrmt in, a f W @ b W d V A T d  
claim Whb the 4 ! s & I W t  of &C OSS. %"his #3lmmam was i%zhP 

sf' 

meding they pint& 08& that the limited n e g a ~ y  of Tees smsely W the gabs 
b m  their 4X.pedid~ats gMDfx%s*. 

F J s l a g ~ P I I l s ~ 1 , f a u ~ ~ a f * S D P n ~ ~ ~  

f .  -r2lx/wree 
2. Addit id  iduw of capital, 
3. Appmz*mofkpc9a,d 
4. CombWeff&. 

A p p e d i x E ~ o n t z t i m s a ~  . . 
The o d @ d  pranise of SDP D 

wa!5 that the refom l y d ~ p & ~ c b a ~ ~  
~ w X , ~ t f K : r e ; ~ m ~ ~ w ~ a b c r ~ l a s ~  



The tccfrnipf of the Sinnw~on is to measme deviations fim an expected Bmd, Far tI#: 
fir which W are a~aiW1e, 1992-1994, tW means the d.@aence between what b p p d  and w m  
was apxtcd to happen. For the: future, 1995-1998, tht: nm&s reflect d y  the d a m  between 
twrr h ~ ~ .  ' f f a d o m ,  the mdt sbdd be regaled as 2Iu~haevt of temdencif~;~ and SPC&C 

meamemcn% as subject $0 a d h b f  e margin of m r .  
The year 1992 was picW as a statkg pint  because same of tb SDF II rn-cs w a e  p l i  htu 
&a. Tk d-YW (1998) SBS c h  t~ ~ J O W  ~E&s to k WOTM GI& w M ~  

m ~ a ~ t o ~ * ~ o m ~ c .  
EssSM~Y, thc & U W ~  hdi- tht ig E992-f,9949 t]Ere d c g m  eff- 

of the pesa (- with the: basel& a s a m p h )  outweigh tk dmdw @f 
d q i t d  ~ Q W ,  with d -W& th the Wlb. h Ia95-169:& W ~ B  

s c c n a k i o s ~ 6 ; ~ ~ ~ g 8 c m g e ~ e 9 ~ n ~ e c E ~ L f i : v d ~ & r o ~ ~ ~ t s e : ~  
lx3sek. 





maw- 



5. The Economy in 1995 versus 1991 



m w  wi* a peak deficit of P37 2 bilEionx in 1990 and an average cfdcit of P2 1 A billion in 
1998-1993. The c o ~ l i ~  public sector continued to show it deficit in f 994, but at fr9-1 biBbcm, 
01- 0.5 p a t  of G W ,  it was by far the smallest in a decade. The privatization p-whEGsh has 
axelmtd in the past PNO years by increasing sides o f g a v m a t  a s a s  to the private 
sector-& for same of the ~ o v e n a e ~ t  Interest mes declined €0 12.8 percent for 91-bay T- 
bilk far the first five mu& sf 1995- 

As noted irr Cbpte~ 4, the trade account deficit i a d  by $5 bilfim from 1991 to 1W9 kt. 
the bkmce rn invkibles bnpmvex3 by S3 billion, leaving a net dettxiomticm int the emrent ammat of 
U S 2  billion. Exp~s rase frcrnr about P9 brilHio9 to more than PI3 binion, and h p r t s  gmw fmn 
PI2 to nr &Ka, 

RegHGDPh 89% 
6 

a d  5.5 percent Re& GI!@, 
- h a 3 e 0 y m * ~ a [ n ~ o f 5 ; . 1 ~ k E W * m - ~ s f a a r e $ * & p &  
a ~ c c 1 ~ ~ ~ ~ a ~ 1 ~ ~ 2 . 5 : ~ m t b E W ~ d h ~ ~ ~ ~ 1 ~ ~ ~ ~ 8 . 5  
peram& with the nmu-g gmvibg at a lower mte ~ $ 5  pxcent Camtmtkm 
eqxmckdin ~ ~ b y m i n p e s s i :  l h 8 m d f i . t f a  13.!?p&cer%& kgt&asta~esdtoftk 
w e  in electric power cmsfm&m stkmk& by tlre PhiPippise go-s"s d d a  to atflow 
l p r i ~ ~ v ~ i n ~ ~ ~ ~ c e ~ o r ~ ~ ~ 3 . 8 p e r c e ~ l a , t i ~ k ~ c h ? ~ ~  
than WdoubIe the 1991-1993 average d baease but & we11 k a a P  the high gmw& rate aftbe 

~ 9 ~ O ~ . P e r c a p i ~ d ~ ~ h  f W 4 b y 2 , 6 p m ~ a ~ y ~ f i ~ ~  
~f*pRdhg---bk=-a-ias 

( a s a ~ a f ~ ~ ~ . 6 p e r c e s ~ . A ~ ~ ~ a f  
the increase is 

was a net loser s i ~ m p Z o ~  in IB3, tk 

p d o a  of %aj@er hvhi%Ie M a w ,  wkieb has $kn& 
& 6 ~ t ~ E D P ~ & b ~ d e ~ ~ e ~ & ~ & , ~  
its xl3aknhg effe an price incmase* 
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Yim P- wmd= 

Is90 100 %a0 900  
19% 99 97 %GI; 
1992 f $0 1m $77 
Is3 F a 3  to§ ttt 
19s 116; 111 



The swpe for private sector activity bas wictcnd in four ways since 1991. Frst, the gmemmaf bas 
accelerated lits des ofpdslic cu-es, p i d d y  arwbEy. koz& i t b  qmedzmastktwexe 
publie monopolies. Third, k has l d  up prime mmmplies meis m geam 

f ~ g a s ~ c ~ ~ ~ y m ~ r & ~ .  
~ v ~ m  is best exczrpfibid by &e BUT and sk6k schemes tb 

have beekl b s t m m m ~  in h e s i n g  foreign sknd damsic: piwe investments in ixhsmcmea 
lm 

~ ? h e c r @ p ~ g o w ~ ~ d ~ ~ & e d y  l ~ ~ B O 1 " ~ d  
~ f u d e ~ ~ o n ~ ~ s ~ j e c t s  (expz- E& rail @ansit]. ~~~~ 
b @ & e B O T b w 9 h a s f r e ~ ~ s i ~ & y ~ & ~ m ~ ~ k  
P E e .  

L l W I M c m  0 f f ~ ~  equity cxmsm&m as well as b-ofl: a f k  r € q g u b ~ y  c @% 
q) in &C utilities, tramps*- am3 d d a  seaam hme mm- ta 
mest in fixei@ h v m a  mealy. m e m g w s f  t b e w a m -  

~ o r k ~ e d @ i n e ' v m ~ M ~ ~ ~ m d f o ~ p ~ ~ s ~ & i a ~ b  
S e c t m ~ r E r c * * o ~ . m  

n l m k t x f ~ k i r z . ~ ~  
foeak--;ia-2Kl..-&e--e 

~ ~ e r x a ~ ~ r n  ofthe Fareign hvstmmt A& of 199 
hdUSf!k w m  1m m t  f~l'&fl 
Iist C of&@ Acq which restricted foreign 
l X m k h g , ~ t b ~ ~ k m ~ f o ~ i ~  
have ken  dfuwed to  pen up to 6 bmnches 
199%- 

T k  more t b  doubling of the actaxaX WOW ofnet f&p hmestmmt in f 9% wear 1993 
t h e ~ v d p ~ k y ~ ~ a f ~ f ~ ~ ~ i n v ~ ~ ~ ~ ~ ~ ~ ~ p ~  
d ecmmmic stability, hv-t MOL~S* as idid hy the pje& cast d equity h- 
in BQI-regktercd f i ,  s b w  evcn sharper hercase: the W pject  c a t  efqprdBOE pjee$s 
rose fwd01d from 92.5 bil3ion peses in f 993 to 4 5  biEoh. pesos & BWZ f i g n  ap&y &westmen& 
in BOI-appmved pmjscts i n d  more than threefold chbg the same BOI eshatss that 
impfernatation is egualt FQ h u t  g62 percent ofpmpds 9n the ev- 

These deveZqmm@ potentidly assist expat e~-- by kaCziqoP* 
8!!d C e  ~ f p m - ~ ~ t  h2 ifth k e t  @ 



&&CT pmfits h domestic activities only rtraotcly related to exporting or in iznport-dditutim 
activitiesv the uttkmte tffeft on exports may be quite small. 

k! a ftw csxs thc retarionship is quite iikect. III n d y  all the induaies &at r c g i ~ d  drcm*aic 
increases in export g r o e  (e,g., dcondu- eI&caI equipen% wiring h e s s e s I  
-m), &e rise in fbeign inv-at led to an in-t 0fWdon -@ geand fa 
expQm- 'Ih= hv-t ia tbcse h r n a  refiects me shift in co-~vt adtvmwe in me 

labor qnesemting a d t  s h  of total cost of pda&aa 
As noted in Chapter 2, the f 987 h v e -  Plcp has &&id immtives mhtivtty away h m  

~cpor~ing to domestic pduaioar md sale. By 1990, only h u t  25 parent cf the COW ofdl the 
p r o j ~ ~ v & ~ B 8 X w ~ ~ ~ a t ~ T t ~ ~ a ~ a ~ ~ t f w e ~  

the pcmmage of fht n m b  @fooznp;nrits has faen h m  70 ta 60 percent- 
HR#)bg * St f0fi@ dirca hlf- the shan ~f -& CUSt -& &3 - w ~ r  47 

~ t b  f 9 9 0 , 3 M m i n  1 9 9 2 - 1 a 9 2 , d ~ y Z E  pxm~inT994.(SeeAppdXDfbr - deas.) 
The c o n c 1 ~ ~  arr (1) that the z e W e  intacse in investing fir e x p h g  hias c m t h d  tn 

decline on the pat of bo& F i @ h  and f a i p  
volume ofinv- an$ (2) w i t h  tha ?nd 
d i l i t y  an8 c m n p e i t i v a ~  of* exchge rate* 

The Ram- Adminkmtiun has it 

1991-19%. n e f i a k t h e ~ ~ ~  byE04iTBb XFPl. The 
second is the 6ontbucd &Eminaim ofQ& d 
i zmWedi8-IP; i t8%rCUB37dB # k ! b g & e & ~ @ f  
~ l - E a P i o a , W s m & ~ w ~ n m ~ ~ t a @ ~ ~ t a  
I W ~ t T % e & & e f & ~ 8 ~ c a f j m & & e m ~ ~ b ~ a  
~ m t a r i S o n t a l l ~ k ~ j d ~ @ T ~ C ~ m ~ & m e c ~ m  
~ 3 d 3 0 ~ t ( a r e r a ~ ~ ~ ~ ] t ~ ~ a s ~ f m 2 P l  i t - W W h m a N  
m t -  

m i f f m e s , ~ & M - ~ ~ ~  v e m *  They&@ f i  
s e c t o r s i n g d :  ~ a ~ a ( i n p + m @ & e w 3  in P983]5phyQse&ar E6$*bgs&@ 
(sector 34)- rmrPd me& 

Tariffs ~n podfry 
which means that Paismg 

level by 19%). W W s  were dudant ( d o t  the tai 
~ f l r a t e ) , n ~ d s m Q e E c c a i ~ ~ ~ w Q a r M ~ k ~ ~ b ~ ~  &&PTQ%; 

S W p & & x ~ g & S ~ f ~ ~ ~ o f t ~ ~ f & h I Z X ~ &  " &ewe- 
&liWm oftheGATT U m y  h d  k@xmen& in 199%- 

~ ~ ~ ~ r i s t h c l x s e o f t r o m e  wheaesabsisfbr 



goa back several yeas, ir has only bem seriowky enforced since Marrh 1995 when Customs aoLrd 
Ure Sociitl G i n b l e  Stliue (SGSJ-which did the pre-inspection of exports 10 the Philippks-40 
iwspcct dl ofthem (except items worth USS500 or Less) ra&a &an just a sarapIc. It is eslimraed drat, 
oatheaverage,hthatem~oofHCVto~i I.1.InabwtMptxttofthe8x5-m 
valw is accegte& which means that it is comidembky am$ it appamS arbiMly highrr for otha 
imports. Thcnfo~~ the cffarive of proteetio~ shown below lm-e the x e d  imk The 
governmorat has ~~ to &1&h this gmw&mf Which is unique ta ?he Phi&sphes, but men with 
i treatryintothe~, ithasupto5yearsmdaso.(%AFpendixGfuk~.]  

As a c p b d  in Chspter 2 Tabk 5 4  &'leas not tari& but the ~ ~ e :  mtes of plcotectbn that 
taxiff3 (saQ in a few casq qwtras) g*c to imports. Tbe Wifippke pra& systaa mabb 
znan- to buy raar materials, semhm&atw, axid, in some casesI math- at wald 
prices at low tiuifftariffwtts while p t h g  a much higher tariffoa the fmished p d m t  This mates 
c f F ' v s  p r o i o n  rates that mbstmtMSy d the actud tariffme, as the &a i~ the able 
ill&-. 



Tht: b i i  @nst products that arc primarily cxpzted is pra&ealEy rm~kkg~d. 
Import qua= have been diminatexi as a g a d  protective inmmt. an& c d i  to a 
mall nunbet of specid cases. 
Two other h r s  the levd ofprotectio: 
- ~ C ~ o m s ; l t ~ ~ o f H C V w a b a s i s d b r ~ ~ g ~ E s ~ e r ~ t s a n s a d a n *  

~ , a a i s ~ t f i ~ v e m a ~ ~ l U ~ ~ p & b ~ a ~ ~ m  
s a ~ d  applicati~ and - 'Ffie ovegyrddm ofthe e;xchgc. me, which bwes eE&e mts ofpmte&mon 
i m p c m ( m ~ ~ I y ~ s m a u : I t % ~  15t020pmmt) b u t ~ t & x e m b y ~ ~  
p m p m t i r n r n ~ ~  

F ~ ~ ~ ~ P H e ~ ~ f ~ s d ~ e t ~ o n s f ~ ~ k  
d p ? C d g & ~ b p s ~  kt- 9f~.E& 

Bibcdidm beyond c0mp1etiun of TariR"k*& F m ' s  
m ~ d f 0 ~ 1 1 ~ f f ~ ~ t f ~ o f 5 ~ t b y t E r c ~ 2 W i s t ~ ~ ~ ~ ~ ~  
~ Q ~ ~ ~ ~ ~ ~ ~ ~ ~ C S S ~ ~ ~ ~ S ~ O B V ~  

* If& c s a c i & n p v a a  I " ~ c @ *  
the i3abaPQf-pm 4xmmaia unkss it can Irmage an 
*I==- 

Ihe f01f owing amhskm~ may be dzam fimm this table: 



" h e  rise in exporn is heavily co~cmmted in el~ormlcs, which i n a d  its s b  efdk 
~ e s ~ z n 2 4 ~ m  in 1Sb90ta37pen:erat in 1994, 
The Philippines has been kavo~ed by sising f d p  demand since I992 (line 4). 
Ths extent b which the vok,mt of Phi1'ppiac exports bas h e  as a d offkiga 
demand depends on the mmt: grie series thaa is used: in f W & i W  fareign m d e @  
imnawd abai  35 p e n f  whereas the n & d  accomB saies expawkd abut me 
B m ~ e & c = r ~ ~ r o s e ~ ~  

In order to udcmand * bas 
the awsic id iodaa  

and e ~ d d  sector isf* 2 75,000, with dmt 2g9W crnpbyed by the sexti- 



503 47 643 532 6 
a= $36 tra $29 -3 
325 S 3  m 439 *35 
2% 3s3 2B 343 *F? 

w m  $4 TS n e 4 2  -- 723 610 6% a6 4 
ikbmmms SB-7 7 r n  sm +s 

1 s  Zm &= +!3$ 
1 m B,@B X ) . Q  328 

fm!t!MB !B Dm %B t P &  +2? 
 am^ rm $42 $44 168 454 
Mfs t~dWd*  306 2§4 294 308 4.G - 



NO data ere yet available 00 the extat  ofmanufa~e  o : c o m p w ~  cornparad with assembly of 
iE.IpO~cd pam Eiom elselath=. 

Two laeenrty expaadad eonsuma d d a  operatiom of Fuji- and %ny ofJapan nn Paid to 
be 100 percent nmlOfimt& aod taking advantage of- chges  in iovstmxit mitts tk@ d l o ~  
higher Eevets offoreiga ownership, 

A.m&apk-notcdin I % 1 W 3 i s & t a r i & ~ r ~ i 3 ~ & ~ ~ ~ ~ ~ ~ y - ~ ~ ~  
a d  pmhct mix amoag the processed Jemiconduetor pmiucts9 ptie-ay for 
Tbis k pmwmbty a rrflettiaa ofthe mpiidy changing mcds of &c f i g n  f i  
wr)lving w o ~ ~ c k e  cmnpaer iahmy. Tfse UIhid Smes was by fk the largest ~ecipimt of 
M p p h e  electronic exporn o v d  and in most &the individual wegoria. Hmwm* Japas 
S-E, !Ways% Thailanb aad tbe Eumpean Uniaa wae d1 pigpifica~t destinstiaas farlnaqy 
p- d compnm& for Mher ascmbiy hno f%%hed goods. Exporn to nearby ASEN4 
*&w have rece&y shoftrrn !par£hMy trig& rates cbf pe 

Nearly m e - M o f n e w d  aqxmsia kv-t pj- bybmlklmd 
1994wcrrintheelatricalandelaPonie~~fi 
bilti081, ppith p j d  new emp10jmmO ofsome N, 
993 projected G Q ~ ~ U &  m i d  gmmh of this apart 
n d y  $8 Wiorm, Mower9 the pm-pmion bemeem " 



bqmrted om cmsigment for processing and ~ e l e x p t ,  of a tom1 of 52.3 bi 

- 8 ~ ~  8ccomthg fa mort tbsn $800 nri.Uim in foreign sales ia 1993. 
Major items of consTgment goads re-cqmrn in 1983 w a t  gloves fS117 milE~a)~  brarsierrs 

(S97 m i B i ~ r ~ ) ~  women's wear of textiles ($428 mil!h), men"s a d  boysL wear (3383 dh& aad 
cbM.rea's a d  Wigs' wear (a91 miflianJ. Majur B O E L C C ) ~ ~ ~  goads were ma's and bay$ 
suir,&a9k ,- 1~(SH35~Iim];w~'sanb~~,~ts,~es,doPfmcrr&1a 
cws erai-1; -d 4 S ~ O C H H ~  goods ( S I ~ E  d~m1:; snd. Q- ~ C I  -1 *m 
c G f h ' s  ($348 &b, 

h t c n n s o f * ~ , t h e : U & S ~ k ~ o d & ~ f o r ~ M ~ o f ~  
aspQtt-f~r-wmb f a  20 

Z@ w=- 
~ ~ d e d l ~ ~ ~ & ~ ~ ~ U F : A ~ ~ ~ ~ ~ ~ a n d ~ & * I ~ o f  
& e & & * U ~ a e r f S ~ U d * ~ U & b ~ t k c ~ k ~  

~ ~ ~ ~ g o a d f ~ ~ ~ ~ 6 c t  
&e qqmm&ics for cqmsioa l!F==@- 

=lw=-w,-  cs-k*qufmy--- 
were 1,038----*$K:- 

r r : ~ o n f o n = i ~ ~ ~ ~ h ~ ~ ~ ~ 1 ~ k e ~ ~ v ~ ~ v e  
P ~ ~ ~ ~ h ~ ~  &W*msarirE:ak - 

IhxnCaic~lt 
o f & d c ~ ~  

a t f t ~ 2 1 0 ~ ~ ~ 2 1 : ~ ~ f  
miEonin 1 9 ! 3 O t o f w h i c ; b ~ c ~ t i n ~ ~ S ~ ~  

A C k n t r d W ~ h P W 3 ~ d m d  
t&m@ ~ m , ~ ~ ~ ~ ~ * o f ~ ~ ~  
O v d l ~ ~ p ~ a & ~ & & ~ p f ~ a 4 @ p ~  
F F = * I ~  dtse 1 Q e 0 f l W .  





d b m  off" new appoWtie for growth in a lucrative foreign mar kc^ but there L c u ~ ~  feK 
use of^^ 

hlinmds @upper, gold, a d  iron ore:) bve  ~~y bten impmint export p m k t s  ofdie 
PMippim. However, this too is a sector that has 
cam@ foa 20 years* Its total shart oftxpatts 
Q9paaat')ib E ~ , ~ W 6 d i o n ( 6 ~ ) k a  ~ 9 9 3 . ' F f i t d y ~ c ~ ~ t k ~  
f b m ~ - ~ o ~ & = ~ m a m b c  
g8lxhms 32ccomd $or 54 pacme @373 f i m )  0ffZBbed fqxm4 
&&able f'hmaim iB recem p, gxesmnabb as a afd&t.iqg 
ll.mket 

d d n g t f # 1 9 W s n d ~ 1 ~ b l b e m ~ k k 9 f m  

1987 ~ ~ d p 1 ~ m - m  

By 1 9 9 2 a m b s t i H  
pro&aimof*- 
d-- 



W t i y  -te&, rhert was a vast increase in travel to almost & afthe d y  Asian cksth&- b 
~ l a s r ~ c ~ ~ ~ y t o ~ ~ ~ i ) , W ~ & W ~ W * t U l t a e ~ ~ ~  
of firs-bcDass hotels (though ovcc~wirt:Wg1y in Manila) a d  a p w h g  avaikhrfiity afgo3d mmrf 
fikcilities in the V h p  anct e k m k e ,  the Philippines has achieved a significant i- fkm a low 
base in tht Oast: m d  years. Clearly the atm&y t h y  is a much rnore atntctive aaPd d ? e  &mist 
43eizbatioa 

~ c W c o g ~ a n d ~ t ~ o f P B i ~ ~ t & y w d d ~ s a e a u t ~ ~ m ~ ~  
~ ~ t h s ~ ~ a s a r r s i ~ ~ & E ~ t ~ o g u r o n ~ g i r t m o r e o F a ~ o ~ ~ F o r  
t x u k e s a n a - ~ b & % ~ h  

C d y 9  ta mmy, Mimi 
place to justifjr the extra 
0 f v i 0 E ~  a d  szdmadd 

~ ~ ~ ~ ~ ~ ~ ~ w d ~ ~ ~ d a s w r e ~ ~ w r n ~ ~ ~ ~ ~ k  
The PE%w- might also rry t.0 t2lqb&e t x m i s m & ~ k k s a d e r ~ c Q s & ~  
-Y ==w 



6.  Lessons Ee endations for 
F Action 



govanmat cstab1khmw to acctIerate refinds has accoqlisked much mare than an exemthe 
onk to existing b u m a m i s  to do tht same thing. 0. s k g r r  wale, the snu excbge marla. 
cpcmthg in the fiaanewurk of foreign exchange b-0% made t d h g  mxe rqmsive fo 
supply and demand and basidly modified the k k v i a r  oftmien.;, expunem, inqwt- irm.v- 

~~~y the C~~ Bank 
C k c  under way, the rules and procedures take on a Me oft&+; own. Mdpamts ~ c E o p  

kt:cmts in a q i n g  o%rr their dcs. The axmpence is  &at the &end& @icy deaselsps a 
mmentusa that it w d d  raot b v e  p s e s d  without the insti- h e w &  €0 suppart ir, 

A second lesson is that c w c c n ~ n g  on a d n e  ofobjectives d e d  under a si@e 
heme is mofs: cffestivt than a r n ~ e - g ~  program. Thae is less lmreaud 
nquhd by bath recipient a d  dunor- In this case, aht BMipphe atbr i t ics  an& bve 

d l  tbZ h tU -mad p&b%S. f%kd& tb &&$k 
theme allows the r e d &  b be -re easily evaluate& 

1. A a q ~ n - e g y k M w a t  
empb-anet*-ofmandh -- 

2. 'ffge ~m~ dl hks an o v d  expezt pokyI as &tinct fbrom specific policies tbt 
p m ~ e s o m e a ( s p e c t ~ f ~ o r ~ ~ v e ~ & ~ 6 b n ~ ~ ~ ~ ~ o f  
other obj&v05, 

3. W ' i ~ ~ a o ~  
which it has ofken caa itself 
aspects ~f their eammic  policies. 

P. Manyescistiagpliciesm-*a 

= P ~ ~ - = ~ = ~ - @ P  
nscths ~ M b y m r e @ ~ 4 Q y m o f ~ E - r n p E q m W ~  
dilnbatd me fobwing are examp1a crf ifwxmiaq 

It k the * i o% 
~ 0 s  to j3mnatC to fitvor pIuCkh3 fa 

t o & e b & m d d &  



- Tb wmnt p m i v e  system works in h e  same direction by fkvming import 
substitution, and the propod g e ~ ~ , d  redudon in &EEs to take place a k  X 9 %  will 
not, even E f ~ I e m ~ ~  d u c e  protection eazough tu change the shatim m.t3 after 
the ~ 2 0 0 6 b .  

- Ianeasod pmcctiun for carn production since IS2 simply dehys the ctmversim of 
Philippine agticufture into a mure efficient c o d b u ~ t  to exports. 

- A mngmsiond initiative to give h i i t s  to exparts k accepted evea though its 
~ b ~ ~ ~ n a y ~ ~ B e ~ *  



- Establishing a oimefy public report on expa  trends a d  tkt fktors khd them to 
educate other officials, Ern-- md paIiticiaos on how to think expats- 
Tfre Philippiat g o v m m t  is quite dtcentrafk& especiafEy with I&W 

of the Cmmd Bank No One d v t  dam;-. NrnA has the amst @OM trim d is 
pobb1y m the best pi t ion to inRumce opiaaion, but its taiw arc more prqerb 
t h l  laa id .  

There is afso a Raf n d  for i n f o d m  In this study, far exaapIe9 we have P d  Wa 
diffkmt ways to c a l m  the volume of spurts, with ~ t s .  that s u ~  
consi&*Iy. 

This project coufd hitidly be established by a & tt;tt& of U.S. a d  FiEpb 
n m c m x o n e  a d  W e  qxt5dGt.s over a perid ofa axpie ofmmths, h kaigbt involve 
& e ~ f y o f ~ ~ ~ 2 t t l d s o ~ t o ~ k , ~ C ~ W d ~ d ~  
zt.@I.ha like the SmiStia office, m o m s  ec. that are ixlkpmmt smm3s ofso- lt 
WOUM pmbab1y req& u k  ~~ as it deveEopd The abject WOW be to &ape the 
h* list in the EDA a5 s a z ~ m  pragndc and fi%Ee. 

2. The second project waId be to d e ,  fa selected M e s ,  tk bias a@sst 
the trade g~~otection system and l3OH's haaives a& hKItifS it mi@ be elhim&& 
d g h t $ e t l h t e l m ~ a d ~ e ~ R ~ ~ H m w * 4 s d & s u ,  
tow t)ecawe  man^- gi 

h a w r ~ a n b b ~ ~ ~ & O l S ~ & & ~ Q S &  

m d ~ e ~ - ~ h = h a f & m s -  
~ o m m i ~ & ~ ~ s a r n e ~ ~ ~ ~ d < = ~ & m ~ ~ ~ ~  

3. T h e ~ n v ~ ~ ~ f i w o r r I d k ~ b k ~ ~ ~ ~ k  
automobile pants for U.S. d Japanese compmies d fbtwemj to 
a v ~ i M ~ a n P i ~ ~ .  k t M c E 1 d ~ h ~ p ~  
t o f i v ~ ) 1 ~ ~ 8 ~ ~ , ~ h a s ~ ~ ~ c ~ i h ~ M ~ Y ~ d ~  
dd.siwsl of foreign ampmies to establish majar plants in tbfz PbiE- 

A ~ o f x p J a ~ ~ i b 1 y a ~ a a i D a ~ ~  
shOu!dkassignidtocarrly.outa2-m&~an~pdh 
than garments iyod electronics. 



To sum up, the &j&ves - To &iisfr a set ofdyticaf sandmk by which tu judge what is kmppmhg in the 
sector, 
3'0 q16)re the clment ]palicy a- sector by seaor to && the he:&- d 
dkirrcecs if-* to cxpam, 



npprtgdbcA 
SCOPE OF WORK 

1. Deve1ap tEK: znegbduw and a p c H  For e o n d h g  the evahaxiq with 
tznlpbsk cm: rtrc fo!Icr*. 
- Assess achievemrnts of SDP D purpose pky abjectha; - Asses e f k c t i v ~  af SDP H pEiq cmdithm and tdmicaE zssistaax activities; 
- h ~ c ~ * t a f S D P ~ a & P ~ e ~ y 9 f P l c ~ q I ~  

~ o H ~ ~ ~ ~ o I E & ~  

2- @ U ~ d ~ I y d c d ~ & ~ g o r r ~ ~ ~ ~ v e t .  
3.. RNidw§DPP%knp1- 
4. Analyze the eEdves;s afthe SDP Epa- d b m s  d tscbicd mpprt ztcti&iesl w k d k  

vk p W  objectives a d  tk =I? gEpEcy &j&es were achieved. F ~ K  
e 3 G a n p k e , f h E d - w  w-@md=&f&* 
- Did the SDP II poIicy d m  hfhsice . . Ir-aEkfdp e x c b a a g e m  

o f n h e ~ a f ~ s 3 r m & m & s r m r d V A T ~ d ~ ? o f ~  
&ii&m? 

- Did the policy cax&kms ~~e SDP Es 
d-? Of SDP E s  objeztives efmdcc4 

- rndthetedmid- 
b & 8 p ~ b 8 0 ~ w ~ ~ ~ ~ d F o r  
r e s m m x - i m ?  



6. Assess t%e degree: ofcomplmentarity/overtap of SDP II with other ps~ icgc -b4  BOP 
support programs of ALD. (eg. Mwe Eaterpdse Policy Strppoxrt &PEPS) pl.-1 with 
otha donor p r o j ~ r s ! p m ~  (e-g. World ~~, ADB) impacting on the 
~ o ~ ~ u r n i e  policy agenda of the GOB. 

7, Edmtif$ lessas learned in SDP kP policy reform smd t e ch id  assbwe. 
8- Asses whether the effects af SDP ll are iikely to be sustained En the hture* 

1. Develop the metErodotogy and approach far conducting the economic impact ofSDP 
H. 

2. Analyze and caimatc, qualitatively and cpmtitative~~' the eeoamic: impclct of SDP II goky 
reform actions on the amma.. as a whale: 
- Z t k ~ U * @ a d * d m ~ & ~ d o r d - o f  

gxeviwly p ~ ~ p a ? d  p j d o g s  4 t a g  tam eE&s of SDP 

~ . ~ ~ e x p x t  pertinent m a m ~ i c  
GOB kwgeb. Tie quantitative assesmat will kBde an eeo~omic ksdkmsk d y s k  
~fafieSglpH~eswa~xs~+Ofre~dckefgbaftfie~Pimpf~~QE 
SDP XI policy mfom actions 

3. Assrsss the cangkyma and diari-m bpacts &SDF El p E c y  

tau'~dkg csf and the ilstimid ixk the GOB. 
5. Conha d uv&I &ew a d  assasma ofthe smus of PhiEippk tkvd-4 

smctxd d j m t  a d  exomds proqee& E.namxxae and p f i q  am-k by 
oafam mjor &mrs (eg. WWmB)m Mi and &ring &e p i a d  oF%DP E design 
arrd @I-6in, T"bis glm!d revim d m o f W P b * p E q  
@ o - d h ~ ' s ~ d b g t e n t ~ = - ~ c ~ ~ ~ ~  
b & ~ f m f b t e $ D P ' H ~ ~ z m d ~ o f ~  
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a d,, P b p ~  on Poiicy R # o ~  t n d ~  a s C  C. V i e  and ~ a e s z ,  19%. 
he& Pra'vale Enterprise Podicy &ppart: PEPS f iqpss i!d~tZit~n"~g. 

F m ,  Francis and J a u s  Philippine E P e ~ ~ ~  l k d i t s ~  4 Phifippines ZtXW* 

IEsthb & f w e I v a  

lbkmizq KG., "An Asesmmt 0fFisc.d Pdicy mda the A-0 Go~aamen&~ 1986-198% W6 
~ 8 -  ww, pms9 I=. 

Md&,Esfh&ad,~hgtp&hA&kEgerp P ~ X d & P h S p p ~ M m e f o r  
E k W e I ~  sadks, 1%. 

PffiIapG -EqoIT W ~ P f f o f l I ~  a- 
Rammen&=, AYC 

$wm Regi'Qrrel P ~ A ~ g ~ :  f i e t z & k h w F  

l+w&&&y zm. 
-Pki&@h 2&3fl* k. 

Phiieqmpd Eimf N ~ n i z l  Simmriffir Export M w a  July 1994. 
Private M t I ~  e0qmdm of& PhiEppbes (FCDPj9 Indvmy agest: An Updke ar tk 
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mdfwtherdown toonly IS pzenxin 2994(seeThleB1aandlDcIb).T[refi~saren@=~ 
in f:e:nns of ramk of firm, where a p n s  still account: fix more than SO percab because 
exporting firms are much mdler in  team^ ofpmjw cost. N a n ~ ~ e s s ,  these figures SBW 
removal of the preference fix expurts, brought ibut  by the in! he ir#:cwtivts system *om BP 
383. to EO 226, has Bad a co-Birrg impact iEI the types ufpmjeds approved by the BOk 





Table b2. Percentage Share In Total 
BObppa~ved PtQJect Cost, by Sector 

IS 1990 ram 
8.4 18.8 53.0 

Agffhmr, fotwiy, and fisheries 193 8.8 0.5 
w 0.0 72 0.4 

0.7 23.4 262 
T V -  0.0 129 1.9 
W u f i W ! ~  0-0 3.5 59.0 
U h ' s  0.8 7.4 4.9 

- - 
26 If) 
35 0.6 

224 t 3  
4.6 - 
05 f .l 
0.1 t .iF 
0.1 $12 



@'... h e  could, however, make some judgment albolrt b w  opddfy (or otkmhse) the IPP twflaated 
investmen6 by cumping some m a s u ~  of h a 1  ~ ~ i 1 i t y  for those industries wi* and # i t b u ~  the IPP. If 
those industries within the IPP grove mre socially profitable, &en at gfie very lest, the IPB has. hi no 
e f f i  in aesource altocarion, a d  could very well wen have I d  to a better hv- alldm Bthffuise, it WOW 
be! a clear indication of e m ~ ,  un the wirsle, in the selection o f i ~ ~ e s .  

T t o i s ~ d Q n e f o r a h ~ ~ , U S i n g ~ ~ m e m ~ ~ o f ~ d ~ c ~ u r c c ~ @ R C ) a a s t s o m  
zqpm3xi.m-m ofwhere the PP 8ctivipy bctmgs in the Wgit BE c k s i f i d m  ofmanufactanmg indame& . * - 'Fbe 
DRC, which :s ohe value of domesic resams wed, in &&ow prices (i. e., d d t y  value, oil. sock? 4~). per 
wit of net fimign exchange earned rn saved, k taken as a ratio EO the Shadow Exchange (SEQ to S*cae  
cam*-ve dmmge. Resulfs show tfaat, using 1388 NSCl &Bf h e n r  data h m  the census of d k t m i r g  
cseabl- the imbsaks included in the 6PP have  eve^ Eghr DRQSER-23 far the ind.udes t'nc1mhg the 
IPP comgared to only 1.5 for all mldctrarizmg. (§ee tabre below)" 

Another major obserdon is on the capital-hbr ratio of BOI-ved: projects. As shown in 
Table D-1 ~ l c ,  the capital-labor ratio (KL)* which is estimated by the project cast divided by 
employment, fell drastically during the period from 1983 to 1%E3 when BP 391 was in e f f i  
P512,740 per empIoyee in 1982 &WQ to only P83,W iar P9@i9 $o& in u m n b d  terms- ('The d e c k  
k e v e n m a r e Q a s a i c & g ~ t p r i e e s . ) S b & e n , h % i ~ f m U m ~ e ~ & ~ ,  
reaching PI-27 Mim by 1993. The large d%kren= cSa@ indicate d ~ e  cqM bias ofthe 
investmeatt incentive system d e r  the 1987 OIC vis-a-vis BP 39 1. 

Some ~~ in the incentives provided have been d in the PIDS-DIA study. Une major 
cudmion is that the key i n d v e s  of the OHC--inme tax hoE&y md tax-fke i m p o m  of 
capital epipcn&ve r e i n e d  the bias t o d  capikd=&m&y. M~ne~ver* the intm?~~ tax 



holiday hcerrtive will not benefit much those enterprises that need help, possibly incurring income 
loses in ahe earIy years (which is Iikefy to be the case for many new enterprises). Ratha the 
principal beneficiaries will be &use enteqxks that ate amply pmfiaat,te from &e outset ad, 
thcrcfo- might not have, in the first place, needed incentives. 

What seems more d i d ,  however1 is the sdecticm of activities to be inch& EPP, which is 
bccoIEliag more g d  towards the d o d c  d e t .  Aside from the removal o f @ i  far 
exporting *ties &tcted by the change ffom SdEb 391 to EO 226, &fie sdectim process for EIPP 
inclusion itself, dcl~etare or nd, may have getn d k d y  a k t o r  in such s c-t h aidat. 

process agpears & k. A firm app?ies for bckusim in the EPP a;nd Bol h e d e s  for 8 cmWh 
activity. ' he  he01 reviews ttte q p f i d o n  & decides for the k1rtSion ofrejection. Fdthwgb the 
dtmtion  criteria cmfd be objecthe, such arn sasi h c  system could only be a fbgmmd a d  weak 
means ofcaqhg out the ideal d e  of investment immtives- This is manifested in the large nm.nb 
of activities included in the PIP. In 1989, there were 2% lavestmexrt areas ~c~~ This went down 
to 60 in 1994-4tiil a w e  m b e r  of areas* 

CHdy, there is a n d  to m t i d i z z  the ~~~ inceaives @an firnitto save its i d d  
mie. The rationale for the i8vestrnent incentive qstem is not to bhce i i d & d  h e s $ m &  in 
itself.. Tfiis, if needed, is the reqm&bQ ~ f & e  o v m  fiscal d ~ ~ k y Y  T%re ubjectkeis 
t o c ~ ~ i n v ~ ~ ~ t o k h e ~ ~ ~ ~ w f i l c h ~ ~ ~ ~ s f  

imimaid sector in the ~ e ~ e a t  pmass. EbskaUy9 Ws meam pn~vidkg k ~ m m  
incentives which will c o r n  for market S h e s  and c-liswioas which p~yents aphai fkm of 
inv-ts, 

The most recognid market F i l m s  in&xcle the m c e  of ezkmiMes9 ~~ of SAC 
imperfkct capital xmkets. Howeyer, what has famed cwt tu b v e  amid mare serious distortian 
is &e pr@ectio11 system. The sfcaails offhis has been cbrricltxi m y  times. It wmEd suffice bere to 
f ~ o n t h e ~ ~ ~ s t ~ m t M h t h e ~ d m ~ e b i a s ~ ~ . M ~ s , ~  
o d y i s i t ~ ~ ~ t f i & ~ o n ~ ~ i t ~ i n v ~ b ~ ~ ~ .  c~kn~t ion*  
M w x i r i e s  ahem in Ofie aBq%im of'ksr-pctice t ~ ~ I @ e s ,  r&slxking in %&r gmxbctivity 
k ~ - ' F g , a 3 t i o d e f a r ~ & g ~ i s & u s d ~ . B n d ~ h a s m t $ e e n ~ y  
a n s w ~ ~ t h e ~ ~ ~ a s t H e ~ ~ ~ w w ~ d ~ ~ v c ~ ~ ~ b y ~  
PEIS-DIA study. In gened, it recmmm& limitkg &e mder  ~fact&&ies selected f~~~ 
i r r ~ ~ ~ W a f e w , ~ y ~ t a f i v e b ~ ~ d a t i r n e , d ~ ~ i n d v ~ k ~ ~ e  
d l  number wudd mdme the pmWiity of emis injudgnmt that d d  be ma& and &add a 
mistake be made, limit the magnitude of lmses. 



S T A ~ ~ C A L  TABLES AND OTHER 

Y ~ ~ O G Y  FOR WE QO-ATIM IYPACI' ASSESSMENT 
The assasmmt of the quantitative impact of SDP ll was impEemcsn1Eod with the use of &e PMppine 
hsthk o f ~ e 1 ~ ~ ~ t  Studies (PII)§) n m c m w m d c  &I. The foU- t%as&m covers 
the strw%xm sfthe PIDS  tam model, the mdmdohgy far &cm&hg the impact ofthe 
establisbmm of the darty drawback and OSS, and the ~~h taken in mesurhg the innpace 0-f 
foreign exchange 1 1 ~ i z z t t i 0 1 ~  

The PDS macro model consists of 72 b c h v i d  equations d 54 ichtities. TErere: zae four major 
blloclr;s in the cturent version of* d& namelyZ (1) the red sector c m s k h g  of pmductian, 
expaditunz* an0 emp1oymem, wages d priceq (2) the fbcd s c a x  (3) the &xmrS w, and (41 
the e x t d  sector. 

~ e n r a j ~ c r n n p o n e r r t s ~ f ~ r e a l ~ a r r : W d ~ ~ ~ ~ r i e s  
~ c h ~ s d ~ ~ a f @ @ ~ h ~ ~ m ~ . h @ ~  
quantity supplied adjusts to clear the level of- clemm&& while in the imbs&M sector a 
+ w ~ o n W m a s a ~ 1 y ~ a ~ ~ u t p u t * d ~ t h e E m d o f ~ I n ~  
o w  dekmims the lwei ofprices and emplaynent. The f h m d  swta affests oatputvia the 
interest rate, the amormt of net foreign assets & the E@&p variable which enters the wholesale 
f i m ~ ~ ~ ~ ~ T h e ~ ~ r S ~ & e m o ~ ~ b a n d ~ * ~ k  
m ~ o f ~ ~ t $ e ~ t a & f i & h ~ ~ s d s d f i e h e a f ~ a ~ ~ ~ r t ~  
md opesating aqxmes which f l y  detamb kvel of~utprtt. The extmd sector ~~ the 
other sectors ofthe economy thtough the lidcage ofthe various axrent aammt m ~ t s  with 
output and expenditures, as well is ~~~~tnibtim wnd fdgn  assets \aa the BOP acamk 

The -emdl bIwk of the d l  replicates the flow ofgaods, capital, & W~ES in 
and ~uto f theP~ ine ten i tq .  T h i s b ~ k ~ ~ o f ~ &  ~~~~ 
c u m -  import export pries ~~ d the b&me ofpayments id.e&itics. 

~ r t d ~  i s ~ e d d : o k n ~ e 1 y t e W & t o a n e x g s r t ~ ~ ~ ) ~ ~ ~ t h e  
offkid exchange rate (ER) and pdia~ely peW to a poxy for amcmic aetivhies in mmtries t b  
demand the pzrtiada m m .  The variable P achdfy masawes the: pmhctim cost afexpkm. 
T % l e v z l h i a b l e P ~ s h o w s a h a t $ i g t r t r ~ a f ~ d m ~ t ~ ~ ~ ~ b e ~ ~  
by a M d o n .  Shdady, lower wsts ofpductim thal tad to prmmte exput% can be offset by 

c&;mothep.h- ma~~snof&epess.~fi irassrr~~rtsareimportintensaSr 
determinant is ahe supply of m ~ ~ s e  hpmts. Momver, expaa pice ~ ~ W ~ O X B S  e *ad as 
a h c t i o n  of domestic input price hdac--ci&er a cum* s p 5 6 c  price h iex  tx the gemzd 
price i . n k .  

'The~erssrebascdon~-Seri~dstafromI%Ito1991.Itis~~W&e~0~l 
oipolicy~f~iarsmtyeafi.wdbaveal~the~dtheccowmy,sothatin 



s h M o n s ,  the magnitudes of the deviation h m  tfie hefine mig&t change. Newstheless, we are 
coEifident the d k d o n  of change would d the sane. 

iialdolsgy lor bnpsctafButyh-arrdm- 

The estab1Iishmezrt  fan effieieat duty drawback center and OSS kansIa&s to a. reduction %t Ehec&~ 
of prodwtion of q m t e r s .  h as8ditiuq dbwing the exporters to retain their export eamh&s an8 
being able to borrow foreign currency loans woukt dm reduce their costs. These memres hp1y 
Bower export @as. T b x  lower export prices used in the ~ U ~ O ~ I S .  The d t s  aae s h  in 
Table E-1 . 

Tabk E-1. Bmkdam for tmported, W v s l ~ M  

PX= a M + ( 1  +TED)+bD*(f tTEV)+VA 

APX = 1-PX 

where 

PX = ineficient price of exports 

b D = domestic codficimt indicating domestic axqme in p m k t  

TED = tariff equivalent for i.mSicimt duty Qawback qskm 

TEV = mequi-forincfficieaavAT creclk- 

VA = v a h e a d d e d o a m p o ~ t o f p ~  

APX = ~ ~ ~ ~ i n ~ g r i . c e a s a r e s u l P o f ~ v & ~  

M a n r r s a B e s t i m a t e d T E D t o b e 2 0 p e r c e n t d ~ t o 1 E e 1 0 p e r c e t t t , ~ e ~ ~ ~ ~  
exgollt prices f a  h e  five export ategosies are s h m  in Table E-1. 





hvestments abroad made by PhUppise residents could afso be afkc&d by k f&@ exchange 
II-on, In this case, we need to include witi.&awaE. offcmign b v e d m ~  abroad 
(representing a capital Mow) and capital far b v e w  abroad [repmeshg a capital dew). 
The ~~ are relatively small at this stage and the net idlow resuEthg tkcm thse categories 
amount to $1 3 naa"llion in 1991, $6 raillEo11 in f 9!92,4 %6 ~miEaa in EW3. The pttertl das n ~ t  
~ $ g ~ t a n i n ~ g ~ k & t h e n ~ ~ a ~ . W e & n t : e x p e e 6 i t E i ~ p r o ~ d y i E k ~ ~  
htwe. Thus, exchiing &em m the simdsltim win not dter the results sigmihdy. 

The impact of the appreciation of the peso is evahrated by camparkg tk values oftk key 
B e  varkb1es with the values resulting fhom the d o  where t6e ikxaedc mrmqr 
did not qpciate .  In the with SDP II case, we took the act& vd- of the exchmge rate 1992 
to 1 ~ . ~ ~ w e ~ t X l a t i t u r o u I d ~ b y 3 p e n : ~ m e r ~ ~ y ~ f i m  19%~019%,h&e 
without SDP II case, we asmmd that Cbt: excbge rate wodd be P2IWSSf *rn f 992 to 99% and 
takeon thesame values fhm 1995 to $9982~ inthemsewiEhSDPD, 



Grcmw- 
Year W i j l S P W  W i S W t X  

'To asses the overall impact of SOP Il, a s i m x k h ~  is 
duty 8ra- and the €he-§- shop (as), Zmd bre 
in f x p r t  phiccs, &e addi f id  ~~ a o v *  and f i  
these refoms 8Te iYmrpQrapcb in o m  sim- 

T h e ~ o f t h e k ~ a z e ~ ~ ' E ' & k E - 5 . - ~  Lmm,tHe 
. ~ m a y n c t m i a c i & e ~ a a h t h c w n o f m e s p w & e E B ~ M ~ ~ e 0 ~ 1 & 0 ~ t h e ~ ~ o c d i o  * .  

h M ~ t ~ M ~ m m i M d m i t k ~ ~ ~ & a i r e ~ ~ h  
b e h e  of* $ h e z  &ersimWcms to g e t t h e a v d  ef5kL 





A g ~ e ~ d ' x  F 
TRADE POLICY REFORMS 

By and large, the fhi1ippkes began adaptkg a restrictive trade regime, &y to parote 
imprt-- iaawq as early as he 195k. me pattan ofprt,tdm h . 3  been kigldy 
*mdvcn, a .iitslatim hwgb about by esdsting t d f k  (high for finishing stages a d  bwer fir lower 
stages ofprs'~d0~p) r&infor& @ a simikir pattan o f p m ~ e  restrictha (&y i~ the fief 
import keztsing rapirmmb). h e b a B I y ,  there was a vergr $i& &&ve prottxtia11~ rak fa 

&tregapiveolrae~oprotmimf~~~e cxp~tsectm ~ ~ t h e p a s t ~ p i i  

prukctim Itwasdyinthe I 9 8 Q s ~ ~ j m ~ ~ F o h m ~ ~ t ~ e O ~  
This d c t i v e  tmkpm created s&ms &sortions wWh prevemd the efkimt. 

pm-on in dca ofpmd%Ie e f i C i q  l p ~  and the hgg& b e h d  ofam art% seetar 
~ a o d f a g t o f ~ & e p m ~ ~ ~ & e ~ ~ f f ~ ~ ~ * h ~ ~ ~ e v e n  
b e k r a # , ~ ~ m I l ~ o f a ~ - ~ ~ d ~ c . W i & ~ ~ t o t P t t  
world market, tbe ~~~ would lack the eqwiemx tu deal arftEr. its intricate nature and a% 
to the other more rmtuie world tmdm. 

T h e ~ ~ v e ~ ~ a o t ~ & I e m p r c r ~ & a ~ s o W m ~ ~ ~ P ~ I ~ .  
M c i d y ~ g c e r t a i a t  s- hb&k m M ~ e & m p W 1 e : ~ t & E  
and Qh a a a t ~ ~ I y  $r has ptmtidy pfitdbk expas f t s s  mmctive. Scarce rtmmes wem 
~ t o d l o w m ~ ~ ~ ~ l e s r ~ t ~ s ~ * ~ ~ f ~ ~ ~ o o , ~ ~ ~  

~ t i ~ ~ w a s r n u c h ~ ~ & e  f&gp=We (2s qrreus 
k k l l d o ~ e d y a n d  

difficult 
~ s e b a d s i & & e c t s a r e b o n r e o u t t r y t h e ~ r p c r f ~ o f ~ ~ A ~ ~ ~  

~ ~ o f ~ m ~ o u g g ~ s h a r t o f ~ ~ ~ ~ ~ ~ ~ g i r ~  
c~ncammi (in garmas a d  semi-) And the ecmomy tzxperid recurrm BOP 
pmb1ems. 

~ ~ t b R m ~ e t a @ ~ ~ I r ~ ~ b & e i i 9 % 8 s k a ~ ~ h  
l n o s t t . a S i c d o ~ t o ~ o v ~ e f f i ~ ~ d ~ ~ c p w t h . B y r i ~ t h t ~  
sf tPitdd fiW*m w0dd W U W  EZ- rn &e Z&C& f w  . - 
and provide an wen playing %Id which w d d  hdwe bQ meal ad. enc.mage to &em hdusbies 
with real txmpzm&ve ad-C. 

m e  A*&O zt&hmmm + - -on--ahifv-h--- - - 
OItS 

( e y  in the form ofhqmt liceming rexpkments rn outright mrt bm) f h m  1986 to 5989, and 
with ebe in@-a of EQ @ccuWe Ck&) 470, the farBmge will fk~&er be nzmw& 
down. Fmm 1986 to 1989, import resiriePiom on rmme 1,471 B C C  kes  were l.i&& This redwed 



the number of regulated .mu as a percentage of timi n * a k  of PSCC lines ftom m o d  34-1 
percent in I985 to only 8.0 percent by the end of 1989. 'This percentage went down bther to Ias 
than 5 pereat by 19!33. (See 'Fable F--1.) Then, the sward phase of the tariff reform program started 
to be @!meabed with the passing of EO 470. 'rthis further narrows dt?m ?he W m g e 9  wi€h the 
majority of the tariff hes fidling within the 3 to 30 percat range by the y k w  1895. (See T&Ie F-2.) 
Icd& the p g m s s  made under the EO 4a0 bas k e n  part of the PEPS (smvate entaprise prsject) 
Review which noted the hprovemats (as hdicxted by the lowering and leveling of the EPR or 
cffisive prokction mfes muss scztofs) in the hariff structure as a result oftbe EO. 



Studies under the PDS Development Incentives Assessment (DM) also aotledl these 
improvements in the EarifY a d  protection structure. Fwtb-o~, the project provided empirical 
evidence on the positive impact ofthe trade reforms. 

The Dm hjm hows that for the whole manufacturing sector, the DRCSER (durnestic 
resource cost as a ratio to %he s-w exchange rate)' went down from arwnd 1.7 i. 1983 to d 
1.5 in 1988, dearly ara h & d o n  ofan in- in the uv&I level o f c o n z ~ t i v w t ~  ofthe 
manu-g sector. To 2 b t e  further, the s h e  ofestablislmep1b whose BRCiSER ratio MI 
within the mge of m o  and one (i. e., those with dlaative efEciencyJ ros% substimtid1y betwen 
1983 and 1988, in teams of both value ofoutput an8 number o f k .  Xn tam ofvhe sfontput, hz 
h of efficient fhms h d  sigaificmr%y h n  18.8 percent in 1983 to 39.5 pemmt in 198% 
Ftntltemore, ahem was very significant cumlation between tfre c h g e  in EPR and the change in 
DRrnERbetfiv~the 2 years. 

H E  RECENT BRIUOWEWTS REFORMS IlHDER TME RAWS ~ M ~ ' t 1 0 N  
Trade liberalidon rumins part ofthe Warnos ~ ~ w ' s  policy agenda. This is mumcktd 
the Mediwn-Tem Development P h  T k e  was a series of EOs aad CB cimrlavs passed kMhg 
EO 1, E8 2, EO 5, EO 8, and EO 61 ammg the executive m k s  and CB C k u b  134T9 Z356 d 
1365 among the Central 33a.nk Ckuks affecting trade policy. 

CB C i  1347 a d  1354, with EO 8 are ~~y ; q r &  I a e o n  measures where 
~ r t ~ & i a n s a n ~ M f y d @ y q l a d ~ ~ ~ . ~ ~ & e ~ y a a f  
imp1ementatiora, tar%%! onafFected c o d t i e s  wae g ~ ~ r a t i ~  to 60 per- same to 
1 0 0 ~ e n t . ~ a r e ~ ~ h e C % u D e d t o ' b e & d o v ~ f i v e y ~ m ~ ~ O ~ 3 0 ~ ~ g e -  
(See Tables F-3 and F4.) 

S M y  after bekg gassed, certain pvisims ofEQ 8 and CB Ck&r 1356 were m s p d d  
following strong objections fbm wtriozls sectcws (Farmer groups, with the bbshgs o f k  
lhp&ment oFAgricd-, invoked the Mapix C h t a  for S d  Fanners to prevent Ir-o~t of 
corn imports.) ltn @dr, these ~ 1 1 ~  in (1) a cam injunction on EO 8 for Hivestock, podtry d 
meat, (2) CB C k h r  1365 deferring I%-on for corn, d (3) M - b  CMz No. 6Q 
freezing the &Eon cam until F e h m y  1993- 

QnFebmay27,19!33, d & ~ o r a ~ e s e ~ w t r e m n a d e w i t h t g e p a s s i n g o f ~ 6 P  
(effecaive 30 days after) and Mam Mer No. 95 (eEdve immdkteb). The EO sets * taziffrates 
while the Memo Or& imposes m t a t i v e  nstrictiom, EO 61 and Memo Order 95 &Ted 4 sectors 
in gene&. corn, p I q ,  hogs and pork aed meat and meat pmchts. Thur, na liiis&atim 
occuraedin tbesesa%~rs(except f o r b e e f d ~ f ~ )  wWeh&ratesWe kenraised 
[dthough s c h d &  to go down to EO 470 Imel by 15%)- Pmby, p€c&an on these pmducts 
even rose a f k  the!3e changes. 



Tabb F-3. Frequency Distribution of 
T ~ M  ~aaes iiaecbti~e Ortier 8) 

Rate 

Thus, &ere has been some wavering in the b p l ~ t a t 2 m  of further trade r e f k ~ ~ ,  with the 
swpnsion &a revisions in executive orders and CB Ckmhs issued S€i& at feast, the intent b 
eornthtt% with the mde refo~ms remaim, manif& inthe pronouncements and b m b  



the TariETasEr Force which is setting out to implement a lower and a more miform tariff stmeture 
by the year 2003. 

h is easy enough to set tftt ovmU m i e  poticy dkedm. However, wbtib a move towards a more 
Imifom &ffstblacture and a more tiW track regime is ideal, from the point sf vim of O Y ~ ~ H  
policy ndchg, the task is not as simple as reaxxuna&g a uniform five m t  by the year 2W3. 
Further studies need t~ be done about its political and ecmo&c (both macro and & C ~ )  

ram%dopp5. Fmm the pofitieal paint  of^^, for exampler how fiible is this? Who are: she 
wbmm md kmm? Frm the ecmogllie pint of view, there am even more 

receive high protdxn be a f B d ?  How should the adjustment 3mcxss 
mtxmres s W d  be &opted SQ m i n b k  &e acljwstment as&? Given &I 
is the b a t  tariff and trade p E c y  scenario? What s b d e  &odd be foMod? S b l d  is be a 
w o r n  5,10 m 20 pacent? perbps wrying levels over the yeals? or, perhaps we s h t d  d e  f61: 
a two-tier system-e.g., 5 d $0, or 10 a d  20. These are d i f f k d k  q u d c m  to answer &~:h n x p k  
more indcpthdcs. 

W e t r a d e p o l i c y i s l ~ l ~ ~ ~ t h e t i @ t ~ ~ ( ~ e f r k ~ ~  
~ r b - V i n g & e o v d K m ~ ~ ) , & & h a ~ t s f i s t ~ ~ x c  
in tD1t Ieveb of protection make a significant diB- to the d e & k  to invest in 
against -8 ~II~Z h c s t i c  S P I B ~  fol~ e r t s -  m s i ~ ~ a  is W O ~  ~ v i &  m 
the +BmenWon of the inv- incentive system. There qpem ta be ammry movements h 
the a m  ofkv- p&cy where the hd~-d&  oriaati~~k of B O E - ~ v c b  pj& is 
br%ashg. (The share ofaport activities in term ofpjed cost has M d  to d B5 percent 
by 1994.) The BOX insists sn ~ ~ v e  ~~m (which is netskd only by domestic 
market oriented firms.) mere is &us a mxd to review this p E c y  area msre closely in c d z  to 
impl-t 8-ae ftfCb= 



@ONSUMlT?ON VALUE 

A am-her r~fpresiBenEia1 demxs and executive onks on the country's dwtiotl. system m e   bee^ 

b S  k l l  d e  &e C Q W ~ S  vdha%r hS&d, 
antimed to rely on b m e  mmmptim value as ffie basis fm zmsessbg the value 
except during t$e @ad when W 1937 wars ia ef5zt-s (E95tt-1972) when the 

hvaiw % d ~ e  was wed in m~ as the gmed basis for 1-g duties and taxes. 
o~WS pre-impedm system in March 1992, there LELO* 

the use of Hollte Co-m Qdue @CV) as the customs valuation base, 
s ~ g ~ & e ~ ~ t d ~ ~ ~ o m ~ c o m i n g h h U W  
States and &e EC. There came an haeasing c h r  for a shift away from BCV W f d  
bbas d fodm6:- o f m m m .  The g o v e  seem& amenable to st& a change 
M ~ w  of possible mpae I-. 

TBe use of M W  has other wm-menue" impact which d d  dm be ~~. For ane, it entails 
adtii~m! cost of doing business in the B M i p p i i .  For example, having to submit qpe& in the 

d b e v c r g ~ d y i a . ~ o f ~ e : ~ m m e y .  bhantfknce  
hv- d y  E3ecawe of* insmsed cost ofdoing 

$sob&@ evm more! l3eamze inv- have! ?B d* 
* - o f l e e a r i r s v - d f k ) m H r n ~ )  

bchg only #m&y using i t  
E v m m ~ ~ ~ h w ~ v a ~ k ~ ~ m d b y ~ H W a a h ~ ~  

From the viewpoint of policy toward grs#teb trade fkib$i- the use of ~~ value is 
S U ~ ~ X ~ F .  

~ t r ; u n s o ~ t o ~ ~ a n o r e ~ ~ ~ ~ d o ~ d i n g & j c c r i ~ ~ t h e ~ b f e ~ e ~ ~ ~ o f  
sfifling fbm HCV to a tnmacti011 valuation base. 

The study by MaWb s al f 199%) assesses the ef6eets ofHCTF vahatiisrr an the pmtedm 
~ e c t s o f a c ~ e i n v r r t ~ a n ~ f i ~ H C T 6 t a a  

P h e g a t l p ~ e e r r H ~ ~  
the Bureau ofCustomdhvoice V h  The BOC 

d u e  is the W pie and the IV the invoice vdue h m  the impart &a bath 
excluding k i g b  and irismaace- AI&ough thrz BOC d u e  may m& in &axtab cases anS fop. Variws 
~ ~ , b & ~ H W ( a r S ~ , ~ L B e e m d ~ ~ ~ i s & I E W -  
k e d d t  h d d r , d h t ~ c e , & e ~ t o f & e H W ~ e . ~ ~ ~ i s i t r ~ & N  
i m 3 1 & e ~ ~ ~ . ~ W i s ~ e ~ f d ~ k ~ ( r i c i a g d & e d s ~ I V ~ m H W ~  



may difier fkom a transactions-bed one. Nonetheks, these are the d y  data with solid 
docmentation an8 still the best data to use, 

To estimate the possible revenue effexts of aoving away h m  HCV, the study uses the 
elasticities a p c h  (import demand elasticity) which is sufficient in IIE short nm, and far @W 
to izmmhg zem impas dema~d elasticity. The implicit assumptions in the edmatim are f 1 )  tfie 
BOCKV ratio will go down to I with the change h m  HCV to a ~o~ basal MCFE, d (21 
everytikg dse is tfne same. ]Err words, the change in revenues is the net tEe~r ofthe lass in T ~ Y ~ W S  

remBtiplg earn the c b g e  in vdution h m  HCV to IV and revenue gains ~~g asll hcmse 
in imports hirag from a lower price of imports. 

The study eshatad the BWlW d o  from a randomly generated sample of some &MI0 hpcmt  
entries. The results of the study show hi& w.r&tians in the BOC/IV ratio, wtth a. simple average af 
1.29 and standard deviation of0.713 &er the Glob& Cwtms bqxztim and Sum- SySm 
(GclSS). n e  mmemess i9 the ratios *lies an mwm (and b &orti-) impact on the 
Q V ~  gmtection stmc-. There is, of course, the cpdm ofm-don (ii EV) which wwM 
mitigate some of the dkfmtion imposed by MCV. h is, however, &Em~a to f z&imeaQte~of  
m d d w ~ o n .  A conparim kww- expm to the Kti* (&a &El mhg pmer] a d  
hgmrts to tfne P ~ p p b e s  (Philippine data) f a  s e f W  corntries do nat show over@ w t d d e r n  
(except for Singapore. The &Q of qwts  to impor& were close t~ X fir ahe US, Japan, S& 
KO- etc.). Stilt, wktber or mt there has bets andmmI&q HCV vdmtim f i m ~  the paint of 
view of trade policy, is distd- bemuse of its mmcn  OIL 

'The study found, however, at low weighted (by hpm d u e  shares) HWW ratio of* a r o d  
1.07 to 1.1 1, k f o ~  d &T @ o b l b z i ~ ~ ~  ~ v e B y .  This k & t ~  QI high F ~ ~ U I I  of &e vd= 
of imports whose d o  is mmd &ty. For around 50 percent  of^^ the BOC aeceps the 
Invoice value as the "MCV." In my case, this kings about ars es tk te  oftbe revenue impact of a 
change h r n  HCV to Wr, using zero to bigb hqmrt elasticity estimates (d assumkg araythhg e k  
con.stimt), of mmd 3.9 to 6.5 peras, which ~~ ta a t o d  P2-% B t~ P4.7 B based UII 29% 
revaues, or d P4-I B to P6.9 B based an tag&& ~~~ ofP1W B for %W* These are 
much Hower4km the BOC &e of826 B to I26 B. 

None&eless, even ifthe revenue impace has inrM k e n  the &her positive 
benefits of moving away &om H W  are enough incentives. Tfre SW away k m  H W  tc, tmsactions 
value would reduce trade caistorticm and w d d  resutt ia dstmtid brace M ~ " m  which is 
perhap as impr&mt as tbe gains 6rom the some sf the more imm- plans far Mref-. 
Although possibly with soxne time big, web Isss  in tarifft&vmues w d d  b e  bexn a ~ a m 1 d  ints 
k t W r n c 8 ~  tax mmue gabs, e E i g  on the whole an immse in the over& tax memes, 

A ~ ~ @ a ~ t w o y ~ ~ ~ , ~ ~ ~ d ~ ~ ~ ~ k g ~ ~ ~ k ~ ~ ~ a ~ ~ b  
v d d o r ~  system fb rn  home co-~on value ('HCV) to an export price vdmtim base. Two bilk 
bthg wolsiw (a House version a d  a Senate versi~n) w e  a c k g e  to tmmctioa d u e .  
Mum recent pronoaxncanatbs, huwwer, &OW #be gov-eryt Hosing same wig to push &mu& with 
the chang4 again for f' o f a  Barge negative revenue impact hkd, so strong was t&e gav-s 
reluctance to shiB away b i n  HCV that it was willkg to fmgo w d  million US &h drier 
than hKll this pfiGy ma-. 

The shift h HCV nm&s ccmtroverd. Although burmd by the Philippines ratifbtkm of the 
W T O t ~ ~ t a a ~ m d ~ ~ o a k ~ ~ g o v ~ t s e e x n s ~ t o d 6 ~ ~ W I t h o ~  
omside pramre, it appaus ?kt  &e government w& rather exha& &e five period abwerf 
for trmslitim. At this stage, it would pmbibly help the govemmmz: @Ian- the change: more 
quickly i f  d i e s  could be made which wadd make mare concrete rcammenww seeking to 
~ t b ~  the adjustmeat process and mhbize psib1c revenue costs. One SGCIl sialy d d  
p&aps lmk at the experience of other cmtries using the GATT daatirn sysm,  pati- wia 



ngards to how much techaid smugglmg is caused and bw it is able to successfiIIy with k 
f i t  h&utioQal efo-, personnel capability build-up, operatid systemq etc., atr: 
M n g  aPIc tramition. 





The EDA aIso decrees &at the EIX: s b i d  make the necessary Legal and fwibility on 
creation of an Eximbank h the interim, wWe an ~~ is not yet o @ o a  RA 7 8 4  
mandates the E]DC to fornula& d i t  p q p m s  for expartea 

Finally, thc EDA pn,vides rhe following incentives to exporters in addition to i n c d e s  thst 
BOI registered exporters may avail OR' (If e x ~ s i u ~  from the advance p a w  of as to^^^ US; 
(2) duty free importation of xnachincry* equipment a d  aamnpqhg spzm paas tmtiE &ceder 31, 
1997; (3) tax d t  fix imported inppts, raw materials and @pent & for the ~MOA and 
packaging of aport goods which are not @By aw&EtIe idly until December 3L 1W; (4) tsx 
d t  fir increase in current apart mcmts;) a d  (5) rax endit cquai to 25 pcrccnt ofMds r$at 
would have k e n  paid hi idly produced raw map&&, capital equipment a d  spare pasts mod in 
die mmufkture ofno.n-tmditi01~a1 goods ken  inam 

It &odd be e m g M  that the m a m d c :  policy fia.mm& for e?rrpurt ~ ~ o p ~  that L 
enunciated in the EDA cantahs all Ohe Iufky ideals and ma- stateme~B&at are zma&kd 
withthisgoal, ~ t i s ~ c I ~ , H r o ~ ~ ~ a ~ ~ ~ w s ~ ~ & e ~ ~ ~ c h i s ~ o f  
a h a t  dl the members of the Cabinet (with m e  rqmsatatives fro103 tk @m& sectark cam. 
t r a n s l k ~ ~ g m ~ ~ p I e s i r m t o ~ ~ w a n n E y ~ ~ e x g a ~ ~ m ~  
a p r a c t i w I ~ e , t h e E D A i s ~ e i n t e r m s o f h ~ . F ~ i t S ~ o ~ a  
fomthrougHwhich ~ ~ c m & r ~ ~ ~ y t o p o B i c y ~ ~ g ~ v m e n t ,  
imt*g fbu: rnw *o&, it gram a € k w d  fhd k c d m  to expaem. rn& itpaves fl.Ee 
way for &e ~~i~ of an h W  




