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EFFECTS OF MACROECONOMIC POLICIES
ON RURAL NONFARM ENTERPRISES

Abstract

The study is generally aimed at analyzing the erffects
of - macroeconomic policies  on rural nonfarm enterprises
(RNEs) by constructing a RNE submodel and linking 1t with
the PIDS NEDA maoroeconometric model for +the Philippine
economy. The submodel  consists of three blocke each
conslsting of 12 seemingly unrelated equatione describing
the relationship of demand, employment, &nd prices with
various explanatory variablees. RNEes were defined as
manufacturing industries located outside Metro Manila and
were divided.into 12 sectors. The trend in the -dietribution
of nonfarm enterprises between Metro Manila and . the rural
areag and the growth in number of establishments, output,
and employment in RNEes were examined.

In general, the empirical results conform with

theoretical = expectations. As hypotheslzed, price
coefficients in the demand equatione are negative while
those of consumption expenditures are positive. .The

estimates of the employment eguations . ehow that the
coefficients of output are positive and generaly
etatistically significant. The wage rate has' a negative
coefficient while capital investment or intereet rate has a
positive relationship with employment.

To determine the tracking ability of the model, a fully
dynamic simulation wae undertaken for the period 1981 +to -
1889. To validate the model, thé root mean sguare percentage
errore were  computed. Except for the GVA from tobacco
manufacture, the RSMPE statistics 1e less than 25 percent.
The GVA for food. textile, petroleum and othere has m RMSPE
of less than 10 percent while that for aggregate GVA for mll
RNEe ie 5 27 percent

For employment. ten out of the 12 RNE sectore . have
RMSPE statietics of lese than 20 percent. The aggregate
employment equation (identity) performed quite well with =&
RMSPE of lees than 10 percent. The performance of the price
equations appears to be much better than the output and
employment equations with 11 sectors having RSMPE statistice
of less than 10 percent and five out 12 pectore with less
than 5.0 percent.

xiil-



By 1linking the BRNE submodel with the PIDS NEDA
- macroecconometric model, the effects of three major policies
on RNEs were estimated. These are changes 1in wage rate,
exchange rate, - and nierchandise exports. In general, increase
in the wage rate results in a decline 1in employment, an
increase in prices, and conseauently a drop in output. The
immediate effect of an increase in the exchange rate ies +to
increase domeetic prices which would lower the demand for
goods and reduce employment. The empirical resulte of the
simulation exercise for the period 1881 to 1988 generally
conform with these exprectations. The impact of higher
. manufactured exporte conelsts of higher output - and
employment in the RNEs. ' T

Xiv



CHAPTER 1I

INTRODUCTION -

1.1 Significance of .the study

A major component of the Philippine develgpment plan is
.rural-based employmeént-oriented development strategy as a
means of alleviating poverty in the countryside.  To
industrialize the - rural areas and to eustain efforts +to
. increase rural incomes has to come not only from agriculture

but as a total development strategy. Here, the proMotion of

" “nonfarm -+ enterprises is cruclal- absorbing - labor,

1ncreasing value added from agriculture, and income. Yet,
in the past, macroeconomic policies such as high tariff
rates, import controls, overvalued exchange rate, etc. have
been biased against small scale enterpriees in the rural
areas.,

Predominantly agricultural, agriculture has been a

- major source of growth 1n the Philippines. However,

agricultural growth is not sufficient. Rural = baeed
industrialization is a critical determinant of the long run
development prospects of the country. Small" firms have
pereisted in large numbere at all phases of the economic
history of market economles. Whether in developed or less
developed countries, small enterprises play a significant
role in all stages of economic development (NORDIC, 1889).
Moreover, the emergence of the educated unemployed,  the
increase in unemployment in urban areas, and the structural
imbalance between rural and urban areas are leading to & new
interest in rural nonfarm activities (CIDA, 1989)

In the Philippines where excess labor exists, where
rural-urban migration heightens poverty in the urban areas,
the developrment of nonfarm enterprises which will absorb
labor and provide greater income is quite imperative.
Policy. reforms havée been pursued, hence, it is 1mportant
that the effects of macroeconomic policles on rural’ nonfarm
enterprisee (RNE) be studied.

"In 1989, there were ‘an’estimated 77,805 manufacturing
establishments in the Philippines,” 80 percent of them
located in the rural areas or outeide Metro Manila. They
.employ more than 1.2 ‘million peopprle about one-half of which
are in the rural areas. These nonfarm  enterprises,



particularly the emall and medium industries, are well
diepersed geograrhically and most of them have to deal with
poor - infrastructure and inadequate access ‘to  support
gservices. Analyzing the credit delivery to rural
enterprises, Llanto, et. al. (1988) argued that the' lack of
credit for rural enterprises in the Philippines is not.
necesearily symptomatic of capital market distortion which
penalized small enterprises. Rather it could be interpreted
as a "filter that eliminates the dishonest, the incompetent”
(Little, 1987) and the nonviable loan applicants. The
problem is probably not lack of formal credit per se but
lack of readiness or maturity of rural enterprieses,
especially the 8mall ones,” for ' formal credit. -The -
implication 1is that the barriers to the access to formal
credit must be overcome. Extérnally,- barriers not only to
credit but also to other-incentives coneist of financieael and.
economlic policlies at the macro level which . determine the
operation, growth and ‘efficlency: of theee enterprises.
Policies that provide ample access to infrastrycture,
markete, basic economic services, and other resources would
strengthen the competitivenesa of rural enterprises.

Revliewing literature on the micro impacte of
macroeconomic policies, Lambarte, et..al. (1991) concluded
that there is a need to estudy the impact of new policies on
production unite eepecially in as far &s the micro, small
and medium ascale enterprises are concerned. These
production units are typically lJabor—-intensive, they operate
outeide of Metro Manila area and have some potential for a
rositive response to a changing macroeconomic environment.

1.2. ObJectives of the.Study

"In general the study aims at analyzing the effects of
macroeconomic rolicles on rural nonfarm - enterprises.
Specifically,_the obaectives of the study are the following

1) To develop an analytical’ framework to determine
the impact of macroeconomic polioies ‘on  rural
nonfarm enterprises (RNEs). o

2) To analyze the trends in the growth. of RNEs in the
. Philippines.

3)' Fo'. determine the changes in government policies
towarde the developmenb of RNEB

4) To. describe briefly the market for - gelected
>utputs of RNEs.

(]



. 5) To measure the effects of price and trade rolicies
on rural nonfarm enterprises

1,3, Organization of the. Report

To achieve these objectives, data were - gathered from
secondary sourcee. Output and employment data were obtained -
from the census and annual - survey of ¢stablishments
undertaken by the National Statistice Office (NSO). The
next chapter defines the scope of rural nonfarm enterprises
as well as each of these variables. Chapter 2 also presents
-the theoretical framework and an analytical submodel for
rural nonfarm enterprises and its linkage with the PIDS NEDA
macroeconometric model -for the Philippine economy “-developed.
by Constantino, Mariano, and Yap (1888). -

Based on literature ‘on nonfarm enterprises, Chapter 3
briefly describes a sample of different 1industries while
- Chapter 4 presents  the varlous policies that . have been
formulated and implemented for nonfarm enterprises. Using
data. derived from the NSO survey of establishments,. trends
" in output, employment, number of establishments, and prices
are analyzed in Chapter 5. The next chapter discusses the
result of the output, employment, and price equations
estimated using the analytical model developed . in Chapter 2.
The = model 1is validated and dynamic - simulations are
undertaken in Chapter 7 to determine the prformance of the
-model and the effectes of macroeconomic policies_ on  rural
nonfarm enterprises : o



CHAPTER 2
THEORETICAL FRAMEWORK

2.1. Definition of Rural Nonfarm Enterprises

Bautista . (1991) defined -RNES quite generally as
"nonagricultural activities producing Z goods whoese role in
the development of an (1nitially) agrarian economy has been
analyzed in various contexte. Focugsing on microenterprisee
Lapar (1991) identified rural nonfarm microenterprises in
the 'traditional sector as constituting all ihcome- -generating
.activities carried out- by - individuale., -households - -and
partnerships 1in rural settings excluding agriculture. and
modern . sector activities 1like . agroindustry, minirig,
commerclal services, and infrastructure . and government
services. : : ‘ ' o

For purpoees of this study, the second definition ‘was
expanded to include not only microenterprises but -also
corporatione or big enterprises. The National Statistics
Office (NSO) conducts an annual survey or census of .
manufacturing establishmente throughout the c¢ountry and
eince 1975 has reported data for the .Philippines as a whole, .
for Metro Manila, and for the various regions. For this
study therefore, manufacturing establishments regardless of
slze and located outside Metro Manila were considered rural
nonfarm enterprises. This le appropriate ag evidenced by
the presence of numerous establishments ranging from very '
emall (e.g. less than five workers) to = very large
- enterprises (e.g. more than one thousand workers) in the
rural  areas. Examples are Asla Brewery. and Nestle
Philippines Jlocated 1in barangays in Cabuysao, '.Laguna- and
another Asia Brewery in a barangay in El Salvador, Misamis
Oriental; Philippines Kao in Jasaan, Misamis Oriental;
coconut product processors 1n Quezon, and many other

The Metro Manila area has been defined by the NSO to
comprise Manila, Caloocan City, Pasay City, Quezon City,
Valenzuela, Pasig, Las Piftas, Makati Malabon, ' Mandaluyong,
Marikina, Muntinglupa, Navotae, Paraﬂaque,,San Juan, and
Taguig. Data on manufscturing establishments on nonfarm
enterprises as defined in this study are avallable for Metro
Manlla and for Reglons I to XII. The data for the reglons
were then consolidated to compoge rural nonf&rm enterpriees,



. The NSO Annual Survey .of Establishments defines
manufacturing as the mechanical or chemical  transformation
of organic or inorganic substances into new products,
whether the work is performed by power-driven machines or by
hand, whether 1t 1s done in a factory or in the . workers”
home, a&and. whether the producte are sold at wholesale or
retall. The  assembly of component partg of wmanufactured
producte and major repalr work are considered manufacturing.

_ NSO further defines establiehment as an economic unit
which engages under a single ownership or control, that is;
.under a single entity in one or predominantly one kind  of
activity at a single fixed locatlion and having permanency of
assets, such as goods for . resale, producte, materials,

'gquipment,-etof.in.its premises durifig the operation. ~Thus

‘an establishment - is a plant, mill, factory or ehop at a .
s8ingle physical location where a particular manufacturing,
fabricating, proceesing and/or assembling operation is
rerformed. : : _ -

Data on: number of establishments; value of output,
employment, c¢apltal expenditures, major cost items,  and
‘others are reported by NSO by ifdustries classiflied using
the Philipplne GStandard Industrial Classification of all,
economic activities. The major kind of -activity "of an-
. establishment 18 determined by the proportion of -‘the gross

output of the principal products manufactured. v

For the present study, rural nonfarm enterprises were
grouped into twelve, namely:

1. Food manufacturing

This includes, among others, the slaughter,
preparation and .preservation of meat; - manufacture
of processed milk and dairy products;: canning,
processing and preservation of fruits, vegetables,
fish, crustaceans, and other seafoods; production’
of crude coconut oil, cake and  meal, -and
desslcated coconut; manufacture of vegetables olls
and animal oils and fats; rice, corn and flour
milling; manufacture of bakery products, sugar
milling and refining; manufacture of = coeoa,
chocolate and other. sugar confectionery; coffee
roasting and processing: manufacture of . ice: and.
others.



Beverage manufacturing

This ' includes distilling, rectifying énd

‘blending spirite; and manufacture of wine, malt

liquors, malt, softdrinks, and carbonated water.
Tobaéco.manufécturing

This includes the manufaeture of cigarettes,.
cigare, chewing and emoking tobacco; and. the
curing and redrying of tobacco leaves.

Textile, wearing apparel and fleétheri industries
(referred to as textile in subsequent discussions)

These include epinning, weaving, texturizing

.and finiehing textiles; manufacture ' of made-up

textile goods, - wearing aprarel, ready-made
clothing: manufacture of carpets, rugs, cordage,
rope, and twine; custom talloring and ' dressmaking
shops: manufacture of artificial Ileather, oil’
cloth and other impregnated and . coated ' fabrics,
fiber batting, padding, and upholstery filling;
manufacturé of leather, leather substitutes ‘and
fur; tanneries and leather finishing, ‘manufacture
of leather shoes, and others o o

.Maanaeture of wood and wood ‘products including

furniture and fixtures (referred to 'a wood -in-
subesequent discussions) o

This grpup - includes sawmills and planing
mills; manufacture bf veneer, plywood, hardboard,
and particle board; wood drying and preserving
plants: manufacture of woodén containers, and wood.
carvings; manufacture -“and . repair of wood
furniture, rattan - furniture, box . beds and
mattresses; manufacture of  partitions, . shelves,
lockers, office and store fixtures, window " and
door - screens, - - shades and venetlan blinds; . and

ﬂothers.

Manufacture of paper and paper products, prihting
and  publishing (referred to - . as . paper . in
subsequent discussions) .

Thls group consists of manufacturers of pulp,
paper, and paperboard; printing of newspapers and
periodicals; printing and publishing of books and
pamhplets; commercial and Job printing; - and
others. '
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" Manufacture of chemicals and éhemicel, rubber - and
~plastic products (referred to as chemioels in-

subsequent diecussions)

This group includes manufacture of basic

'1ndustrial ‘¢chemicals, fertilizer, - eynthetic

resins, plastic materials and man-made " fibere:
pesticides; ingecticides, - fungicides, - and
herbicides; manufacture of paints, varnish,
lacguers;  manufacture of druge, medicines, soap
and cleaning preparations; manufacture of  tires,:
tubes, rubber footwear, plastic products, etc.

Menufacture " of petroleum- and coal _Iproducts_

- (referred. .to.. as  petroleum in  subsequent.
‘discussions) ' o =

This includes petroleum refineriee and ‘the
manufacture of miscellaneoueg products of petroleum
and coal.

" Baslic me§51 1hduetriee

These industriee consist of iron and steel
basic 'industries such ae blast furnaces and steel
making furnaceg; steel works and rolling mills
Aron and steel foundries; non-ferrous metal basic
industries such as gold and other precious metal
refining, nonferrous smelting and refining plants,

-honferrous rolling, drawing and extrusion mills;

and nbnaferroue_foundriesi-

Manufacture - of fabricated - metal . products,
machineries (except electrical)  and  transport:
equipment ((referred to- as " machineries . 1in
subeequent discussions). ‘ ‘

- This group includes the manufacture of
fabrlicated metal products and furniture . . and.
fixtures primarily of metal ~1like cutlery,

© handtools, general hardware, metal containers,

nonelectric 1lighting and heating. fixturee, metal.
etamping, coating and refining; manufacture of
fabricated wire products; manufacture of . engines

and turbines, agricultural- "mechinery - and.
egquipment, metal ‘and ~ woodworking ' machinery,
office, computing and accounting machinery;

manufacture of transport equipment ' including
shirbuilding and repairs, aircraft, menufacture,



. assembly, rebuilding, and major alteration .of
motor vehicles, motorcycles,, and bilcycles:
.manufacture of motor . vehicle ' parts and
accessories; manufacture of profeseional and
scientific equipment, photographic and optical
instruments, watchee and cloc¢ks; manufacture and
‘repair of furniture and fixtures primary of metal.

©o11.. Manufacture of electrical mﬁchinéry, apparatus;
- appliances and supplies (referred to as electrical
in subeequent discussions) -

This includes the manufacture of electrical
machinery and appraratus; radio, television, and
communication equipment and apparatus; electrical
-appliances  and. housewares; primary cells and
batteries; electric wires and wiring devices' and
others, ' S '

12. ' Other manufacturing industries

‘ This includes the manufacture of nonmetallic
mineral  products - such as pottery, ohina,
earthware, glass and glass. products. It aleo
includes the manufacture of Jewelry and  related
artlcles; musical 1inetrumente: sporting . and
- athletic " goods; surgical, dental, medical and
‘orthoredic ' supplies; opthalmic goods, eyeglaeses -
and spectacles; ,toys and dolls; - statlioners,
artists and office supplies; and others. ‘

2.2;~ TheoreﬁicallFramework

The framework for policy analysis ie adopted with some
modifications from R.M. Bautista, Dynamics of:- Rural
Development: Analytical Issues and Policy Perspectives, a-
report submitted to PIDS in September 1891. - A sachematic
representation of the main relationships underlyilng the
influence of government policies on the economic performance
of "RNEs 18 presented in Figure 2.1. Five major policy
instruments affecting RNEe are agrarian reform, industrial
rolicles, price and trade policles, public investment, . and
monetary, . financlal, and exchange rate policies. These
policles are linked to the product and labor markets of the
RNEs as well as the infrastructure and human resources.

According to Bautieta, on the demand side consumption’
linkage effects are indicated from hotiseholds and rroduction
linkages in the product market. . Household ' incomes. and
assets, both the absolute level and their distribution, are
affected by -agrarian reform as well as government

[



Figure 2.1. A framework for policy analysis of RNEs
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investments on physical infrastructure and human resources
development. Furthermore, income is-earned by household
members participrating in any of the two markets.

The product market interacts with the credit-and. labor
markete. The product market . may also be affected by
agrarian reform through the latter’s impact on productivity
.and the different expenditures .patterns among large and
.small landowners, tenants, and landless workers. Moreover,
it 1ie influenced by trade and price policles directly
through import tariffs, export taxes, etc., &nd indirectly

through the induced changees in the exchange  rate.  Here,
trade policiee should  consider ~ both  doméstic and
international trade policies including quantitative
‘restrictionsﬂ o : :

Monetary and financial - policies = clrcumscribe

develorments in the credit markets, in terms of both the
magnitude of available domestic credit and its - allocation.
Likewise, they affect the labor -market through  thelr
influence on the interest rate, a major componént of the
uger cost of capital which in part determinee the- capital~
labor ratio and hence the ehtent of labor employment

. Agrarian reform can lead to significant changes Iin the
credit market, e.g., & shift in the sourcing of nonformal
loans from landlords to traders. In addition, c¢redit
- allocation practices of banks may change as the value of
land-baged ¢Collateral declines. 1In the labor market, 1f
- labor is underemploved in- emall farms and land ie
underutilized in large farme, the land  distribution :could
increase labor employment,  land. use  and farm output,
provided that the other input requirements (e.g. seeds,
fertilizer, chemicals, ete.) are applied. Labor supply  and
demand would be affected by the level and compositlon of the
human capltal (a determinant of labor rroductivity) and the
foreign +trade regime. -Exchange rate overvaluation and low
tariff rates .on imported capital equlprment have a.
distortionary effect on relative factor prices that penallize
labor-intensive industries and the adoption of labor-using
production technologies. This weskeng the demand stimulus
to rural nonfarm production through the induced effects on
the product market- - and the. purchasing power of rural
households. : ‘ - ' B

On the other hand, the supply response of RNEs 1=
detérmined by relative prices from the product, labor and
‘credit markets, as well as the avallablility of factor
inputs-~caprital and labor skills and access to them by rural
produceres. If the credit market 13 such that the financing‘

10



of fixed capital investment and of working capital, or if
public investment 1s distorted against expenditures on
health, education, and the developrment ‘of labor =skllls in
rural areas, the. growth performance of RNEs will be
hampered. - The effects of market changes on rural nonfarm
production are also determined by the existing physical

irifrastructure in rural areas, which may or may not permit
low-cost marketing to take place. ‘A strong antl-rural blas

in . infrastructure policy, for example, 18 likely to impair_
the ebility of rural producers to. respond to. favorable price

and demand conditions.

Furthermore, the growth in RNEs —.both in terms of the
existing establishment of new RNEes and the sustainabllity of
‘exlsting ones -"will-be affectéd by industrial policles,
e.g. the varlous incentives prrovlided by the government. . It
will also be influenced by the extent of the generatlon and
dissemination of new technology particularly .those which
have dilrect bearing on increasing output and produutivity
and reduclng cost of producticn.

In order to estimate the quantitative effect of some
macroeconomic rolicles on rural nonfarm:  enterprises, a
submodel for volume of output, employment and prices was
formulated. The submodel is to be linked to the PIDS NEDA
‘Macroeconometric Model (MEM) developed by - Constantino,
Mariano and Yap (1889). The RNE submodel follows a similar
theoretical framework as that of the PIDS NEDA MEM. The
macro model divides the production . categories 1into (a)
“fixprice,” (b) "flexprice,” and (c) "flexprice/flexquan-
tity" sectors. The flexprice/flexquantity sector has
flexible output and prices to clear the market, the fixprice
sector has an adjusting outprut. level with fixed prices while
the flexprice sector hae fixed output and adjusting prices.

Constantino, et al state that the fixprice gsector Iis
.moet arplicable to the industrial sector which 1sg- often
characterized by excess capacity and therefore, adjustments
to. increases JIn demand take place on the quantity side.
Industrial pricee are likely to be fixed in the short-run by
relatively stable markups over variable cost. Markups can.
be Justified by the presence. of spare capaeity- and
oligopolisticce structuree. On the other hand, excess
capaclty can be Justified by lack of efféctive demand both
'in the domestlc and the international markets

The PIDS NEDA model consists of four m&dor blocks: (1)
the real sector, (2) the fiscal sector, (3). the financial
sector, (4) the external sector. .The real sector block Iis
further subdivided into three subsectors, -namely: (L)

11



production, . (2) expenditure, and (3) employment; wagee and
price. Consisting of 169 equations, the model incorporates
key aspects which have special significance for analyzing
-the lmpact of macroeconomic policies such ae the following:
(1) changee in government expenditures or deficit: (2)

effect ' of money on pricee and output: (3) impact of debt
service ' and foreign 1loan or assistance on . . economic
performance; (4) role of the exchange rate and interest in
the adjuetment of the economy; and (5) the dual role of:
capital formation, demand generation ‘in' the short run “and
capacity creation for increased supply in the long run.

The interactions among the blocke may be described as
followe: :

"The ~ . linkage between the production sector and
expenditure sgector movee only 1n the ~ four aggregate
“expenditures categories appearing as arguments in the demand
functions 1in the -production sector. Outrut as determined
then enters into the employment equation. o

The financial and real sectore interact through the
interest rate and through the price variables  as gome
monetary aggregates affect prices. : - ‘

The fiscal sector is essentially exogenous in the basic
model. speclally with respect to government expendityres.
However, tax revenues are linked to the level  of economic
activity or output. To the extent that 1t is monetized, the
government budget "deficit serves as the 1link with the
financial sector. : ' ‘ . . e o

The external sector linke up with the  rest of = the
economy through financial variables specifically, net
forelgn assets. This is in addition to the link between the
expenditure/production side, 1.e. exports and importe with
the current account componente."
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"2.3. Analytical Model
2.3 1. Demand Functione

Demand for output of each RNE ie characterized as a
function of 1ts price.and indicators of aggregate domestic
‘and international demand. Thue, the demand for the producte
of each RNE sector is assumed to be a function of ites price,
consumption expenditure, population and exports. ' That is.

Q@ = £(P, CP or £G or CP + CG, X , POP)
where:

Q =-Demand for RNE sector 1

P = Implicit price index fcr induetriel sector 1

Cp = Pereonal consumptlion expenditures

cG = Government_coneumyticn expendituree,

X = Reei exports of }nduetrial producte 1

POP Populetion

It is hypotheeized that the coefficient of P would be’
negative, that of coneumption - .expenditures ' would be
positive, that of population is positive, and that of
exports 1s poeltive.

Specifically, the following equatione for each RNE
group were assumed to characterize the sector demand:

LGroup -

I

Food - (1) QFOOD = £(PFOOD, CP + CG, DV8489)

f(PBEV cpf4 CG)

]

Beverage (2) QBEV |

f(PTOB CP XTOB)

Tobaccd (3) QTOB
Textile (4) ~ QTEX

f(PTEX, CP POP)

Wood (5) QWOOD f(PWOOD CP DVB486

f(PPAP CP + CG)

Paper (8) lQPAP

13



' Chemicals (7) QCHEM = £(PCHEM, CP, XCHEM)

Petroleun (8) QPET = £(PPET, CP+CG, XPET, TIME)
~ Basic Metals (9) @BSM = £(PSBM, FOP)

Mechinery (10) QMACH = £(PMACH, CP+CG, XMACH)
Electrical (11) GELEC = f(PELEC,.POP, XELEC)

' Othere (12) QOTH = f£(POTH, CP+CG), POP) -

where:
| QFOOD =  real GVA of the rural food industry

QBEV = . real GVA éf the rurgl bevéfage industry
QTOB = ._reai GVA of the rural tobacco industry
QTEX = real GVA of the'rural'teﬁtilé';ndustry
QWOOD = éeai GVA of the rural Wood_industrfl
@QPAP = real GVA of the fufal paﬁgrtindustry

' QCHEM = real GVA of the rurgi chemicgl industry
QPET = real GVA of the rural ﬁetrdleum industry

‘QBSM "= real GVA. of the rural basic metﬁls

industry

QMACH = real_GVA.of the. rural miobinery industry
QELEC = real GVA of the rural electrical
v industry

" QOTH = ‘real  GVA of - the other rural

' nonfarm industries '
PFOOD = implicit price index for GVA of food
o - manufacturing , _
PTOB = implicit price - _1ndeﬁf ‘for .GVA . of
_ tobacco industries - = '
PTEX .= implicit price index for. GVA of

textlile industries
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PWOOD
PPAD
Qcﬁﬁm
PPET
PBSM
PUACH.
'PELEC
'POTH

CPp

CG
POP
XTOB
XCHEM

XPET
XMACH.

XELEC
Dve486

Dva489

1]

I

i

1!

IF

1mpiicit Pprice index for GVA of wood
manufacturing

fimplicit price index for hVA of paper

manufauturing

implicit_ price index for GVA of
chem;cgl mapufacturing~ ‘ : .

implicit price index . for GVA  of
petroleum manufacturing IR

‘implicit’ price index for GVA of basic
metal manufaoturing - |

' 1mplic;w.f‘pri,y “index  for - GVA. of

machinery meanufacturing

implicit ‘price index for  GVA  of

electrical manufacturing

imglicit price index for GVA of other
1ndustries

private coﬁéumption expéndituré
government expénditﬁre‘ |
popu;aﬁion

exports of tobaoco.mAhufadtUre‘

exports of ‘,manufactﬁred. - chemical
producte '

exporte of petroleum and coal proaucte

expobts. . of manufadtured- machlnery
producte :

ekports of ‘:manufactufed electrical

_producte

dummy varisble equal to 1 for 1884 to
1986 and 0 otherwise

dummy variable edual to 1 for - 1984 to

‘1989 and O otherwise:
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As defined earlier, the Q refer to-the GVA of each

1°s '
sector of the rural nonfarm enterpriees while prices reflect
the average price for Metro Manila and rural areas, that is,
-for the Philippines as.a whole. Similarly, exports could
not be segregated into rural and Metro Manila and therefore
export values are aggregated figuree. The same is true for .
prrivate angd government - consumption .expenditures.
Furthermore, rorulation refers to total. Philippine
- population as products of RNEs enter not only the rural
. markete but also those of Metro Manila. ' :

It should be noted that dummy variables were added as &a.
dependent variable in some equations to reflect the crieis
situation.in the mid 1980=. Ae will be seen in the analysis
of historical trends in GVA there were changes in patterns
immediatedy: aiter=i883. Ibe —-chrange could .be  rhoert-livwsd, -
e.g. up - to 1986 or longer term up to 1989. The. dummy
variables were Iincluded to take account of <factors not
otherwiee captured by other arguments in the equation.- 1In
‘some caegee, time trend was aleo added as a catch-all
variable. Ce ' '

In the actual estimation of . the equation, . prices
appeared as the implicit price per se or deflated by the
. consumer price index (LPI) -

J

2.3.2. Employment Function -

Assuming a specific production technology, traditional
neoclasslical theory of demand for labor hypothesizes it as
positively related to the demand for output on production;
"negatively to its own price, 1l.e. to wage “rate, and
rositively to prices of substitute inputs. Mathematioally,v
the equation can be expressed generally as follows

L = f£(Q@ , WAGE, INT)
, i : 1 v
where:
L = employment in RNE sector 1
i ‘ ‘
* WAGE = ' wage rate
INT = interest rate

It 1s hypothesized that Q would have a fpositive,
' 1
coerriclent, wage & negative coefficléent and interest a
positive coefficlent. That ie, as output Increases, more
labor would be employed but an increase in the weage rate
could bring about & reduction in the amount of labor
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employed. A substitute input is capital which is relatively
scarce, hence an increase in interest rate or the price of
capital would reduce desired capltal and' increase labor
demand. In estimating the equation the capital input was
represented elther by the nominal or real value of treasury
bill ratee or the amount of additional investment that each
RNE sector ‘makes during the year.

‘ The following employment functions were therefore
estimated for each RNE- sector. )

(1) LFOOD ~ = f(QFOOD WAGE, KFOOD)

(2) LBEV. = £(QBEV, WAGE. KBEV)

(3) LTOB = f£(QTOB, WAGE,'TBI;L)

(4) LTEX = f(GTEX, WAGE, KTEX) |

(5) LPAP = £(QPAP, WAGE, TBILL, DV8489)

(6) LWOOD = £(QWOOD, WAGE, KWOOD, DVB489)

(7). LPET = £(QPET, WAGE, TBILL)

(8) LCHEM = 'f(QCHEM, WAGE, TBILL-INFL)

(9) LBSM = £(QBSM, WAGE, TBILL-INFL).

(10) LAMCH = .f£(QMACH, WAGE, KMACH, DV8489)

(11) LELEC = £(QELEC, WAGE, KELEC)

(12) LOTH = f£(QOTH, WAGE, DVB8489)

,v&here: | | |

LFOOD . = emplbyment in the ruval food industry
LBEV = employment in the rural beverage ihdustfy
LTOB = employment in the rurél.tobacéo;;nduétpyi
LTEX = employment 1h-thé rural tgxpile41ndus§ry
LWOOD = employment 1in the rural woodfihdustrfu
LPET = eﬁpiqymént in the rural petrbiéﬁm-industry
LCHEM .- = employment in the rural éhemiéal‘industrv

LBSM = 'emplgyment.in the rural basic metal industry
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- LOTH - employment 1n the other rural industries

WAGE = dally wage-rdtc
KFOOD = ecapltal expenditures in the rural food
industry ' '
KBEV =  capital expenditures in the rural beverage
: industry ' - :
KTEX = ‘capital expenditures in the rural textile
P industry :
KWOOD = capital expenditures in tne rural wood
: industry o '

‘Khﬁﬂﬂu z-_capst-;*expeﬁdibures 40 Ghe ¢ opad mechinere
: industry S
ELEC = capiﬁal expenditures in the rural

electrical industry

TBILL

1

‘nominal_ rate for'tfeasury bille

I

INFL . inflation rate

Employment has been defined earlier as the number of .
all workere in each RNE eectoy. The real GVA entered the
equations elther as the real value per se or the percentagc__
growth rate between. any two successive years,

As defined in the NSO annual survey of’ .est&blishments,
capital expenditure for fixed assets include “"cost of
acquisition of new and used fixed assets produced by the
establishment for its own use, major alterations, additione
and improvements to fixed aseete, whether done by others or
done on own . account.” = Therefore, these are annual
Investments Ly the industry and would be expected to have a
prositive relationship with employment.

2.3.3. Price Functions

, Sector prices are modelled directly as a function of
- the wholegale. price index. These equations rrovide the
linkage to the other Bectors in the macroeconometric. model.

In the ©PIDS NEDA model, the wholesale price. index is
“determined by a pricing rule. characterized by stable mark-
ups over varlable cost in the short run. A firm"s varlable
inpute will typically. compriee of labor and imported inputs.
The mark-up rate 1s 1nfluenced positively by capacliy
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utilization rates of firms. In the formul&tion of the MEM,
increases in demand are proxied by average liquidity divided
by potentlal GNP. The presence of a capital 'etock index
provides the link fron increased investment expendiburea to
;increased production.

In general therefore; the 'price. function‘ may be
described mathematically as . : -

P = L£(WPI)
i
where: ‘
WPI = wholesale'price index

) For some sectors, tho kagged seetor prices  influenced
Lo puese olevelonl pmanes ago Wheretore the praceahsehion
- becomes ' I

P = f£(WPI, P )

1 ' -1 S _
' The price functions that were estimated are  the
following: . : Co. : R ‘

(11) PELEC = (WPI)

(1) PFOOD = £ (WPD)

(2) PBEV = £ (WPI, PBEV )
(3) PTOB = £ (WPI, PTOB
(4 PIEX = % (WPI, PTEX )
(5)  PWOOD = f(WPI;'PwooB1 )
(6) PPAP © = % (WP1) -
(7) PCHEM = £ (WPD)

(8)  PPET = f (WPI,-PPET )
(9)  PBSM = £ (WPI PBSMil)-
(10) PMACH = £ (WPI, PMACH )

£ -
£

(12) POTH = = (WPI, POTH .
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88,4, -ldentities

_ .To complete the model, identities were defined. First,
the sum of the demand for each RNE sector should be equal to
~the total demand for all sectors, that 13,

12 _
QRNES = E , Q.
' 1
i= 1 '
= QFOOD + QBEV + QTOB + QTEX +
QPAP + QWOOD + QCHEM + QBSM +
_ QMACH + QELEC + QOTF
Lwh?ﬁe"fufkhh-ﬂ- e tot;« Lvﬂ—ﬁ__n ‘73F RNEG- r"uCCOﬁ » -LOTAE

employment in all RNEs must also be equal to the sum  of
- employinent in all sectors, thus,

12 -
LRNES = . Z L
1
i=1 -
= LFOOD + LBEV + LTOB + LTEX + LPAP +
LWOOD + LCHEM + LPET + LBSM +
LMACH + LELEC + LOTH
where: I;RNEs = total employment in all RNES

. For linking with the macroeeonometric model it 1is
necesgary. that total demand for output of all nonfarm.
enterprises be equal.to the sum of the demand for output Iin
Metro Manila plus the demand for output 1n the rural aresas.
The same holds for employment., Therefore,

QMFG = G@RNES + QMM

' and LMFG = LRNES + LMM

where: . QMFG = 'total demand for ouput of
: manuﬁacturing
.‘QMM = demand for output. of’ Metro ‘Manila -
, nonfarm enterpriaes

ILMFG =. total employment in nonrarm
: enterprises
LMM = employment in nonfarm enterprises

located in Metro Manila
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2.3.5. Estimation Method

- The above systems of equations may be classified asg
Seemingly Unrelated Equations model which 1is a specific type
of recursive model consisting of a series of endogenous
variables which are coneidered as & group because they bear
a .close conceptual relationship to each other (Pindyck -and
. Rubinfeld, 1981). The demand equations represent a set of

equations for related products So does the employment and
-price equations : "

In the demand equations, guantity in one sector is &
function of the corresponding price in that sector and other
variables such as consumption expendituree, population, etc.
The price indev¥ in one A7¢ctor appears only once, that 1is,
S R R the mefgvarr -gentor eand mut- ar Yha - other - indust

groups. : ' '

The price functions were defined such that the ‘sector
price index is a function of the wholesale price index and
the lagged sector price. For the RNE submodel the WPI is
an exogenous variable although 1t ig endogenous in the maoro
model. The sector price entere as a lagged varlable,

Thue, for each block, no endogenous variable.appears in
more than one equation in which caese the error terms of esach
equation -are unrelated or uncorrelated. In such  &a caee
ordinary least squares estimation is “quite proper” (Pindyk
and Rubinfeld, 1981). If the error terme are correlated
between equations, mpre efficient estimates can be obtained
using more sophlisticated egtimation technique, ‘e.g. two
stage least squarea (TSLS) or the generalized least-squares
estimation. The ordinary least squares method was used in
estimating the equations in the etudy. The systems method
could have been used, however, this will automatically
truncate the data ‘series. As it is, the avallability of the
data on RNES haes already limited the number of observations:
and using the TSLS, for example, to improve the efficlency.
off the estimates would have shortened the data series. A
major conslderation aleso .ie that the PIDS NEDA MEM to which
the present model will be linked. :

Some modifications were made in aerining the variables,
As - mentioned earlier, esome’ equations in the demand bloak
used growth rates in the real GVA. Moreover, prilces. were
deflated by CPl in some eaquatione. Wages were also deflated
by ‘the implicit price index for the Gross National Product.
Treasury Bill rates were aleo expressed either in nominal or
real terms. The macroeconometric model used the ° intereest
rate in. time .deposite in 1ts initial speuifications
Addustments were later made to use the Treasury Bill rate
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instead whenever this ylelded similar on better resulte. It
has been observed that the behavior of the interest rate on
. time deposits closely followed that of TBILL especially when
the interest rates were deregulated after 1981.

- - Avallability of data dictated that the real value of
GVA use 1972 as the base (There ls a complete GVA series for
the period 1975 to 1989 using 1972 as base).. Since the more
current flgures has changed this base year to 1985, bridge
equations were estimated. - : )

o When necessary, sérialvcorrel&tion was corrected elther
by adding a lagged dependent variable in the equation or by
estimating the equation using the Cochrane Orcutt procedure.

The structure of the equations in Chapter 6 follows
essentially this baelc procedure. However, the varlables
included in an equation depend on ‘a number of
consideratione, among them being the economic theory behind
the relationships and the significance of the variable in
the : estimated equation, While economic theory may dictate
that a certain variable ehould be included in the equation,
it 1s possible that the coefficient may turn out to be
nonsignificant or the sign is inconsietent with theory.. The
specification of a number of variables could, .affect the

- ' : 2 : ,
slagn, level of eignificance, R , ete. Hence, a variable 1is
elther added or deleted in esome equations 1f the coefficlent
has the incorrect sign or not significantly different from

, ’ P ) _

zero.  An equation ie disregarded 1f the R is very low.
There are different degrees to which this ‘“rule" ie
followed. Ae can be seen from the equations, some variables
et1ll have noneignificant coefficients. This happens when
the exclusion 'of a variable would adversely affect the
coefficients of other variables. o

+2.4. The Data Series on Employment, Output and Prices

The principal data series for, the major endogenous
variablee 'In the model are output, employment, and prices.
Employment and value of output data are avallable from the
NSO Census and Annual Survey of Establishments. Here,
employment 1e defined as the total number of  rpersons who
work 1n or for the establishment, including working . ownere
and a&active buelness partners and unpaid family workers,
managers, production workers, and other employees.

Value'of output represents the total value of pfoducta
adJusted for change in inventories (ending less Dbeginning)
of finished products, work—in~process and merchandise for .
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resale, value of contract work and industrial services done
for others, value of merchandige resold, cost of fixed
assete produced on own account.. In the estimation. of the
equations, gross value added (GVA was' used to meke it
conslstent with the PIDS NEDA MEM. The GVA for each
~industry group 1s avaeilable -in the = NSCB Philippine
Statistical Yearbook &aes - an aggregate for the whole.
Philippines. To obtaln the GVA for - rural nonfarm -
enterprises, the annual proportion of the velue of, output of
each of the annual proportion of the value of output of each _
of the rurel enterprieee from the NSO ceneus end survey wae
used.

For prices, the implicit price indexes for GVA c. sauii
~1ndustry ‘group was: used.. These prices . refer: to: the
Philiprines as a whole and- no attempt wae made to construct
a serles for rural nonferm enterprises -

The study would "like to cover as long & series ae
roesible., however the NSO reglonal statistics started only
in 1875. When the data, for the study were belng collected, -
the .1988 and 1989 eurveye of establishments have "not been
rublished yet but computer diskettes were already avallable,.
-Data for 1990 are still being proceesed and therefore - ¢could
not . be included in the present analyeis. The estimates of
the equations that analyzed output, employment, and prilcee,
therefore, covered only the period 1975 to 1989. Moreover,
the trends in the growth of RNE were discussed only for the
same perilod. '

Some eddustments were made on the data to take account
of differences in coverage of the NSO Cenesue . of
Establishments .and the Annual Survey of Establishments
(ASE). Where obvious inconsistencles -appear, simple
averages or growth rates were uesed. For example, data for
total employment during a certain year t could be obtalned
by &averaging the figures for the previous (t-1) and the
succeeding (t+1) vear. 'If this total hase to be
disaggregated between. rural 'and urban and among’ the - 12
" industry groups, then ' the corresponding distribution .
obteined from the Census was used. Where the simple average
would -~ pose problems (e.g. if there 1s ‘an apparent
. Inconsistency) in the distribution among 1nduetry groups, an
alternative procedure was to use the growth rate in the

previous few years (two or more) to project: the date for a.
pertioular year.
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CHAPTER 3

" A BRIEF DESCRIPTION OF DIFFERENT -
 NONFARM ENTERPRISES o

. based on available Iiterature, this Chapter attempts to
deecribe a few selected nonferm industries to provide some
background particularly on the structure of the induetry and
epecific policles affecting thereof. o o

-3.1. The Food Industry

The food industry products are generally classified
under key commodity areas such as meat  and - meat
preparations, dairy products and eggs, cereals and cereal
preparation, fruite and  vegetables, esugar and honey,
beveragee and spices, feedstuffs and miscellaneous . foods,
animal and vegetable oile and fish and fish preparation.

~ The crop based products include the major traditional .
exports such ae coconut oil and dessicated coconut, sugar,
canned pineapple; wheat flour from imported wheat; milled
rice from locally produced paddy; corn grite from local  and

imported . corn; .cocoa chocolate, and coffee depending
~ basically on imported cacao and locally grown coffee beans.

- The meat  processing Iindustry = is occaseionally
sufficlent in ite pork and poultry requirements . but
continuously short 1n beef supply.. The country’s “dairy
processing industry produces canned milk, cheese, ice cream,
and other producte from basically imported milk powder. The

local dairy industry produces only a small quantlty of fresh K

milk for dairy processing. To make canned filled milk, the
industry mixes imported non-fat dried - milk powder with
coconut and corn oil. ' o

’ : ' _
Thé processing  eector for fishery prroducts produces
mainly frozen marine products for. export and canned fish and
other seafood items for the local and export markets. -

The country’s food’industby ranges from. sophistidated
multi-national processing factories to. -cottage-level
. operations. Although the latter sector comprisee 90% of the



- total food proceseing factories, 1t produces only about 30%.
of the total output (Hicks, 1891). A number: of  local
food machinery manufacturing companies have harvesters for
rice, cassava, and eweet potato: milling machines for rice; .
georting and grading eauipment: and many emall-ecale items
such. ag slicere, grinders, extendere, etc.

-The processing sector may be claeeified 1nto "(a)“
traditional and (b) modern food proceseing sector (Aquino,
'1891). In the former, the equipment used are mostly locally

fabricated. The 1ndustry generally produces Western-type
Processed foods employing established food rrocesgsing
technology and adapting this to local raw materials. . Plant

- equipment ie pllot in scale and production is carried out 1in
-batch type of operation in general.:--In contrast, the modera-.
food proceesing sector catere moetly to the export market.
The major .problem encountered in this sector ie ~ the

"fluctuatione in the world market price, especlally for

coconut ‘and sugzar.

The food proceesing Industry employs different levele‘
of technology, from eimple. kitchen &scale oreration to
established technologies. Suppllies and other 1ingredients
used such a8 prreservatives, additives,  emulsifiers,
flavorings, seasonings, etc. are still basically imported.
Packing and packaging materials are locally fabricated

Some of the frequently mentioned problemse of large
rroceesing 1nduetriee in the country are as followe (Aquino,
1991):

a, Lack of‘raw materials for proceeslng;
b. Poor quality of available supply: leanness of

cattle, hog and poultry, lack of acceptable grades
- of fish, improper maturity and varlety of  frults

~and vegetablee, ‘mechanical  damage - during
+transport, production and related - handling
problems;

c. ‘The tropical climate contributes’ to" the fast
deterioration of periehable raw materials,

d. Grading and etandardlzation ie hardly practiced
hence, a large variation in quality prevails;

e. Adequate infrastructure to bring produce from

farme to factories. There are too many middlemen
in the dietribution syetem, .
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f. High'coet of tin cans which are imported: and

. 'Increaeing production coet labor. and equipment
and the weakenng of the Philippine peso via-a—vie
the US dollar. : :

On' the other hand, Dizon (1983).cited the following
rroblems of esmall-ecale processors: o

a. Limited market coverage due to limited volume . of
production, .insufficient demand, inadequate eales
force, inefficiency of the the 1ocal distribution
‘system, and high perishability . of locally
processed producte, :

b, Widespread. uee of middiemen as aistribution
. channele; :

c. : Inadequate physical distribution facilitiee;
d.  Pricing problems;

‘e. - Vulnerability to competition, market flexibility
and aggreeeive marketing activitiee

It can be obeerved that small—ecale proceseors face the
3ame problems as those experienced by the 1arge food
processing industries.

In the Philippines the domestic food consuming market
is large‘ and growing at a rate of about: 2.78% per annum
(Aquino, 1891). ‘Although the average inflation rate in 1991
was - about 12%, the inflation rate for food was a bit " lower
at 11% albeit varying by commodity

Table 3.1 Bhows the Value of food product imporvs ana
exports in 1988. On the export side, the top four’ producte
were animal and vegetable oils, fruite and vegetables, fish
and flishery products, and sugar and honey. On the imports .
side, the major producte were cereal and cereal products,
‘dairy and dairy producte, fish and fishery producte, and
feeding stuff for animals. '

,Coconut o1l and = sugar have always "been among the
country’s +to6p dollar-earners. They have  significantly
contributed to the national economy in terms of-income _and
employment. In thils regard, this section on the marketing
agpect of the food manufacturing industry glves a .more
detalled discussion on the two products. The diecueeion
below 1s based mainly on the study of Chupungco (1991).

26



" Value of. food 1988 ;

Table 3. 1 product exports and importe,
| Exporte A Importe
Item e ———————— e e —————————
f.o.b Percent f.0.b Percent
th. & th. %
Animal end vegetsble olls 425,990  28.15 18,002 . 2.52
Vegetables and fruite 417,812 27.61 36,848 . 5.15
Fish and fish ' _
‘preparations 406,701 - 26.88 35,393 4.95
Sﬁgar, sugaf rreparations C :
and honey 83,107 5.49 20,111 2.81.
Cereals and cereal - _ o . _ _
preparations 8,039 . 0.53 228,249 - 31.91
Coffee, tea;'cocda, -
spices, and prepatation _ o a
thereof 62,347 4.12 8,101 1.13
Feeding stuff for animals 35,437  4.33 166,496  !3.27
Dairy products and o | :
bird’s eggs 831 0.086 161,442  12.57
Meat and meat‘breparations 455 0.03 8,820 1.23
Live animals, chiefly :
for food _ 93 0.01 9,097 1.27
Oilseeds and oleaginous _ _
fruits 30,484 02 . 14,046 1.96
__________ Total - . 1,513,078 100 715,412 100

R ———— A R Ll et - d

Source: NSO, Philippine Yearbook 1989:

27



* 3.1.1. Coconut 01l

Domestic marketing of coconut involves. the movement of
coconuts from the farm to the traders/buyers and finally to

end-users such as copra exporters, coconut - oil
millers/exporters, and coconut desicators/exporters. The
01l millers also produce copra cake or copra meal. Some

mille refine the crude coconut oil to produce cooking oil
and other coconut-based consumer products. Others produce
.coco-chemicals, oharcoal colir, ete.

In general the country 8 coconut producte, especially
coconut oil, suffer from price instability in the world
~market. - Although Philippine-coconut oil constitutes - about-
75% of the coconut o1l in the world market, it accounts for
only about five percent of the world fats and oil market.
Coconut oil, soybean 0il, palm oil, and palm kernel oil are
close subetitutee and hence, the world demand for coconut
oll appears to be elastic. Price is largely dependent on
the Iinteraction of eupply and demand forces in the world
market (Habito, 1985 Librero, 18971). -

. The mador importers of Philippine coconut products have
been the U.S. and Europe. New markets llke the Soviet Union
and China have been tepped in the more recent perlods.

!

Coconut Qi1 Marketing and Trade Policles. The import
controls Iin the 19508 and the decontrol program and the
consequent retention scheme in the 1960e somehow -affected
the coconut industry. Under the retention scheme policy,
exporters were permitted to retain a portion of thelr
forelgn exchange revenue that they could sell at free market:
rates. The rest should be exchanged at the lower rates,
hence, .- implicitly taxing their exporte Such - policy was
lifted in 1965 (Clarete and Roumaseet 1983)

.~ From ,1956 t0‘1974, coconut oll and copra meal ~exporte
to the U.S. were within quota limite and were exempted from
U.S5. - duties as agreed upon by the Philippines and the U.s.
in the Laurel- Langley ‘Agreement,

In 1970, the floating rate rolicy which was essentially
another peso devaluation made exportation profitable, thus
prompting the government to explicitly tax the maJor exports
through - Republic Act No. 6165. - The initial plan was to
lower its rate every year until its removal in 1974. Export
teaxation wae made, however, a permanent policy of -the
‘government in 1973, fixing the tax rate at 6% for copra and
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4% for processed coconut products. The lower rate for
processed products aimed at encouraging coconut processing
in  the country. -In 1979, the tax rate for copra was raised
to 7.5%. Due to low coconut prices, however, the tax on
_coconut exporte was aboliehed 1n 1980. :

“The significant transformation of the coconut industry
- began with the passage of the Coconut Investment Fund Law or
R.A. No. 6260 in 1971 which authorized the collection of the
- COCOFUND levy at the constant rate of P0.15 per 100 kg. of
copra for a period of 10 years, starting 1 March 1972. The
levy collected was used in the P100 million eepitelizetion
-0f the Coconut Investment:Company and was intended to
replace the traditional middlemen (who were perceilved to be
exploitative of- farmers), -for-the indusirializetion of . the
industry, and for manpower development and research (Tiglao,
1980: ILMS 1981)

The COCOFUND levy peved the way for the collection of
another ooconut levy, the Coconut Consumer Stabilization
Fund (CCSF). The imposition-of the CCSF levy at an .initial
rate  of P15.00 per 100 kg. of copra was .legalized through
P.D. No. 176-issued on 20 August 1973. P D. 176 provided
also that the levy was to be revoked after one- year or after
the supply of cooking oi1l and the prices of basic coconut-
. baged consumer products had stabilized, whichever was
_earlier, .Thie provision was amended in 1974 through P.D.
414 which added two new uses of the levy, namely, to pay
about 80% of the premium duty and for investment of the
Philippine Coconut Authority (PCA). To tax -the windfall:
gains of exrorters in 1974, .the premium duty was set at 30%
for copra and 20% for proceesed coconut produete This duty
was lifted in 1980 (Clarete and Roumaseet, 1983). -

" The eubeidy progrem hed two eehemee. For the period
1973 to 1979, 1t provided for direct - payment - to
‘manufacturere. The actual amount given to the program ‘from
CCSF collections varied from 10% in 1973 to 6% in 1976 and
20% in 1978 (Guerrero, 1985; Clarete and Roumasset, = 1983).
On 19 April 1879, PCA Administrative Order-No. 1, _Seriee of
1978 provided <for the direct payment to the oil mille of
Uited Coconut Planters Bank (UCPB). Manufacturers and oil
refiners were indirectly subeidized when purchaeslng copra or
crude coconut o0ll from these mills (ILMS, 1981: Clarete and
Roumaeset, 1983). The latter scheme had further bearinge on
the vertioel integretion program. .

Coconut prices declined sharply in 1980, hence P.D.

1699 provided for the suspension of the CCSF levy on 27 May
1980, to resume 45 days thereafter. TheACoeonut Development
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" Project Fund wae then established and imposed the collection
0f P600 per metric ton from the first domestic sale of
copra. An additional P400 waes paid by the exporter upon

~application - for export clearance (Clarete and Roumasset,
1983) ' - 2

The CCSF levy wag scrapped In September 1981 only to be
restored in October 1981 at P50/ 100 kg. This levy was then
renamed the Coconut Industry Stabilization Fund (CISF) .
(Guerrero, 1985). In January 1982, the rate was reduced to .
P32/100 kg. Six months later, in July 1982, the - coconut
levy -wae finally abolighed. ' ' -

SRS cIntegration. .- The vertical integration Program -
" of the coconut induestry eimed at making the: farmers : also

traders, . proceesors, and bankere. It had the following

components: a) the establishment of the UCPB, b) the

creation of the United Coconut 01l Mills, Inc. (UNICOM), ¢c).
the launching of the Philippine Coconut Producers Federation

- (COCOFED), and d) the establiehment of the COCOFED Copra

- Marketing Center (COCOMARK) -and the United = Coconut
- Chemicals, 1Inc. (UNICHEM). 1In 1975, the First United Bank

‘wag purchased to fund the UCPB. Habito (1985) noted that 70

prercent of UCPB’s equlty was acquired by the PCA in behalf
-0f the farmers through the levy funde (Farmers were entitled

to recelve 'stock shares in the bank upon presentation .of

registered COCOFUND recelipte). UCPB became the ‘depository

-of the CCSF revenue, interest free, and was instrumental in -
the - purchase of coconut oil mills and the creation ~of the

- UNICOM, COCOMARK, and other entities. It was also intended

to address the credit neede of the industry.

The UNICOM was established in 1879 to. addust the
coconut Industry’s milling capacity to more  realistic.
~ levels. 1In the late 19708, there was an over investment in
coconut oll mills ae a response to incentives granted by the
Board of Investments. - In 1979, however, cobra production
was quite low, resulting in a fierce competition for. the
~avallable copra among oil millers, copra exporters, and
refiners (Habito, 1985). This led in turn to a very low
-utilization and financial difficulties of mills.  Hence,
UNICOM engaged in and coordinated buying, selling, milling,
and refining " of coconut products and became the largest
seller/éxporter. of copra and coconut | oil, ' thus limiting
.market competition in the milling sector, marketing of copra
and - coconut oil. An export trade monopoly had virtually
arisen with the estebliehment of UNICOM.
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Although uNICUM professed. to give farmers - higher
prices, prices fell below competitive levels.. It 18 not
clear however whether these low prices were the result of
UNICOM"s exerciee of monopsony power or of marketing
inefficlencies resulting from UNICOM policy (Habito, 1985).
By - 1982, UNICOM controlled 93% ofemilling capacity and 80%
of coconut oill exports. Due to pressures  from the
International Monetary Fund (IMF), UNICOM wae abolished in
- 1985 . to make way for the restructuring of the o1l milling

industry. ‘

In 1982, the UNICHEM, & subeidiary of the'UCPB'sroup'Of
companies, was established to.produce and market locally and
internationally semi processed ‘materials’ for the manufacture
of -cosmetice; - soaps, - -detergente, . - pharmaceuticals,
explosives, etc. . ' '

The 1mplementation of the vertical integration . Program
rested on the PCA the COCOFED and the UCPB

Copga Egport Ban and Export Taxes. The ‘severe drought
in 1982 which considerably reduced coconut .and copra -output
which in turn led to increased competition for copra (making '
copre export pricese lower than average millgate prices),
prompted .the government to impose the copra export ban.
Originally intended for a short period the ban was extended
to promote coconut oil exports but was lifted in March = 1986
because of the short run glut 4in the copra market.
Coneldered a posltive development, allowing coprra . exporte
would reduce 0ll millers” profit margins.on copra purchases
and may eventually drive the more inefficient mills out of
business (Habito, 1986)

: Export taxes on copra were instituted 1n”1970 to absorb
the wilndfall gains of  the  exporters from the ©peso
devaluation but were supposed to be phased out by 1974. The
Tarlff and Customs Code of 1973 made theee taxee permanent,
‘however, presumably for revenue reasons. As of 1886, export
~taxes on coconut products comprised the following

Pro t ~ Export Duty Additional = Total Duty

, 2 ' Duty S
Copra T7.5% ' _ 7.5% . L5.0%
Coconut 011 4.0% - 1.07 5.0%
Copra meal/cake - 4.,0% 0 4.0%
Desicated coconut 4.0% . 0 4.0%
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Ifle - COCONUT EeXport pan was 11Ited Dby k.U, NO. ¥ Whilich Aalso
lowered the additional duty on copra to 2.5% making the
total duty on copra equal to 10%. In July 1986, all export
duties = on sagricultural commodlties, 1ncluding coconut
products, were abolished through E.O. No. 26 (UCAP, 1987). -

Trade Barriers 1in the World Market. In the world
market, PCA (1888) underscores the tarlff and non-tariff
barriers facing the coconut industry such as:

a. Campalgn againet coconut o0ll by the American
Soybean Association (ASA) which claims that
gaturated 0lles such a8 coconut oll ralses
cholesterol levele.

b. _Levy on vegetable olle and fats entering the

" Eurorean market. The European Economic Community

- (EEC) epstablieshed a prrilce support mechanism in

1987 +to finance agricultural programe on the o0il

geeds and seed olls sector. - Thies tax which. would

be - levied on olls and fats intended  for edible

uses, would reduce coprra price in Philippine ports

by ae much as 43%. Thie tax is expected to ke
shouldered by the farmers.

3.1.2. Sugar

Fifty-six to 60 percént of sugar is produced in Negros
and Panay Islands, while 50 to 60 percent is consumed in
Metro Manlla. (Pabuayon and Catelo, 1987). ‘

In 1946, the Philippine-American Trade Agreement Act
(later amended by the Laurel-Langley Agreement) provided for
a fixed Philippine annual quota of 952,000 short ' tons for
the years 1946 to 1973 and 476,000 short tons from 1 January
1974 to 3 July 1974:; duty-free entry of Philippine sugar to .
U.S. for the first eight years and for graduated tariffs for
the years thereafter.

‘From the early postwar vears till 1962, the exchange
rate wae fixed at P2.00/U3%. The peso devaluation in 1962,
affected a substantial increase in the peso price of sugar
exporte to the U.5. relatlve to the domestlic consumer price.
Export pricee doubled while the increase in Manila wholesale
rrice was less than 50 percent (Neleon and Agcaoili, 1883).
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When the U.S. stopred sugar purchases from Cuba ‘in
962, the Philipprine baelc quota was Increased, first to
..05 million short tons and then to 1.126 million short tons
n 1965. The country recelved additional export
mbtiltlements of up to 47 percent of export deficits of other
1.8. suppliere (Pabuayon and Catelo, 1887). The rise in the
wego prices of exports and the growth 1n export demand made
sxporte more attractive. However, sugar production and
sroductivity did not improve and between 1862 and 1973
:xporta to the U.5. were below 95 rercent of the auota in
‘our out of 12 years (Neleon and Agcacili, 1883).

The 1imposition of a 10 percent export tax, together
yith mnother devaluation of the peeo in 1870, caused exXport
awricee to increaee even more than consumer prilces. During
she period 1962 to 1973, the difference between export and
ionegumer prices wae 30 rercent on the average. :

When the Leaurel-Langley Agreement explired in 1974, the
zovernment controlled domestic and . export marketing.-
jovernment intervention then became crucial in . making
structural adlustmente in the industry as well as "in
protecting consumers and producers from price fluctuations.

The Philippine Exchange Company, Inc. . (Philex), a
subeidiary of +the Philippine - National Bank -(the major
financial institution for the sugar industry during that
time) was designated as the sole buyer: and exporter of
gugar. Philex buving price was a composite price computed
by . taking the weilghted average of the officlally determined
prices of sugar for export, for the domestic market, and for
reserve. (The export price. component of the composite price
referred in general to the world price such that when world
price decresBes/increages, the ‘composite price decreases/
increagee holding other factore the esame.)  Sugar for the
domestic market was sold by Phllex to licenged traders

In 1973-1974, world prices were quite high such that
the problems assoclated with the termination of the U.S.
quota were not qulite felt. An additional export tax was
impoged and then A temporary export ban was Iimplemented,
however, in late 1974 to protect domestlc consumers.

In anticlpation of a further rise in world prices after
1974 Philex hoarded large quantities of sugar but world
pricea went down inatead to a record low during the perilod.
1975 to 1979. Substantlal losses. incurred prompted the
government to transfer Philex control of sugar to the
Philippine Sugar Commission (PHILSUCOM), a policy~making
body created in 1978 which had the National Sugar Trading
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Corporation (NASUTRA) ae 1te trading arm. NASUTRA had a
network of licensed traders/wholesalere authorized to trade
in sugar and withdraw sugar from the milll warehouses. As of
December 1984, 195 tradere nationwlde were registered with.
PHILSUCOM most of whom operated in Metro Manlla, a major -
coneuming area, and Negros Occldental, a major producing
area.

Apparently, NASUTRA acted asg another mlddleman in the
industry. . NASUTRA, fortunately, made profits when world
prices roee 1n 1979 and 1980. It entered 1nto long-term
contracte with lmporters in 1980 to export 565,000 m.t. of.
~sugar at 23 cents per pound for crop years 1980-81 . through

1983-84. During thieg reriod, world price averaged 10 cents
rer pound (Pabuayon and Catelo, 1887). .

For_the firet time after World War 1I, the Phllippines
imported 287,233 m.t. of sugar 1in 1983-84, most of which
came from Thailand,. Brazil, and Argentlna. The sugar
shortage in the country was brought about by low production
(from 2.46 million m.t. in 1882-83 to Z2.33 million m.t. 1in
1983-84) due to high rroduction costs, financial
difficultiee, and the 1983 drought. '

After the long-term contracte with foreign buvers, the
gugar industry was confronted with more eerious problems,
such as: -

(1) U.S. importe of Phillppine sugar declined while
buyving sugar at 20 cente per pound. U.S5. limited
ite purchases to "about 360,000 m.t. in 19884,
further declinling to 310,000 m.t. in 1985 and - to
210,000 m.t. in 1986. The remaining exportable
gugar had to be sold in the free market at 5 to 6
cents per pound 1n 1984, 2 to 2.5 cents per pound
during the later part of the Marcos regime and at
about 7 .cents per pound in . 1986.

(2) The problemeg of declining U.S5. - imports. of
- " Philippine sugar and low world market price were
exacerbated by  unfavorable developments in the
international market such as the utilizatlon of
substitute sweetener products, the continuing
increage in worldwilde production, and depressed
global demand. :

Although export marketing was still handled by the
government, free domeetic trading was allowed in 1884, and
NASUTRA became Just another trader. Its immediate result
wag more competition and lower retail prices even’ with lower
production.
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'3.2. The Beverage Industry

The Philippine Standard Industrial Classification
(PSIC) definee the beverage 1industry to  cover the
manufacture and marketing of liquors, wines, beers, colas
and carbonated water. These are usually bottled and canned
drinke. Although coffee, chocolate and c¢ocoa, frult Julces
and fruit based drinkes (e.g. H1-C, Zesto, Sunkist, Magnolia,
etc.) and milk are aleo beverages according to uese, the PSIC
pl&ces them under food. proceasing

The country’s large consumption of beverages has made
the beverage eector a relatively large component of the
manufacturing industry. In 1982, a total of more than 4.9
billion bottled drinke were produced/eold by San Miguel
Corporation, Aesla Brewery, Coca-Cola, = and Pepsi-Cola
implying an annual per capita consumption of around 98
- bottlee, 49 of which were gsoftdrinke (IBON ‘Databank

~Philirpinee, Inc., 1985). On the average, a Filipino male
~wag estimated to consdume 96 bottles of beer annually. '

The firet modern brewery . 1in. Scoutheast Asla wae
egtablished in 1890 as & one plant single-product firm. It
grew to become the food and beverage glant, the San Miguel .
Corporation (SMC) which endoyed a monopoly of  beer
production in the country until 1879 when Asia Brewery, Inc.
(ABI) entered the industry.

During the Amerlican colonial period U.5. soft drinks,
Coca-Cola and Pepsi-Cola, were introduced into the country.
The +two firme have alwaye been struggling for market
leadership. Tranenational corporatione were a dominant force
in soft drinké& and non-Filipinoe had a elgnificant presence
in beers and liquore. The third soft drink company 1in the
Philippinee 18 the Cosmoe Bottling Corporation.

Coca-Cola Bottlers Philippines, Inc. started operations
in June 1981 ms a Jjolnt venture of SMC with 70% equity . and
the Coca-Cola Export Corporation (TCCEC) with 30% equity.
Prior to 1881, SMC held the franchiee to bottle Coca-Cola
producte. TCCEC was a esubsldlary of the Coca-Cola Company
of Atlanta, Georgia, USA and manufactures the . syrup
‘concentrate for the company s drinks.

Pepsi Cola Bottling Company of the Philippines and 1ite .
supplier of eyrup concentrates, the Pepsl-Cola Far East
Trade Development Company, Inc. were egtablished in 1846 and
19568, respectively. They were both wholly~- owned
subsidiaries of the American PepsiCo International.
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In March 1885, however, Pepsl-Cola Bottling Co., of the-
Philipprines sold ite bottling and distribution facllitles to
a group of Filipino buelnesemen (IBON -Databank, Philippines,
Inc.,  1985). The local company however would continuously
recelve support from PerelCo 1ln terme o0f marketing and
technical assisgtance. -

The No. 3 softdrink company in the Philippines, Cosmos
Bottling 1ls about 40% allen-owned and produces local brands
such as Sarsl, Pop Cola and Sunta Orange. '

.3.2.1. Method of Producing Beverasesﬁ

A typical eoft drink plant has the following phases of

production: compounding of ingredients, water treatment,
carbonation, bottling or canning, packing, and distribution
(Sungsa, 198D0). Most of the equipment used 1in a fully

integrated bottling 1ine for softdrink manufacture are
imported machineriee bullt according to specifications <from
the decager, bottle washer, bottle inspector, filler and
capper,. deaerator, syrup and water proportloner, up to the
refrigeration and carbonating unite.

From the data gathered by IBON Databank Philippines,
Inc. (1985), the ingrediente of a typical soft drink  are
purified water, carbon dioxide gae, flavoring, edible acide
and coloring. S :

Beer, on the other hand, is made by the alcoholic
fermentation - of malted cereal. Wines and spirites are the
regult of thé fermentation or diestlllation of fruit Julces
and cereals like rice, corn, barley, wheat and rye. '

3.2.2. Consﬁmers of Beverages

Imported. champagne, brandy, vodka, and the 1ike are
highly priced that they are consumed mostly by well-off
- drinkers (IBON Databank, FPhilippines, Inc., 1985). The price
of locally manufactured liquore are much lower, hence, such
liquors are patronized in general by adult males in the
lower income brackets. Local fruit based wines are usually
bought by higher income sectore. Beer consumers are mainly
the middle and low income groups. Soft drinks are consumed
by all sexes and all ages :
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3.2.3. Market Structure

‘The NSO Census of Establishments had a record of 102
egtablishmente 1n the beverage industry in 1978. However,
~ the 1978 Directory of Establishments identiflied only 85

“plante or establishments. One firm owned as many as 11
plante whereas another had nine. Theee plants_were found in
19 provinces 1in 11 reglons of the country  (IBON Databank
Philippines, Inc., 1885). '

Dominated by a emall number of firms, the beverage
industry may be characterized as oligopolistie, 1l.e. a°
relatively few eellere of identlcal or minimally
differentiated products. It must be noted though that the
beer seotor wae monopolietic until 1979

IBON Databank Philippines, Inc. (1985) identified two
dietinguisghing fesatures of an oligopoly, namely Iinter-
connectednees and mutual dependency of firms. One company
ig not likely to meake a move without considering how it ‘may
affect competitore and how they are likely to react.
~Rivalry continue thuugh with eome 1imits on competition to
avold loeses.

The oligopolistic etructure of the industry makes
entranceé . into the beverage Iindustry- difficult. Large
capltalization 18 required and risks are great. The firms .
try to outsell each other by waging massive -~ advertising and -
marketing campaligns expensee for which could amount to a

glgnificant portion of the total cost of production.

3.3. The Tobacco Industry

With the exception of direct exports of unmanufactured
tobacco, tobacco is an input in the production of a final
product, either cigarettes, cigars, or pipe.tobacco.

Essentially, two markets exlst for tobacco, one for
leaf tobacco and the other for tobacco producte of which
the key subeector 1is clgarette manufacturing. 1In the local
‘market, the former gervee the clgarette manufacturers whlle
the latter caters to coneumere 1In the domestic and
international markete.. Hence, leaf tobacco can elther be
processed 1into cigarettes or exported to manufacturers in
other countries. '
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Individuals, groups, and institutions  that = have
interest in the 1ndustry include farmere, middlemen/agents,
trading centers, wholeeale tobacco dealers, redrylng plants,
importers/exporters, cigar .and clgarette  manufacturers,.
~local  communitiee -of tobacco growing areas,  and  the

government in particular, the National Tobacco
Administration (NTA). : '

There were 12 wholesale tobacco dealers (WIDs) in 1989,
geven in Virginia tobacco and the others 1n burley and
native tobacco. WTDe are surrosed to purchase tobacco only
from trading centere. Four of the Virginia WIDs have also
redrying rlente. About 60% of the total Virginia tobacco
supply is handled by two WIDs, the Northern Tobacco Redrying
Corporation and the Orient Leaf Corporation.

“In 1989, = 14 companies . were classified as
importere/exporters engaged in the international trade of
tobacco leaf, ¢lgars, clgarettes, and ~other tobacco
rroducte. A total of 11 clgar and clgarette manufacturere
were reported in 1989. Seven produced native cigars and
cigarettes, two, aromatic or American-blend cigarettes, and
‘one, aromatic and native clgars and clgarettes.

Cigar and cigarette manufacturers produced 69.72
billion esticks in 1989 with aromatic or American - Dblend
cigarettes dominating production and ehared 91% of the
total. The local clgarette market 1s llkewlse dominated by
aromatic olgarettes which accounted for 93% of the total
demand in 1990. Of the 11 cigar and clgarette manufacturers
it ie egtimated that two ' companlee, Fortune . Tobacco
 Corporation and La Suerte Clgar and Cigarette, control 80%
of the market for aromatic clgarettes.

3.3.1. Sources of Growth of the Tobacco Industry

" The major.source of growth of the tobacco industry has
been the domestic market where apparent demand for ‘leaf has
grown at the rate of 6.6% per year over the twenty year
period 1970 to 1990. ' _

: Native tobacco productlion has -declined at an annual
rate of 38% in the 1970e only to recover slightly by 1.4%
per vear in the 1980s. Virginia tobacco which was initially
grown in the 19608 grew at the rate of 6.4% per yvear at 1its
early vyeare but growth slowed down to only 0.4% in the
© 19708. This can poselbly be explained by the effect of the
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mnonoproly on farmers® 1incentive tb impro#e production
- (EYIFICS, 1991). '

Export of unmanufactured tobacco grew by almost 10% 1in
the 19708 but imports have been increasing by almost twlce
that rate (Table 3.2). In the 19808 exports declined
glightly but importe continued to increase, in fact more
than doubling or even tripling that of exports. '

On the other hand, localrcigarette demand increased by
2.13% on the average from 1977 to 1980. The surge 1in import
demand and the rise in the deficit was reported to coincide
with the 1ncrease in cigarette consumption.: The average
growth of consumption rose by 2% for the period 1980 to. 1985
to 2.75% for the rerlod 1985 to 1890.

3.3.2.V Contribution of the Industry to Gross Domestic
Product and to Government Revenue

. The share of tobacco manufacture: to groes domestlc
product declined from 1.68% in 1970 to 0.81% 1in 1880 to
0.58% in 1990. ‘While +the 1importance of the tobacco
manufacturing industry appears to be waning, exclse taxes
collected from the industry, 1lncreaeed from P1.3 billion 1in
1980 to about F7.0 billion in 1990 (Table 3.2). From 1881
to 1990, taxes rose by 20% for Virginla and 11.4% for native
tobacco -~ annually.. Considering the period 1981-1985 and
1986-1990, excise taxes increased more rapidly from 10.7% to
'14.1% for natlve tobacco and 18.3% to 23.8% for Virginia
tobacco. It should be stressed though that 99.3% of the
collection in 1990 came from Virginia tobacco cigarettes.

‘ On the other hand, the average exclse tax per stick for

native tobacco grew from P0.004 for the period 1981-1883 to
P0.008 for 1986-1990. The average exclee tax per stick on
Virginla tobacco clgarettes went up from 4 centavoe to . 10.5
centavos over the period. : -

Table 3.3 presents the value - and growth rates 1in
exporte and importe of unmanufactured tobacco and Virginia
cigarettes. Exporte of unmanufactured tobacco grew by 9.56%
and importez by 22.08% in the 1970s. From 18980 to 1990,
exporte declined by .76% while importe increased by 13.67%.
Cigarettes, however, could be a proepective forelgn exchange
earner 1f the performance in the 1980e to 1890 would
continue. Note that clgarette exporte rose from US324
thoueand in 1981 to US$3.2 million in 1885 to US$7.8 million
in 1989 and suddenly to US$27.5 million in 1990.

33



Table 3.2, Net Trade of Tobacco Preducts, 1970-90 (million USS).

o T e T P e D e e N o e o e B ol e e

e e e L R r e e R e e e i ko k0 e e 0 o o LD o o 0 o 0 B

ke P B B e ke A e g e A e e

EXPORTS (FOR) IMRORTS (CIF) NET TRADE

Year Unmanu- . ' Unmanu- Unmanu-

factured Cigarettes, factured Cigarettes, factured Cigarettes, Total .

Tobacco  Virginia Tobacce  Virginia Tobacco  Virginia Tobacco
1970 136 0 7.8 0 5.8 0.0 538
1975 ny 0 82 03 Wi 03
1080 . 28.8 0 3.1 2.3 63 -23 4.6
1981 48.1 0.024 41.4 3.0 6.7 -3.0 31
. 1982 46,1 0.7 51.9 1 -5.2 -3.0 -8.2
198 C A4 9.6 55.2 - 8.l -21.8 -4.5 -26.3
1984 - 28.4 1.5 .1 2.1 1.3 -1.2 0.1
1385 24.2 3.2 61.5 6.1 -3.3 -2.9 -40.2
1986 - 21.0 3.9 £5.9 2.5 -44.9 14 - -43.5
1987 18.4 3.7 85.5 2.5 -1 1.2. -15.9
1964 18.1 6.5 74,1 .2 -55.0 0.3 -54.7
1889 . 1.4 1.8 63.1 4.5 -45.1 3.3 -42.4
1890 ‘ 20.4 21.5 6Q.7 6.6 40.3 20.9 -19.4
Growth Rates: o |
1970-80 0568 W.A. 22,085 KA 18 0.7 3.17
1880-90 -0.76%  381.19% 13.67% 21.87% -31.93 1,25 ~30.68
1970-90 0.32% . N.A. 12.88% - 3.31% . -11.26 - -14.18

e e e

Source: Mational Statistics 0ffice
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Table 3.3. Excise Tax on Cigarette Removals, 1980-90
: : {in million peeos and presos per stick) - '

- okt e o8 ek o T et TP kPP e ek PP e e ST P e e AL AR e e e ke B P ot e e e ke ek e M T e e e il .y e ek
Qs et ey o e s e e S e e e e freifree e e ey A Sy el

Excise Tax Excise Tax Per Stick
Year ———— e ——————
Native Virginia Natlve Virginisa
1980 25 1,309 : ~0.003 - 0.028
1981 : 23 ' 1,612 ¢.003 0.029
©1982 - 20 1,679 0.003 0.029
1983 _ 19 1.840 0.003 0.037
1984 28 2,181 0.004 0.044
1985 37 2,985 0.005 0.081
- 1986 69 5,051 0.008 0.088
1987 80 6,788 0.011 0.124
1868 - 45 5,872 0.007 0.089
1989 44 6,181 0.007 0.101
1980 . 46 . 7,019 0.008 0.113
1891 " 18 3,884 0.007 0.129
(Jan-June) : T '
o o Growth Rate: - Average:
1981-85 10.69% 18.31% - 0.004 - 0.040
-1986-90 14.11% 23.84% : - 0.008 0.105
1881-90 11.45% 20.05% - 0.006 0.072

vt o o R R o 51 . ot T o o o SF o o e T o et o ol e o e ke e AP M e e e ok AR Wt e e e - e e e ek b
e I L o E N L e D L e S R D S e i e e s T i s i e — e o 7=

Source: Bureau of Internal Revenue
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In 1990. total clgarette exports of the Philippines -
amounted to US$28.8 million while importe amounted to US$HE.6
million, hence, a large trade surplue. The major: countries
of destination were Hongkong (for re-export to China) which
accounted for 50.07% in 1980; Taiwan (17.25%); Saudi Arabla
(14.6%): and Singapore (11.22%).  Except for one
manufacturer, the export of c¢lgarettes is primarily
controlled by multlnationals :

The ma1or markets for unmanufactured. Virginia tobacco
exporte of the country are West Germany, Austria, and the
Netherlande. On the import eslde, the Fhilipplines obtalns
moet of tobacco fillers and bindersz from the U.S5., Belgium,
Rhodesia, and Brazll. ' ’

Value of cigarette importation 1noreased from U.5.%2.3
million 1in 1980 to U3%6.6 million in 1990. In 1880, more
than B0% of clgarette importe came from the U.S. whereas in
1990, a large proportion originated from Hongkong. It is
interesting to note that Hongkong ies a transhipment  point
for many producte. . It doeg not grow tobacco nor produoes
significantly large amounts of oigarettes

Using trend analyels to foreoast base growth rates
which were then adjusted based on factors such as the extent
of anti-smoking campaigns in six countries in Asia, the Food
and Agriculture Organization (FAQ) estimates that tobacco
production in the Philippines would increase by 1. 8 percent
rer annum for the rperiod 1990-1995 and 1.6 percent for 19895-
2000. .

Matching thies forecast with import and conesumption
projectione, -1t seeme that importe would take an inoreaging
share of the total consumption. FAO estimates that for the
Philippinee tobacco leaf (dry welght) consumption would grow
by 4.4% per year during the perlod 1990- 1995 and 4.2% during

1985-2000. Importe, therefore, would be expected tT0 grow
more - rapldly at 19.8 and 12.0 percent per year regpectively
for the two pericde to meet consumptlon requiremente. . One

would note a downward trend in the growth rate of importe
and coneumption in the eecond half of the decade. It ie not
clear however if the slowdown would come from a decline 1in
local consumption or a higher growth of exports.

Quoting estimates made by the -U.S. Department of
Agriculture, the Ernst and Young Group (1991) reported that
the preference for clgarettes has been falling in developed
countrieg as ehown by the downward trend 1in clgarette
consumption per caplta in Canada, the United GStates, the
United Kingdom, West Germany, the Netherlands, Austria,
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Denmark, Switzerland and Japan. However, the preference for
cigarettes 18 still rieing in developrlng countries such ae
China and Indonesia. Estimates made by the Ernet and Young:
Group for the Philippines showed that cilgarette consumption
is expected to rise from 0.42% per annum in the late 1880s
to about 0.83% 1in the early 19890s8. Greater coneumption per
capita 18 expected to occur in the later half of the 1990s
ag growth rate inches up to about 1.2% per year. Adding a
population effect of about 2.3% the Ernst and Young group
forecast a total cigarette consumptlion of about 3.13% per
annum for 1990-1995 and about 3.52% for . 1995-2000 or an
average growth rate of about 3.3% per annum for the period
1990-2000. ' - -

On a worldwide basls, there are both positive and
negative factors affecting tobacco and cligarette
congumption. Az reported by Barford (1991), the positive
influences are:. (1) increase 1in porulation of smoking age:;
(2) general improvement in economic climate; (3) rising
level of disposable incomes; (4) increase 1ln emoking by
women; and (5) rapid urbanization in developing countries.

On the other hand, the negative influencee are: (1)
high taxation of "clgarettes; (2) public attitude ‘to
smoking, 1.e€., emoking bans, restralnte on marketing, and
anti-tobacco proraganda; and (3) Increased competition by
. nontobacco producte. ' : : :

- 3.3.3. Policles

The tobatco industry faces challenges in the immediate
future and beyond.. Concern for the health hazards of cigar
and cigarette smoking has led a number of government
agencies and private organization/groups - the legislative
local government unite (LGUs), print media, medical groups,
the Department of Health - to spearhead the antl-smoking
campaign. Local government unite prohibit emoking in public
places. Ordinances No. NC-73, S-89 which bans smoking in
Quezon City was issued in April 1990. The followling year
this ban became metrowide with the enforcement of Metro
Manila Authority (MMA) Ordinance No. 9 and 9-2 in July 1891,
Theege ordinances were amended in August 1891 +to provide
penalties to thoese who do not prohibit smoking in deslgnated
areas and those who fall to poet the required "No Smoking”
signe in such areas.
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The Senate and the Lower House have filed several
antismoking bille including the following: House Bill (HB)
No. 52011 known as the Comprehensive Tobacco Regulation and
Education Act of 1988; HB No. 10838 which prohibits the sale
of cigarettes to minore and penalizes the . violation thereof:
HB No. 27762 which bane c¢lgar and cilgarette smoking in
public conveyance such as Jeerneye, buses, LRTs, - and
commuter trains a= well ae in enclosed public prlaces such ae
achoole, reetaurants, movie houees, ehorping malle, and
other eetabliehments. Bille against the advertisement of
cigars. clgarettes and tobacco derivatives have aleo been
flled.

Medical groupe including +the Lung Center of  the
Philippines, the Philippine Cancer Soclety, the Philippine
Medical Assoclation, Doctore for Smoke-Free Phllippines, the
Philiprine Heart Aesoclatlon, &and othere have been etrongly .
~urging the government to implement a tobacco regulation
program that will protect the health of the populace.

A  high. tax. ie levied on oigarettes. Locally
manufactured cigarettes packed 1in 208 carrying an
international brand name (Local A) are taxed at 60% (50% ad.
-~ valorem plus 10% VAT). locally manufactured cigarettes with
local trademarks and whose wholeeale price 1e P3.60 or
higher (Local B) is.taxed 50% (40% ad valorem plus 10% VAT).
If . locally manufactured cigarettes are priced lower than
P3.60 at wholesale (Local C), they are taxed 25% (15% ad
valorem rlus 106 VAT).

Already approved on third reading by the GSenate is
House Bill No. B308 revising the exclse tax base, Iimposing
rationalized-taxes and providing for the reclassification of
locally manufactured cigarettes (Manila Bulletin, June 5,
.1893). Cigare will be levied a tax of 10 percent of the
index price. Cilgarettes packed in thirtiee by hand will be
taxed at the rate of 15% of the index price or the actual
maenufacturer’e or importer’e wholeesale price, whichever 1ig
higher. The eame basle will be used for the teaxation of
cigarettes  packed in twentlee by  machine. Locally
manufactured clgarettes which are currently claeelfled and
taxed at B5 percent or the exportation of whlch 1& not
authorized by contract or otherwise, shall be 1evied -& 55
- percent tax. .

Fears have been expressed by some egectors, however,
that the bill will not addrese the loopholes in the present
taxation syetem but will further entrench the virtual
monopoly prevalling in the clgarette industry (Manlla
Bulletin, June 8, 1993). The verslon approved by the House
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of Representatives imposes a 20 percent levy on the increase
over the 1992 income declared by cigarette manufacturera

3.4.“AThe Paper and Paper Products'lndustryA

. The paper industry deals with the manufacture from pulp
of paper and paperboard which are cut into size or shape and
converted i1nto  producte for use 1ln Ilndustry and by other
consumers. - Paperboard is heavier, thicker, and more rigid
than paper and is widely ueed for contalners and boxes for
various commoditles. The Philipplne Standard Commodlty
Classification (PSCC) conelders the product raperboard . 1f
“the welght per egquare meter 1s greater than 300 grams.
Parer 1s usually used for printing, writling, wrappling,
sanitary,  etc. while paperboard lncludes boxboard,
chipboard, clayfilled board, bleached board and " bristol
board (printer s board), coated board (used by clgarette,
cosmetic and drug manufacturere ae well ae the rubliehing
industry), contalnerboard, kraftboard, newsboard, tagboard,
and speclalty board. . ' .

- 3.4.1. Establishments in the Industry

In 1980, a total of 241 establishmente were engaged in
the manufacture of parer and paper producte. During that
year they had - a groee output of ¥3.12 billion, total
employment of 16180 ‘pereons, total receipts of F3.09
billion, eand total cost of P2.70 billion. Most of the
establishmente then were paper converters. Based on . the
1983 ' data from PULPAPEL, there were 24 paper mills, - 18 of
which were PULPAPEL " members. They had & total rated
capacity of 550,185 metric tons (Pineda, 1887).

"Of the 24 firme, five were integrated pulp and
paper/paperboard mille, four were paper a&and paperboeard
milleg, 13 were . purely paper mllle, and two were solely.
paperboard mille. The total rated capacity of the Industry
in 1983 ranged from 3960 metric tone for the emalleet Iirm
 with a 0.7% share to 184335 metric tong for the blggest firm
(PICOP) with a 34% share.  The six biggest firms 1n the
industry accounted for 67% of the total rated capacity. The
remaining 18 firme contributed only 33%. Moet of the firme
were located 1in Luzon, 14 in Metro Manlla, 4 1in Central
Luzon, and 2 in Southern Tagalog. Two firme were in the
Visayas and another 2 were in Mindanao (Pineda, 1887).

- 45



\

8.4.2. Rew Materials for the Industry

The raw materials for the paper industry include 1long
and ehort filber pulp, scrap/waste paper, and chemicals.
Pulp can be obtained from rice straws, grasses, abaca, rags,
agricultural waetes, wood waste, hardwood and softwood
- ppeciles. ' :

In the Philirpines, the raw materlale ueed by the raper
indugtry include wood, gugarcane bagasse, abaca filbers,
' waste paper, and imported pulp. Long fiber pulp is eourced
from abaca due to lack of eoftwood epecles.. However, the
supply of sbaca is limited and 1ie relatively costly. Hence,
1t is belng used only in produclng. specialty papers.

On _the other hand, the short fiber pulp produced by
integrated mllle ie eometimes sufficlent but lnadequate at
other times to meet +the needs of the industry. Such
ghortage therefore has led to importation of about 60% of
these materials. The industry alec hae relled heavlly on
the recyecling of scrapr paper for its input although this hag
led to the production of poor quallty parper.

Other local sourcee of raw materials (in limited
quantities) for paper manufacture are forest resources; the
ieaves and barks of 1ipil- ipil trees; vegetables such as okra:
and pechay; grasses such as cogon;. wastes such as sawdust;
cotton lintere; banana stalks; rice stalkse; corn halr;
bamboo and barks of trees; water’ hyacinths, ete.. '

3.4.3. Government Policles and the PaperfIndustry

The government, in line with ite Iimport substitutlon
policy. encoursges the growth of the paper industry by
providing high protectlon and incentives in the form of
various tax exemptions or reduction.. In- 1881 and 1982,
importation of the 55 paper producte banned gince 1870 was
liberalized. Another policy change ‘wae the Tarlff Reform
Program lmplemented in etagee during the period 1981 to 1985
which reduced tarlff ratees for paper products from 30- 1004
in 1980 to 10-50% in 1985.

- While the government tried to liberalize +trade, non-
tariff barriers which were more restrictive than tarliff in
limiting imports were implemented. Most paper products were
regulated 1in 1982 and 1983 in the form of requirement of
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prior import approval or clearance from the -BOL. This
import regulation was actually a result of - the PULPAPEL
petition to ©protect the local paper industry .due to the
influx of importe ceaueed by the tariff reductlion in 1981.

The industry’e already low caraclty utilization declined
further from 59% 1n 1981 to 56% in 198Z2. '

The polieiee which have affected the industry . eince
1946 were: i

a: R.A. No. 35 of 1946 which =~ entlitled  paper
: - manufacture considered then aes a new and necessary
industry, - to full exemption from the payment of
internal revenue taxes for & period of 5 years.
Thie weae revised in 1953 by R.A. No. 9801 -which
granted full exemption to paper manufacture from
the payment of import dutles, compensating tax,

epeeial import tax, and foreign exchange tax;

b. Tariff Act of 1957 1increaeed the tariff rates  on.
pulp importe from zero duty in 1809 to 10% in 1957
and on finished product imports from 10%-40% 1n
1909 to 5% - 100% in 1957;

. C. Central Bank (CB) Circularse and Memoranda required
prior CB approval for the importation of 55 parer
producte  under the Unclassified  Consumer Goods

- (UC), Semi-unclasgified Coneumer Goode (SUC), and
Non-essential Consumer Goode (NEC) categoriee
(1970): prior authorizatiocn and licensing from the
CB for the importation of newsprint (1972), and
that paper waste may be lmported only by rarer
mille/manufacturere (1978);

d. R.A, No. 37 (Reviged Tariff and Customs Code of -
o the Philippines as amended by P.D. 34 (Jan. 1,
1972) - impoeed a three-level tariff rate at 30,
50, and 100% on paper and paperboard products
based on eseentlallity and avallability of  local .
production. It also imposed 50% levy on pulp
other than long-fibered which had a tariff of 20%;

e. In 1978 and 1979 advaneefpeyment of duties and
taxeg on all importe which included paper products
and inpute, and in 1979 advance margin depoesits on
import licenses were required

f. In 1981 and 1982, the CB liberalized the
' importation of paper products but during the same
yvear and 1in succeeding vears, it required prior
BOI approval/clearance on the importation of
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leaves, booklets or tubes.

paper rroducts as well as inpute of the I1ndustry -
including machineries and pquipment. Then in
1984, the CB banned importation of commoditiee
requiring prior CB approval and are classified
under the UC and NEC categories. The three banned
paper producte were bond paper in rolls or sheets;
paperboard, ruled, lined, or squared, in rolls or
gheete; and cilgarette paper, cut to size, In

P.D. 1789 (Omnibue Investmente Code of 1981, .
amended by BP Blg. 391 known as - the Investment

Incentive FPolicy Act of 18983) - provided
incentlves euch as tax credite and exemptlons,
protection of patente and righte, post-operative
tarlff, protection from government competlition,

. and rriorlty on financial and investment

agsistance and exrort promotion to pulp, parer,
and paperboard mills regletered with the BOI and
in rreferred areae’ of 1nvestmente in . the
Investment. Priorities Plan. For pulp and paper,
these areag include pulp from "indigencus raw
materiale: 1ntegrated pulp and paper productlon,
fiberboard for indigenocue raw materials, and
racking containers for export regulremente.

Tariff and Custom& Code of the Philipprines (1882)
- scheduled tariff rate adjustments in 5 stages
over the perilod 1881-1885. Before this . tariff
reform rprogram, tariff rates ranged from 10-50%
for material iInputs -and 30-100% - for finlehed
producte of the paper industry. In 1885, the
tariff rates were reduced to 10-20% for 1nputs and

"10- 50 for finished products

3.4.4. In

In ¢t
categorlize
raperboard
paper-boar
proceselng
conversion
The latte
importe.

ternational Trade in Paper and Paper Producte

he Foreign Trade Statietice. paper imports were
d into Paper and Paperboard importe; and paper and
cut to slze or shape and articles of paper and
d. Reepectively, the catéegoriee correspond to the
of pulp into paper and paperboard and the

. of paper and paperboard into various producte.
r comprieed a very emall percentage of all paper
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During the years 1975 to 1878, there were lower imports
compared to 1974 and 1973. The hilgher cost of oil which had
"a greater share of Import expenditures and the Inflation
worldwide which made 1importse more costly led -to lower
importe of other goods including paper and paper products.

‘The quantity of paper imports roee by 5.3% from 123921
mnetric tone in 1980 to 149882 in 1984. In terme of value,
the relative proportion to total importe was 0.98% in 1980
and 1.2% in 1984. -

Paper exports include newsprint, printing and writing
paper, praperboard, tollet paper, paper bage and boxes,
envelopes, and etatlonariees and represent only " a emall
percentage of local output : :

'3.4.5.. Problems of the Industry

Pineda (1987) enumerates ‘the following problems faoed
by the paper industry: 4 ‘

a. Financial difficulties apparently due to inflation
and peso devaluation

b. Plant facility which were old and obesolete. In
. .addition, small pulp and paper mills proliferated
in wvarlious rarts of the country caueling low
productivity ‘and unoompetitive gcale of operation.

o

Unfalr product competition - because of dumpling or
technical emuggling and forelgn-made paper ‘and
paper producte the quality of which are at par or
better than locally made products. .

d. Raw material shortage 1g & perennial problem of

~ the industry. The industry depends on 1imported

raw materiales making 1t vulnerable to external

conditione. For instance, devaluatlon resulted in

an increase 1in the coet of inputs while outprut

pricee did not riee ae much because of depreseed

demand. These problems which started in the 1970s

due to oll price increase and worldwide inflation

exacerbated further 1in the 18808 because of
another world recesgsion.

e. Pollution problem - the paper induetry ranked
second among industries polluting water bodies.
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f. Manpower problems - technically trained manpower
was lacking both for maintaining the industry’se
facilitliee and equipment and producing quality
paper and paper producte. Likewlse pulp and parper
regearch lack manpower. :

3.5. The Feptilizer'lndustry

Fertilizer is a significant input in crop production in
the Philippines, especially rice and sugar. Food crop
production haes failled to keep pace with the . increasing
population, hence, one of the reforme made by the government
was to dismantle the blas against agriculture 1ncluding
fertilizer monopolies and direct government intervention in
the trading of agricultural inpute in 1986. Importation of
feprtilizers wae lliberalized. bringing about the entry of new
importers, distributors, dealers and retallere as well as
guppliers (Villareal, 1989).

The number of importers granted liceneses by the . FPA
went up from only 14 in 1985 to 71 in 1986. The entry of
‘new importers brought more competition among- importers and
fertilizer traders. This, together with declining prices in

the world market cauped & decrease in domestic rricee. For
" instance, while in 1883-1985, importere of urea obtalned an
average margln of US$112.7/ton, in 1886-1988, the average
margin went down to US$35.1/ton, & -reduction of about TOX%.

In order to keep theilr eelling prices competitive,
fertilizer cpmpaniea were compelled to reduce coste of
operation by minimizing or diecontinuing servicee provided
to farmers . These eservices lncluded advisory and extenslon
services. Moreover, the distribution network of reglonal
officee with four or five warehouses in each reglon was
reduced. Currently, some fertilizer companies maintain
their warehouges, only at or near reglonal ports.

As the gap between import costs and bprices raid by
farmers narrowed down, demand for 1imported fertilizers
increased. The rise in the use of fertilizers was also
attributed to the protection  accorded to  locally

manufactured phosphatlc-based fertilizers-

Other reforms in the fertillizer sector were:

a. Fertilizers are exempted from the 10% value added
tax and from the 9% ad valorem tax on importation.
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The industry 1s ealso provided an indirect subeldy
through exemption of ‘imports of nitrogen and
potassic-hased fertilizers-from the 5% Import tax.

b. ~On transport, there was deregulatlon of ehipping
-and c¢argo handling services, rationalization of
freight rates, rrovislon of incentivee for vessel
acquisition and removal of disincentives to the

~ develorment of private port facilities.

3.5.1. Role of the FPA

“Because of the liberalization program, the Fertilizer
and Pesticide Authority (FPA) relinguished its control @ on
the procurement and tradinz of fertilizers. It retained,
however, 1ts other functions such as:

a. Quality control egervices to safeguard the health
of the peoprle and to ensure optimum productivity.

" b. Implementing  preventive  measures mgainst

: manipulation in the markets for staples and
agricultural inpute - The. government monitors,

arreste. and proegecutes manipulators as well as
regulates fertllizer and pesticlde traders through
the 1iesuance of I1mport permits. The permite
enable the FPA to monitor the entry and quality of
fertilizer shipments and its distribution around
the . country. Permit ie likewise required from
importere in avalling the fertilizer subsldy under
a deferred tax payment scheme. The FPA also
monitors fertilizer pricee to protect farmers.

The deregulation of the fertilizer induetry, ‘however,
_has made 1t more difficult -to track down unecrupulous
tradere who esell misglabelled, adulterated or underwelght
fertilizere because of the preeence of numerous fertilizer
handlere operating on a non-exclueive arrangement (FADINAP,
1992).

. The FPA was created in May 1977 through Presidential
Decree 1144 which aleo abolished the Fertilizer Industry
Authority (FIA). P.D. 1144 placed the regulatory functione
applicable to the fertllizer and pesticide industry on the
FPA. It aleo provided additional powers to the FPA, such as
the licensing of all handlers of fertilizers and
registration of all grades and types of fertllizers.
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3.6.2. Domestic Produotion of Fertilizer,

As early a= the 1950s, fertilizers were locally
produced with the establishment of ‘the Marla Cristina
Fertilizer Corporation (MCFC) 1n Lanao to  booegt sugar
production in Mindanaso. Between 1953 to 1865, rice and corn
farmers were encouraged to apply fertilizer in their farme.
‘hence the establishment of. three more plants, namely:
Plantere Producte. Inc. (PPI), Atlee Fertilizer Corporation
(AFC),  and Chemical Industrlee of the Philippines
(ChemPhil). _ ' '

The . fertilizer plants were strateglically located to
gatiefy demand. PPI, the largest company, built its plant
in Limay, Bataan to provide urea, NP, and NPK in Luzon. I%
produced more than 50% of locally produced fertllizer.
Chemphil in Taguig, Rizal manufactured ammosul and sulphurlc
acld for Luzonh also. To meet the fertilizer requirements in
the Vieayae, AFC built 1te plant in Toledo, Cebu.

~In -1977, incresged productlon coeste due to high costs
of imported reaw materials forced MCFC end -Chemphil to shut
down their plantes. In 1980, AFC temporarily stopped
"manufacturing ammonium .sulfate but resumed operations 1n
1985. In 1982, PPI reduced 1ite volume of production by half
and eventually stopped producling fertilizer 1in 1984,

In 1984, fertlilizer pricee eoared due partly to the
global oil crieis and to the scarcity of forelgn exchange 1n
the Philipplines caused by political inetabilility. Productlon
of fertilizer declined to a record low of 103364 tons in
1984 from 164,183 tons in 1883.

' In 1985, the Philippine Phosphate Fertilizer
Corporation (PHILPHOS), a semi-government owned fertilizer
plant, started commercial operations. It wae coneidered
the largest phosphate fertllizer plant in Aesia and one of
the , largest in the world (it exports 16-20-0 and 18-46-0).
It produces 88-90% of rhosphatic-based and complete
feptilizers while AFC satisfies 10-12% of local demand for
- thoee fertilizer types. Another private company, the Farmix
. Fertilizer Corporation (FARMIX) likewise produces
phosphatic-based fertilizers.

In 1986, & local plant, International Chemical Inc.
(Inchem), started producing commercial potassium sulfate (0-
0-52) in reeponse to the growing demand for a chlorine free
gource of K O for tobacco and other plantation crope.

A
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Table 3.4 enumerates the phyelcal facilitles - and
capabilities of fertilizer manufacturers in 1980. The volume
of fertilizer manufactured locally reached 934,346 tons in
19980, an increase of 14.7% from the total of 814,420 tons in
1989 (Table 3.5). Compared to the prroduction of 103364 tons
in 1984 the lncrease was about 8026 in 1890.

: Table 3. 6 preeents production and demand for
. feprtilizer for the years 1985, 1989, and 1990. In terms of
nutrientg, demand was always highest for’ hitrogen (N),
followed by phosphorue (P O ), and then potaesium (K O).
-2 5. 2
Production: on the other hand WaBs highest for phoephorus,
followed by nitrozen, and then potassium.

~ 0f the 2.36 million tonse of fertilizer evailable in
1990, 61% was absorbed locally, 19% wae exported, and the
reet remained at the importere or distributore warehouses.
In terme of nutrient content, 990551 nutrient tons of total
nitrogen. rhoerhoroug, and potassium were avallable during
the eame year. Of this volume, nitrogen comprleed 60%,
phosphorus, 24%, and potagsium, 16%. About 588,091 nutrient
tong were locally conesumed, 194,600 tons were exported,
112980 tons were in the inventory, and 95,217 tons were the
adjustmente on gales or lmporte that were stlll in transit,
at the time the reporte of fertilizer companiee to FPA were
being prepared. :

3.5.3' impqrtation

: - Fertilizer raw matellals and finished producte are both

locally produced and imported. Phosphatic fertilizer 1s
produced locally whereas nitrogenoue and potagsic oneg are
gourced through imports. ‘

The Philipprines. has alwayve relied on importe for. 1te
" finlehed grade of nitrogenous and potaseic fertlllzers and
for the raw materials necessary-for the local manufacture of
rhoephatic baesed fertilizers. Indonesla, Japan, the former
USSR, the Republic of Korea, Qatar and Canada are &among the
country & major suppllere of finished . fertilizers
Indoneela suprllies more than 60% of the country‘e
requiremente for urea whlle Japan euppliee moet of the
smmosul  reguiremente and the former USSR was the source of
muriate of potash (MOF). :

Japan and Canada gave fertilizer assistance to the
Philippines . through the R.P. Japan Grant and CIDA,
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Table 3{4.’ Phyeical facilitles and capabllities of fertilizer manufacturers, 1980.

Manufacturer Location Unit Capacity - ~ Products
PHIhPHOS "~ Isabel, Leyte a. Granulation - 6h HfPH/Train (2 trainsl- 18-46-0-  15-15-15 §
' b. Sulphuric acid 1500 MTPD 16-20-0 15-15-15 ¥
¢. Phosphoric acid 600 HIPD o 141414 L 16-16-8
d. somonium sulphate 520 KTPD - '
AFC S&ngi,'leedo a. Fertilizer compaction 50 000 MIPY- 16-20-0 0-18-0
. City, Cebu - b. Sulphuric acid 72 000 HIPY 14-14-14  6-8-15
¢. Phosphoric acid - .8 000 KIPY 12-12-12
“d. Single superphosphate 45 000 MTPY
¢. hmumonius phosphate T8 000 HIPY
f. Complex fertilizer - 80 000 HIPY
INCHEH Guiguinto, a. Potaseiva Sulphuric 8 000 MTPY 0-0-52

Bulacan

WIPH - Metric Tong Per Hbur
. MIPD - Metric Tons Per Day
MTPY - Metric Tons Per Year
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Table 3.5. Fertilizer Production by Grade, 1989-1990 (Tone).

T T T e et
Grade : 1990 ' 1889 o change
16-20-0 | 332953 330604 oo
1B-46-0 142814 76942 _19.29
0-18-0 - 106 7322 ~98.55
15-15-15 Mé _ 84863 78941 7.50
| b | ) L
15-15-15 S 80698 30839 161.68
12+12-12 1167 2795 - -58.25
16-16-8 1 80916 |
14-14-14 205814 h' 182820 12.58
0-0-52 | 15015 4157 - -20.64
Total . _ 934346 814420 14.73

ok St et s e o e e e e e e e e e e e e e e . — — —— Y - —— —— — LR AL DTS I ==

“Muriate of Potash - source of Ko
. . : - 2

b
Sulphate of Potash - source of K O
o 2
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rable 3.6. Fertilizer Production, demand and gap, 1985, 1989 and 1

(Nutrient tons)

Nitrogen . Phosphorue - Potasslum
N PO K O ‘Total
2 5 .2
1990
Production 145714 199039 62869 407622
Demand 400572 104974 82545 588091
Gap (254858 ) 94065 . (19676) (180469)
1989
Production 126893 191029 44559 362481
Demand 375940 84101 77260 537301
Gap (249047) 106928 (32701) (174820)
1985
Production 88924 109652 5511 204087
Demand 205364 42822 35060 283246
- Gap (116440) 66830

. (285H49)

(791569)

Note: Produétion of nutrients N and K O were derived from the

Z

s loéal manufacturing of compounds of NP (e.g. iBmdB—O and

16-20-0)

Source: FADINAP (1992)
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In 1990 Japan provided 1465.0 vuuo ur uuuut. 60% of the'
~ammosul imports whereas Canada provided 15750 tons of MOP or
-about 30% of the country’e total imports.

" Rock rhosprhate fertilizers are-obtained_ mainly  from’

Senegal, Israel, Jordan, Nauru, Central Africa, South
Africa, and Morocco, while anhydrous ammonia 18 imported
from Indonesia, Qatar, Saudl Arabia, and others. Sulphuric

acld is supplied mainly by Japan..

: The average import and retail prices of fertilizer from
1983 to 1991 are presented in Table 3.7.

. Importation was left ‘in the h&nds of the private
sector. In 1990, a total of 82 importere were reglstered.
Thirty percent of these importere import traditional gradee
of fertilizer such as urea, 21-0-0, and 0-0-60.

Coneidering the. volume of importation in 18990, the
first 10 companies were: ©Swire (15.8%), Farmix -(15.5%),
Fertiphil (12.1)%, Norek Hydro (8.4%), Phllippine Planters
Corporation (7.2%), PHILPHOS (7.2%), AFC (6.9%), La Filipina
(6.3%), Parafert (2.7%), and Modern Timee (2.8%).

3.5.4. Fertilizer Consumption

In 19890, fertilizer consumption was placed at 1.4
million tona. For the perlod 1985 to 1980, consumption grew
at a rate of 15.3% prer annum. On the basis of nutrient
consumption, gPK consumed amounted to 580,318 nutrient tons
in 1990, an increage of 8% from 1989. Due to increasing use
of fertilizer, average apprlicatlon of fertilizer reached
44 .9 kgs. NPEK/ha. '

3.6.5. Marketing and Distribution

Each of PHILPHQS, AFC, and FARMIX has escvaviisned its
own marketing eyvetem and a separate marketing subsidiary.
Thelr own dealer networke recelve stocks through their
corporate diestributors which in turn sell fertilizer to
farmere or subretallers. S '

Imported - fertilizers are sold through various dealer
networkes which recelve suppliee elther directly <from the
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‘Table 3.7. Average inport and retail prices of fertilizers by arade,
' ' 19631991 (U5$/ton). - ‘

________________

Urea  21-0-0 0-0-60  14-14-14  16-20-0  18-46-0

1983-198. 4
Tnport 172,77 9T.81 103.69 17338 168.88  244.53
Retall ~ 285.44° 105.83 24151 20440 287,32 . 419.43
Margin - 112.67  88.02 13T.82 12104 11844 174.90
1986-1988 . ' o
Inport 126,00 7747 -102.98 - 17231 163.57 23551 e
Retall 161,12 114.85 15902 212.16 20487 260,40

Mergln , 36.12  37.48  86.04 38.85 4430 24.89

1990

Inport 157.08 91.18 131.23 17180 172,00 | 230.70
Retall 214,98 128.81  174.01 226.78 220.73 . 284.14
Hargin 57.80  38.63  37.68 - 94,78 48.13  63.4

1991 Jen.-June ‘ o
Import 197.09 - 85.18 144.72 NI RIs 233.36

Retail 266.21 131.82 227.18.  7298.66 253.93 1.1
Hargin 69.12  46.64  82.47 71.83 b

Import price in 1988. No importations fom 1985 to 1987.
b :
Average of January and April imports
NI - Ho ieports |

Source: FADINAP, 1992
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importers upon arrival .or through distributore at key
distribution points. Private distribution of imported = ag
well as locally manufactured fertilizere are allowed. This
is 1in line with the privatizatlon of the fertilizert esector
in order to allow farmers to take full advantage of the
available distribution systeme. Other distribution channele
for fertilizer are farmere” cooperatives, sugar mills,
- cotton growers, and large farmg and plantations.

In 1990, about 1.45 million tons of fertilizer were
sold in the country with 53% distributed in Luzon: 25%, - in
the Visayvaeeg: sand 23% 1ln Mlndanao. Prior to fertilizer
liberalization, the government designated fertillizer ports
- for diecharge. With the program, a free market system
- existe and this 18 neceesary to ensure avallabllity of-

fertilizer 1in the provinces. o

Marketing costs incurred by local manufacturers include
transport, handling and etorage costs from the plant to
. corporate warehousee and eventually to dealers”
warehoueee/stores. ' e '

The coet etructure for imported fertilizers 18 more
complex. From the prort to the warehouse of the importers, -
coste cover bagging, landing, dellvery and warehoueing and
this 1s eestimated to be about 14% of total cost. Other
coste that should be coneldered are cost of money and bank
chargeg (about 6%). Depending on the performance of -the
company . the relative proportion of  adminlstrative
overhead and marketing coste vary. Five percent  for’
operating coste and another five percent for thelr margine
are  conslidered reasonable flgures by the fertilizer
agsoclation.. Only one percent contingency 1s given for
loeses in stoage or transit, ehrinkage and demurrage.

Of the total landed coet, marketing cost amounts to an
average of 20%, 9.5% of which ie cost of bagging 1including
cost of bag (It should be streseed that about 20% of the
total imports are already bagged). On the average, bagging
" cost is higher in Manila ports by P60/ton compared to -other
ports 1n the country. This can be attributed to -higher
labor cost and higher transrort and storage coets in Manlla.
Also, there is a lighterage charge of about PBO/ton where
offghore unloading is necessary
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3.6.6. Fertilizer Subsidy

In 1973, the tax incentive on fertilizer was first
granted in the form of an outright tax exemption on
fertilizer importation. It was later converted into subsldy
and was implemented through the deferred payment scheme.
Thie incentive wag -glven 1 responge to the fourfold
increase 1n the world fertilizer price and to complement the
program of the government to attaln self-gufficlency 1in rice
and corn by maklng avallable c¢heap fertilizer  to the-
farmers. ' :

The subslidy =tarted as a cash subsldy echeme based on a
two-tlered pricing syetem whereln fertilizers were sold to
growere of opriority I crope such &8s rice, corn, and
vegetables at a subeidlzed prlce whilch was 50 to 70% off the
regular price. Fertllizere were sold at a higher price to
growers . of priority II crope or export crore euch ag sugar,
banana, and pineaprple. However, there wae rampant diversion
of fertilizer from priority I crope to priority 'II crope.
The program was terminated in 1976 because of difficulty in
implementation =&and monitoring and the large budgetary
reguirement amounting to F12 billion.

Simultaneous with the two-tiered pricing - system, . the
FPA develored a pricing formula 1in ‘order that local
manufacturers can recover their production cost with &
guaranteed mark-up of 5% and importere can be assured of a
2% mark-up. To do thie, the FPA determined the ex-warchouese
price based on the amount of cash subsidies avallable to the
fertilizer companies azs well as on the welghted average coet,
of locally produced and Imported fertillzer. For the prices
to prevall “n the market, FPA ruled that no importer can
bring 'in fertllizer wilithout the aprproval of FPA. This
eyetem was abolished 1n 1982 due to the slump in the world
market prices.as well as budgetary oonstraints on the  part
of the government.

The government then adopted the lndlrect subsidy to the
local fertilizer echeme which was: implemented under the
‘deferred tax payment scheme. Hence, the government through
the FPA absorbes the aprlicable customs dutlies and taxes.
The import dutlee were charged agalnst the subsidy fund of
the government known as the Tax Expenditure Fund (TEF) 1in
the General Appropriations Act.

Fertilizers not avallable locally were granted full

exemption from the 2Z0% import duty. Importere of phosphatic
fertilizer are taxed to protect the local manufacturers. In
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. 1988, hqwever, importere of phosphatic fertilizer paid only
_ 5%_1mport tax as the balance of 10% was subsldlized.

Executive Order -No. 364 in July 1888 1lowered import
tarliff on fertilizer grades from 20% to B5%. The subsidy on
nitrogen and potaeglc based fertllizer ' imports continued
while that on phosphates was terminated. '

Starting 1in December 1980, the government assumed the
9% Ad Valorem Tax impoeed on fertilizer imports, in addition
to the 5% import tax. The Ad Valorem Tax which was levied
on all importe was reduced to 5% in January 1991. In July
1991, Executive ‘Order No. 470 lowered the import duty of
nitrogen-based and potassic-based fertilizer. from - five
.percent to zero percent. - - : :

Again, to help farmerse increase theilr - income through
increased productivity, the government implemented the Rice
Action Program (RAP) in 1988. There were aleso the  Rice
- Production Enhancement Frogram (RPEP) I and RPEP II which
provided a free bag of urea for every two bag  of milneral
fertilizer with a maximum of three bage free for every slx
bags purchased. Where farmer beneficiaries opted  for
inorganic fertilizers. they are entitled to one bag free for
every four bage purchased or a maximum of three bage free
for every 12 baege bought. While RPEP I and II covered
irrigated areas only, the RAP covered both 1rrlgated and
rainfed areas.- o

3.5.7. Problems of the Industry

Among the problems of the .industry were inadequate
capacity and low efficiency in production; inadequate supprly
of raw materials for local manufacturing of fertillizer;
inferior quality and insufficient characterization of
locally. available raw materials deter local manufacturers
from using them; shortage of vesses 1n transhipment of
fertilizers; lack of adequate pler facllities and
warehousing capacitles, ghortage of credit echemes;
ineffective government extension services which should have
been the appropriate source of information on the efficlent
uge of fertillizer: and the high urea-rlce price ratlo which
.affecte the use of fertillzer by farmers (FADINAP, 1992).
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3.6. The Pesticide Industry

Pesticides have become a major component of @ farm
"production, being used as an input in the production of
rice, vegetable, frults, and others. The government agency
that haeg been given the power to regulate the Iimportation,
‘production, distribution, sale and use of pesticides 1In the
Fertilizer and Peeticilde Authority (FFA).

'3.6.1. Market Structure of the Pesticide Industry

The * pesticlide 1industry 1s characterized by & emall
number of eellers, lack of marketing information among
firme, eome degree of product differentiation and existence
of barriers to entry (Rola —and Chupungco, 1892). The
structure of the industry has remained oligopolistic most
probably ever esince the induetry started. Barriers to entry
in the industry include among others’ the amount of
caplitalization needed and the liceneing requirements (Rola
and Chupungco, 1992; Rola, 1981)

In 1980 the Agricultural Pesticide Institute of the.
Philippines (APIP), a non-stock, non-profit organization . of
‘companies engaged 1in the marnufacture/formulation and/or
marketing of agricultural chemicals. controlled about 80
percent of the total sales of the industry (Rola, 1881). Ae
of 1991, the member companies of APIP have held the control
of the industry to the same extent. The APIP was founded 1n
1967 and wae . then composed of 22 peeticlde companies. Only
one pestlicilde’ company, the Planters Products, Inc. was not a
" member of APIP in 1891. ' . :

Pesticide companies differ 1in businese operations.
'Some companiee 1mport restlclde rroducte and market the
final producte by themselves. Others import the technical
materiale, formulate theese materlals into final producte
which are then marketed to the users. i

‘APIP (1991) reported that i1ts members employ a total of
424 sales representatives and extenslon agents/demonstrators
all over the country, and have-around 3000 dealere duly
‘1icensed by the FPA. For calendar year 1991, 118 dealers
registered with FPA for pesticides only eand 1062 for
fertilizer and peeticidee. Among the regione, Region IV or
Southern Tagalog had the most number of pesticldes dealers,
23, while Region III or Central Luzon had the most number of
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fertilizer and pesticide dealerse, 195, who were 1esued
license +to operate in 18981. Thege figures were lower than
the number reglstered in 1980. The FPA license is_effective
for a continuous three-year businees operation, - thue
considering the years 1989 to 1981, the total humber of
-registered dealers adds up to 4186 '

The Bales statistice of the APIP for the gecond half of
" the 19808 show that . the etock sales of  agricultural
chemiceals generally lncreaging.. : : '

Importe consisted of 1nsecticidee, fungicides, and
herbicides. In terms of value, the highést —amount of
importe . was reportéed for insecticides, followed by .
fungicides, and then herbilcides. In 1989, the total value of
pesticide imports was $49.2 million composed of 41 percent
insecticides, 23 percent fungicides, and, 14 percent
herbicides. In terms of volume, the higheet was obtained in
1987 for insecticides at 3007 mt and for funglcides at K 5571
mt. Herbilcide imports was highest 1h 1988 at 2043 mt. - In
1989, the total volume of pesticide importation amounted to
12265 mt consiesting of 20 percent ineectlcides, 14 percent
herbicldes, and 16 percent fungioides

Prior to 1973, the tariff rate on formulated pestioides
was 10 percent. From January 1, 1973 until Auguet 23, 1891,
it became 20 percent under P. D 34 and P.D. 1464 but wase
back to 10 percent on August 24, 1891 under E.O. No. 470.

'4.6.2 Marketing of Pesticldes by Dealers/Wholeselers

_ Based on the interviews with 34 pesticide dealers and.
wholeealers .1in nine provinces in the Philippines, the "most
common type of marketing channel for pesticides was the
‘channel from the pesticide company/distributor to the dealer
and finally +to the farmers. The other channels observed
were from the pesticide company/dietributor  to the blg,
dealer and then to the emall dealer and lastly to the-
farmere (Rola and Chupungco, 1992). -Rola (1981) did a more
comprehenegive study of the marketing intermediaries and
jdentified other marketing channels for pestlicides such as
from the indentor direct to  distributors and plantation
owners, and from the distributors to big dealere to agents
and then to farmere. ' '

To increase sales, the - pesticide 'dealeré'- aﬁd
wholesalers gave discounts on thelr producte, personal .
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service thru technical advice, and credit extension, among
othere. Most of these dealers and wholesalers determined
their eelling rrilce based on mark-up while others used the
prevalling market price or the suggested company price. The
mark-up on  the procurement ©price of 1Insecticldes,
herblcldes, fungicides, and other chemlcals varied from one
percent to 33 percent with moet of the mark-—up ranging from
‘6 to 10 percent. S

Although‘ the government banned the gale of ~ some
peatlicldes, some market ~outlets were- found to contlnue
gelling . these banned reesticidee. In ite pesticide
regulatory policies and implementing guidelines and
rroceduree, and 1ts latest listing of banned and restricted
pesticides, FPA (1987-1991) only allowed the use of DDT  for
malarial eradication program. Agquatin and Brestan, on the
other hand, were formerly allowed for use in the control of
golden snalls, but then were found to be toxlic  and proved
hazardous +to humane and other living organlsme and hence
were banned in the market through Pestliclde Circular No. 1,
Seriee of 1880 (FPA,. 1991).

'3.7. The Petroleum Industr

3.7.1. Institutions

The Phillppine o011 1lhaustry 18 governea by . the
Petroleum Act of 1948 which regulatee 01l exploration and
production ifacluding refining and oll pilpelines. The
marketing < function of the industry is contained in the
Retail Trade Nationalizatlon Act of 1954 which originally
banned non-Filipino corporations etarting 1864 from selling
011  directly to end-users. This granted Americen . firms a
10-year extension when the RP-US Parity Agreement .- explred.
Corporations were llkewlee encouraged to organize 100
percent Filipino-owned companiee to do retall activities.

In May 1975. P.D. No. 714 amended the law and
permitted manufactureres or processore or thelir subsldiary or
affiliate company to sell to -Industrial, commercial or
agricultural users. and consumers who utilize the products
to render public service and/or to produce or manufacture
producte which are in turn gold by them. '
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In 1971, the 01l Industry Commission (OIC) was created
to  regulate and get prlcee of petroleum productse. It wagz
gradually rhased out with the organization of the Ministry
of Energy in 1977 through P.D. 1206 and the activation of
the Board of Energy (BOE) under the Office of the FPresildent.
The BQE handled the price regulatory funotiune of the OQIC.
The other funotiona of the BOE were:

a. Issuanoe, renewal, and oancellat19n7 of - éowef
franchises. : : ‘ .

b. Licensling and regulation of petroleum refinery -
capaclities. . ' :

C. Review of crude oll import costs in order that

extraordinary galne to oll companles due to
“product price adjustmenta would redound to the
public interest.

The Miniastry of Energy was created to <formulate,
implement, and monitor policies and programs of the energy
_ sector. In 1986, it was renaméd the Office of Energy
Affaire and was placed under the administrative esupervieion
of the O0ffice of the President through E.O0. No. 20.°

The Office of Eneray Affairs became the agency

responelible in the formulation. planning, . monitoring,
implementing, and coordinating policles and programe in
energy. In addition, 1t coordinatee all activities which

the government may need to undertake in relation to the
‘exploration, development, marketing, distribution, storage.
and efficlent utilization of energy resgources Ifrom foeeil
fuele such ag petroleum, coal, natural zas and gae llguids,
‘nuclear-fuel tesgources, geothermal reeourceg, hydroelectric
resources, and exieting and potentlal forms -of non-
conventlonal energy.

~ On May, 8, 1987, E.O. No. 172 created the Eneragy
Regulatory Board (ERB) in prlace of the BOE, It .also
abeorbed the Bureau of Energy Utilization’s regulatory and
addudioation rowereg and functions.

: - The Officé of Energy Affairs also took ‘over the
Philippine National 01l Company™s (PNOC) regulatory
authority over o011 companlee particularly on product
importations. The PNOC, created in 1973 by . Presidential
Decree 334, however, remained a state corporation whilch
undertook oil/petroleum operations, mainly the buying of
crude oil for Petron Corporation, ite refinery and marketing
subsidiary. ' '
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In December 1973. . PNOC &acgquired the marketing
operations of Esso and the latter’s 57 percent equity in
Bataan Refining Corporation (later increased to 60 percent).
Esso was renamed Petrophil Corporation which waes later
merged with the Bataan Refining Corporation to form Fetron
Corporation in 1987. Earller, on Seprtember 1, 1883, Mobll,
which had a market share of 12.6 percent, eold thelr
marketing aesetes to Caltex but’' PNOC, acquired the 40 percent
share of Mobil in-BRC on an extended payment processing
agreement. e

3.7.2. The Medium Term Energy Plan’

The Phillppine Medium-Term Energy Plan 1988-1992
defined the energy objectives of the country as follows:

(1) on the supprly slde, to ensure the avallability of
energy to the local markets at reasonable prices,

(2) on the demand side, to rromote the judicious and
efficient use of energy resources; and :

(3) on  the environmental side, to mccomplish (1) and
(2)  with minimal adverse effects on  the
environment .

To achieve these objectives, then President Aquino’
created the Energy Coordinating Council (ECC) through E.O.
" No. 338 in September 1988 with the following powers and

functions: ' )

(1) Review and formally ratify. the energy prlan,
including = the power gxpansion program of
government agencies and corproratione; s

(Z) Make appropriate representation to the .Investment
Coordinating Committee or the government agency
responeible for investment fund approrriatione, to
ensure that energy sector - lnvestmente are
consistent with the approved energy plans

(3) Analyze, coordinate, and, with the approval of the
President, inltiate major energy and power
development projects that require the utilization
of fundeg avallable to the government; :

(4) Coordinate the implementation of approvediprodecta
to assist‘iQ.their timely completion; and
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(5) As  the need ariees, such as during 'anticipated
energy or power shortage., determine and recommend
to the Pregilident the.appropriate course of action.

3.7.3. Pricing Polloy

The goVernment get key product specificafions'for fuels
and enforce price ceilinge which were adjusted from time to
time. ,

Addustmente on company take are ueually delayed but
were allowed for almoest full recovery of increases in crude
coet and other cost factors such as refining, marketing, and
financing. Prices ex-Reflnery and ex-Pandacan (the mailn
Manila oll terminals) were flrest determined. Differentials
were then added on for other points in the marketing chain
- to reflect frelghting coste (PSPC, no date). ‘

A large percentage of wholesale and pump bprices was

- taxes for various purposes. Such taxes were set = at
different 1levele for specific . products to facilitate the
soclialized pricing policles of the government Selling

pricee for gasoline and aviation fuel were made higher than
those for keroeene (used by the masees), gasoll (used for
maee transport), and fuel oill (used for industry and power
generation). - : '

- The Consumer Price Equalization Fund (CPEF), formerly
Conaumer Cogt Eaqualizatlon Fund, later was made a component
of the product price bulld-up due to widened price
differentiale = between corudes of OPEC hardlinere and
conservatives (who obtalned their crude at much higher
pricee) to recover crude coets and other coet variablee
beyond & defined reference price. Thile wae also lntended to
eliminate the potential windfall gaine for the advanteged
01l companies and to equalize the crude cost burden without
affecting the uniform industry pricing rolicy of the
government. : I

Because of the July 1981 decision of the BOE to allow
recoveriea for +the increase in the peeso cost . due to the
deterioratlion of the forelgn exchange rate, the CPEF later
became &8 multi-purpose fund. On June 21, 1883, +thie
mechanism was abolished. 011 companies were allowed to
.retain the average amount being collected and paid to the
fund.
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_ The 01l Price Stabllization Fund (OPSF) was established

on October 10, 1984 to serve aes a buffer against crude oil
prices and fluctuation in the exchange rate (PSPC, no date).
If actual coste of importatlon le greater than the reference
crude price and the pesco-dollar exchange rate set hy the
ERB, the three oil companies cen relmburse the peso cost
differential. from +the OPSF. If 1t 18 lower, the oil
companies depoelt the resulting peso cost differential 1into
the OPSEF. .

, An added feature of the OPSF wae the forward forelgn
exchange cover which allowed the oll companies to vrecover
from the QPSF financing costs for lmportations of c¢crude " oil
(Lamberte and Yap, 1991). Such coste repregent = the
difference between the forelgn exchange rate at the time of
availment of trade credit and at the time of settlement or
repayment of euch credit. The forward . forelgn exchange
cover extended for 360 days but was reduced to 1BO days
beginning - September 1990. The OPSF charges a flat rate of
- two percent as risk fee for a maximum period of 180 days of
cover. :

The OPSF formerly extended oll price eubsidy to .the
National Fower Corporatlon . (NFC) on a per liter basls. The
arrangement wae that oil companiee have to sell fuel oil to
the NPC at eubsidized rate but higher prices for other
petroleum producte would be charged to recoup the subeldy.
Thig echeme was aleo belng done 1in subeldizing petroleum
products such ae kerosene, dleesel, and liquified petroleum
gag (LPQ). The NPC subeldy has been abolished since
January, 1991. : '

For sometime, the OPSF was a self-llgquidating buffer
mechaniem. Then. the government created the Petroleum Price
-Stabilization Fund. ' The OPSF was virtually converted into a
. subeidy mechaniem when Congress appropriated F5 billion iIn

1990 to partly pay the accrued OPSF arrears. ' '

As of 1991, the structure of the retall prices. for
petroleum products was composed of direct company take,
specific tax, contribution to OPSF, the hauling prlce, “and
-the dealer”s mergin. '

There was a plan to deregulate the oill ‘industry, that
i, ehift to the market-based oll pricing eyetem. On
January 1, 1991. some aspectse of the deregulation such as
the removal of the NPC subgsldy were carried out (Lamberte
and Yar, 19891). The measuree taken were:r :

a. Discontinuance, effective 1 July 1880, of the
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forelgn exchange forward cover provided to oil

companies _

b. Elimination of the power rates subsidy through the
QPSF. ' ,

c. 'Shifting from ad valorem ta. onAoil -to_'specific
tax. : :

d.. Allowing more competition in some agpects of the

oll industry, such as transport importation of
oll producte, etc —

e. Allowing the PNOC to expand 1te distribution and
refinery capaclity and accelerating ite development
of geothermal energy gources.

Beuauee of the sharp riee in the crude o0ll price caueed
by the Iraq—Kuwait conflict in 1989 to 1990, the government
poetponed the planned deregulation of the oll induztry.
Hence, there were etill the OPSF and the foreign exchange
cover. : .

In eplte of the increase in world prices of ‘crude oil
and the deteriorating value of the peso, the government
tried to hold on to the exieting domestic prices of
petroleum producte for almost two monthe eince the start  of
‘the Gulf War Crisis. Hence, more deficits were built up in
the OPGSF. The unpald claims of the three 01l c¢ompanies
reached P7.2  billion ae of December 1988, Iincreasing by
another P3.5 billion in the first half of 1990.

.On September 21. 1990, the ERB adjusted the prices of
petroleum products by an average of Pl1.42 per  liter. On
December 5, 1891, another increase by an average of PZ.82
per liter made. In this latter ilncrease,  the prilce - of
premium gasoline went up by 80 percent to P15.95 per liter.
The . LPG price rose to F6.89 per liter, an increase by DY
percent. A few days after the oprice adjuetment, etrong
pressure from various groups to give eome rellef to ueers of
diesel oil, kerosene, and LPG made the ERB lower the retail
‘pricee of theese producte. The price of fuel oil was
likewise adjuested downward. L '

In Auguet 1991, about six monthe after thelsoftening of
the world pricee of crude oll, the prices of petroleum
products were lowered by an average of P1.17 per liter.

. In September 1930, the ad valorem tax on oil products
was converted into specific tax (Table 3.8). This measure



Table 3.8. Taxes.and,Duties on Petroleum Products.

Existing _ T
- _ Ad Valorem ~ New Specific . B 4
Product - .PegosLiter Peso/Liter Reduction
C Tax Rate .Tax Rate in Tax
Premium 3.5963 2.5200 30
Regular 3.2622 - 2.2800 30
- Jet 3.4037 . 2.3800 30
Diesel 1.1532 0.4500 60 .
Kerosene 1.1704 0.5000 57
LPG 1.0590 0. 0000 -
-Asphalt 0.7906 0.5800 - 21
Thinner 1.1780 0.0000 -
Fuel 01° 0.0000 0.0000 - -
Total 1.1383 . 0.6195 -
Duty 0.4271 0.4271 -
Total 1.5634 1.0466 -

Soﬁroe: Lamberte and Yap (1991). Original data from the .
Office of Energy Affairs.
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reduced the effective tax rate on petroleum products and at

the same time made the exclse tax on petroleum producte less
vouyant. - _ :

01l companies were urged by the government to maintain
erude/product stock cover of 90 daye for eecurity in supprly.
In cases of crises such as the Gulf War crieie. thils wae
sgomehow relaxed. The Offlce of Energy Affalrs, . however,
closely monitored the stocks.

' 3.7.4. The Oil Compenies

There are three big o0il companies in the Philippines,
‘namely:  Pilipinae Shell Petroleum Corporation .(FPSPC),
Petron Corporatlion and Caltex (Phlilipprines) Inc. Theee oll
companies competée intensely. for the domestic o0il market.
Thelr operations including pricing, however, are regulated
by the government.

Most of the government’s oll reguirements are suppliled
by Petron/PNOC. As of 1988, it was number-one in the o1l
industry with Total Oil Inland Trade (TOIT) market share - of
37.3 , percent (PSPC, no date). (TOIT 18 composed  of
reseller, Induetrial consumer, Philippine government, U.5.
military bases and international sales volume.

The Caltex refinery located in Bauan, Batanges and
produces 72,000 barrels per day has enough tankage and Jetty
facilitiee to receive crude ex-VLCCs. According to the PSPC
report (1991) Caltex hag the distinct advantage of supplying
oil to Metro ‘Manila moet economically through the FPIC white
and black o0il pipelines.

Prior to Petrorhll daye, Caltex wae the 1induetry leader-

with a 35 percent market share. When Petrophll wag
established, the market share of Caltex waeg reduced to 24
rercent. But with ite acgulsition of the - Mobll  marketing

. network 1n 1883, 1te market ehare went up to 33.5 percent by
the end of 1984. Caltex was gald to enjoy the lowest -
freight for corude and the highest public brand awareness

(PSPC, 1991). By the end of 1988, 1tes share of the market
wae 32.1 percent. ‘ : : _

Two—thirde owned by Shell Petroleum Co. Ltd, PSPC with
ite refinery located in Tabangao, Batangas. ranked third in
the industry in 1988. To strengthen its market position, it
acquired Basic Landoil Energy Corporation in July 1882
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increasing 1te wmarket share from 18.7 percent in 1982 to
21.4 percent in 1883, In 1888, PSPC shared 30.1 percent of
the total o©il market. '

A $667 mlllion new refinery by PSPC 18 now being
constructed 1n Tabangeo, Batangas and 1e expected to make
PSPC the blggest o1l firm by 1894 (Lirio, 1883). It would
increage PSPC's8 dally capaclty from 72,000 barrele to-

110.000 barrels by 1994, (Petron“e reflnery rproduces
currently about 100,000 barrels a day compared to the 70,000
“ barrels a day of Caltex). The Royal Dutch Group of

Companles, PSPC's rarent fLirm at pregent. would lnvest P250
million_whereas foreign investors would put up $233 million.

The new oil refinery was intended to6 meet riging oil
demand and eaege the importation of dieeel fuel. The PSPC
(1993) etudy underscores that existing refining facllitles
which average from 30 to 35 yeare old would be wunable to
meet volume and quanlity requirements by mld-1990s unless
new and additlonal capaclty is bullt up.

3.7.5. Demand

The total energy consumption in the Philippines for the
period 1980 to 1991 ranged from 9Z2.07 million barrels of
fuel oil equivalent (MBFOE) in 1885 to . 120.58 MBFOE 1in
-1980. 0f the total energy consumption, the sghare of
imported oil 1ncreased from 53.4 percent 1n 1986 to 63.2
percent 1in 1990. Of the total import bill, oill import was
about 16.6 pgpcent in 1990 (Lamberte and Yap, 18891).

The bulk of the country’s crude oil imports come from
the Middle East. Total crude oil importe from the Middle
East rose from 68.4 percent in 1988 to 75 percent .in 1989
and 83 percent in 1990. The ASEAN countries particularly
Malaysia and. Brunel supply about 17 to 19 peruent of . the

Philippine crude oll requirement.

In 1991, the average dally consumption nationwide wae
- only 225,000 barrels. This rose to a high 260,000 barrels
in 1992. In 1893, the average consgumption of ail rpetroleum
products in the Philippines was 264,000 barrels a day

(Lirio, 1993). Twenty percent of the daily demand was
imported. -
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3.8. The Land Transport Industry

The transportation network in  the Philippines is
composed of roads, raillroads, air routes and shipping
routeg. The major means of movement, land transport eshared
P20.59 billion (at 1985 prices) or 64.12 percent of . the
30.711 billion earned by the transport industry - In 1991.
This ie four percentage polnts higher than that for 1881 but
three percentage prolintes lower than that for 1986

_ The ~ country’s traneport Iindustry began with the
shipment of U.5. aseembled cars into the country during the
- American occuration. Only horse-drawn .calesas and - the

tranvia or rallroads could then be seen in the etreete of

Menila. ‘ ' ’ '

_ After World War II, there wae a transport shortage
resulting 1in the conversion of U.5. Army surplus . vehlecles
into Jeepneys. Using vibrant colors to paint the G.I. .
jeepe, the bodies were lengthened to ilncrease the eeating
- capacity. The new Jeepneye were powered by surplue Jeep
enginee such as McArthur, M38 and Willye. In the 'late
19608, the diesel engilne had taken over paving the way for
the importation of reconditioned diesel engines of Japaneae
make (Anonymous, 1984).

3.8.1. Jeepneys

About 80 to 85 prercent of the Jeeprney market 1e
supplied by “Sarac Motors Corporation and Franclsco Motors
Corporation. There was stiff competlitlon with blg ecar
manufacturers who bproduced Flerag, =~ Cinnamon, Sakbayans,
Tamaraws and Harabae. Jeepneye were, however, preferred
because they were leege costly, spare parte were readlly
avallable and they can accomodate more paesengers and goode.
The emaller englnes of the Jeeprneyes meant lees gaeollne
congumption. Az fuel coneumption determined to a large
extent the profitabllity of operation the Jeerneye were
fitted with diesel motore whioh uee less fuel (Anonymous,
1984).



3.5.2. Car:Manufaoturinn

Ae a result of the country’s limited forelgn exchange.
progresgive car manufacturing was introduced in 19698.
Earlier, there wae & clamor for voluntary. reduction on
completely knocked down car importe on the part of local car
aggemblers of the automotive induestry ‘and the goverament to
. employ & progreseslive car menufacturing program (PCMP). To
progreselvely increase the domestic content of cars and eave
" dollare, the PCMP encouraged domestic manufacture of
sutomotive componente, created manufacturing  activity in
emall and medium size enterpriees for  the - domestlc
production of automotlve componente, upgrading in the
process the engineering and production gklille and
technological .knowhow; and generated hew - exports in a
reglonal automotive complementation program.

The participants of the PCMP included five companles:
Ford Philippinee, Inc.; Delta Motors Corporation; General
Motore Philippines . Incorporated; NISSAN; aand Canlubang
Auvutomotive Resgources.  As & promotion . strategy.,
manufacturers offered various models for each brand.

3.8.3. Performance of the Motor Vehicle Industry

The total number of regietered motor vehicles increased
from 865 thousand in 1975 to 1.12 million in 1985 and to
1.715 million in 1991 (Table 3.9). O0Of the total number in
1985, about. 88 percent wers private vehlcles; 8.08 percent
were public” utility vehicles; 3.30 rpercent , government
owned cars and other vehicles; and diplomatic vehiclea,-
0.40 percent. The number of private vehlcles © 1890
increased . by 34 percent, however the share to total numbe:
of the motor vehicles declined by about elght percentage
pointe compared with 1985. The number of private _cars
increasged by about 100 thouesand unite but utility vehicles
outstripped private care. The number of utility vehlclee
increaged by almoet 200 thousand units. The number of
vehicles—-for-hire went up from 90,607 in 1985 to 246,082 1in
1990, an 1ncreasge of 172 percent thus the share of thie
group to total number of motor vehlclee rose from 8.09
percent to 15.19 percent. In 1991, 81 percent of all motor
vehiclee were privately-owned; 16.34 percent, for hire, 2.61
percent, government vehiclee, and 0.76 percent, diplomatlce
vehicles. Hence, private vehiclee comprised the blggest
portion of road traneport. followed by for hire vehicles,
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Table 3.9, Number of Hotor Vehicles Registered by Type of Vehicle: 1985, 1990

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

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

Number Percent  Nusher Percent

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

Total motor vehicle

1120122 100,00

20143 8821

1620242 100.00

1715366 100,00

1384148 80,69

Private 1322781 81.64
Carg REPLYNI I L 30735 26,58 430943 25.12
Utility Vehicles 128179 29.30 520534 12,13 560831 32.69
fuses 204 0,25 1288 0.20 o4 0.20
Trucks ' 19759 1,11 e n2r o 124 1.
Hotoreyeles/Tricycles 231207 13,71 733861 1443 247892 14.45
Trailers 1371 LN 17318 107 17652 1,03
For Nire 90607 .09 216082 15.19 200254 16,34
Cars na 0.6 13676 0,84 16360 - 0.95
ftility vehicles 51961 5.17 1365 440 87285 5.09
Duses 164 1,04 14667 0,91 16884 0,98
Trucks ' 362 0.3 6515 0.40 154 0.4
Holorcycles/Tricyeles 6622 0,59 138948 8,58 151091 8.8L
Trailers S b 0,08 911 0.06 1160 0,06
Gavernment S 36947 0 1.0 45482 2.81 §159 1,61
Cars ' U604 050 6052 031 - B 0]
Ntility vehicles 19690 1,76 23704 146 mn 1L
“Buses M 0.0 386 0.02 40 0402
Trucks 6001 . 0,54 5607 0,35 $55 0.0
* Motoreycles\iricyeles 5161 0,46 9617 0.59 11144 0.65
Ctailers C 1o 0.0 1 - 6.0l 05 0.0
Diplomatic s o 5895 0.36 6205 0,36

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

Senrce: Land Transpnrlatﬁuxoffice.
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then government vehicles, and lastly, diplobatic .Vehicleé.
The ratlo .in 1975 was Z1 motor wvehlcles for ever 1000

population. In 1980, there were 27 vehicles for 1000
peorle. : : _ :

Comparing the newly reglstered motor vehilcles and
vehicles with renewed registratlon. Table 3.10 shows that
the number of newly regietered vehlcles rose from 133
thousand in 1981 +to 183 thousand in 18991, It can - be
observed, however, that from 1983 to 1984 (the trend of
which continued until 1988), there was a sharp drop in the
number of such vehlcles from 137 thousand in 1983 to 60
thousand in 1984, The number of vehlcles with renewed
registration went up from 873 thousand 1n 1881 to . 1.5
mlllion. in 19891.

Between Metro Manila and the reglons, more vehlcles
were newly vreglstered in the former but more renewal of
registration very- made outslde Mero Manila. Thls may- be
explained by the fact that more new vehlcles are  sold In
Metro - Manila and even buyers from the provinces reglster
newly purchased care in the city but renew them 1in thelr
respective reglons in the succeeding veare after purchase.

In 1991, a total of 1.2 million motor vehicles used
gaeoline while 499 thousand utilized dieeel fuel (Table
3.11). The high coet of gasoline compeared to that of diesel
resulted = in the 1increaseing preference for diesel-fed
utility vehicles and buses. The share of diesel-fed utlility
vehiclee to the total number of utility vehicles I1ncreased
from 33 percent in 1981 to 50 percent 1n 19891; 70 percent in
1981 to 96 percent 1in 1991 for buses. |

Between Metro MAnila and the reglone, the proportion of
. gas fueled vehicles varled only by a emall percentage. Gas-
fueled vehicles in Metro Manlla represented 72.5 percent of
total while in the regions the ccrruspunding proportion lie
69.4 percent

'3.8.4. Rall Transport

Trains are energy-flexible. They have different - typee
of power ecurces: gasoline, diesel, electrlcity, wood, ‘'c¢oal
and even sawdust. They can carry more passengere and
frelight on a eingle c¢ar compared to other vehicles. One
coach can accomodate 120 passengere whlle a bus avarsage
gecting capaclity 1le only 45 pergone. The same train weagon
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Table 3,10, Nusber of Hotur Vehicles Registered by Classification, Wew and Renewal, 1981 to 1991,

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

New Renewal  Hew Renewal New  Rencwal New Renewal New Renewdl Hew Rencwal New Renewal

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

1981 133440 872581 35645 202440 35072 329634 11661 91479 2270 15351 4731 139677 1480 13800
1962 137192 049986 33202 308757 38948 346362 10336 96538 1187 16171 51342- 167101 2087 15059
1983 137250 1063553 31111 235891 38075 389850 9746 101110 1042 15672 53608 1205817 1668 1521)
1964 60206 1105341 12722 348000 17610 399111 4759 97312 433 14846 23366 229967 1326 16103
1985 41570 1076602 8509 339360 11669 394161 3220 9078 277 14439 16965 226025 850 13879

1986 60633 1125199 7571 349117 13826 402728 3413 91805 309 14665 14750 253875 764 13009
1907 71000 1105753 10657 348108 23144 418613 5112 92640 543 14620 J0430 219138 1112 12626
1988 87963 1182520 16322 360324 33543 441556 6438 101589 573 14510 29659 251243 1428 13296
1989 143499 1209965 32808 380190 50821 485584 0273 110109 868 16082- 46599 284376 2130 1624
1990 206090 1434152 42389 412165 74731 540872 13419 117554 2019 1622 70034 312392 13198 14947

1991 182026 1532540 32130 424476 71969 598879 12646 125492 1877 - 18813 61820 148307 12384 16573

Hetro 072930 £28846 27371 181891 32647 244891 8654 37246 918 5400 2419 S1437 1516 f986
Hanila . ' -
Coutside 89896 003604 4759 142585 39327 353388 4592 86246 959 17895 139401 296875 858 8547
Ketro ’
Hanila

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

Saurce:Lanl Transportation 0ffice
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Tahle 3,11 tusher of Hotor Vehicles Regislered By Classilicalion, Ny Tyée of Puel Uged: 1981-1991,

H

0

....................................................................................................
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Total Cars  OLilily Vehicle Trucks Buses -Motorcycles/Tricyeles
[ T S e O Trailers
Gas  Diesel Cas Diesel Gas  Diesel Gas Diese) Gas Diesel .Gas  Diesel
1981 773049 217693 308096 99689 243?95 120411 35584 67556 5365 12456 180709 6281 15228
1982 805176 264858 329752 12297 233169 152141 28690 78184 3207 14151 210358 - 808517146
1983 861223 322699 351206 15706 230727 197198 23050 87806 1939 14775 234211 7214 16881
1904 826305 321821 345055 15667 216454 200267 18783 63288 1285 13994 244728 . 8605 17431
1965 794368 311021 315267 12682 206341 199489 14934 18950 829 13907 236997 5993 14729
1986 652345 319700 344197 12491 211888 204666 13856 81362 1958 11016 200446 8173 13773
1907 829850 333165 346573 12192 226567 215190 11719 85033 1478 11695 2435)3 6055 }1738
1965 905064 347093 364355 12290 240612 226487 1AB9S 93128 797 4206 277201 3101 14726
1989 1021703 394007 398503 14405 280949 255456 16111 102271 000 16150 325250 5725 15754
1990 1152705 449112 437079 17475 323508 192005 17446 113527 1050 17291 373612 8814 18245
1991 1197282 499127 436775 19831 338177 332671 15692 122446 885 19803 405753 o 18957
ebro 516706 195558 292619 16643 144818 122715 5221 40079 288 6030 73760 .9 9512
Kanila _ _ _ '
ulside 680576 303569 144156 3108 193359 199956 10471 82367 597 13773 331993 4283 9445
Hetro ' ' '
Manila

Sunrce: Philippine Nalional Railways and Helro Transit Organization Incorporated,

T8
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can carry about 30 tons of frelght while a huge traller
truck can load about 10 tons of cargo. Moreover, . on . the
average, a train has 10 wagons which can load -about 1600
pagsengers &and 300 tone of 'commodities.  'Hence, tralns
provide the least costly mode of mass transit  (Anonymous,
1984). '

The Philiprpine rallway company was managed by the
Americans during the Becond World War. Later, with the
Japanese occupation, 1t was renamed by the Japanese "Rikuyo
OKarikuko." By virtue of R.A. 4156 passed on June 30, 1964,
the company’s name was changed to Philippine NAtional
Railways. On August 20, 1871, a new PNR charter waes rasesed
through R.A. 6366. Its carltal stock was I1ncreased from
B250 million to B650 million providing for a. rehabilitation
and modernization Program.

The PNR renders two types of eervioes, the t{train
gervice and the motor eervice. The former haeg passenger
cars and baggage cars, dleeel rall care, dlesel engline " and
hydraulic locomotlivez and frelght care while the latter
congieste of 1revenue vehilcle (e.g. tourist and minlbueee, .
freight trucks and tanker for hire) and nonrevenue vehicles.
. Nonrevenue vehicles are not profilt or income earnere such ae
ambulances, automoblles, wreckere and othere that are for
official uee only.

In Table 3.12 eshowe that the number of passengere
carried by the traine in general declined from 6.2 milllion
in 1950 to 5.4 million in 1975 to 0.7 million 'in 1891.
Total peesengers revenue, however, rose from B6.7 million in

01950 to B32.2 million in 1875 to B64.4 million 1in 1091,
Revenue rer passenger waeg lowest in 1950 at B1.09 wae PS 96
in 1975 and was highest at B98.39 in 1091. :

Like the number of passungers, freight tons loaded
generally declined from 787 thousand in 1850 to 281 thousand
in 1975 +to 12 thousand in 1991. Although revenue per
freight ton increased from BS8.85 in 1950 to B33.44 in 1975
to B184 in 1991, freight revenue varled with the hlghest at
9.4 million in 1975 and the lowest at B2.1 million In 1881.
Likewiee, exprese tone loaded fluctuated ranging from: - 10
thousand in 1991 to 104 thousand in 1974. With rebenue  per
express - ton 1ncreasing from E38 in 1950 to BB6O  in 18991,

axpress vrevenue rose from Bl1.7 million in 1850 to B8.0
million in 1975 to EB 6 million in 1991. '

Loge, poles, 1umber and plywood:; firewood other mine
products; and copra and coconut gave the most revenue and
the largest freight to the raillway industry.
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. Massengers Passengers Revenue HHRC MMRC  Revenue Freight Freight Revemune/ Express Express Revenue/
Yar Carriel  Revepue per  Passenger Revenne  per tans  Revenue Frei_ghl Tona Revenue Fxpress
{000} ['000  Passenqer Carricd  ('000 Cosmuler loaded  ('000  Ton  Loaded ('000  Ton

pesus) pesos) {'000}  pesos) (pesos)  {'000) pesos) {pesos)
s 06 3016 596 - S o M6 LT LA 6.4 BI6S 1150
f_!m §255.0  44338,0  10.42 - - - 08,6 60737 4.12 0 56,4 §736.6 101,71
B 48928 43790.0 §.95 - - -1 60 ML69 51.) 5267.6 102.68

F /I TP R LI TVN I - - - 1580 SISLY 34T 3N M9 102,
W 30218 38320 11.53 32,7 24226 007037 145.5 571834 195 34 L5 12811
M 2657 050 1,20 950,17 6502.0 LIS LY 64405 4539 24,8 42080 172,92
A 16514 322520 19,53 GISED 0329 LSI42 1158 672909 B2 182 L0 180,42
3932 6.2 279960 21,27 43359 TISLY L6493 79.2 5403 68.69 0 15.8 36420 230.51
5.6 36290 26,33 51422 9729.6 L2l 653 SN LS T 3989.0 23328
12626 08799.0 38,65 4755.4 13093.0 27533 020 88SLA L 1270 1.6 6810.3 31B.4
5 0.0 49760 5604 2952.2 102069 350 530 76604 1ALET 19.4 6988.2  360.22
M6 00,6 455160 S0.04 28340 9205 2,096 640 7ML 1A LS BHET TS
. N8 60 5198 20240 S0 5706 622 79036 127,07 20,0 4528 ML
S 960 RAZ66.0 6690 LIB2D 29753 2500 5T.00 79765 130.04 2303 100912 43310
100 690930 68,77 979.7 2519.1  2.5T13 5.2 686L.6 129,00 21,5 9819.4 456,72
0 928.0  14964.0  80.78  5S60.8 12454.5 2.2397 3.2 IBGA6 120,00 6.8 9280.2  552.45
1991 654.9  64432.5  98.33  4508.5 12777.1 28240 1L.6 21355 18400 10.3 8604.9 860,40

"liole: Hetro Manila Commater (HHRC) starled in 1979,
sSrers Mhilippine Nationd] Railways and Melro Transil Organizalinn Incorporated,
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3.8.5. Government Support

_ The depressed sltuation in the automotive - 1ndaustry 1in
1987 prompted the President to issue E.O. No. 248 which gave
~the BOI authority to review the guidelines of = the
Progresgssive Car -Manufacturing Program (PCMP) and the
Progressive Truck Manufacturing Program (PTMP) in order .to
formulate new guidelines that would address more aptly to
major problems facing the industry. )

The guidelines of the PCMP, renamed the Car Development
Program . (CDP), were approved in  December  1887.
Participation in the program 1l open to actlve car
assemblers licensed by BOI under the PCMP as of October 1,
1987 and to any new applicant who intende to use exlisting
facilities of former but inactive PCMP participants.

The CDP guldelines preecribed a minimum vehicle content
of 32.26 percent in 1988, increased the minimum content to
36.58 percent in 1989 and 40.0 percent in 1890, In
addition, the gidelines stipulated that participants should
earn one-half of their foreilgn exohange requiremente  for
importation through exports.

3.9 The Textile Industry'

The discussion below was summarized from Mercado
(1986) and Flores (1990). Some of the data were updated
using the Foreign Trade Statistice of the Phillppines and
the Phllippiﬂé Yearbook. .

The. textile industry covers firms engaged 1in the
manufacture of fibers, fabrics, and other textile-related
goods such as bags, sacks, hosiery, thread, cordage, net,
twine, . etec. except garments. Textile  fibers are either
natural or man-made. The most common natural fibers are
cotton and ramie whereas typical examples of man—made fibers
are nylon, polyestér, rayon and acrylic.

Depending on the number-of processing stagees conducted,
textile mille may be claseifled into integrated mille (where
all the three stages are performed in one plant) and non-
integrated mille (where only one or two of the three stages
are done). The three 8stageg are (1) sprinning - the
conversion of textile fibers into yarns and threads; (2)
weaving or knitting - the processing of yarns and threads to
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produce looms which are transformed into woven or .- knitted
fabrics; and (3) finiehing - the -rprocess of bleaching,
coloring or dylng and/or treating with chemicals to. come up

with the finiehed textlle. Non-integrated mille coneist of
- spinning and/or weaving mille and other mills for knitting,
dving, grey cloth finishing, cloth finlshing, texturizing,
twisting, hoslery and extrusion. :

The textile industry was a heavlly protected 1industry,
protected by high tariffs and other devices such ag Iimport
restrictione and investment -1lncentives. The industry,
however, instead produced high-cost, low-quallty textiles
which could not compete with importe (Mercado, 1886). It
wae also not capable of exporting substantial auality

' _products. There was no iniltiative to manufacture quallty

- product, no advertieing, and no promotion  whatesoever
(Flores, 1890). :

A high degree of vertical and horizontal - integration
existe in the industry but no competitive preesures. During
the post  war yeare of heavy tariffs, quantitative import
restrictione and inveestment ,incentivee, the textlle induetry
had been ineffilclent and the 1ndustry’e capacity was
greatly underutilized. The industry’s equipment were aging
and 1ll-maintained. Other problems besetting the industry
were hilgh coest of raw materieles; low labor productlvity;
depressed domestlc market conditione; high Interest rates;
protectionist policles adopted by major induetrialized
markets: and smuggling, which offered unfalr competition to-
locally produced textiles (Mercado, 1986; Flores, 1990). It
is worth noting that the high cost of energy contributed
likewise +to the high cost of production of the textile
mills. : : :

.3.9.1. Firms in the Industry

In 1981, there were about 130 firms in the industry 90%
of 'which were located in Metro Manila. For the perlod 1880
to 1984. the induetry declined annually by 6.25 percent. In
1984, only 83 textile firms were 1in operatlon in the
Philipplnes. '

_ Of the industry s rated caracity of about 1.22 million
spindles, 19440 looms and an annual finishing capacity of
- 540.27 million meters of woven cloth, integrated mille
accounted for 56% of total epindle capacity, 83% of total

loom capaclty, and 88% of total finishing capacity:; eemi-.
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integrated mille, 14%, 17%, and 12%, respectively. Basic
mille accounted for EOA of total spindle u&pacity (Mercado,
19886).

In 1980, the BOI estimated the capacity utilization
rate of the indugtry to be 65%. Thie wae reduced to 50% in
1985. : . :

In 1985, there were about one million spipdles,  13,272
rotore, 19,500 looms, 2,818 knitting machines, and 607
texturizing machines (Flores, 1990).

: As of 1989. the industry had 210 companles engaged in
the . production of yarng from natural and man-made fibers.
About 54 were engaged in two or more processes. " Ninety
percent of these companies were  Filipino-owned while 10
percent were owned by partnerships.

The machinery and equipment used by the Iindustry were
mostly acguired during the 1850s and early 1860s. Hence, a
large proportion of these were already obsolete. In fact,
one of the major problems encountered by the industry - 1n
. modifying and modernizing its maohinery and equipment is the
large amount. of carital reaquirement.

'

In the weaving ~sector, looms that were capable of
production in 1986 numbered. 14,247 with a capacity of 43
thousand metric tons. In 1989, the number of loome capable
of production plue the number of rehabilitated onee were
10,635 with a capacity of 47 thousand metric tons. The
tutal number of looms declined but the total capacity
increasged due to the uge of modern machineries.

On the‘Whole, 43 peroent of the machineries used were
acquired 1in the 1960 to 1870 period while 41 - p&rcent were
rendered unusable.

After the 1886 receeglion, the improvement 1in the
economy 1in 1987-1988 created a blg consumer demand. for
textiles. Hence, old machines including spindles and looms
were again used leading to improved maintenance  and
rehabllitation. Thie in turh, led to an increase in output.

3.9.2. Raw Materiale

. The major raw materials of the industry cdmprise of
raw fibers, yarns, dyestuffs, and chemicals like_ caustic
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soda,. hydrogen peroxide, and soda ash.” Locally prodﬁqed'
were polyester fiber, nylon filament yarn, and gome
chemlcals. ' ' . -

Most of the raw materlals were included in the list of
regulated commodities of the CB. Prlor import clearance
from the BOI was needed in all importatione of synthetic
fibvers, yarns and threads, hyvdrogen peroxide and caustlc
- soda. B ' i

The import restrlctione on raw materials resulted 1n
creatling monopolles. = Hence, the inefficlency in . the
production of an intermediate input tends to epread within
the 1nduetry which uses the sald 1nput

Polyester staple fiber accounts for 60% of the total
raw materiales used in the manufacture of textile. Ae part
of the import subetitutlion policles of the government, the
manufacturers of polyester, Filipinoe Synthetic Corporation
(FILSYN) and Lakeview  Industrial Corporation - were
incorported 1in 1969 and 1972, respectlvely. These plante,.
however,. were small and did not achleve the needed economles.
of scale. Thelr productlon coste aleo increaesed because. of
high intereet rates and power coste. Polyester production
wag &lgo - sald to be highly capltal Intenslve. Due "to
financial eetbacks, Lakeview Industrlal Corporation wae
compelled to become part of Filayn in 1983 (Floree, 1994).

In 1986, the eole local suprlier of-staple fiber had
acquired a monopoly over rpolyester sales ae the government
regquired mills to purchase fibere from local suppliere up to
the quantity theee flrm2 can supply. Surpliere of raw
materialg were requlred in turn to sell the materials at
prices equivalent to the landed cost of imports.. Hence, the.
Textile Mille Assoclation of the Philippines (TMAPR)
denounced the monopoly firm for eelling polyeseter fiber at a
price higher by 43 % than the cost of importing the fiber.
Other complaints of the textile millers were the unreliable

supply, low quality, and high cost of polyester fiber. . In
" addition, the millers could not take advantage of the low
world prlces for fiber (Mercado, 1986). '

. Polyester importis went up from $14.7 million in 1987 to

$20.3 million for the preriod January to November 1988. The
country s polyester production could not meet domeestic
demand. Also, polyester products of other countries were
of better quality and with lower prices (Florees, 1990).

In 1985, one of the two local manufacturers of nylon
filament yarn stopped operating. ' Studiee undertaken in 1982
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and 1983 concluded ThAT There wag excess Capaclty Ior nyion
filament in the country and that the operatione of the two
plants would no longer be viable (Mercado, 1886).

To a large extent, production of cotton was controlled
by a eeml-governhment-owned corporation. Although domestic
cotton production. improved, self-sufficlency In  cotton
~ production wae then stlll far behind. As reported by the
millers, the prices of domestic cotton and thoge of imported
cotton lint were almogst the same. '

0f the chemicals and dyes used particularly in the
dvelng and finilehing, and texturizing etages, Flores (1980)
reported that there were no egtatletical data on the quantity
uged by the industry. -Her inquirlee with TMAP, however,
revealed that about 80 percent of the chemicals and dyee
were 1imported. Imported chemlcals and dyestuffe Increased
from $27 million in 1987 to $30 milllon in. 1988.

. For the years 1977 to 1989, the raw material imports of
the induestry ranged from $86 million in 1984 to $231 million
in 1988. Of the raw material importe, synthetic fibers had
the blggest average share of 34% followed by cotton, 28%;
textile yarn, 21%; and other men-made fibere, 16%. ~

During the eame period, imports of fabrics, - made-up
articles and related products generally increased from $51
million in 1977 to $386 million in 1989. . Woven man-made
and cotton fabrics accounted for an average of 40% and 6%
of total imports, respectively; knitted or crocheted
fabrics, 30%; and special textile fabrice, 15%. -

In 1980, 1982, and 1984, prices of domestlc raw
material inpute were on the average 48.6%, 55.4%, and 119.3%
higher than eguivalent import prices. For the same years,
domeetic textile outrut prices were 0.50% higher, 17.5%
lower, and 18% higher than egquivalent import prices.

3.9.3. Demand for Textile Producte '

Final consumers demand for textile producte coneslst of
demand for made-up textile articlee and I1npute 1in the
production of garments and made-up textile products, and in
other allied industries.

‘ Smuggled fabrics were sold"at prices lower - than
prevailing market prices as these goods were . untaxed. A
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report on a study about emuggled fabrice in 1883 estimated
these goods to be about 25% of total textile sales vyearly,
about F2.5 billion in revenues and $300 million in forelgn
exchange lost to the government annually.  According to the
TMAP, emuggling of textlles especially polyester fiber could
be attributed to the big disparity between local and
international price (Mercado, 1986). '

The supply for the domestic market came from the local
textile manufacturers and from the emuggling of fabrics and
garments. Floree (1990) reported . that the percentage:
supplied by smuggling activities wae quite signiflcant, even
larger than the imports used for the domestic market.

Other than the barter trade in Mindanao, smuggling in
the textile industry maybe either technical or direct.
Technical smuggling wag  done by export garment
manufacturere. For instance, manufacturers I1mport fabrlc
and varn in excess of the production requirements and eell
the excese to the domestic market. They may alsc understate
the slze and volume of the 1imported textiles.. Direct
smuggling may involve the misdeclaratlion of Imported = goods
ag low value items (Floreg, 1980). S

The outlet for fabrice produced by the integrated mille
wag mainly the Divisoria wholeesaling network. Due to the
high orerating coste of these mille (attributed to thelr
multiple product lineg and machineriesz), the mille could
operate only if the market is rrotected. These costs and
the lack of development of new fabrice made smuggling a
lucrative businecee. Importation likewlee went up &g &
regult of the increasing demand of the RIW bueinees in the
1970 and 19%93 (Flores, 18980). '

, The results of a consumer survey undertaken by the SGV
in 1987 reported that about 40% of &all fabric purchases
pertained to knitwear. In early 1988, there wae a rise in
ready to wear knitted garments in the form of "T" ghirts.

There were a lot of small, family-owned firms in the
knitting sector. Because of their lower operating costs
large companies had difficulty in competing with them. '

About 90% of total demand wae for apparel use, 75% of
which was for the domestlc market and 14% for export.
Although no supply/demand gap in the domestic market was
reported, there was an increaeging trend in importation as
local textile manufacturere could not meet. the quality
specificatione of the garment export sector.
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- The Philippine garments industry depends greatly on
imported raw materials. The poor quality and higher prices
of local fabrics and the inability of mills to meet delivery
schedules were cited as the major reasons for  this
dependence on imported materials (Mercado, 1886). Thrbughp
the BOImapproved bonded warehousee or export procesgsing-
zoneg, the materials are imported for re-export duty free. '

3.9.4. ExXports OI lextlles

Exporte of textlles were'insignificant with an aVerage‘

ahare OFf 0.7 to 1.3% of total exporte for the period 1975 to -

1989. Garmente exporte had the lowest average share of 4.7%
in 1975 and the highest of 18% in 1887.

For the period 1977 to 1989, textile exrorts varied
‘from $34 million in 1977 to $87 million in 1989. O0f the
textile exporte, .epeclal. textile " fabrice and | related -
producte had the highest average share of 33% while woven
textile fabrice other than of cotton or man-made flbers : had
- the lowest at 0.9%. S : '

. The major . importere of the country’s garmente and
textiles were the U.S5. and EEC. ’ : ‘

3.9.5. Government Policles

"In the’ early 1950s, the local ‘textile -industry was
developed ae an import substitution industry. In 1948, the
government imposed 1import and forelgn exchange controls,
hence, reducing imports of textile and increasirng the oprice
of imported feabrics. Many textlle finieshing mille were put
up aes the CB was liberal in the granting of "dollar quota
allocations for +the importatlion of . grey ‘goode, the baelc

input in tehtile finiehing.

'In the second half of the 1950e, the industry proceeded
towards 1integration. elther backward or forward because of
government 1incentives which included’ financial ageslatance
and tax exemptlion privileges.

In 1963, the decontrol program removed ‘the 11mité .on

the importatlon of textile goods. Rampant smuggling and
unlimited importation of textiles existed. Although anti-
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emuggling measures = were lmpoeed, such ‘ Were © looeely
implemented. o

Effective April 1972, importe of fabrlce and textlles
including synthetlic fibers and yarns, hydrogen peroxide and
caustic soda were restricted in order to protect the Ilocal
textile Industry In Sept. 1974, more producte were.
regtricted. In January 1975, with the 1mplementation of
" MAAB no. 1, all imports of synthetle yvarns and flbere were
to be referred to the CB. .With MAAB no. 2 in January 1982,
importations of spun yarn and eewing thread needed prior BOI
authorization. With Circular no. 1050 1ssued in Feb. 1985,
textile. 1tems/fabrice, synthetlc yarns, fibere and threads
were included 1in the list of regulated products 'which
required BOI c¢learance/permit. In July 198Z, MAAB no. &5
required prior clearance from the BOI for all importations
of hydrogen peroxide. -The Importation of 1llauid caustilc
soda needing prior clearance from the BOI was effected with
the eigning of MAAB no. 49 in November 18982.

~ Ae 'of 1986, 1mportatlion of most inputs and ocutpute of
the industry were being monltored but there were no limite
on quantity and value. ' :

3.9.6. Tariff Rates

The tariffs on selected textlle items from 1872 to 1878
are presented in Table 3.13. Higher tariffs were levied on
imports of flbere which were aleo produced locally. The
dutiees on fibere were lower than on yarns Tariffs on yarns
were lower thén fabrics. ‘ -

: Prior to 1973, tariff rates on woven and knitted

fabrics depended on the state and type of fabric. Effective
" January 1973 with the amendment of thé Tariff and Custom
Code, the duty on woverni and knitted fabrics was fixed at 70%
ad valorem.  Local independent finishers were therefore less
protected since their raw materials were charged the same
duty as finished fabrice. Local finiehers who had theilr own
- weaving and/or sepinning facilities were not . affected.

Technical smuggling - through misdeclaration —was also
prevented. .. -

By 1980, nominal tarlff rates again increased &as the
.etage of processing passesg from fiber through +to fabric.
Tariff rates on cotton., man-made flbers, yarn, woven
fabrics, and knitted fabrics were at the minimum 10%, 10-.
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Table 3.13. Ad Valorem'’ Tariffs on Selected Textile Items, .
71972, 1973, end 1978 (In percent). o

Effective

’ : , Effective . Effectiv
Item _ _ Jan. 21, 1872 Jan. 1, 1973 1978 -
Cotton | Free 10 10
Maﬁ—que fibers (dlscontinucus),
- not carded, combed or otherwise
- prepared for spinning:
A. Articles not. included in 5 10 10
subheading b hereof : '
B. Polyester staple fibers, 30 .30 30
except when ilmported directly
by textile spinning mills
under prior: Joint authorlzatlon
of the TC and the_BOI
Cotton Yarh, not put up for retall 70 70 50
gale - h . ‘
Yarn of man-made filbers (continuous),
not put up for retail sale:
" A. Articles not included in 30 30 30
subheading b hereof o
B. Polyester yarn, except when 50 50
imported directly by textile '
mills under prior Joint autho~
rization of the TC and the BOIL
_ A ’ )
. B.Z/ Polyester yarn, except when - 50
imported directly by textile
mille under prlor Joint autho-
rization of the TC_and the BOI
Woven fabrics of Cotton 405 70 70
S 100%
Woven fabrics of man-made fibers 753/ 70 70
(continuous). 100 ’
Knitted or crocheted fabric, _ 653/ 70 50
_not elastic nor rubberised 70%

e e e i e

2/higher then the tax or domestic production.
3

ew subheading, introduced only-in P.D. No. 1464. .
When range.is given, the presented heading has sub-headings. .

Source: Mercado (1986).
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30%, 30-b0%, 70%, and 50% respectively. Rates-of effective
protection became higher wlth the value added 1in each
process in the textile manufacturing chain. ' ,

As set out in the Tariff and Customs Code of 1982, from
1980 to 1984 tariffe on cotton remalned at 10%, polyester
staple fibers changed from 30% to 20%, other man-made fibers
from 10% to 20¥%, cotton yvarn from 40% to 30%, polyester yarn
and nylon varn from 50% to 30%, other yarn of man—-made
fibere remalned at 30%, woven fabrics decreased from 60% to
40% eand knitted or crocheted fabrilc, from 50% to 40%. The
average tarlff on chemicals and dyees was reduced to -31.25%
from 41.25%. '

The tariff reform program became inoperative 1n 1984 .
due to import restrictions. Executive Order No. B89Z6 of
December 1983 ralsed the tariff on polyester fiber imports
~from 20% to 30% and reduced the import dutles  on acryllic
and rayon from 20% to 10%. Under the 1982 Tarilff and
Custome Code, polyeeter fiber could be lmported at 10X duty
and 30% duty, respectively with and without rrioyr
authorization from the BOI. For polyester filament yarn and
nylon filament yarn,- these items could be lmported at 30%
duty with prior authorization from the BOI and at 50% duty
in 1981 and 40% in 1982 without the  authorization.
Effective January 1983, the 1882 Code wag supposed to remove
the requirement for BOI authorlzation and eet & uniform duty
of 20% for importe of polyester filber and 30% for rprolyester.
and nylon fillament yarn importe. The lesuance of Executlve
Order no. 926 made the tarlff changeeg ineffective.

‘Table 3.14 shows the new set of tariff rates for - 1987
and 1988. ' : :

30



Table 3.14. Tariff rates in 1987 and 1988.

Duty - Duty

1987 - 1988

) @
Cotton Fiber 10 10
Acryllic Fiber 10 10

Rayon 'I_ | - 10 201/
Polyester Staple ' 30 20
Polyester Filament a0 30
Nylon Filament 40 - 40
Spun Yarns - 30 30
Sewing Thresd .. 30 . 30
‘ Knitted ngrics 40 40
Woven Fabrics - | 40 40
‘Denim | - : 40 40
Garments 50 50

e e e e . T o M A U oY YT o e e e ol R A P o ke e e e ok B T WY WP T Y o o o o o o o e e o ek ek ek 8 Tt S . Y .

Source: A Review of the Textlle Sector, 1986
; Flores (1990)

1/ Raised to '20% on the premature expectation of a Philippine
Rayon Plant starting up.
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3.9.7. Government Programe

The textile 1ndustry wae in the list of 1industrial
sectors for rehabilitation under the BOI . Investment
Priorities Plan for 1986. There was also a modernization
program for the industry to be financed by & World Bank loan
amounting to $157.4 mlllion but thie conslsted only of one-
third of the total financilal requlrements of the program.
The remaining two-thirds came either from the ~ rarticipating
mills or from the government in the form of guaranteed
suppliers” credit. There were other requirements from the
participating mills such as technical manpower training
program, energy consgervation, snd environmental rollution
control measures.- The rehabllitation plan was scheduled:
from 1982 to 1985. Due to depressed economlc situation and
financial difficulties, there were only few takers of the
World Benk loan. The Central Bank then had . to administer‘
some of the funde for relending to export-oriented -
enterprises. QOther fundes were returned to the World Bank in
1984 (Mercado, 1986). - :

A tax credit scheme for local tertile millers approved
by the BOI and the then Ministry of Finance for the 1ndustry
was 1mplemented in 1885 to be able to reduce ite operation
coete so that fabrice would be sold at lower prices free of
tax and duty to the garmente export Induetry (Mercado, 1986;
Floree, 1990). To¢ finance the importation of raw materialw
by textile mills, $50 milllion of the World Bank loan would
be utilized. o : :

In egelling locally-produced fabrice to the garment
induetry textile mills would be given  tax credit
certificates “ equivalent to the tax and duty that garment
firmes would have prald ghould they import the raw materials.
The tax rebate to the millers allowed the induetry to egell
fabrice at lower prices tu garment exporters.

3.10. COnéluding Remarks

On the description and analysis of the marketing
systems for inputs and outputs of RNEs, the avallable
reports, studies, and publicatione do not differentiate  the
marketing eystems for small and big RNEe. The diecussions
largely focused on the industry as a whole. Therefore, - to.
determine whether the marketlng systems for emall RNE=z
differ substentially from those for big RNEe would need a
study of specific products from each of these two groupe.
Thie would probably neceseitate a survey of gample
establishments within each type of industry to obtain the
needed data and information.
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To a certaln extent the silze of the RNE2 has been
consldered 1n the discusslon. Thie 1s based on the tyre  or
product handled. For example, the beverage Iindustry was
deegcribed to have been dominated by & small number of filrms

and may be characterized ae olligopolietic. The beer sector
was monopolistic until 1979 ‘ C

Similarly, 1t was ?ointed out that there were only 12
wholegale tobacco dealers (WIDe) 1ln 1989 (which implies that
they are relatively large), seven in Virglnla tobhacco and
the others in burley and native tobacco. About 60% of the
total . Virginia tobacco eupply 18 heandled by two WIDs.
Furthermore, of the 11 cigar and clgarette manufacturers, 1t
wag estimated that two companies control 90% of . the market
for aromatlic clgarettes.

Although 1limlted. eome qualitatlve assesement of the
effecte of some policles were made. Import restrictions on
raw materiale used by the textlile Induestry reeulted in-

- areating  monorolies (or ollgopoliee). Thise WaEe a

consegquence partly of the import substitution pollcies ‘and
"high production coste due to high interest rates and power
costs. These led . to the merzing of manufacturere of
polyester whose plante were small and the needed economies
of scale could not be achieved.

Another example applies to the ooconut oll 1ndustry
The UNICOM (United Coconut 01l Mille, Inc.) was established
in 1979 - to adjust the milling capacity to more realistic

levels. In the late 19708, there was an overinvestment in
coconut oil mille as a responee to incentives granted by the
BOTI. In 1979, however, copra production wae quite low,

resulting in fierce competition for the avallable copra
among oll millers, copra exporters, and refiners. This  led
in turn to a . very low utilization and financial difficulties
of mills. Hehce, UNICOM engaged in and coordinated buying,
selling, milling and refining of coconut producte and became
the largeet seller/exporter of coprra and coconut oll, thue
limiting competition in the milling sector, marketing of
copra and coconut oil.

~ In the fertilizer industry, fertilizer plants were
strateglcally located to satisfy 1increase in demand
particularly due to government incentives for rice, corn,
sugarcane and other typee of farme to apply fertilizer.
However, 1increased production coetse due t6 high cost of
imported raw materiale forced two companies to eghut down
their plants. Fertilizer production was also reduced -and
eventually stopped by another company. In- 1984, fertilizer
prices soared due partly to the global oil c¢riegis and to the
scarcity of foreign exchange. Production declined to a
record low. : ' :
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CHAPTER 4
'POLICIES RELATED TO NONFARM ENTERPRISES

4.1. Goals and ObjJectlves of the Medium-Term
Phllippine Development Plan

The Medium Term Philippine Development Plan for 1993-
1998 etates that the Induestrial sector "shall be geared
towarde the attalnment of the following major goale: (1)
industrial restructuring for worldwide competitiveness and
expanded production of goode and eervices for the domestic
and - export markets; (2) strong productive and ecologically
gound links  between sasgriculture and. Iindustry; and (3)
_increaging income, productivity and access to resources
among emall entrepreneure.: :

To attain these major goale, the specific objectivee
relevant - to rural nonfarm enterprises are defined as
follows: :

i. Rural industrialization'including the dispersal of

industrles to regione outeide the Natlionel Capital
Region (NCR); '

2. Modernization of the production sectors through
, tec%nology upgrading;

3. Economic employment of men and women workers and
employers ag partners in the development process.

The Plan envisions GVA in manufacturing to grow at 9.0
percent anmnually during the Plan period to increase from
25,4 percent in 1983 to 2Z7.7 percent in 1998. Industrial
GVA '1s targeted to have the higheet growth rates in Central
Visayas, Southern Tagalog. Southern Miridanao, Central Luzon,,
and Central Mindaneao.

To achlieve these targetse and goals requlires strategles
and a ,6 policy environment conducive to growth. Thesge
policies and strategies for the industrial sector include
the following: :



1. Provide assistance for product development and
‘standardization; .

(aN]

- Pureue an aggressive and focused export promotion
program that 1is rroduct—~and-country-specific,
including @ the provigion of financial, marketing..
technical and instltutlonal aesistance by: (a)
ensuring access to export and guarantee scheme;
(b) continuing research and development, including .
improved trade negotiations, publicity and Iimage-
building promotlioneg for the country: (¢) rroviding
training and technical asslstance to exporters in
design  and packaging °~ and = product  quality
~improvement: (d) implemehting trade aseistance and
information - networking  eschemes; and (&)
simplifying export procedures.

3. Promote I1nveestmente coneistent with the Aaro-
industrial Development etrategy by: (a) further
"simplifying regietration requirements, (b) further
reviewing . foreign eaqulty limltatione with a view
to 'relaxation: <(c¢) improving the esecurity of
forelgn land tenure through longer land leazes,
extenslon of the condominium law to cover
.factories/bulldirgs on industrial lands: and (4)
improving the investment climate by completing the
Programs for privatization ‘and deregulation,
upgrading infrastructure, and securing reace and
order. ' : -

4. .Strengthen anti-dumping laws and "procedures to
protect domestic industriee from unfair trade
rractlceg; and

5. Provide time—-bound and ~ performance-baged

incentives 1in a few carefully selected areas to
promote investment ih environment-friendly

technology and for other purposes critical to
agro-induetrlialization. .

" To adopt a location-especific and ecosystem-based
approach to agri-industrial development, regional growth
centere and growth networks/cores outeide Metro Manila will
be identified uging the following  c¢riteria: (a) .
marketability of producte; (b) strateglc location; ()
ecosystem implications: and (d) minimum infrasgtructure
requlirements. ‘
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Regloenal growth centers will be developed through the

implementation of Regional Industrial Centers (RICs) Program
the with following order of priority: ’

REGION

more

Cotabato City

GROWTH __CENTER SITE OF EXISTING/PROPOSED
INDUSRIAL _ABEA
VI Metro Cebu Mactan EPZ’
X Cagayan de Oro PHIVIDEC IE
v Cavite. City Cavite EPZ
| II1 Mariveles, Bataan- Bataan EPZ
' Sublc, Zambales _ . .
CAR Baguio City Baguio City'EPZ
XII Iligan City Ma. Cristina-Fuentes |
XI Davao City Panacan, Panabg, Ilang
I San Fernsndo, La Union Bacnotan
X1 Gehef&l Santos dity Haoiénda Eapiﬁg
v Bateangas City Tabungao-Bauan
Vi Iloile City Pavia
IX Zamboangs Clty Ayala-Recodo
v Legaspl City ~ Lamba
VIII ‘Tacloban City New Kawayan
IT Cauayén Caunayan, Isabela
Sta. Ana, Cagayan Port Irene’ '
ARMM ‘Parang Polloc,Paraﬁg, Maguind&nao
XII

(pot vet identified)

In addition, growth networks/cores @hich link two or
growth centerse wlll be developed.

In order of

priority., thé following have been identified:
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8. Cav1te—Lagun&—Batangas—Rizal—Quezon (CALABARZON)-
b. Cageyvan de Oro-Iligan

c. Northweestern Luzon Growth Quadrangle (Laoég—San
Fernando-Dagupan—-Baguio) - :

d. South Cotabato-Davao-Zamboangsa

e. West Central Luzon (Bulacan-Pampanga-Bataan—
Zambales)

f. Cebufllo;lo—Tacloban
. g- Naga—Iriga—Legaapi =

h. TuguegaraOQIlagan{Cauéyan,

The Regional Development Councils (RDCs) . and .Local
Government Units (LGUs) 1in the growth :-centers will be-
encouraged. o direct  and manage the development of thelr
respective localities. Moreover, LGUs will be encouraged to
promote indigenous activities where their provinces have
existing or potential cpmparative advantage. ‘

Commodities - and activities that have competitive
potential, are strategic or critical to agri-industrial
development will be promoted. Among these goods and
gervices are: o '

a. animal feed ingredients;

b. butfléwens;

c. cotton;

d. fiber (abaca, ramie, éalago, maguey) ;

-e. fisheries;

f. Bugar;

g. coconut;

h. cattle, carabao and dairy;

i. swine and poultry;

J. fruits (tomatoes, pineapple, banana, mango);



k. vegetables, legumes and nuts (garlic, mongo and
. peanuts); : -

1. esgential olls (citronella);
m. fashlon acceseories;

n. metal enginéering prroducts (including machinery and
equipment, tool and dle and metal componente):;

‘0. shipbuilding and repair;'

r. procesged . frults and vegetables (including ethnic

food), .
a. marine products (including prawn, seaweed,
carageenan); ) o '

“r. gifts,toys, and housewares;
8. furniture;
t.'tekﬁile filament (silk);.
ﬁ. garments; and

v. electronics (hardware and software).

Basic commoditles and industries vuav asw wiaclical to
agri-induatrial development include .rice, corn, basic
metals, chemicals and chemical products,- electricity and gas
and petPOuhem;uals

Institutional support esuch as production and post-
production facllities, and other support requiremnts for the
above commodities, industries and services will be provided.
Likewise, community organizations and cooperatives will be
promoted and strengthened to help bulld the  soclal
. infrastructure needed to facllitate access to production
inputs, organlize marketing of products, and mobilize rural
credit and savings.

To enhance labor and employmen particularly in the
rural areas the following pPrograms will be
implemented/developed: ' - '

1. Businees rrogram for rural women micro-~
enterpreneurs in nonfarm enterprises ’
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2. . Upgrading of outreach ekills training programs

3. Voluntary approaches to labor diepute and

- pettlement
B Expansion of -livelihood programs‘fop‘rural workers
5. Gpecial emplovment  assistance  programs  for

educated and laid-off workers through the setting
up  of micro-processing prodjecte with technical
agglistance and credit uomponent :

Below are some specific policies affecting nonfarm
enterpriees. ‘ .

4.2. Exchange Rate Policy

In the late 1950s, the heavy import dependency of the
new industries led to a worsening trade deficit and prompted
the government to begin rationalizing the exchange rate by
having a multiple rate system that effectlively devalued the
domesgtic currency in import transactions. In 1962, the peso
was freely convertible at the market rate (Bautista et al,
1879). Controle on &ll forelgn exchange transactions were
- imme diately removed initially by adopting a floating ' rate.
The rate was later established at BE3.90 per dollar which was
supprorted by the Philipppine Natlonal Bank, The Central Bamk
and by standby credite from international sources, includlng
the Internaional Monetary Fund (IMF). From 1962 to November
1965, however, exporters were not &able to take full
advantage of the. new exchange rate because the Central Bank
exchanged theilr dollar earnings at 80% of the prevalling

exchange rate (The 20% retention scheme was designed aes a a

temporary measure to check inflationary preesures and to
prevent &an undue redistribution of Income in favor of the
exchanhge depreciation arising from decontrol). It was only
after 1965 that exporters were allowed to convert 100% of
their dollar earnlngs at the prevailing exchange rate thus
aign&lling a more complete devaluation (aicat 1972).

CB Circular 289 dated February 21, 1870 provided for
the floating of the domeetlc currency which was passed ag &
direct resgponse to a balance of payments crilsis resulting
from the need to service short-term credit that financed the
trade deficlte of the 1960s (Bautista, et. &l., 1979). Thie
exchange rate pollcy called for the sdoption of the flexible
exchange rate for the pes for all foreign exchange
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traneactions except for the surrender of the export proceede
of the leading export products such as  logs, centrifugal
gugar, copra, and copper ore eand concentrates. Eighty
percent of all the export rroceeds of these producte were to
be sold st the established par value of B3.80 to $1. Twenty
percent of the recelpts were convertible at the ‘prevalling
free market rate (Sicat, 1872). '

Sicat (1972) etressed. that the pollcy . was a sgtark
departure from the 1962 decontrol measure, which penalized
across-the-board all export receipts by requiring all
exporters to surrender 20% of thelr esrningea at the parity
rate of B2 to $1. Under thie setupr. any new ‘export produbt
recelved ita full meaesure of peso value (derived from the
market-determined exchange rate) with the above mentioned
exemptions. In May 1870, however, with the passage of the
export tax, the 20% retention scheme was abolished.The
export tax under RA 6125 imposed a "standardization tax on
the gross f.o.b. reso proceeds” in traditional exports or a
diminighing rate for two claeses of traditional exports,
namely: - S :

a. loge, copra, centrifugal eugar, copper ore and
concentrates: 10% for the first year in 1870/71;
8% 1in 1971/72: 6% in 1972/73; 4% 1in the last year,

1973/74.
b. molassee, coconut oil, dessicated: c¢oconut, iron
ore and concentrates, chromite ~ore- . and

concentrates, copra meal or cake, unmanufactured
abaca, unmanufactured tobacco, veneer and eheets,
plywood, lumber, canned pineapples and bunker fuel
in-the following diminiehing rates: 8%. 6%, 4%, 2%
in “the last year. This export tax was applled
alzo to export products whose aggregate annual
~value ehall have exceeded $5M. '

According  to Pante and Medalla (1990), the exchange
rate pollicy embodied in CB Circular 289 eeem to have -ueed
ineffectively in addjusting. imbalances in the country’s

external accounts. From 1974 to 1982, nominal exchange
rates exhibited a generally depreclating trend, but the rate
of depreciation was kept at about 3% per year. Meanwhile -

the inflation rate in the country accelerated from 5.3% per
annum in the 19608 to 14% from 1873 to 1983, a much “higher
rate of increase as compared with the major trading partners
of the Philippines. Thus the limited nominal adjustments 1In.
the exchange rate resulted in real effective rates that were
aprreclating at the same time that trade and current account
deficits were rapidly building up.
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" Hence, real GNP growth progresesively slowed down from
1979 to 1983, so with industrial and manufacturing growth
rates. In the second half of 1983, unsettling political
evente triggered by the assasination of the late Sen. Agquino
caused international banks to halt further lending to the
Philippines and called thelr short term loans whilch in turn
led into a full blown debt and balance of payment crisis.:

The immediate reeponse of the government was to devalue
the peso three tines between 1883 and June 1984, resulting
in 46.1% depreciation of the peso for the period. There
were aleo spevere foreign exchange restrictions, wide -ranging
import. controles and additional Import duties. and export
taxee which were quite inconglstent with the long-run goal
of rationalizing the protection structure embodied in the
trade reform program initiated in 1980. These measures were
replaced towards the end of 1884 by better expenditure-
reducing policy instrumente, which included, among others,
the tlghtening of monetary polley, the reduction of budget
deficits and & more flexible exchange rate policy.

From 1986 to 1989, the peso depreclated by only 6.6%
agalnst the US dollar while the effective rate depreciated
by 16.7% from 1986 to 1988 mainly because of changes In
currencies of the major trading rartners of the Philippines.
Hence, the peso hardly moved in 1989 in spite of the . rapid
buitld-up of the country’s trade and current account deficlte
in that year. In mid-1990 when the peso was under heavy
pressgure in the forelgn exchange market -due to the
uncertainties arising from the Middle East war, among
othere, the CB tried to stablize the peso through exchange
market intervention. The CB likewise introduced & series of
administrative measures such as a tight band imposed on the
official exchange rate for commercial foreign exchange
trangactions and a special arrangement that ensure the
supply of foreiagn exchange to oll importers (Lambarte, et.
al., 1991).

According to Krugnam, et.al (18982), thev Philippine
exchange rate regime is best described as managed by the CB
in spite of the IMF classification as "freely floating.”
The CB manages the exchange rate by buying or selling
foreign exchange 1in the interbank market and through
" monetary policy. The latter is resorted to support the
rego when i1t is weak. When there la an excess demand for
foreign echange. the CB sella debt instruments to make the
interest rate high enough to make peso assete attractive to
private holders of dollars (In the mid-1980s, the CB
borrowed directly, offering the so-called "Jobo Bills"). Tc
buy peso debt, the investors have to sell dollars and buy
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pesos. Hence,' the debt issue relieves pressure on the
foreign -exchange market and may even allow the CB to buy
dollars without driving up their prioe.

_ The interest rate that must be paid to “flush out”
dollars " in thile way must be one that offers &an Iinterest
premium over that on dollars sufficient to compensate
investors for the perceived = risk of devaluation.
- Proximately then, Iinterest rates in the Fhilippines were
driven for the most part by expectatlions about exchange rate
movements. The . rising interest differential in 1889
esgentially reflected concern that the peso was becoming
overvalued, and that a depreclation would eventually become
necessary. ' ' R B '

Krugman, et al. (1992) asserted that the source of high -
nominal intereset rates in the Philipprines 18 therefore not
the competition of the government for a scarce supply of
private savings, but the need to offer interest rates high
enough to compengate investore for the likelihood of future
deprecliation vof the peso, a likelihood that arlises in part
because of expected inflation, but also from a perception
that the peso is overvalued in real terms.

4.3. AFiscal‘Policy_

4,3.1.- Income Tax from Business

a. Prior to Executive Order 37 of 1986, the tax rate
scledule wa2 one to 35 percent for compensation
income and five to 60 percent for buslness, trade
and professional lncome. -

b. E.O. 37 of 1986 provided for the application of &
uniform (1 to 35 prercent) graduated rate schedule
to the sum of oompensation, business, trade, and

professional 1income. As Dbefore, compensation
income ‘was taxed on a modified gross income basis
(1.e. groes 1income less personal exemptlions)

whereas business/trade and professional income wae
taxed on a net income basie, 1l.e., gross income
less -personal exemptions 1less  deductions for
businesgs expense. Thie deductlon can be either a
standard deduction or an itemized deductlion where
allowable itemized expense deductions include
interest, ordinary buslness loesses, bad debts,
depreciation, charitable contributions, . and
others :



4.3.2. Téx on Passive Income

- a. Prior to 1886. passive Income was teaxed as
follows: 17.5 percent on interest Iincome, 15
percent on dividends and royalties, and filve
percent (based on gross selling price) on sales of
real property., 0.25. percent (based on - gross
selling price) on sales of stock llsted and traded
through a local stock exchange and a 10-20 percent
tax on net capltal gain from sale of stocks not-
. traded through the local stock exchange.

b. The 1986 tax reform included the thasing out of
. the tax on dividends such that by January 1, 1889,

the tax rate on dividends was down to zero. It
. increased, however, the tax on interest 1income,
royalties. and winninge to 20 percent. The tax

" withheld by the payor represents the final tax
liability of the payee and the latter is not.
required to state the income on the individual tax
return. The taxation system governing caprital
gains from stock or real property transactions did
not change. ' ' - '

4.3.3. Corporate Income Tax -

The 1986 Tax Reform fixed a uniform 35 percent tax on
the net income of corporations. Allowable deductions " from

gross - lncome are ordinary buslhess expenses, ‘intereest
expenses, depreciation, bad debts, taxes, -etc. (Manasan,
1890). A

From 1968 to 1986, the tax on corporate net income was
on a -‘graduated basis, 25 percent (previously 22%) on the
first &lab of P100,000 of net income and 3D percent
(previously 30%) on net .income. of "more than FP100,000
(Manasan, 1290 and Gregorio, 1979). Thie duml rate system
of corporate income taxation was first introduced in 18589
and had increased over the years.

Available fiscal incentives to firms registered with
the BOI were sald to significantly affect -the burden of
corporate taxation (Krugman, et al 1992). With regard to
tax 1ncentivee, reglstered enterprises are entitled to tax
incentivee in the form of exemptlon or reduction of certaln
taxes, deduction from taxable income or tax credits. Theee

103



incentivee operste to reduce the initial cost of Investment
or reduce -the 1income tax burden of enterprieges.  The
following deductlioneg from taxable income are allowed:
reglstered enterprises are entitled to amortize and deduct
organizatlonal end pre-operating expences for 10 vyears;
sccelarate deprecistion of ite capital assets; carry over
net operating losses for a perliod of six years; deduct from
taxable income the amount re-invested for expansion of its .
facilitles at varying percentagee at 25% to 100% depending
on the nature of the industry; and exporters of manufactured
- products may claim & double deduction of direct labor st
and indigenous raw materlals used in the exported product up
to an amount of 25% of export revenue.

A registered enterprise ie also entitled to - &n
exemption or reduction or deferment of taxes on imported
capltal equipment for the registered project. For export
products, & special tax credit ie available for taxes and
duties paid for raw materials and supplies used = to
manufacture the export product. On the other hand, 'an
enterprise engaged . in a ploneer project 1is entitled to
exemption from all taxes except income tax on a .diminishing
scale for a period of 15 yeare, extendible for another five
vears for exceptionally large projecte. There income tax
holidaye were introduced in the 1987 Omnibue Investment Code :
or E.O0. No. 22Z6.

4.3.4. Value Added Tax (VAT)

E.O0. 273 introduced the value added tax 1in the
Philippines “to simplify the sales tax system, lessen its
distortive effects, and increase the - yleld and
responsiveness og sales taxes. It was slgned 1in Jure 1887
but actually took effect on January 1, 1888. The VAT
replaced the manufacturer’s sales tax (with VAT~1like
featuree) sand the turnover tax, the miller’s tax,. the
contractor’s tax, the broker’s tax, the tax on lessore of
personal  property and & host of flxed taxes. It imposes &
uniform 10 percent tax on the sale and importation of most
goode and services (Manasan,_lggo)

Furthermore, according to Manaean, exports are zero-
rated while agricultural products, major inputs - to
agriculture with no alternative uses, e.g., fertilizers,
peeticides, animal feeds, etc., most of petroleum products,
books and other printed materials, utilitles, financlal,
medical, educational, transport, communication and other
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gervices and sales and/or gervices rendered"by entities
whose gross annual turnover is less than P200,000 are
exempt .

Zero-rated and exempt goods do not pay taxes on' their
outputa.  However, zero-~rated goods are glven a rebate on
the taxes paid on thelr inputs while exempt goods are not.

On the other hand, the manufacturer’s sales tax that
was 1in - place before the VAT had tax rates differentiated
according to the essentiallity of -the goodes; 0, 10, 20, and
30 percent, respectively. for agricultural products,
eagentials, ordinary, and non-essential goods. In addition,
a 1.5 percent turnover tax based on gross selling price was
levied on each subsequent sale.

In- 1979, non-essential and seml-essential items . were
taxed at B0 and 25%, reespectively. Prilor to July 1978, the
rates were 70 and 40%, respectively. Under the non-
essential category were Jewelriee, perfumes, cosmetics &and
Juke boxes. The seml-essentlal items consisted of leather
luggagee and bags, water heaters, washing machines, electric
mixers, lilghters, air—bonditioning, planos and = most
household aprllances.. :

Essential items which included locally processed meat,
milk, fish, and other sea foods, wheat flour, locally
manufactured medicine, laundry soap, writing rads, notebooks
and pencils, animal feeds and cement were taxed at 5%. - The
tax for agricultural products was 1% and for all - other
commoditiers, 10%. : :

Gregorio (1879) expounded also on some variations on
. the tax rateB. Lower rates or 10 to 25% depending on the
price of the item were imposed on the locally produced
versione of certaln semi-essential goode like watches and
clocks, fountain pens and ball pens, electric fans, stoves
and ranges, rhotographs, radios, television sets,
refrigerators, etec. Depending on the price, gpecial
graduated tax rates from 10 to 200% were charged likewlse on
domestically menufactured sutomobiles. Imported automoblles
~were levied tax ratees ranging from 100 to 200%.

Taxes on certain inputs may be credited against output
taxes. = However, the earlier tax credit system 1is more
l1imited ' than the one under VAT. In particular, under the
previous eystem, only taxes on inputs that physically form
part of the finished product may be credited against output
taxes. Under VAT, tax credite are allowed for taxes on all
inpute which are within the VAT ambit.

105



items.

The VAT ie complemented by an excise. tax on luxury

A lot of problems were encountered 1in the initial
implementation of VAT. These problems could be - attributed
to the inadegquate preparatory steps that were undertaken.

The VAT was met with hostility and confusion by the

the new laws and regulatlons were unclear and not widely
diseeminated, etc. Krugman, et al. (1992) states that

'of theae problems have now been addressed.

4.3.5. ‘Exclse Taxes

Before 1986, exciese taxes on alcoholic, tobacco
and petroleum producte were levied in the form of
unit taxes baged on volume of production combined.
with an ad valorem component (Manasan, 1890).

The 1986 tax reform completely eliminated the unit
tax such that now these exclses are on an ad
valorem basis. This resulted in a rising tendency
for exclge tax revenues to go up automatically.
with economic growth especlally with increasing
prices. However, Manasan (1990) contended that the
reform of excise taxes on-tobacco products, the
reintroduction of a higher rate on Iimported (65
percent)  relative to domeetically . produced
cigarettes (40 percent and 50 percent, - depending
‘on whether the cigarettes carry a forelgn brand oy
not) eeemed questionable. FPromoting the domestlic
menufacture of cigarettes could be better done by
meane of tariff protection.

The exclse tax rate on petroleum products
‘pose from an average tax rate eguivalent of 28.3
percent of the wholesale price in January 1986 to
a peak of 36.8 percent in March 1887. In August
1987. it was reduced to an average rate of 25.4
percent. Concomitantly, the  structure of
petroleum  product taxes across  the various
‘producte has also undergone some changes. Firet,
the exclse tax rate on fuel oil, an 1mportant
intermediate input, went up relative to that of
other petroleum products between January 1986 to
August 19887. From then on, the exclee tax on fuel
oll was abolished. It iz worth noting that gaince
taxes on petroleum products have traditionally
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4.3.6.

been a gigniflcant component of tax revenues the -
revenue reduction was not negligible (Manasan,
1980). Second, the differential taxation of
gasoline and diesel widened further in favor of
diegel, 1.e., gasoline became more heavily taxed
relative to diesel. - '

The excise tax on fuel oll’ which was
increased from a rate of 16.6 percent prior to the
Aguino administration +to 28.5.percent in March
1987 may have distortionary e&ffects on the
rroduction structure. This results from the fact
that: (1) fuel oil is a mador input 1in the
production of & number of goods 1like cement,
fertilizer, steel, logging and wood processing,
textiles, rice, sugar, and coconut oil milling,

~ food - processing, etc.: and (2) there 18 no

existing tax credit provision for taxes paid on,
petroleum products under either thevold Bales tax
gystem or' the rresent value added tax.

Under the o0l1ld sales tex system, taxes on

‘petroleum products are not creditable against the

sales tax on the output because petroleum products
do not physically form part of the end product.
On the other hand, under the value added esystem
that is currently in place, taxes on petroleum
producte are not creditable against output taxes
because petroleum products are exempted from the
VAT. . o '

The 1990 tax measures include sharp increases 1in
thg;excise tax on eo-called sin products such ae
clgarettes and beer.

Export Taxes

To lessen the windfull gains received by producers
of traditional export commodities in the early
19705, the etabilization tax imposed temporary
taxes of 4 to 10% ad valoren on such commodities.
Furthermore. an additional tax was .levied in
February 1974 on the premium derived from the’
increagse ln export priceé beginning in 1973. Thie
premium export duty had rates from 20 to 30% and
were applled to the difference between the ruling
export price and the base price. However, when
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increases. in the prices of commodities tapered
down towards the end of 1974, the premium tax
become ineffective (exceprt for sugar in 1975) - and .
eventhe  regular export tax was temporarily
withdrawn on export commodities hardest hit by the
recesggion (Bautista, et al, 1978)

b. Prior to the. 1986 tax reforms, an ad valorem tax
levied on the gross f.o.b. value of certain
exports amounted 20 percent for logs, 15 percent
for copra, nine percent for coconut oil, eight
percent for copra meal and desliccated coconut,
four percent for abaca, lumber and: veneer,
pineapple and pinearple Julce, and two percent for
bananag (Manasan, 18850).

c. The 1986 ta\ reform package eliminated all export
taxes ehcept that on 1ogs.

4.4, Trade Policieé

Past studies of industrialization in the Philippines
concluded that +the nature of government policies pursued
since the 19508 to promote industrialization in the country
has caused a low record of productivity growth. in  the
industrial sector and the failure to significantly help  in
the alleviation of unemployment, underemployment and poverty
in the country (Pante and Medalla, 1980). Theese government
policies included import substitution through import
controls 4in. the 1950s; high tariffs and  quantitatlve
regtrictiones ” in -the 19608 and 1870s- (The tariff code which
took effect ‘on January 1, 1973 was sald to simplify the
previously very complicated tariff schedule by reducing the
number of tarilff rates to only six. However, ILO indicated
that it increased import dutles on 796 items in the old
tariff code, lowered them on 541 items and did not change
the rates in 392 items.); accompanied by liberal financing
and investment 1ncentives favoring large and capital
intensive industries, particularly in the 1970s; = overvalued
. exchange rates; and increasing  direct government
participation in induetrial production. :

The performance of the manufacturing sector during thé_
period was - characterized by Pante and Medalla (1990) as
having had:

1. Limited labor absorption
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, Déclining total fagtor_Pﬁoductivit&li

Little change 1in structure. (The structure of
production hase not changed much since 1970, with
the production of consumer goods accounting ' for

the largest share of  about. one-half of
manufacturing value added on the = &average,
followed by the production of intermediate and
capltal goode). ' :

Concentrated production structure in Metro Manila

Biaged -etructure against . emall and medium ecale
industries. The import and exchange controls of
the 19508 and, later, the import restrictions of
the 18608 and 19708 undoubtedly favored large

_enterprises which have both the economic and
political . power to influence the allocation of

import licenses and- foreign exchange. In
addition, large firms had the advantage over GMIs
in terme . of thelr ability to transact Dbusineas
with the BOI for the registration and availment of
incentives. With respect to technology, 1large

industries have had accees to forelan technologies

through licensing agreements or equity
participation by foreign firms. . The upgrading of
the low productivity technology of SMIs has not
received adequate government support. Export
promotion measures have also not been neutral a2

"to eize of firm, especially because of the cost of

incentive avallment and the late  release of
imported inpute for exports (Pante and Medalla,
1880).

| Increasing eshare of nontraditional -exports in
“total - exprorts but nontraditional manufactured

exporte concentrated in only three products,
namely semi-conductors, garmente and handicrafts -
(which comprieed two-thirds of all nontraditlional

‘manufactured exrorts). The share of nontraditional

manufactured exports haes risen only by 8.3 percent
in 1870 to a little over three-fourths in 1988.

Biased incentive structure in favor of capital

intensity. Capital labor ratios increased
glgnificantly in many subsectors of manufacturlng,
most probably in food, beverages, chemicals,

cement, iron and steel, fabricated metals &and
transport eguipment. : S
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The Philiprpines hag emploved a restrictive trade reglme
to promcte import-substituting industries, starting as early
as the 1950s. There were short reriods of decontrol but on
the whole, the import-substitutlon bilas hes - persisted
(Pante and Medallea,: 1980). : ‘ '

‘ Mador trade reforms were undertaken in the 19808s. These
trade reforms started 1n 1881 and contained three
components, namely: (1) the 1981-85 Tariff Reform Program
(TRP) the main feature of which was reduction of the maximum
rate of duty from 100 percent to 50 prercent; - (Z) 1mport
"Jiberali-zation: and (3) indirect tax realignment. While
TRP proceeded as planned, the indirect tax realignment was
implemented only in the later part of 1985 because of . the
balance of payments crisle which erupted in Auguet 1883.

, The = import liberalization program- initiated 1in “the
“early 19808 was later expanded. From 10886 to 1889, import:
‘reetrictions on 1,477 PSSC lines were lifted, reducing the
number of regulated 1items as a percentage of the total
nunber of PSSC lines from around J34.1 percent in 1985 to 8.0
percent by the end of 1889. In addition, all export taxes
" were abolished, except for logs.

On the whole, the trade reform prozram from 1986 to
1988 succeeded in bringing down nominal and effective rates
of protection and in reducing variation acroes sectors.
Nonethelese, Pante and Medalla (1990) opined that the
implemented reforms have not been sufficient in altering the
biasges of the protection system againet exports. Assessing
the trade rolicy regime as of the mid-1880s Krugman, et al.
(1992) concurred with the same conclusion that the policy is
 highly biasep againgt trade. Accordingly. further reforms
are needed to lower the level and dispersion of effective
protection. Moreover, it is important for the government to-
continue the implementation of the import lilberalization
" program Aas gcheduled in order to give a consistent rollicy
signal to the private sector.

. The current thrust of government policy in this area 1is
‘towards greater trade liberalization and a nesar-uniform
tariff of 15 percent. Hence, aquantitative restrictlons esuch
as import bans and licensing requirements for lmportation on
various items have been removed. Also, the tariff range has
been narrowed down through E.O. No. 470. While removing a
number of iteme from the llst of regulated imports. tariffs
on these items were simultaneously raised through E.Q0. No.
8. The ieeue ralised by theese reforme, however, 18 that
there would be no galne 1in effliclency (although the
government augments its revenue) 1f the new tariffe would be
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as high as theiquantitative prOteptioni(PIDS Poverty Study
Group, 1992). , ‘ :

. Reforms 1n the tariff structure under EO 470 began in
Auguet 1991 when the total number of harmonized tapriff linee
were reduced by 10% from 6193 PSCC linee to 5561 1lines.
Reforma will end in July 1995, by which time tariff rates
would have been clustered around four levels: 3%, 10%,- 20%,
and -30%. (DTI, July 1892). The tariff adjustments cover B0OX
of the items in the Tariff and Customs Code adhering to the
bagic text 1f the International Harmonized Coding System for-
easier  customs administration. DITI also reported  that
importe of raw materials semi-processed materials and
capital equipment were levied lower tariffs under E>0> No.
470 effective July 1. 1982. DTI added that before the lower

‘ratez . became effective, packaging materials  such as
cartoons,. crates and similar articles were slapped & 50%
tariff duty. The current rate which is 40% is scheduled to
be reduced to 30% in 1974 and to Z0% in 1995.

In 1991, tariffs on dryers for agricultural products,
paper and raper board, bulldezere and machine toole were
Jowered from 20% to 10%. Such reduction iz expected to cut
prices of essential inpute; lower price of consumer goods;
and . enhance the competitiveness of local industries in the’
domestic and overseas markets. Import-dependent Industries
such ag packaging and paper, metal and engineering,
electronice and consumer durables., and the agricultural
gector would benefit from the tariff cute. '

4.5. : ,Figpncial Policies

The objectives of the government s reform program in
the financial eector are: (1) improvement of the financial
structure through the strengthening of CB supervision and
regulation of financlal institutions, freer entry into. all
areas of banking and finance to encourage -competition and
enhance the  efficiency of financial intermediation,
rehabilitation and ratlonalization of the operatione of the
Philippine National Bank (PNB)" and the DBP, and divestiture
of at least the majority stockholdings of government-
acquired banke by the end of 1988; .(2) improvement of +the
rural credit market through the rationalization and
strengthening of = the rural banking syestem; (3)
rationalization of government regulations affecting
intermediation cost, 1ncluding the gradual reduction in
reserve requirements when circumstances so warrant, repeal
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of the agri-sgra reqauiremente and abolition of the grose
receipts tax; (4) continued adoption of a market-determined .
interest -rate policy through the elimlnation of all
remaining forms of  interest rate subsidies to specific
gectors: and «(5) develorment of the domestic capital market
through the strengthening of the securitles market and the
development of a secondary market for government securities.
(See .Lamberte and Relampagos (1990) for a more detalled
- discussion of reforms in the financlal sector during the
period 1886-1988). A $300 M Financial Sector Adjustment
Loan has been extended by the World Bank to the Philippines
to azsist the government in the implementation.of its reform
program covering the financlal sector (Pante and Medalla,
"1990). : :

To improve the financlal structure, the government has
teken the followlng major actions: (1) expansion of the
coverage. of the single bhorrower’s limit to  include
contingent 1llabilities in the determination of the limit;
(2) imposition of cellings on outstanding guarantees that =a
bank can iesue; (3) adoption of the rolicy whereby the . CB
will refrain from sustaining weak banks except in times of
general financial emergency or when. speclfic banks- face
problems of 1liquidity rather than of solvency; (4)
pelaxation of barriers to entry by terminating the -
moratorium on new bank . licenses and eliminating the
prerequisite , lnvestment 1in government securlties for.
purposges of opening bank branches; (95) completion of the
rehebilitation of PNB and DBP; and - (6) divestiture of’
government stocks held in acquired banks (Pente and Medalla,
1980). ' ' '

4.4.1. Interest Rate Pollcy

‘The Anti-Usury Law which gives a ceiling on the
interest rates that maybe charged on loane is implemented to
control the rate and direction of investment by influencing
the structure of interest rates. Prior to 1978,  the Law
regtricted the nominal interest rate of lending by bankes to
12%  on secured loane and. 14% on unsecured loans. Banks
employ, however, various ways guch as imposition of service
chargee and deductlon of the interest charges upon approval
of the loan instead of at maturlty thus making the effective
interest rates as high as 15% and 16% in the early . 19708.
Hence, in early 1978, the CB imposed a statutory 1limit on
the effective rate of interest (nominal rate plus bank
charges, etc.) instead of on the ‘nominal vrate - 12%
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effective interest rate for secured loans and 14% for
unsecured loans (Mejia, 1979). ‘ '

The Anti—Usury'Law also sete a 7.5% and 7% ceiling on
deposit rates for savings bank and commercial banks,
respectively. These rates are far below the cellings - on
lendling rates. : . : : : ‘

The setting of cellinge on interest rates on savings
deposits and loane were, however, critlcized "for creatling
distortions in the capital market. To control  the
allocation of I1nvestments the CB granted differential
interest rates on loans for priority activities. ©Such loans
were generally granted by government supported institutions
. but private " bankg were likewige encouraged to grant
preferential rates to prlority industries. From December
1971, the maximum interest rate that can’' be charged by
commercial and thrift banks, including other charges, on
loans for export activities was 9%; for small-scale
industries (also for the production of rice and corn,
poultry and piggery, fisghing, feed grains and sorghum), 12%.

In May and October 1978, ad1ustments .were made - to
expand the coverage to include, among others, those listed
“under Priority I-A of CB Circular No. 223 and activities
involving the production of copper, nickel metal and nickel
and cobalt in mixed sulphides.

Listed ‘beléw are nonfarm enterprises falling :under
Priority I of CB Circular 223 as amended:’ :

A. Economic Activities Eligible for Credits up to Eighty
Percent {(80%) of Loan Value of Credit Instrument:

1. Bage Metal Industries

a) Blast furnaces, steel work and rolling mille
b) - Iron and steel basic industries

c) Iron and steel foundries

d) Nonferrous metal basic industries

2. Chemical and Chemilcal Produéts
a) Basic chemicals

b) Druge and other pharmaceutical preparations
&) Fertilizer

3. Coconut Products and Thelr Freparation
ay Coconut o011, edlble
b) Coconut oll, inedlble
c)- Copra meal and csake
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10.
11.

12.

13.

Electricel Machinery. Apparatus and Appiiancee
a) Transmission and distributlon equipment

Food Manufacturing
a) Canning and preserving of fieh and other esea

foods
i. Fish canning .
~b) Canning and preserving of frulte and
vegetables : S i o :
i. Canning, drying, brining, pickling or
otherwlise preserving- or preparing
vegetables :

11. Canning, drying or otherwlee preparing

and preserving frulte '
c) Slaughtering, preparation and preserving of
meat: '

- Sugar factories and. refineries |

1. Sugar refining plants
e) Miscellaneous food preparation .
1. Prepared feeds . for animal and- fowls

Furniture and Fixtures Manufacture
a). Rattan and bamboo furniture

Leather and Leather‘Producte
a) Tanning and finishing

Lumber and Wood Producte
a) Veneer, plywdod and prefabrioated products

Machinery, Equirment, Acceesories and Parte

a) Agricultural machinery

b) - Engines and turbines

¢)” Industrial, construction and mining machinery

~Nonmetallic Products
- a) Cement

Paper and Paper Producte
a)  Pulp, parer and paperboard

Petroleum and Coal Producte

a) Coke

Textile. Cordage and Twines Manufactures

a) Cordage, rope, twines and nets

b) Hemp milling, abaca stripring and baling
~ establishmente :

) Enitting millse

d) Spinning. weaving and finishing of textile
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14.

1b.

Traneportation Equirment and Parts

a) Alrcrafte and parts _
b) Motor vehlcles, equipment and parts
e¢) Motorcycles, bicycles and parts

d) Rallroad equipment

e) Ships and boats

Miscellaneous Manufacturing Industries

a) Laboratory, engineering and medical
instruments

Economlic -Activities Eligible for Credlts up to Sixty-

Five Percent (B65%) of the Loan Value of the Credit
Instrument _ o
1. Chemical and Chemical Products
a) Dyeing and tanning materials
b)- Exploslves (excluding firecrackers)
2. Coconut Prcducts and their Preparations'
a) Deeiceated coconut
3. Electrical Machinery, Apparatus and Appliancee
a) Communication equipment - _
b) Dry cells and storage batteries
4. Food Manufacturing , .
a) Canning and preserving of frults and
vegetables’ T ' :
1. Fruits and vegetables, - esauces and
- Beasoning ~
b) Dailry products
i. Milk proceseing
c) Miscellaneous food preparatione :
: i. Coffee roasting, grinding and/or
processing : ‘ .
5. Furniture and Fixture Manufacture
a) Wood furniture '
6. Lumber and Wood Products
a) Cork
b) Sashes and doors
c) Sawn and planed lumber
d) , Wood chilps
7. Machinery, Equipment Accessories and Parts

a) Office and store machines and devices
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10.

11.

Metal Induetries

a) Cutlery, handtoole and general .producte
b) Fabricated .structural and metal products
c) Tih and aluminum ware ‘

Nonmetalllic Products
a) Glage and glass products
b) Struetural clay products.

Textile, Cordage and Twines Manufactures
a) Jute bags and sacks :

Miscellaneous Manufacturihg Industries

~a) Cottage native handicraft industries

b) Footwear (other than rubber)
c) Photograrhic and optical goods

Economic Activities Eligiblé for Credits up to Fifty
Percent  (50%). - of the Loan Value of the Credit
Instrument '

1.

Apparel and Other Finished Products Made from
Fabrics and Similar Materisls

a) Embroidery shope

b) Wearing spparel

- Chemicals and Chemical Products-

a) - Paints, varnish and lacquers
b) Soape and other cleansing preparation

Cocpnut_Products
a) ~ - Copra

‘a) Electrical lamp

Electrical Machlnery, Apparatus and Appliances

b) Household aprrliances

) Radioc, television, telephone receiving sets,

electronic tubes and compcnents

Food Manufacturing
a) Canning and preserving of fish and other ses
foode
i.  Fish sauce (patis) manufacture :
1i. ©Shellfish curing, smoking, salting or
rickling n.e.c. ‘ '
b) Cocoa, chocolate and sugar confectionery

1. ' Cocoa and chocolate prooessing factories
c) Grain Mill Products
N Corn mills
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1i. Rice mills
iil. Tuber flour mills
iv. Wheat flour

d) Miacellaneous food preparations
i.- Salt manufacture A
ii. . Starch and ite producte
1ii. Vegetable lard and margarine manufacture
iv.. Vermlcelli and noodles manufacture

B.A Lunber and Wood Products
a) Creosoting and other wood treating

7. Metal Induetriee
a) Fabricated wire products
b) Metal stamping, coating and engraving

8. Non-Metallic Products
a) Plastic producte
b)) Pottery, china, earthenware
c) Concrete aggregate
d) Concrete products
i. Cement products tLight weight aggregate
i{1.. Pre-mold concrete light weight sggregate

9. Paper and Paper Producte
a) Coated and glazed paper produote

10. Printing, Publishing and Allied Induetries
a) Book publishing and printing
b) Newspaper and periodical publishing

il. Tobacco
a) 7 Cigar and cigarette factories (native)

12. Miscellaneous Manufacturing Industriee

a) Oxygen, aeetylene and similar producte

b) . Silver and gold work without preclous stones
Q) Musical instrument and parts-

d) Blank recording disc '

e) Metal stampers

The maximum lending ratee that can be charged by
smmercial and thrift banks to varlous typee of priority
nfarm enterpriee borrowers are as follows.

1. Those engaged in export-oriented . activities,
small-scale cottage industries, - and activities
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. under Prilority I-A of Circular No. 223 - 9% rlus
charges not greater than 1%.-

2. Those engaged 1n the productlion of cobalt and
‘nickel metal - ©% plus bank charges not greater .
than 2%. ' :

3. Thoese engaged in non-export oriented small-scale/

cottage industries under Priority I-B snd C of
.Circular No. 223 - 10%. '

Financial policies were liberalized when the ,Monetary
- Board wae authorized to set maximun lending rates ' starting
in 1993 . rendering obsolete the Usury Act, of 1816. The
period from 1874 to 1980 was conslidered the transition
- perlod for such financial liberalization.. Interest’ rates:
were still fixed but the Monetary Board bonstantly ~adjusted
the rates to reflect market conditions. '

The floating interest period began .in 1981 " when
interest rate ceilings on all types of deposite and loans
except short-term were lifted. However, the celling. on
short-term 1oans were only lifted in 1983.

In 1984, =& liquidity and balance of payments ‘crisis
‘gpeeded up new financlal liberalization efforts in the form
of floating interest rates. The ratesr on time deposits
increased from 14% per year in 1980 to 15.6% per  annum in
- 1981. It then soared to 32.5% in 1984 due to a DBO%
inflation rate {(Gochoso, 1989). . ' .

. Rediacount rrivileges were glven by the CB to banke
granting loahe to peorle engaged 1in rpriority production

activities. - The CB allowed lower rediescount rates for the
more preferred activitiee, e.g. food production and export-
oriented activitles. In 1971, emall-scale &and cottage

industries began to recelve rpreferences in terms of
redisgcount privilegeg while 1n 1978, coprer, nickel metal
and nickel and cobalt in mixed sulphides ~were -among the
preferred areas. :

In 1968, the rediscount rates which the CB charged for
all banking institutions, except rural banks were 5.75% on
borrowing secured by eligible credit inetrumente pertaining
to export activities falling under Priority I and 7.5% on
borrowing based on all other credit instruments. In 1971,
the Rural Banke were given a rediscount rate of 3% per year
for papers covering loang under & spupervised credit system,
including .the production of essential food items, export-
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oriented 1ndustries., cottage iﬁdustriés, and exportable
"manufacturgd products where no importerd materials are used.

For commercial and thrift banks (savings and - mortgage
- banks, stock esavings and loan aseoclations), the . redigcount
rates were adjusted in 1874. For financing and export
activitieeg, the rediscount rate was lowered from 5.7% to bX%.
For small-scale induetries, & redlscount rate of 5% was also

set by the CB. Borrowings on all credit instrumente
pertaining to economlc activities under Circular No. 223
were granted the followlng rediscount rates: Group A - 6%,

Group B - 7%, and Group C - 8%, for 80%, 65% and 50% of
thelr lo&n values, reepectively. When a -bank grants a loan
to a borrower under Group A, the CB can lend the "bank an
amount equivalent to 80% of the value of the loan of the
‘bank to the borrower at an interest rate of 6%. o

From May 1978 till March 1979, the following were the
- pediscount rates granted for the various nonfarm priority
activities: - ‘ :

1) Small-scale  and cottage  industries; export-
oriented . activities; corper and nickel metal
production; and those listed under Frlority I-A of
Circular No. 223 - 4% for 80% of tl.e total "loan
value. ,

2) Activities under Priority I-B and C - 9% for 60% -
of the loan value :

Under thie =cheme, banks obtelned a gross profit margin
of slightly less than 4% for loans granted to coprer and
nickel metal production and almoest 6% for the othere.

In April 1979, the CB revised its credit  policles by
~relaxing ite rediscount rules so ag to provide more funds to
production. The - redlscount rate on loane for export-
oriented small-scale and cottage induetries was lowered from
4% to 3%. The loan value for papere of thie type wag also
increased from B80% to 100%. Loans for food processing,
domestic fertilizer production and food manufacturing for
domestic consumption were likewise granted a 3% per year
rediscount rate for 100% of the lcan value. Loans for non-
export oriented small-scale and cottage industries under
Priority I-B and C of amended Circular No. 223 recelved a 6%
rediscount rate as compared with the previocus rate of 9%,
for 80% of the loan value instead of 60%.

The medium and long-term rediscounting facility allowed
- banke to rediscount papers for the acquigition of  assets,
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working capital, and investment in affiliates and high grade
pecurities. Whatever is the maturity, the CB' allowed any
‘paper to be accepted as security to encourage the
transformation . of short-term loans to medium and long-term

loans. Banks. however, tended to Juet borrow from the CB
rather. than attempt to increase the_supply of loanable funds
by mobllizing esavings. This cauged a ' reduction in the

volume of financing vis-a- vis requirements (Gochoco, 1989).

Another CB regulation is the requirement from,banks in
the regions (outside Metro Manila) to Invest within the
reglon where they are located at least 75% of their total
deposite. When a bnak has two or more offices 1In ‘a
particular region, the prolicy is considered complied with if
the aggregate investment of such banks”’ offices is not below
75% of ites deposgits held 1in that region, and provided that
the bank devotes at least 60% of the 75% ratio of aggregate
investment for loans financing agricultural and K export
industries. ' ' '

In line with the promotion of export-oriented
activities and cottage industries, investment ies aimed to be
gtimulated further by relaxing the rediscount celling for
such activities. Starting 1978, any bank that was eligible
to rediecount and whose rediscount ceiling had already been
reached wag entitled to an 1increase in 1ts existing
rediscount ceiling by 50% provided that the loan would be
used excluslvely for the financing of nontraditional
exports, esmall-scale and cottage industries. In March 1979,
commercial banks, for purpoees of rediscounting thelr export
paperg with the CB, were allowed to avall , themselves of
additional B50% beyond thelr existing basic rediscount
ceiling. ;

Forelgn borrowings and foreign investments are likewlise
channeled to preferred areas. In the approval of forelgn
borrowinge and forelgn investments, the CB sives preference
to the following:

a)  Exprort-oriented industriles
b) BOI-approved industries . .
c) Non-export-orlented 1ndustries not . utilizing
domestic credit resources g
- q) Firme using relatively labor intensive methods,
and '
e) Firme implementing geograpbical diepersal (i.e.
located outside Metropolitan Manila)
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4.6, Labor Policies and Programs

The government’s overall policy direction for the labor
sector 1s contalned in the Medium Term Development Plan of
the Philippinee for 1987-1992. The Plan _underscores the
promotion of employment through the use of more labor-based
techniques in all productive sectors, the provision of means
for labor to recelve its falr share and: for capital to
obtain a reasonable return on investments.  The getting of
wages and other terms and conditione of employment through
collective bargaining 1e being promoted. In addition, the
workers . have +the right to organize, to ~free collective
bargaining, and to strike in accordance with the law

The Phlllppine Constitution which wag ratified in 1987,
likewise provides the general policy setting for the labor
sector. The Conetitution recognizes labor as a primary
soclal economic force thus the state 1e mandated to provide
full protection to labor. local and overseas, organized and
unorgenized, and - promote full employment and equality = of
employment  opportunities for all. The creation and
rromotion of employment. being a key feactor in the reduction
of poverty 1ie one of the major concerns of the government.

4.6.1. Labor Laws

some of the lawse concerning labor and employment
. relevant to rural nonfarm &nterprises ere the following:

'A. Wagea, ealaries and other forms.of.compensation_

1. Republic Act (R.A.) No. 6640 -~ Paseed in 1887,
this act provides for an increaese in the st&tutory
minimum wage and salary rates of employvees and
workers in thw rrivate sector.

2. R.A. No. 6727 - W&ge Ratlonalization Act - Thie
act rationallzes the fixing of minimum wege to
promote productivity improvement and gain showing
to enhance employment 1n the countryside through
industry dierereal; and to  allow businese and
industry reasonable returns on invegtment,
expranslon and equltably considering - existing
dieparitiee 1In the cost of 1living and other
eocioeconomic factore. -
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B. . Labor Relations .

1. R.A. No. 6715 ~ An Act to extend protectlon to
labor, strengthen the constitutional rights of
workers to self-organization, collective
bargaining and preaceful concerted activities,
foster industrial peace and harmony, promote the
preferential use of voluntary modes of settling
labor disputes, and reorganize the Natlonal Labor
Relations Commission, amending the Labor Code of

the Philippines. ’ > '

2. E.O. No. 47 - reorganized the Natlonal Labor
Relations Commission in 1986 to professionalize
the labor dispute settlement machinery and to
clear NLRC of sectoral interest.

C. Labor Standards and Workera® Welfare

1. E.O. No. 28 -~ further amended in 1986, certain
rrovielons .of RA No. 1161 or the Soclal. Security
Law. The E.O. provides for the feasible increases
in benefits and addition of new ones without
increasing the contributlion and for the constant
upgrading of the beneflt etructure for the low
income group. Amendmentsg cover monthly rension,
funeral benefit and.sickness benefit. . '

The most recent adjustments in the minimum wage 1is
Republic Act No.. 6727 also known as the Wage Rationalization
Act, which allows for a 25-peso increase in the minimum wage
effective July 1989 of workers in the National Capiltal
Region and’ outside = exceept for those  1in the
cottage/handicraft industries and businees enterprises with
a capitalization of not more than P 500,000 and employing
not more than 20 workere. These workers would 'receive ©an
Increasge of P 15 per day.

" With the implementation of EO No.. 178, RA 6640, and RA
6727, the legislated money wages of workers in both the-
public and private pectors increased. RA 6640 raised the
minimum wage of Metro Manila non-agricultural workers to P
69.33 per day. Effective July 1983, the legislated minimum
wage was P 94.33. In real terms, however, these Iincreases

are very small for they have been eroded by rising prices of
goods and services. o

The Natlonal Wage Council (NWC)- formulated .a Wagc
Policy Review Program which wae aimed at determining an



‘alternative system of minimum wage fixing that will bring

about better income distribution. The program consists of
regular price monitoring and cost of 1living analysis
including the effects of price changes on wages and the
purchaeing power of the peso. It likewlee generates
‘occupational wage data in the .various industries.

EO 111 strengthens trade unionism by  abolishing
provisiong in the Labor Code which 1limit the workers” rights
and hinder them from bargaining c¢ollectlvely with thelr
employers. In esegence, the law which strictly pursues the
-one-union-one-industry policy was  repealed. "Likewise,
reduced the reaqulred percentage for union registration was.
from 30 to 20 percent while the two-thirds strike vote
requirement was revised to a simple majority vote. The EO
also allows unions to lgnore the 15-day cooling-off period
in case of union busting. and ordere the military , and- the
police forces to keep out of the plcket linee in cases of
strikes. Moreover, LOI 1458 which allows management to
replace striking workers who defy return to work orders was
repealed. .

EO No. 807 iesued in 1887 established the OUccupational
Safety and Health Center (OSHC) under the supervision of the
Emplovee s Compensation Commission in order to upgrade . the
- capabllity of the government to eliminate or reduce work-
related injuries, 1llnesees and deaths.

, Dept. Order No. 16-A Series of 1987 provides for the
‘ereation of a Tripartite Review Committee that will study
the existing labor relatione provisions of the Labor Code,
wlith the view of determining changes and improvements on the
laws which gan be recommended to the Presldent and to
congrese to bring about the  effective promotion of
1ndustr1al peace, soclal Justlce and national recovery.

BLR-DOLE also launched pro1ects guch ag the UP- IIR/DTI
Promotion of Harmonious Industrial Relations Project (PHIR)
and the Labor Education Program (LEP). The former has - the
promotes industrial reace through the implementation of
activities that support preventive efforts and enhance
cooperation between labor and management. The latter aims
to provide information on labor laws, policles, rules and
. regulations, to labor and management through dialogues and
seminars. -
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' 4,8.2. Job Creating Programs

Some specific programs to create employment
opportunities include the following: : : :
a. Natlional Reooncilietion and Development Program
(NRDP)

The NRDF was established to coordinate and
integrate the programs, projects and other efforts -of
all government -and non-governmental . organizations
towardg national reconciliation. Legal, technical,
financlal and educational aselstance is provided to
rebel returnees for them to be able to engage 1n
economic activities by finding productive employment or
beooming sgelf~ employed

It involves 15, 91 insurgency affected’ berangays
and at least H0O00 of the regular armed members of the
insurgency movement. Local jobs are provided through

.the CEDP projects whereas the pr0eessiﬁg of overseas
Jjob applications are facilitated by POEA

The other NRDP program components - include the:
‘Rebel Returnees Livelihood Assistance Flnancing FProram
of DTI which extends loans to finance small escale
business like bakery, basket weaving, dJdreeemaking,
tailoring and other related single proprietorship and
income-generating activities.

b. Tulong sa Tao (TST) Employment Creation Program

Undér the auspices of the Bureau of Small and
Medium Industriee of the DTI (BSMI-DTI) and accredited .
financial institutions, the TST Program ie designed * to
increase employvment opportunities and income in the
rural’ areas, TST offers financial and technical
agslistance to micro entrepreneurs, government retlrees,
and ex—detalinees to exrand or start llvellihood projects
az well as to potential contractores and subcontractors
on machinery acaulsition or transaction financing.

C. Movement for People’s Livelihood and. Welfare
(MPLW) Program

The objective of this program is to promote
livelihood or egelf-employment opportunities in the
rural areas. . :
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d. Self-Emplovment and Entrepreneuriai Development‘
(SEED) Program

‘ This program offers training on seif—employhent
and entrepreneurship for the unemployed and 1dle
families of overseas workers. '

An 1nter agency commlittee on employment programe
monitoring (IAC-EPM) was set up at the Department of
Labor and Employment (DOLE) in early 1989 to monitor
the various employment programs.

4.7. Regional Dispersal of Industries

~ The government ‘s objective and strategy in the regional
dispersal of industries are spelled out in the Medium Term
Philippine Development Plan 1987-1989Z as follows:

The dispelsal of industries to the regions shall

be pursued to create employment and  1lncome
opportunities in the uountryside and to slow down rural .
out-migration. Towards  this end, emphasls shall be

given to labor-intensive, rural-based industries that
are conegistent with the region’s natural .and human
resources. Specifically, the development of micro,
cottage. emall and medium reeource-oriented and agro-
based types of industries shall be supported.

Efforts.in industrial dispersal shall focus on the
Spromotion of rural credit, the, Belective
decentralization of government services to facllitate
administrative  processes &and procedures, and  the
provision of better and mote reliable industrilal
support eervices such as infrastructure, accees to
markets and technology, product development and skille
upgrading.

. Among the major instruments for industrial dispersal
are: (1) fiscal incentives: (2) development of industrial
egtates and export processlng zones; (3) credit and’
financial policies, particularly those supporting emall and
medium gcale industry development; and - (4) zoning
regulations. While infrastructure expenditure policy has
been recognized as a potentially effective tool: for the
regional dispersal of industries. this has not been pursued
actively (Pante and Medalla, 1990).
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4.7.1. Fiscal Incentives

a. The use of fiecal incentives to promote industrial
dispersal started in 1973 with the amended Export
Incentives Act (PD 6135 as amended). A registered
export producer whose plant iz located in a BOI-
designated area obtains additional incentives such as:
(1) increased deduction from taxable income by doubling
its direct 1labor costs up to 25.0.percent of export
revenues; (2) a tax credit equivalent to 100 percent
of the cost of such necessary infrastructure facilitiee
as portworks, waterworks and roads put up by the export
producer.

b. BP44, the "Investment Promotions Act for Lees
Developed Areas,” was enacted 1n 1979 under which all
BOI -registered enterpriees locating in BOI-designated
"less developed argas” could avail of all incentives
rreviously granted only to ploneer enterprises, except
~the exemption from sales tax payment '

¢. The Omnibus Investments Code of 1887 provided:

. Tiscal 1incentlives for industrial dispersal. The
incentives avallable under BP 44 were combined wilith
those provided for in the 1973 Export Incentives Act,
i.e., tax deduction of up to 100 percent .of the cost
of necessary and major 1nfrastrueture works undertaken
by the investor.

4.7.2. Development of Industrial Estates (IEB) ‘and Export
Processing Zones (EPZs) :

One of the mechanisms utilized by the government to-
promote the regional dilspereal of industries is the
development of 1industrial estates ' and export proceseing
zones. Export processing zones under the Export. Processing
Zone Authority (EPZA) were provided with a host of  fiscal
incentives including: (1) exemption from customs duties and
internal taxes of capital equipment, raw materlals and
supplies, local taxee and licenses, except - real estate

‘taxes, contractor’e tax, wharfage dues and export tax; (2)
deduction of 1labor training expenses, organizational and
rre-operating  expenses: (3) tax credit on ta%es pald on

supplies and raw materials; 'and (4) net operating lose
‘carry-over and accelerated depreciation.

126



Past studles of the performance of EPZe and IEe in the
Philippines (COWIConsult 1983: Louis Berger International,
Inc. 1986) concluded that on the whole, these rolicies have
. been underutilized and have not begn effective instrumente
- in the reglional dispersal of ‘industries. Moreover, the EPZs
and IEs have been concentrated within the periphery of Metro
Manila. - The IE program has also been characterized by
deficlencies in the institutional set-up, exemplified by the
multiplicity of -agencies involved in IE development and by
lack of coordination among them. :

4,.7.8. Credit and Finanoial Policies

The majority of the special government credit programs
were aimed at promoting the development of small and medium
scale enterprises.. The same credlt programs were utilized:
to provide credit support for the regional diepersal of
industries. For istance, the  Development Bank of the
. Philippines (DBP) financed SMIs in a masslve egcale starting
1973. - It gives priority to activities that are export-
oriented, import subastitutes, labor—intensive,'and largely
derendént on locally produced raw materials and to projects
located in the rural areas. Financial assitance i granted
to individuals, rarnership and . corporations with
capltalization of at least 60% by Filipino citizens, engaged
or 1intending to engage in preferred 'industrial projects.
Asslstance 1is glven in the form of etralght peso loans;
foreign currency loans under the IBRD credit 1line;
gaurantees to peso and foreign currency loans extended by
other financial institutione; and equity investments,. either
in common stocks or preferred shares of firms. Financing is
extended to . rrojects which are in line with . the national
investment priorities., preference being accorded to projects
registered with the BOI under the Investment Incentives Act
or the Export Incentive Act.

In 1975, the government directed +the DBP and the
Industrial ' Guarantee and Loan Fund (IGLF) to channel 60.0,
percent of ‘their loan portfolios to areas outside Metro
Manila. The following year, the CB required commercial
banks and thrift banks to invest 75.0 percent of the total -

deposits of their branches -in the areas where these were
. located. o

The lending programs, however, have not been weffective

in encouraging the regional dispersal of industries (Tecson,
et al, 1989). There was heavy c¢oncentration of special

127



1ending operations in Metro Manile and adjoining Regiones III

and 1V, for a number of reasons such as: (1) centralization
of the credit decisionmaking process in the head offices of
-participating institutione, (2) almost exclusive . reliance,

particularly in the case of IGLF, on accredited oommereiel

banke whose branchee are generally located in citlee and-
whose head offices are usually in Metro Manila, as conduit

of funds; and (3) lack of information on the availability
of especial credit programe, particularly in the remote

regione of the country (Pante and Medalla, 1990). :

4.7.4. Zoning Regulations

. Zoning 1s a more direct -way of addressing the problem
,0f overconcentration of industry in a particular area. In
December 1973, the government bahned the establishment of
all new plants and factories within & 50-kilometer radius of
Metro Manila. In order to implement this directive. all new
Industrial projects were required to secure a locational
clearance from the Human Settlements Regulatory Commiseion
(HSRC). Subsequently, the Commission formulated and issued
a comprehensive zoning ordinance whicéh formed the basis for
the zonal plan 1in Metro Manila. However, " due to weak
enforcement characterized by the liberal grant of exemptions
and grace  periods, the voning regulations . did not work
(Pante and Medalla, 1990).

" New strategles and meeeuree have recently been
considered to facilitate the regional - dispersal of
industries. The DTI has propoeed an industrial dispersal
program involving the developrment of identified alternative
industrial locations outeide of Metro Manila into:attractive
and - viable industrial centers. The . developmental
activities in the 1identified areas consist . of "(1)
decentralization and stréngthening of trade  and industry-
‘related services and facilities; (2Z) improvement - of
infrastructure facilities, utilities and credit delivery
syetem: and (3) adoption of a more competitive and rational
prioing of *transport and utilities

According " to DTI, priority in the  program
implementation - 8hall be accorded to cities/municipalitiee
with strong industrial potential and with fairly developed
infrastructure and utilities. More specifically, DTI’e set
of criteria for the selection of industrial centere 1i=s
compoeed 0of seven factorse, namely (1) market size,
including the export market; (2) availability of lébpv;
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- (3) manufacturing base; (4) business services: (5) socilal
amenities; (6) 1infrastructure and utilities;. - (7) other
conslderations such as availablility of raw materials, peace
and order situation, distinect comparative " advantage, and -
bueiness dynamiem in the locality. '

4.7.6., 'Kalakalan 20

. On  December 14, 1989, Republic ‘Act No. 6810
- establishing the Magna Carta for Countryside and ' Barangay
Business Enterprises otherwise known as "Kalakalan 20" wag
edgned into law by President Aquino. It provides that all
Countryside and Barangay Business Enterprises - (CBBEs),
defined as those whose employees do not exceed 20, with
assels not exceeding P500,000 before financing, and located
in the “countryelide”, shall be exempted from local and
national taxes, license and building permit feee and other
business taxes, except real property and capital gains
taxes, 1mport duties and other taxes on imported articles.
They shall also be exempt from any and all government rules
and regulations covering assets, income, and other
activities connected with the business of the enterprise.
These "exemptions are applicable for a period not exceeding
five years from the date of registration of the CBEE. The
CBBE, however, shall pay a registration fee of P250.00 and
gome form of a license fee starting on the second year of
operatlong which ranges from P1,000 to P5,000 per annum
- depending on the net assets before financing.

To . promote +the regional dispersal of . industries,
measureg ehould be made to mitigate or remove the major
constraints (such as provision of basic infrastructure and
accese to credit) faced by the enterprises in the reglons.
Also, policles on regional dispersal of industries should
not be considered separately from the overall economic
development strategy of the country.

4.7.6. Program for thevDevelopment_of Small and Medium-
Scale Industries |

One of the goals  of the government has  been the
- development  of small and medium-scale Iindustiries (SMIs).
‘The role of SMIe can be seen in Job creation, creating
- general and entrepreneurial gkills, in the regional
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dispereal of industriee, and in lessening to eome éxtent the
rroblem  of income 1nequalilty. However, the major
distortione which created blases against ‘the §&MIe were
induced by trade policies especlally foreign exchange and.
import controls as well as investment incentives policies
particularly the. complex rules and procedures which were
outslde the reach of SMIs. Likewise, the major ' export
promotion programs have created some biases against SMIs due

to eimilar complexities 1n rules and procedures (Pante and
Medalla, 1990).

In view of such built-in policy biases against .SMIs
financial and technical sassistance programs have been
implemented by the government to spur SMI development.

Desgigned for cottage, small and medium scale
_enterpriees, the financial aseistance programe were lntended
to serve as a lending and/or guarantee mechaniem. As a
lending mechanism, the more important programs include the
‘Industrial Guarantee and Loan Fund (IGLF), The Development
Bank of the Philipplnes (DBP) SMILE = Program (Small  and
Medium Industries Lending)., and the various programs under
the Technology and Livelihood Rescurce Center (TLRC).

The "IGLF ie a revolving fund administered by the CB to
cater to the financing neede for = working capital and
acquislition of fixed assets of SMIs. A speclal feature of
the IGLF- program 1is the relaxation of the collateral
requirements for borrowers with insufficient collaterals.
- Banks can lend to these borrowers at a minimum c¢ollateral
because the IGLF shoulders up to 80% of the ultimate 1loss
which the banks may incur in c¢ase of default by the
. borrowers. In addition, the speclal time deposit program
transfers a certain amount from the IGLF to a commercial,
investment, development., rural or savinge bank, in the form
of srecilal deposits to raise the amount available for making-
loane to thelr clientele.

. Some of +the important consgiderations 1in ewvaluating
projecte for possible financing are the essentiality of the
project, especially with reepect to its dollar-earning or
dollar-saving capacity and the number of -Jjobs that are
expected to be generated

IGLYF loans were charged a maximum 1ntereet rate .of 1”A
per annum.f' )

The DBP SMILE program is invenaea -to orrer tuthe wide
array of DBP lending facilities to SMIs '

130



The TLRC managee six major lending programs to SMIs,
hamely: (1) Agro-Industrial Technology  Transfer Program
which was established in 1984. (2) Export-Industry
Modernization Program (EIMP); (3) Enterprise Development
Funding Scheme (EDFS); (4) Purchase Order Financing Program
(POFP); (5) Bagong Balikatan sa Kabuhayan Program (BSKP);
and (6) Tethnology Utllization Financing Program (TUFP).

- Under the guarantee schemees are three major programs,
namely, Guarantee Fund for Small and Medium Enterprises
(GFSME). the Export Credlt Guarantee Program for Small and
Medium ° Industries under the Philiprine Exrort and Foreign

Loan Guarantee Corporation (PHILGUARANTEE) and’ the Quedan
Fund.

Overall, two main weaknesses were ldentified by Pante
and DMedalla (18980) 1in the various financlal assistance
progrems. These are the tendency. to cater to K the larger
segment of the SMI sector and the concentration.in the NCR.
Hence, ~they recommended a reduction in the reliance.- on
commercial banks and greater utilization of rural - banks
" (with improved selection process) as conduits of SMI finance
and the more extensive diseemination of information on -the
avallable SMI lending programs. Technical assiptance in the
- fleld was found to be gquite weak and deficient.

A support mechanism in the promotion of Cottage, Small
and Medium Industries (CSMIs) 1s the Venture Capital Concept
which 1ies an equity financing scheme Jointly undertaken by
government and private sectors organized. primarily to
rrovide capital to CSMIs (NCSO, 1985). It <features no
collateral. loans and risk-sharing.  Other  technical
aselstance extended +to CSMIs @ are taprping nontraditional
sources of funds, development of technological centers and
.common facilitles and providing effective linkages between
emall entrepreneurs and the rest of the buslnese world.

Livelihood projects launched at the barangay level. to
‘help strengthen the CSMIse around the countryeide include the
Kilusang Kabuhayan sa Kaunlaran (KEKK) which 12 a esuprort
syatem to enhance the attainment of balanced agro- 1nduatrial
development : :

4.7.7. Small and Medium Enterprise Developmert (SMED)

A significant step taken by the then Ministry of Trade
and Industry to expand the development of small and medium
industries was the launching in 1983 of 'the Small and Medium
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Enterprises Development (SMED) Program funded by the USAID.
The implementation of the $30.2 M project initially focused
on five regions of the country.- (Ilocos, Cagayan Valley,
Bicol Region, Western Visayas and Central Mindanao) " and-
three major industry sectors, namely, garments, furniture
and handicrafts. GOMED ie divided into three components:
(1) Institutional Development which develops and improves
the capacity of the private sector indirectly acting as
conduits . for extension services to emall. and . medium
enterprises; (2) Micro Enterprises Development = which
ldentifies different approaches in the solution of problems
faced by micro enterpreneurs; and (3) Employment and
Enterprisee Policy Research which develops the capacity of
- the government to obtain better information on small  and
medium - enterprises “and facilitates effective ' policey
dialogues between the public and private sectors on issues
affecting the growth and development of small’ and medium
enterprise. '

4.7.8.  Improvement 6f the Rural Credit Market

Kural psanks were granted subsldies (e.g. tax exemption,
training, etc.) and speclal time deposits by the government
under special lending programeg to enable them to serve rural
based clientele. Supported  with subeidies, the rural
banking eystem grew rapldly and reached its zenith of 1,168
banke in 1981. When internal weaknesses in the Philippine
financial system started to emerge in 1981 and the CB
- inltiated a vigorous program of financlal and banking
reforms including the freelng of control on interest. rates,
the rural banks begin to “"face the vigors and disclpline of
the market (Dominguez, 1988). Coupled with a large amount
of arrearages from agricultural loans. Rural Banks which
. were not ready for market competition had to close shop. By
1886, only 856 Rural Banks remained in operation.

_ To " help these banks recover, the ° Rural = Bank

Rehabilitation Program was introduced in 1987.. The . program
aims to strengthen the rural banking system through a
capital build-up and conversion, scheme and/or & plan. of
payment - covering rural banks experiencing - financial
difficulties. The former 1involves the conversion of
arrearages inté paid-in capital of the government 1in  the
form of shares of stock issued in the name of the Land Bank
of the Philippines (LBF), while the 1latter involves an
arrangement with the CB whereby the rural bank would
‘amortize its arrearages with the CB within a period not
exceeding 10 years. '

132



4.8. ‘In_vesﬁment Inaeﬁt :I.ve's

: A ° government ~agency with both planning and
implementing functions, the Board of Investmente, 1s charged
with the task of accelerating the economic dewelorment of
the country by = restructing 1ts industrial pattern.
Through a package of incentivee, the BOI encourages rrojects
that will effect dispersal of industries in the rural areas,
generate employment opportunities, promote labor-intenaive
manufactured goods for export, develop small and medium-
scale industries and increase the utilization of indigenous
raw materiale. These policies are calculated to bring about
long run  benefits to the economy in the form of foreiagn
exchange earnings, increased = export ~ opportunitles,’
progressive increage -in domestlic content, fuller utilization -
of existing facilitles and develorment and improvement of
management methode, technical know-how and marketing
stratezies. ' ' ' :

-~ The BOI annuelly prepares priloritles plane indicating
the preferred areas -of economic activities considered
essentlal to the development of the economy. Guidelines are
formulated for the rationalization of industries to ensure
that develorment of industries would not result in economic
dislocation or overcrowding. Among such indusriees are car
and motorcycle. assembly, electrical appliance assembly,
banana, shipbullding, cement, textile, abaca and others.

The investment incentives extended by the government
eince 1967 are presented below. Enterpriee have to be
registered with the . BOI for them to avall of these
incentives. . _ _ ‘ '

4.8.1.° Investment Incentiﬁeg,Act of 1967

A eset or investment incentives was institutionalized
with the Investment Incentives Act of 1867 or R.A.5186 which
granted incentives to firme that udertake .projects in
preferred areas. It likewise encouraged forelgn capital to
establish rloneer enterprises ° which “~would " utilize
- substantial - amount of domestic raw materials in Joint
venture with Filipino capltal whenever this 18 available.
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4.8.2.  Export Incentives Act

In 1970, RA. 6135 or the Export Incentives Act was _
passed encouraging new exports of manufactured products as
~well as the utilization of excess manufacturing capacities
for export, particularly those.that are labor- 1nten51ve It
also grants incentives to export trading houses which
collect and export the products of fragmented and diepersed
exleting capaoities _

4.8.3.  Foreign Business Regulation Act

The Foreign Business Regulation Act, R.A. 5455 of 1968
covers the entry of foreign investments in areas of businesse
activity not listed in either the Investment Priorities Plan
or the Export Priorities Plan.. Through this, the . BOI is
able - to channel foreign investmente away from . areas which
are already adequately exploited by Filipino nationals into
areas which are expected to. oontribute to &a sound and oa-
" lanced development

4.8.4, Omnibne Investment Code

' Preslidential Decree No. 1789, also Xknown as the
Omnibus- Investment Code, was signed on January 16, 1981 - to
‘consgolidate all previous investment laws, +to refine and:
harmonize the various incentives given by the BOI, " and to
- effectively ' streamline registration -and , availment
procedures. This was sought to be achieved by ‘implementing
four investment laws, namely: R.A. 5186 or the Investment
Incentives Act, R.A. 6135 or the Export Inoentives Act, R.A.
5455 or the Foreign Business Regulation Act and P.D. 1159 or
the Agriculturel Investment Incentives Decree. Theee  lawa .
were designed to hasten the pace of 1nduetr1alizetion and
increase economic opportunities as well as distribute more
equitably the benefite of development

The Omnibus Inveetment .Code was amended by  the
Investment - Incentives Polley Act of 1983 or Batas Pambansa
391 (BPI 391) which added two incentives under the system,
namely tax credit on net value earned and tax credit on net
local content., Net value earned refers to the value of sales
.1ese cogt of raw materials and components, factory supplies
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and utilities (gas, fuel, " electricity and water) and
depreciation of capital equipment. Under the new system,
all new and expaneion projects of domestic producers will be
awarded annually tax credits equivalent to 5% of net value
earned, for non-pioneer projects and. 10% of net value
earned, for ploneer projecte. Avallment of this 1ncentive
ie for a perlod of five yeare from start of commercial
operation. Unused tax credits may be deferred and utilized
in subsequent yeare (not exceeding 10 years) and are
transferrable only to "the registered firm‘e domestic
materlial/equipment supplies. ' '

Net 1local content refers to the value of export sales.
lesg applicable depreciation of caplital equipment " and the
value of imported raw materials, comyponents, . supplies  -and-
indigenous commodities which the BOIl may exclude 1if they are
avallable under clearly more favorable terms In the local
market than in the international market. These commodities
are copper concentrates, tuna (raw or frozen), logs, banana
or other products of  simllar nature which are easily
avallable domestically at very advantageoue prices but are.
competitive a8 final export products. New = expanslon
projects of filnal exporters are allowed a tax® credlt
equivalent to 10% of net local content of export eales. The
period of availment of this incentive 1e five years Ifrom
date of registration and a further five-year period on an
incremental . basis. Like the tax credit on net value
egarned, unused tax credite may also be deferred and utilized
in ' subsequent years and are also transferrable only to the
registered firm’s domestic raw material suprplles. '

Registered and existing direct export producers are
aleo entitled to a tax credit eauivalent to 10% of net local
content . of ' export sales for five years from date of
registration, based on the increment in real terms, 1l.e.
without inflation of each year’s export -sales over the
average  export sales during the' three-year period
immediately preceding the date of registration. - EO
No. 226, known as the 1987 Omnibus Investment .Code
superseded BP 391. It rerlaced the tax credit equivalent to
a certain percentage of net value earned and net local
content provided for in the latter by the income tax holiday
for a duration ranging from three to eight years.  Some
evidence were clted by Pante and Medalla (1990), however,
showing that BP 391 was superior to E.0. 226 with regard to
prromotion of labor intenesive and export industries.

The Omnibus Investment Code provided the 'foilowing

incentives to regiestered enterprises to the extend engaged -
in a preferred area of investment ‘ '
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a. Income Tax Hoiiday'

For s8ix years from commercial operation  for
pioneer  firmes and from years for non-ploneer £firms
registered - new firmes are fully exempted from I1income
taxes levied by the national government. . Subject to
guidelines prescribed by BOI. the income tax exemptions
can be extended for another vear in each . of the
following cases: o -

1) the project meets the preascribed ratio of
capital equiptment to number of workers set by
the Board;

2)‘ utilization of 1ndigenoue raw materials_ at
- rates set by the Board:

.3) the net foreign exdhenge_éavlnge or earnings
amount to at-least $500 thousand annually
during the first three years Qf operation.

b.- For a peripd of three years from commercial

o operation, reglstered expanding firms are exempted
from income taxes levied by the. national
government proportionste to thelr expansion under
such terms and conditlons as the BOI may
determline; provided .that during the period of
avallment of the incentive, the firm- is not
entitled to additional deduction for 1ncremental
labor expense.

¢. ~ Additional Deduetidn for Labor Expense

For the first five years from reglstration, a
regletered enterprise is allowed an .additional
deduction from the taxable income of 50 percent of the
wagee corresponding to the increment in the number of
'skilled and unskilled workers 1f the project meets the
prescribed 'ratlio -of capltal equipment to number of
workers eget by the BOI. This additional deduction ie
doubled if the project is loacated in less developed
areas. '

d. Tax . and _Duty Exemption or Imported . Capital
Equipment ' \

Within five vears from the effectivety of the
Omnibus Invesatment Code  (1987), Importations of
machinery and equipment and accompanying epare parts of
new and expranding registered enterprise is exempted  to
the extent of 100 percent of the customs duties and
national internal revenue tax payable thereon.



€. Tax Credit and Domestlce Capital Equipment

A tax credlt equivalent to 100 percent of the
value of the national internal revenue taxes and
custome dutlies that would have been ' walved  on -the
machinery, equipment and spare parts, had these 1ltems

- been imported ie given to new and expandlng reglstered
enterprise which purchages such items from a domestic
manufacture.

£f.  Exemption from Contractors’s Tax

. The fegietered ehterpriee ie etempted ffom the
payment of contrator’s tax whether national or local

' :g. Simplification -of Cuetdms Procedures

Custome procedure “for  the importation of
equirment, spare parts, raw materials and suprllies, as
well as exports of processed products by reglstered
enterpriees 1s simplified by the Bureau of Customs.

E.O. 226 aims to make the incentive package competitive
with those offered by other  ASEAN-member  countries.
Apparently, however, it only reinstated- the capital blas of
the incentive system;: reduced the inducemente glven to,
exporters vis-a-vie non-exporters; eliminated the linkage
between incentive availment and performance; and had a blas
in favor of larger firms. '

In August 1992, the .DTI reported that 1t will 1iniltlate
moves in Congress to overhead the Omnibus Investment Code to
make it more responsive to present needs. Other - investment
incentives will likewise be reviewed in order to - stimulate
capital formation by introducing new forms of fiecal and -
non-fiecal incentives. .

Under the propoeed 1993 investment priorities
rlan(IPP) the BOI may continue granting tax incentlves to
expansion programs for .industrial estates (MB, March 30,
1993). ~~ The  proposed - IPP glves  preference to the
registration of new projects and expansion will be limited.
to export-oriented projecte and those costing léss than 240
million or emall amd medium scale enterprises that meet good
performance criteria. The BOI will retain the five-year lag
time for registered firme to bring in their importation of
capltal equipment instead of the planned two-year program.
This 18 1in line with the governemnt e tax and' duty-free
importation of capital equipment that 1s due to expire in
1997 _ :
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However, the government will require companies and
their principal shareholders to submit & tax clearance
before they could avail of government incentives and
services (Manila Bulletin, June 5, 1993). Thie is in 1line
with the governemnt’s efforts to improve tax collections and
to deter tax evasion. Tax clearance will have to be
obtained from the Bureau of Internal Revenue (BIR) and/or
the Bureau . of Custome and/or any aprpropriate government
agency to show that an enterprise ie properly paying taxes
to the government. Thie requirement will be - imposed on’
existing companies as well as those intending to do
business. Garment companles will be asked to secure tax
clearance before they can avall themselves of gquotas and
other benefits from the Garment and Textile Export Board.
. (GTEB). Enterprises availing tax and duty drawbacks will be
~required te submit-a tax clearance- ;ram the eﬁc-‘atcpvshopﬂ-
-oenter :

Other incentives have been grdnted to the garments and
electronics industry. The Monetary Board has. granted the
garment industry partial exemption from the pre-shipment
inspection - of the ' Bwlse-based Soclete Generale de
Surveillance (SGS) (Manila Bulletin, March 24, 1893). The
exemption is limited to precut fabrice since these could not
be diverted to the domestic market. The confederation of
the Garment Exporters of the Philippines (CONGEP), through
- ite President, however sald that the exemption of precut
- fabrics servee no purpose. According to  CONGEP, euch
importation had been concentrated from the United States  in
the amount of $71 million which largely favored only one
company. - Shipments of precut fabrics from other countriea
- amount to lese than $1 million. :

The. Monetary Board, however, 1s rebportedly keen on'_
allowing ‘certain imports of the garment sector other than

the precut fabrice and accessories to be exempted from the -

pre-shipment 8scheme of the SGS (Manila Bulletin, March 30,
1993). But the DTI ie not vet inclined to free the entire
industry’s raw material importations from the pre-shipment
monitoring. mechanism degpite the clamor of garment
exporters. . . s '

_ The government has already exempted the electronice and
gsemi-conductor esectors from the SGS pre-shipment inspection.
‘'The sector being a 100 percent export-orliented industry
(Manila Bulletin, March 30, 1993). This along with the
garment sector contributes the bulk of the foreign ~exchange
earnings of the Philippines.
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“Under the revieed medium term Philippine  Export
Development Plan (PEDP) which outlines a 19 percent  annual
export growth between 1993 to 1998, the country hopres to
reach the $27.7 billion export level by 1998 by pushing 14
major export groups inatead of promoting exporte in broad
terms and distributing limited resourceés thinly. Under the
- nonfarm enterprises, those which have been 1dentified as
fast growing, short-gestating export producte ' include
carageenan and seaweeds, marble, proceseed troplcel .fruite,
shrimps and prawns, ceramics, furniture, garmente, gifts and
houseware, Jewelry, electronic components and computer
software : : ' C )

In tevms of markets, the focus wlll be the major
exrension- -of - “vlockg such-as  Burcpe, Japan and wLe Uﬂ% ol
States. . '

Private sector 'participation will be increased by
setting . up a system of accountability and responsibility
based on speclfic prerformance standarde. = The government
will reorganize the Export and Investment Development
Council 1into the Export Development Council as the central
agency that will review and assess rolicy issues affecting
the export sector (Manila Bulletin, June 7, 1983). »

4.8.5. One Stop Actlon Center for Investment

This was enacted in February 1987 through E.Q. 136 in
.order to faclilitate the entry of investments and processing
of 1investment applicatione. It was deslgned to extend
assistence +to local and forelgh investments by = providing
information, advice and guidance on pertinent laws and
. procedures relative to foreign and local investments and the-
conduct of businees in the Phillppinee. It houses 1in one
rlace all the agencies needed to deal with in the proceesing
of 1Iinvestment aprlications such as the 'BOI, the Central
" Bank, Securitiee nad Exchange Commission (SEC), Immigration
Commission, Department of Forelgn Affaire, Department of
Touriem, Department of Agriculture and the Export Proceaelng
-Authority. .
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4.9, Special Investor’s Resident Visa

. P.D. 1851 signed in November 6, 1982 1liberalizes
investment requiremente for foreigners desiring to obtain
Special Investor”se Reeildent Viea in the Philippines. The
lesuance  of this decree ie in line with the government’s
long standing policy of attracting foreilgn investments to
suprlement domestic resources. '

. Under this decree, forelgners willing to investment at
least $200,000 in any business or industrial undertaking 1in
any -part of the country may be iesued Speclal Investor’s
Resident Vieas® As a holder of this visa an allien |is
satitled te resideinthe ¥niudppines-while his ' inveatmente
subsiets. : : ' ' '

Thie decree broaden Inveetment opportunities' for

- potential investors. Formerly under P.D. No. 1623, such
investment were limeted- only to ecanomlcally. derressed
- priority areas. The opportunities avallable to forelgn

investors range from investmente in shares of stocks on
corporatione to investmente in real estate euch - as
condominiums. - ‘ :

To further encourage the entry of small foreign
- investors, P.D. No. 1893 signed on Dec. 13, 1983 grants
Speclal Investor’s Resldent Visa to alliens willing and able
to invest at least $75,000 in the country.

Upon 1ssuance of the resident viea, the - investor is
given a speclal return certificate allowing multiple entries
into ‘the country, without obtaining appropriate re-entry
viea, " for a period of one year and renewable every vyear.
For monitoring purposes, he 1s required to submit an annual
report to rrove that he has maintained hie investment in the
_country. ‘ _

The Forelgn Invegtmente Aessistance:Center (FIAC) . was
establlished within the Board of Investments by virtue - of
Executive Order No. . 845 to ‘provide easy accees to
information and aseistance to potential and existing foreign
investors 1n the Philippines. 1In order to facllitate the
entry, and maintenance of foreign investments through the
minimization of bureaucratic "red tape” and epeeding up of
the . processing time for applications, clearances and the
like, the FIAC provides a "one-stop shopr” that 1le equipped
to handle all facets of forelign investment 1n the country.
.Executive Order No. 845 signed on November 8, 1982, empowers
the FIAC to act on all matters relative to  foreign
investors. ' ' -
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-Although under the adminietrative supervision of the
BOI, the FIAC ies authorized to enlist the aszistance and
cooperation of any other government agency with which a-
foreign investor may have to transact business. The.
.services of the center are provided free of charge and are
avallable to all foreign investors upon entry 1into ‘the
country and throughout the maintenance of the 1nvestment in
the Philippines. , :

4.10, Export Prombtion Program

‘ Aside from BOl export JAncentives provided under . the
Gmnibus Investment Code, other export promotion measures
aimed at providing intermediate inpute at world market
prices, thereby putting exporte under a "free trade' status.
Tax and duty-free access to intermediate inputs le extended
through outright tax and duty exemptions, or the tax and
duty drawback mechanism (Pante and Medalla, 1990).

Tax and duty exemption on imported inputs may be
avalled by: (1) locating an export .processing. zone (EPZ),
(Z2) Using bonded manufacturing, warehouse (BMW) facilities, .
and (3) Importing under Customs Administrative  Order 3-78°
(CAQ 3-78). Tax and duty drawback on imported intermediate
inpute used in export production may be availed of either
through individual drawback scheme of the Bureau of Custome
(BOC) or fixed drawback scheme of the BOI.

Other programe beling undertaken by the government
through the Bureau of Small and Medium Industries are: 1)
the Export Development Program of DTI, CB and the Department
of Finance which assists emall and medium scale exporters of
priority products,. like garmente, gifts and houseware, food
and furniture; 2) the Market. Encounter . Program, . which
‘organizes buyers, shows and product develorment programs for
the finest Philippine products; and 3) the Exporte
Assistance Network (EXPONET) which assists small and medium
entrepreneurs who want to get started in ekports.

o 4.11. Prbgram for Technology Upgfading‘and Deveibpment"'

The ‘level of technological development in the country
hae been observed to be poor compared to other . developing
countries. Among the reasons which havé been cilted are:
lack of motivation provided by the system of industrial
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protection, underutilization 6f R&D results, underinvestment
in R&D development, and weak linkage between technology
generatore and end-ueers. In order to promote a higher
level of technological development in the country, the
follwoing measures have been proposed by Pante and Medalla
(1990): (1) integration of technology  policy into the
national - development strategy; (2) development of the
country’s technological manpower; (3) strengthening of . the
technological infrastiucture (information syetem, linkages,
product standards, testing services, etec.); and (4)
promotion of technology-enhancing activities  (greater
private esector spending for R&D and more emphasis on the
diesemination of existing technology, rarticularly to SMIse).
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CHAPTER 5
TREND ANALYSIS OF RURAL NONFARM ENTERPRISES

This chapter discusses the growth in rural nonfarm
enterprises focusing on the number of. . establishmente,
output, employment, and prices. The: analysis covers the.
period 1975 to 1989. As indicated earlier the data were
obtained from the Census and Annual Survey of Establishments
undertaken - by the National Statistics QOffice. The' scope of
the survey varied and sometimes covered both small and large
establishments but for some years only the large industries
defined as establishments with 10 or more workers were
surveyed. The definition-of establishment  also differed over -
the years with emall ones defined as thoese with one or. five
workers  for some yeare and one to nine workers for other
years. '

Geographically, data were reported for the Philippines
ag a whole before 1978. Thereafter, the NSO published data
for  the Philippines, Metro Manila, and - the various
administrative regions. For purposee of- the present study,
rural nonfarm. enterprises  (RNEs) are . ‘defined . as
manufacturing establishmente located outside Metro "Manila.
In analyzing the trends, the distribution of number of
establishments. output, and employment between Metro Manila
and the rural areas ies presented. The rural nonfarm
enterprises were groured into twelve industry sectors,
namely: food, beverages, tobacco, textile, paper, wood,
petroleum, chemicale, basic metals, machineries, electrical, .
and others. The commodity components of these industries are
defined in Chapter 2.

"Thus, all basic data .on output, employment, and number
of establishments for trend analysis in thie chapter were
obtained from the NSO. Where percentages are presented,
these were computed also from NSO data. The implicit ' price
indices in Fig. 5.60 (a and b) were obtained from the .NSCB
Statistical Yearbook

5.1. Number of Establishments -

Data on the number of establishments in manufacturing
industriee are available only for the period 1975 to 1983
and 1988 to 1989. The 'total number of all establishments for
the country as a whole grew from 77,291 in 1975 to 85,310 in
1980 but went down to 77,805 in .1989. Most of these
establishments have less than ten workers. These - small



industries comprised 92 percent of.all establishmente in
1975 and 87 percent in 1989. Geographically, about one fifth
of the estblishments are located in Metro Manila and four
fifthe in the regions outside the metropolis (Fig. 5.1) Over
the period under study, the distribution of establiahments
between Metro Manila and the rural areas did not vary very
much and changed only from 79.4 percent in the .rural areas
in 1976 to 81.8 percent in 1978 and -1979. In 1988 and. 1889,
80 -'percent of the establishments are located in the rural
areas.

Focusing on the rural nonfarm enterprises, 47 percent
of the number of establishments were engaged. in food
manufacturing in 1889 (Fig. 5.2 in 2 parts). During the same’
vear, the second largest coneentration wag in the’ textile
industry  which: accounted--for -20.8 percent -of = all
establishments. Thie was followed by machineries with 10.73
percent and wood with 10.02 percent. The group called
"other" manufacturing induetries constitutes 6.54 percent of
the  total number.of establishments. The rest are in paper,
beverage, chemicals, basic metals, electrical, tobacco, and
retroleum industries . in that .order. Oveér time,; . the
percéntage distribution among industry droups has not
changed very much except a décline in the percentage of
textile industries between 1983 and 1988 and an increase in
food industries during these same years. The year 1883 is a
census year and the number of establishment data may not be
comparable with the annual data

During the period 1975 to 1982 and 1988 to 1989, the
total number of establishments in the manufacturing sector
in the rural areas did not differ much and ranged only from
62.3 thousand in 1976 and 1888 to 69.7 thousand in 1878. The
_total number of rural establishments increased from 62.7
thousand - in 1975 to 69.7 thousand in' 1881 after which 1t
declined and reached only 62.3 thousand in 1889 which is
~.even -slightly lower than the number in 1875. Excluding the
year 1983, the number of food establishments in the rural
areas vanged from 23. 2 thousand 1n 1975 to 29 8 thousand in
- 1988.

) ‘'The number of firms in the beverage industry remained
practically the same between 1976 and 1982 but -went - down,
elightly in 1988 and 19898. ' The tobacco and petroleum
.industries had the least nymber of firms among the RNEs. It
is worth noting that from 1976 to 1983, the number of firms
in the tobacco industry wae almost the game, 10 to 12 firms.

The textile industry Had the second'lafgest number of
firms averaging about 26,080 between 198976 and 1982. However,
this number went down to 13,130 in 1988 and then 12,981 in
-1989. ' :
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' Fig.3:1.Percentage Dlsiribution of Number %
Establishments Between Rural and
Metro Manilz, in Selected Years
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"For the - period 1976 to 1982, the number of
establishments in the wood and chemical industries  varied
from 3.7 thousand to 4.8 thousand and from 274 to 866,
respectively. The number of wood eetabliehmente went up by

about 2000 in the -late 19802 but that of wocd declined by
ebout 300. .

On the relative proportion of the number of firme
between Metro Manila and the rural areas, 79 to 81 percent
are’ located in the latter. Figures 5.3 to 5,14 show the
distribution of firms between the two areas for each
industry sector. A large proportion of the establighments in
the food, beverage, textile, wood, "~ machinery, and = other
industries 18 1located in the rural areas. Looking at the
reriod 1976 to 1982 and 1988 to 1989, B9 to 92 percent of
the food -manufacturing: -estabiishments =re in 'the-.rural
areas. The corresponding rroportions for - the. other

industries are: 96 to 98 percent for beverages; 71 to .79
-percent for textlle; 73 to 84 percent for wood; 68 to 76
percent for machineries; and 83 to 86 percent for others.

On the other hand, the tobacco, paper, basic metals,
and electrical industries have relatlively . more
establishments in Metro-Manila than in the rural areas. Only
about 23 to 30 oercent of tobacco manufacturing firme were
in the rural areas in the second half of the 19708 to the
early 1980s, however, 1n the late 19802 thise prcporticn hag
increeeed to abgut 50 percent )

The number of eetabllehmente by eslze 1s available for
five years and the distibution of RNEe by size is shown 1in
Figure 5.15. Note the very high proprortion of small
establishments, that 1s, those with one to nine workers, . in
the rural  areas. About 90 to 95 percent of the RNEes are
small establishments. It seems, however, that the proportion
of small RNE establishments 1s. declining. In 1975, 95
percent of the firms were small: thils proportion went . down
to 94 percent in 1978, to 93 percent in 1983 end to 92
percent in 1989 o

Although st1ll predcminantly emall Metro rianila nas a
smaller proportion of small establishments. About two-thirde
of the Metro Manila manufacturing firms in 1981 were emall.
Only 3Z pércent has 10 or more workere. Like those in the
rural areas, the proportion of small firms seems to be going
-down. The percentage of esmall firms in 1977 was 77 percent
which 1e higher compared with the 74 percent in 1983 and the
68 percent in 1889. Thus, approximately one third of the
Metro'Manila manufacturing establishments in 1989 are large
firms.

147



Flgs'_a.lnre-nuao Distribution of Member ks

Bevweon Rusal ang and Wetro Hmll: h Food
Inousiries, In Selactad Yoarn

Percent
00

:rs-rannnsoanaaaauss&sa‘rasu
YEAR

BE Rural Arsas  EZ Matro Manila

FigSad Rercaniags Distribution of Number of Esteblishmentt
Batwesn Rursl snd end Metro Manlla In Tobsoco
Indusiries, In Selsomd oxrs

Percent
o

100

WY

W m\\{

AW

EE Rure! Areas Matro Manils

-

FLsA‘ - mnloi‘ Humber of butlﬂannu
Batwesn Fural and ang | g
ingustries, In Sslecad Years

Parcsnt

120

JELE L& R §
TS 76 TY TB 76 80 81 82 B3 B4 85 86 BT 38 B9
YEAR

B Rural Amae 22 Metro Manils

Fbi-éhmnnge Dlstribution of Number of Estabfishments
Between Rure! snd and Matre banfis b Texitls
Industilen, In Beloowd Yeurs

Parcent
00

© . e ]
nnnnnwmszsaueuas

EE fural Arsas ZZ= Metro Manlla

48



5 . : : _
Fls=-_/ Parcantape Distribution of ambsr of Exteblaimants Fio=:Spercantape Distribution of Number of TetabRskments

Bétwesr Rurx! ang end Matro Manlla In Wood Betesdn Ruyzal anc and letro Manbis in Pxper
Ingustries, In Belectad Years inJustriss, :-.'um:-e Yogre |
Pearcent Percent
oo 100
80
80 —
2 -2 e 2|
-~
2 = =
=
Z z - Z
,J :g
= ‘/
g = =z
N B - el = a Fo— -
75757778?9&081828334853587&80

YEAR T

EEF Rure! Arsas 222 Matro Mantie

*

1

' 210 : _
& Member o Ezrcblsbments Flo o Percentags Distridution of Number of ExtxbRshovents
Btrweser: e end snd Wotro Menfic i Shemicul Batweesn Rargl and and Marro Manliz in Pstroisem
mIsEitiel, k Sekclal Yosrs incestrist, i Selsgwd Years

W

€d

e
14
—=—E
- -
= B B
= = b E
] [ — —
= = K : E k
—_ - -
= ; ;
1Y T = --—, - -
7o 3

2 [T o

WY

\]\w
M

40

SRR
\\‘\

A

B B B8 BT BB &0 &1 82 BS BL BS B6 87 B BE
YEAR YEAR .

Farsl Armas 222 Metro Menils

i
{
]
)
a
;

149



resntsage Distribution of Nuraber ¢f Estzbfshments
Barwean Rurzl and and Matro Manita In Yaaohtnory

inqustiod, In Jeioclod Years

212
Ficzl=pe

Dahwean Rural snd and Meiro Manila tn Basic Metel

Ingusiriod, in SeMcmd Toars

'gﬂ’“ﬁ‘lﬂ. Dlstritution of Bambdet of Estzblishmants

F

Percent

Parcent

838 &¢

TT TS TS 80 81 82 83 B4 86 86 BY

100

@

- A
IR
i i -
i w. _ . - - r /n/ ~/ .” . -/A/ .. n
e 8 ¢ ¢
] -« o

P

PV TAATRRAFRET

7778 70 30 81 &2 82 84 86 8¢

e

78

YEAR
RS Rurat Arsas 223 Metro Nanils

YEAR

ZZZ Motro Manlia

53 Rurel Arsas

Distrimtica of umber o Eatzbllahzents
Barwsen Ruwul and znd Mstro Mailia in Elactticel
Industries, In Ssicud Yan

Percent

T L WX

B R Y

oy

100

j 2
W

1%

18

18

13

)\ 3

W

i b

W

WS

WIVES

AL TN 5’5% "

B S RO\

76 76 Tr T& 76 80 81 82 BS b4 of 86 8T B8 80

YEAR
B{__hnd Arsas 222 Metro Manlla

YEAR

B2 Rurat Areas  E25 Mstro Manils

o

100



- ?Flg_'f’_-l'??eréentage Distribution.of -
Number od Establishment ot RNEs,
by Size, in Selected Years .

Percent
100 )
40" o
/. = /S S L
0 Vi 87 7 _
i i ] i 1 [ ] I i 1
75 76 77 78 79 .80 B1 82 83 84 B5 B6 87 B8 88

YEAR

BBE -3 Workers 2= 10 or More Workers

15O ~a_



- For the Philippines as e‘whole,'87' percent " of the
manufacturing establishments in 1989 ie. emell while the
corresponding percentage in 1977 wes g2 percent ) -

By industry. the percentage distribution of rural
nonfarm enterprises by size is presented in Figures 5.16 to
5.27. Dominated by emall firms are the following industries:
food, beverage, textile, wood, - paper, chemlcals,
machinerles, and others. In particular, 92 to 95 percent of
food establishments in the rural  areas are small. In
contrast, all tobacco firms in the rural areas in 1989 were
. large. Petroleum establishments are also large; .so with
electrical firms. The trend in the size of baslc, metals
firms 1e such that all establishmentes were large up to the

early 1980s but the proportion has gcne down to 44 percenb
in 1989. _ :

5.2. Gross Value Added from Rural Nonferm-Enterprisee

In the estimation of the submodel equations for rural
nonfarm enterprises, gross value added (GVA) was used in the
demand - and employment functlons. GVA as estimated by the
NEDA represents aggregate values, that 1is, 1t 18 not
subdivided between Metro Manila and the regions outside the
metropolitan area. The NSO survey of establishments contains
data on total output by region. The proportion of total
output in each of the two areas for each of the twelve
industry  sectore therefore was applied 'to GVA from-
manufacturing to obtain the GVA' from the RNEs. '

Considering the years 1975 to 1989, abbut 45 to 58
rercent of the total output came from the rural enterprises
and 42 to 55 percent from-Metro Manila establishments. There
was not much difference then between the contribution of the
establishmente 1in Metro Manlla .and that of = the
establishments in the rural areas to total output. It can be
observed though that in all the years except the three years.
Irom 1977 to 19789, the output in the rural ares was always
higher than that in Metro Manila (Fig. 5.28). The share of
Metro Manila to total output was highest at 55.12 percent in
1978 and lowest at 42.11 prercent in 1985. The contribution
of rural industries ranged from 44.88 percent in 1978 to
57 .89 percent in 1985. ' S

Figures 5.29. tc D. 40 show the relative contribution of
Metro Manila and rural enterprises to total  manufacturing.
It was only in 1983 wherein the output of the food industry
in Metro Manial was higher than that in the ‘rural areas
(Fig.. 5.29). The difference, " however, was - quite
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Fig.3.28_.Percentage Cutput in Rural
Areas and Metro Manila, 1975-89
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Fig > Perceniage Oulput In
Tobacco Indusiries in Rural Areas and
Maeatro Maniia, 1978~-89
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Fig2:3Percentage Oulpul In
Wood Induseiries In Rural Arene and
- Melro Maniia, 1976-08
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insignificant. During the .year, Metro Manila produced '50.07
percent of total output compared to the 49.93 percent share
of the food Iindustry in the »rural areas. The lowest
contribution of Metro Manila and the highest for the tural

areas at 33.52 percent and 66.48 percent respectively were
noted 1n 1988.

There was a generally increasing trend in the share of
the rural areas in the output of .the beverage industry
particularly from 1981 to 1989 (Fig. 5.30). .The relative
proportion of the share .of the rural areas to total output
went "up from 37.68 percent in 1977 to a high of 70.79
percent in 1889. The opposite was trué for Metro Manila. The
latter”s share in the total output of the beverage - industry
declined to only 29 21 percent in 1989 from 62. 32 percent in
i877. - a

Tobacco manufacturing was concentrated in Metro Manila
with a total output share of 93.51 percent 1in 1975 -to 87.89
rercent in 1984 (Flg. 5.31). The difference of 2.01 to 6.49
rercent in the output was provided by the tobacco industrial
establishments in the rural areas.

A large proportion of the totel output of the textile
induetry -came from Metro Manila from 60.72 percent in 1979

to 74.72 percent in 1975 (Fig. 5.32). The rest was -produced
in the rural areas. '

Unlike the textile industry, most of the output.of the
wood  .industry was obtalned from the rural areas. O0Of the
total industry output, 71.40 percent (in 1979) to 81.10
percent (in 1984) were produced by firme outside of Metro
Manila (Fig. 5.33). .

Except for the years 1976 to 1986, the share - of the
Metro Manila paper industry to total output was always
higher than that in the rural areas, from 54.41 percent
percent 1in 1983 to 78.24 percent in 1875 (Fig. 5.34). .In
1976 and 1986, Metro Manlila contributed only 49.04 rercent
and - 49.33 percent, respectively to the total output of - the
:paper induetry. ‘ _ ' o -

The share of the chemical industries in the rural areas
to the total chemical output was always lower than that of-
Metro Manila fluctuating from 8.94 percent in 1975 to 33.99
. percent in 1986 (Fig 5.35). '

Among the twelve induetries,
industry which had the highest concenvravion o©OI  OuLPUU -
coming from the rural areas. Almost all ite output from 1975
-to 1989 came from the RNEs with high percentage shares of
98.15° percent to 99.89 percent (Fig. 5.36). Metro Manila
contrlibuted less than two percent to total output. .
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For the years 1975 to 1983, the output of - the basic
metal industries in the rural areas was lower compared to
" that in Metro Manila, ranging from 25.82 percent .in 1977 to
- 47.66 percent in 1983 (Fig. 5.37). From 1984 to 1989, the:
. reverse was observed with.the basic metal industries in the
rural areas contributing more to total output than those in
Metro Manila with the highest of 73.43 percent in 1986.

The output of the machinery and electrical. industrieés
in the rural areas was always lower than . those in Metro
Manila (Fig. 5.38 and 5.39). The share of the machinery
industry varied from 17.04 percent in 1977 to 42. 35 rercent’
in 1975 while that of the electrical industry ' fluctuated

from a very low 2.93 peroent in 1977 to 41 92 percent in:
1987.

It ' should be pointed out that the electrical ' industry
contributed very little to total RNE output in the 1970se
and early 1980s, however, the reverse trend was qulte
mnoticeable in the latter half of the 1880e. In fact, the
Philippines has become a large exporter of electrical
producte which are now.one of the principal nontraditional
exports of the countr

The other manufacturing induetries had more output in
the rural areas than in Metro Manila (Fig. 5.40). The share.
of .the former to total output was lowest in 1979 at. 52.54
percent and higheet 1in 1976 - at 75.98 prércent. The
contribution of the latter wae in the range of only 24.02 to
47 46 percent. ’

In summary, -the tobacco, textile, 'paper, chemical, -

machinery, and electrical industries -produced - higher
quantities of output in Metro Manila. The ' rural areas
contributed more to total output -1in the food, wood,

petroleum and other manufacturing industries. The beverage.
and the basic metal industries exhibited an . increasing
concentration of - output in the rural areas. During the filrst
- half of the 15-year period from 1975 to 1989, more. of the
output of the two industriee came from Metro Manila. In - the
- second half of the period, the rural areas supplied greater
amounts of beverage and baslc metals.

Figure 5.41 presents the.trend in GVA from .all rural
enterprises from. 1875 +to 1989. GVA increased from P8.5
billion 1in 1975 to Pl14.4 billion in 1989 representing an
annual growth rate of 3 55 percent. S v

Figure 5.42 (in 2 parts) show the cumulative percentage
dietribution of total. output in  RENEs. Like the ~ food -
industry, the output of the petroleum industry comprised a
big portion of the total RNE output. Adding the outputs of
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the food industry and petroleum industry gave a percentage
share as high as 64.72 percent in 1982. The lowest combined
share of 44.46 percent took rlace in 1878. The further
addition of each of the percentage sharee of the Dbeverage,
machinery, wood and textile lndustries created more or less
simllar trends, declining from 1975 to 1878, then increasing

until 198Z, and declining again in general until 1889. The
highest cumulative share was pbtained in 1875 and 1982.
Adding up the contribution to the total output of the basic
metal industries resulted in total percentage shares ranging
from 75.70 percent in 1978 to a7. 16 rercent in 1982Z.

- The vertical difference between any two lines in Figure
5.42 shows the percentage contribution of each I1ndustry.
Thus petioleum had the largest contribution to total RNE
‘cutput reaching -es- high-ag 4.8 7-percent . in-1897. The szgond .
largest contribution was made by the food industry which
accounted for more than one-fourth of the total RNE output
during the period. The food industry made the highest share
of 32 percent in 1979. In 1989, its share amounted to 28.17
percent of total RNE output.

Next to food and petroleum, the four Iindustries. theat
made relatively large contribution to total RNE output in
'1989 were basic metals, 10.09 percent; beverage, 8.95
percent: chemicals, 6.74 percent; and textlle, 6.62 percent.
These were followed by other manufacturing which contributed
5.26 percent and then wood industries, 5.21 percent.

_ Figure 5.43 (in 3 prarts) showse the trend in the grose
value added of RNEs from ‘each industry group. Ag Indicated
above, the two industries which contributed the most to the
gross value .added from RNE=s were the food and petroleum
industries. The value added from ' food roege from P4.01
billion in 1975 to P6.56 blllion in 1989 or an annual growth
rate of 3.33 percent for the period 1975 to 1989. The - value
added from the petroleum industry was more or . less stable

with a narrow range from P1.15 billion in 1985 and 1986 to
: Pl 40 billion in 1989.

, The tobacco industry had the lowest value adoea among .
the RNE sectors. For the perilod 1976 to 1989, . its value
added fluctuated between P17 million and P51 million. The
gross value added from the electrical industry exhibited an
increeasing trend from P20.63 million in 1977 to P838.40
million in 1987, a very high growth rate of about 96 percent
rer year. Mild fluctuations were noted in the gross value
added from the paper industry in. contrast  to ‘the large
varlations in the value added from the c¢hemical 1industry
The gross value added from the paper and chemical induetries
~ varied from P103.8 million in 1975 to P386.53 million in
. 1989 and from P159.76 million in 1975 to P760.36 million in
- 1880, respectively
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“Fig.5:43a-Trend in Gross Value Added

from RNEs. by industry Group, 1975-1389
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Fig_.ﬁ;.a:. Trend In Gross Value Added
from BNEs, by Industry Group, 1875-1988
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An increseing trend for the gross value .added coming
‘from the beverage industry., a somewhat declining trend for
the machinery industry, a fluctuating pattern for - the
textile industry, and an overall fluctuating pattern but
with rising value added from 1985 to 1989 for the other.
industries can be observed in Figure 5.43. The value added
ranged from - P236.99 million in 1976 to P663.3 million 1in
- 1989 for the beverage industry; P405.74 million in 1875 to
P882.79 million in 1984 for the textile lndustry. A sharp
decline in output in the textile industry occurred from 1984
to 1985, however, this has recovered so the value added in
1989 reached a level of P879.03 million. For the basic metal
industry, the GVA was quite varisble from 1975 to 1982. It
went up continuously, however, from P685.16 million in 1982
to P1673.82 million in 1989. As regards the wood 1industry,
the gross.value added increased from.l1875-to' 1980 but .showed
a generally declining trend untll 1986 after which it plcked
up again reaching a level of P490 million in 1989.

5.3. Employment

The manufacturing induetry enployed more . than 1.2
million people in 1989 about 50 percent of whom were in
rural enterprises and the other half in Metro Manila. The
trend in the percentagé distribution of employment followed
almost a similar pattern as that of total output. The total
number of workers was almost equally divided between the
yural = areas and Metro Manila especilally from 1977 to 1981
_(Fig. 5.44) But rural nonfarm enterprises seem to absorb
more employment in the 1980s. ' : '

- Figures. 5.45 to 5.56 show the percentage labor
absorption of each of the twelve industry eectors from 1975
to 1989. During the period, the food, beverage, wood, and
petroleum industries in the rural areas - employed more
workers than those located .in Metro Manila. The -food
induetry is mainly rural in terms of the proportion of labor
employed which is about three fourths of total employment
within the industry. For the beverage industry, about two-
thirds of the laborers are working in beverage firme located
in the rural areas. The wood and ‘petroleum induetries have a
‘large proportion of workere in the rural areas - about 66.92
percent and 88.52 percent respectively in 1989.

More people were employed in Metro Manila’é tobacco,
paper, chemical, and electrical industries than in the same
types of enterprises in the rural areas. The percentage
share, however, of employment in the elec¢trical Iindustry
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Fig. 243, Percentage Employment in

Food Industries In Rural Areas and
Metro Manila, 197689
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Flu.s..'..l’.? Perosniage Employment In
Wood Indueiriee in Rural Areas and
Melro Manita, 1078-89
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Fln.-".:.f.’_:s. Perceninge Employment In
Chemical Indusiriee in Rural Areas and
Melro Manila, 1076-8Q
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appeared to  be decreasing from 97.15 percent in 1977 to
73.96 percent in 1987. No definite trende could be discerned
from the percentage shares of the other three industries.-
The share 1n employment of the tobacco industiry varied from
74.08 percent 1in 1985 to 93.45 percent in 1978; 63.15
percent in 1983 to 74.13 percent in 1978 for the paper
industry; and 71.41 percent in 1983 to -84. 98 pereent in 1978
for the chemical 1nduetry

- For the rest of the manufacturing 1nduetriee auch as
the textile. basic metal, 'and machinery industries, although,
in general, the rercentage shares of employment in Metro
Manila -were higher than in the rural areasg. there were one
or two years in the 15-year period covered by the study
wherein more people were employed in the latter. In the

textlle industry, 50.38 per cent-in 1977 and 51.11 ‘percent . .

in 1978 had Jobs in the rural areas., In ‘the basic - metal
industry, 52.45 percent and 51.37 percent vrespectively in
1985 and 1986 got employed in the rural areas. The machinery
industry - generated only 49.72 rercent of ° the total
employment in Metro Manila in 1987. ‘

The highest pereentage employment in Metro Manila for
the textlle, basic metal, and machinery industries were
66.06 percent in 1989, 81.74 in 1975, and 70.34 rercent 1n
1977, respectively. The percentage employment in the basic
metal ‘industry in Metro Manila exhibited a deelining trend

The percentage employment in the other 1ndustriee in
Metro Manila fluctuated from 39.88 percent in 1988 to 52.95
percent in 1979. Only in five of the 15 year period did the
labor force in Metro Manila became greater than that in the
rural areas. These years were 1876 to 1979 and 1982

Rural . nonfarm enterpriees employed 391 27 thoueand
reople in 1975 Between that year and 1989 the general trend
in labor absorption by RNEs is increasing at an annual rate
of 2.92 percent (Flg. 5.57). (Note the sharr increase in
employment from 1977 ‘to 1978 which was followed by a sharp
decline the following year. These changes are difficult to
explain. The year 1978 is a census year while 1977 and 197¢
are years when the regular annual surveys were conducted. It
is possible that there wag a change in measurement and the-
data for 1978 may noy be comparable or consistent with: the
other data in the eeries. ) Nevertheless, employment was on
the uptrend, a drop was observed from 1981 to 1984 after
which the nember of workers 1n RNEz increased eteadlly. For
the period 1984 to 1989, total employment by RNEs grew at a
rate of 5.13 percent per annum. '
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The distribution of employment among the different
sectors 1s presented in Figure 5.58 (in 2 parts). Among the
RNEs, the food industry employed the most number of persons.
In 1989, the sector absorbed about 35.39 percent of all
manufacturing workersg in 1989. In terms of employment
generation, the food industry was followed by the textile
industry and then by -the wood industry, which absorbed about
19.46 percent and 15.66 percent of the total labor force in
the manufacturing sector. These industries, together with
machinery, beverage, and other industriee account for 83 11
rercent of all employment 1n manufaoturing in 1989. :

For the period 1975 to 1989, the food industry employed
the greatest number of persons among all RNEs (except. in
1978 which as indicated earlier was a census year and data
may noy be comparable.with other years.) The labor force in
the food industry generally increassed from 129 thousand in
1876 to 221 thousand in 1989 (Fig. 5.5%9a - 5.59c¢). Second to .
the food industry .in terms of creating Jobs was the textile
industry, followed by the wood industry. ‘

-The fourth, fifth and seventh manufacturing industries
in terms of providing Jobe in the rural areas were K the
machinery. other industries, and the chemical industry, '
regpectively (Fig. 5.59b). The employment generated by the
machinery industry fluctuated and ranged from 26 thousand in
1977 to 43 thoueand in 1978. The chemical and the .other
manufacturing industries exhibited somewhat increasing
trends from 10 thousand in 1975 to 22 thousand in 1988, and
from 20 thousand 1n 1975 to 40,551 in 1988, respectively.
The other industries, however, had 1ltes highest employment of
40,779 people in 1878. . : ;

The electrical industry’e participation in - the labor
force 1increased from a very low 1,022 pereons. (the = loweat
among all the RNEs in 1975) to 15 thousand in 1989:; that of
the basic metal industry varied from two thousand in 1975 to
10 thousand in 1985. Of all the RNEs, the petroleum industry
had the lowest generated employment ‘with a very narrow range

(from 1,127 in 1976 to 3,069 in 1982).

Fig. '5.59¢ shows the  trend in employmeht in the
beverage, - paper and tobacco industries. The eixth 1industry’
with the largest labor force .participation in the  rural
arcas wae the beverage industry. Employment in this industry
went ur Ifrom 13 thousand in 1976 to 22 thousand in 19889.
Although the size of the labor force in the paper -industry
varied through the years, it grew from nine thousand rpeople
in 1975 to 14 thousand in 1989. Compared to the petroleum
industry, the 1labor force in the tobacco industry wae a
little bit greater. T
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5,4.'§rioea

Figures 5.60a and 5.60b show the behavior of prices
from 1975 to 1989. Regardless of industry group, prices are
on the uptrend. Prices went upward steadily for . the whole.
period but the rate of increase seemed to have moved faster
after the 1983 crisis.

5.5. Some Conclhding-nemarks ‘

Several tables and figures show gsurprisingly 1little
change in total number of firms, share of output, or
distribution between rural/urban and small/large firms over
time. - Imta were obtained from the NSO and there is no way
by which the accuracy of the data could be checked. The
NSO publishes two surveys of manufactures, one is the annual-
survey and the other is the census of manufactures and there
‘are some differences in the two sets of publications.

Some indicators could be obtained from the . literature
(Chapter 3 and 4).. For example, in the Petron, Caltex and
Shell. 1In the paper and paper products manufacture of paper
and paper products in 1980. Based on data from PULPAPEL,
there were 24 paper mills 14 of which were in Metro Manila.
four in Central Luzon, two in Southern Tagalog, two in the
Visayas and two in Mindanao. It would probably be difficult
for theee firmsz to move between Metro Manila and the
provinces. It was further gathered that small pulp and
raper mills proliferated in various parts of the country.
These are located mainly outside Metro Manila and therefore
would be classified under "rural.

Another issue that should be considered 1s the presence
of the informal/underground economy which “could be" large.
However, there are no exiesting time seriee data whether on
the aggregate, subsector, urban/rural, and small/large
firms. At the moment therefore, no analysis could be made.
It 1s suggested that a survey of the informal/underground
firms be made to be able to understand their operations and
to analyze the possible impact of government policies. '
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Fig.0-00b.Implicit Price Index of RNE Products
by Industry Group, 1976-19689
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- CHAPTER 6. -

SUBMODEL ESTIMATES. FOR THE RURAL NONFARM ENTERPRISES

. For' thie study, rural nonfarm enterprises (RNEs) have
been defined to include those enterprises engaged in the
manufacture of various goode and located in regions outslide
Metro Manila. The RNEs were claselfled into twelve esectore
namely: . - A :

(L Food menufacturing
(2) Beverage manufactuf;ng
(3) Tobacco manufacturing

(4) Textile, wearing &pparel, and-‘ leather
' industriee . |

(5) Manufacture of wood and wood proaucts:

- (8) Manufaoture ‘0of paper and paper products,
printing and publishlng a ,

(7) Manufacture of chemioals and chemical, " rubber-
and plastic producte

(8)'Mahufacturevof petroleum aﬁd coal ‘products
(9) Basic metal industries

(10) Manufacture ‘of fabricated metal products,
machineriee (except electrical) and transport
. equipment : ‘ ‘ ' '

(11) Manufacture of electrical machinery,
. apparatus, apprliancee, and supplles

(12) Other manufacturing industriee..

The structure and behavior of these RNEg were auoiyacu
by - constructing a submodel which determinee the levele of
value added, employment and prices for each of the sbove 12
sectors. The esubmodel ies later linked with the. PIDS NEDA
macroeconometric model (MEM) to determine the  effects of
various macroeoonomic policies .



6.1 The submodel

Chapter - 2 presented the theoretical and analytical
framework in a submodel for the analysis of output or value
added, employnment and prices of rural nonfarm " enterprises.
The submodel consists of three major blocks, namely; demand,
employment and pricee. : : S

The PIDS NEDA MEM' developed by Con&étantino, Yap,
Butiong and de la Paz (1990) divided the production sector
into the fixprice, flexprice and flexprice/flexquality
sectors. The fixprice sector 1is assumed to have  an
adjusting output level and fixed ' prices and is most
applicable to the industrial sector. "Characterized by an
~oligopolistic structure, production adjustmepts to increase
in demand take place on the quantity eide. Prices are
~1ikely -0 S,c fixed-in the-short run by - relatively - stedie-
mark-~ups - over variable cost. : Following - the
assumptions of the PIDS NEDA MEM, the RNE demand ig assumed
to depend a sector prices and to indicators’ of " aggregate
‘dmestic - and international demand. Output adjuste to
Quantity demanded due to excess capacity. : ' o

~ Indicatore of aggregate domestic demand include private
consumption - expenditures, government ‘- consumption
expenditures (or the summation of private "and government -
consumption expenditures) and population while international
demand is represented by exports. The damand functions may
be expressed mathematically as follows: '
(1) Q@ = £(P , CP or CG or CP+CG, POP, X , U )
1 i ? ‘ i1
. where: -

Q@ = output is measured by the real gross 'Valﬁe

: -addéd lfor each RNE sector-(mi;lidﬁ_pesos)

P = implicit price index for. GVA in the sector
' (1972=100) '

| cp = private_cpnsumption expendlitures
- (million pesos)

CG = government consumption expenditures..
(million pesos) - '

" POP = population (million)

‘X = value of exports from the sector .
" o 1
" (million dollars,
U = error term‘ 
1 . .
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Traditional necclassical theory' thotheeizee the
demand for labor as poslitively related to output, negatively
. to wages, and positively to prices of substitute inputs. In

equation form, employment functions may be "expressed as
" follows: : SR

(2) L = £(Q , WAGE, INT, e )
1 i i
whepe: -

i =.quantlty of labor employed in the 1th RNE

1
sector
-WAGE = daily wage peee
INT = interest. rate
ei = error term

Output 1ie captured in the model by way of sectoral
value added while prices of  subetitute inputs are
represented elther by the nominal rates of 91-day treasury
bille (TBILL) or ite real value (TBILL minus the inflation
-rate), or by the amount of capiltal investment made in the
ith RNE sector. Since caplital 1é& relatively scarce,
increases in the price of capital or in the. interest rate
- would decrease desired capltal and hence 1ncreaee the demand
for labor ‘ . :

In the demand functione, the egectoral price . level
appears as &an explanatory variable, while I1n the price
equations. the sectoral price 1level 1s the dependent
variable. In the latter, sectorsl prices are regressed with
the wholesale price index which 1s an exogenous variable in
the RNE submodel but an endogenous variable in  the
macroeconometric model. In the latter, the wholesale price
is a function of supply and demand factore.  The wholesale
. price index is hypotheslzed to be determined by a pricing
rule characterized by estable mark-upe over variable cost in
the short run. Varilable coete typlcally consist of labor
and 1imported intermediariee, hence, WPI is a Ifunction of
- wages and the “price of importe of goods and gervices
(represented by the implicit price deflator of goods and
services). The mark-up rate is influenced poeitively by the

rate of capacity utilization of firms. An increase in
capacity wutilization would cauese inventories ' to dwindle,
inducing firme to increase their mark-up and profits. Such

increases in the demand and capacity utllization are proxied
by the ratio of total liquidity to potential grose national
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product which is expected to affect pricee -positively. 1In
the estimated equations inthe macroeconometric model, wages
have a "relatively greater coefficient than the two other
determinante reflecting the propensity of firms to pess on
to consumers,K of thelr output any lncresasee ln wages.

The linkage of the sectoral prices of RNEs .ie therefore
expresged by the price functione relating them with the
wholesgale price index. In addition, the lagged price 18
aprended to 1indicate the effect of prices, 1in previous
periods. Thus, the RNE price functione may be etated as:

(3) P = £(WPI, P, V).
-1 ' B K P §

~where: P implicit price index for the industry
‘ 1 X S
sector

WPI = wholeesale price inde:

V = error term
. 1 , \ L : .

Two identities were specified, one each for output and
‘employment such that (1) the summation of real GVAs of the
12 RNE sectors equale the total GVA for all RNEs; and (2)
the summation of all employment in the 12 RNE sectors equals
the total employment for all RNEs. That is,

12 | 12

QRNES = _-g Q@  end LRNES = ~E L
- i : 1
| 1=1 i=1
where::
QRNES = aggregate real GVA in all RNEs (million pesos)
'LRNES,ﬁ aggregaté employment in all RNEe (thousands)

While no serarate analysls was made for nonfarm
enterprises located in Metro Manila, when the submodel was
linked to the macroeconometric model, two conditions were
imposed. Firstly, output of nonfarm enterprisee in Metro
Manila and the rural areas must be equal to - total
manufacturing output. These same conditlon should hold for
employment. That is, : '

QMFG = QRNES + QMM -

LMFG = LRNES + LMM
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where QMM and LMM are reepectively real GVA and employment
in nonfarn enterprises in Metro Manila and QMFG and LMFG are

total GVA and employment respectlvely for all manufacturing
‘Industries.

The behaviorel equatione were estimated ueing ordinary
least squares, Where neceesary, autocorrelation was
corrected by  adding the lagged dependent variable or by
using the Cochrane Orcutt procedure

- 8.2 Demand Equatione

. Table 6.1 presenvs the estimated demand equatlons - for
each of the 12 RNEs. As hypothesized,f price ‘coefficlents
are negative while those of consumption expenditures are
positive. The price coefficients were statlistically
gignificant in the. following RNEes: textlle, wood, paper,
chemicals, petroleum, machineries, electricity and others.

_ The demand elaeticity of food with respect to ite own
price 1e quite low, only -0.016, that ls a ten percent
incresse in the price index for food would reeult in only
0.16 of one per cent increase in value added from rural food
industries (Table 6.2). The coefficient from which this
elasticity is derived ise stetisticelly'signifieant. In a
number of specifications of the food demand equation, the
population coefficient was highly significant indicating
that population is a more important faector to reckon with in
changes in demand for food.rather than pricee. .However, 1t
ghould be noted that the prices are aggregate oprice index
for food rather than rural price. But rural food nonfarm
enterprises face both rural and urban markets as well as
international markets. Although prositive, 'food exports,
however, did not have a significant coefficient in another
epeclfication of the demand function.

'Consumption expenditures represgented by the summation
of  private and government expendituree had ‘& elgnificent
coefficient with a positive slgn.

. Like food demand for beverawes was not significantly
influenced by prices although the price coefficient was
negative, Beveragee have an inelastic demand indicating
that people would change the consumption of 8soft drinks,
beer, ginebra and others only to & very little extent when
prices increase. The coefficient of  ~ consumption
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Table 6.1 Estimated Demend Equations for Rural Ndhfdfm_Enterprises

INDUSTRY GROUP " EQUATION
FOQD:
QFOOD =  -2733.6918 -0.93347 * (PFOOD/CPI) * 100

(-0.4140)  (~0.0159)
+0.01943 * (CP+CG) +683.51469 * DV8489

(1.4821) (0.7948)
-143.40917 * TIME
(-0.6450)
.‘:" - . ] )
R =0.786 ~ SER = 440.939" DW = 1.806
| - 1975-89
 BEVERAGES: _
QBEV =  -403.21505 = -1.15048 % (PBEV/CPI) * 100.
(-1.1139)  (-0.7231) . -
+0.00207 * (CP+CG)
 (4.5230)
R =0.852 SER= 53.260 . ‘DN = 2.216"
B | | 1976-89
TORACCO:
dTOB =  -89.73009  -0.12823 % (PTOB/CPI)
- (-1.1964)  (-0.4495) |
+0.00041 % CP  -5.14859 % TIME
(1.6472) (-1.2626)
+0.10007 * XTOB
(0.5776)
g

1976-89

R = 0.869 SER = 7.9808 IW = 2.763 .

¥ = 9.178
F.='31.626

 F = 4.546
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Table 6.1 Estimated Demand Equations (continued) -

'INDUSTRY GROUP EQUATION
TEXTILE:
QTEX =  -2174.5095 --0.80588 * PTEX +0.00027 % CP
(-3.0729)  (-3.2493) (0.1585)
+64.79319 * POP
(2.2402) | |
R50.872  SER = 56.801 DH = 2.172  F = 25.056
| 1975-89 |
WOOD: '
@H00D = -801.67882 - ~0.89518 X FWOOD +0.00444 % CP
(-4.3812) - (<7.7616) © - (7.5800)
+104.58312 * DV8486 N
(3.2272)
R? =0.851  SER = 40.592 DW = 2.560  F = 20.869
| 1975-89
PAPER: | |
 @PAP = -1.90664°  -2.1624 % (PPAP/CPI) * 100

(-0.0106)  (-1.1633)

+0.00101 % (CP+CG) +0.14008 % (-1.90664 -2.16236 %
(4.4939) .~ (0.4821)

(PPAP /CPI ) * 100
00101 % (GP  + CB ) - GPAP )
O
R =0.611  SER = 44.549 DW= 1.337  F = 5.237
| | 197689
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Teble 6.1 Estimated Demand Equations "-(_contin-uéd) 3

INDUSTRY GROUP EQUATION

CHEMICALS:

QCHEM = 161.82102  -0.24882 % FCHEM  +0.00056 % CP -

| 0.2676)  (-0.7648)  (0.2915)
+0.00101 * XCHRM
(1.6864)
" =0.385  SER = 143.320 DW = 1.137  F = 2.299
| ' ‘ 1975-89 -
'PETROLEUM: |
QPET = * -110.82069 -0.50561 % (PPET/CPI) * 100

(-0.2668)  (-1.3934)
+0.00342 % (CR4CG) +0.00032 * XPET

(3.0428) ° | (0.8949)
| -42.14743 % TIME +40.20169 * QPET
(-3.1088) ~  (0.8012) -
R = 0.753 CSER = 50.751 DW= 2.163  F = 4.879
| | 1976-89° |
BASIC METALS:
@BSM =  .<2477.5490 +66.34531 % POP
(-6.9380)  (9.7136) | S
B = 0.879 SER = 145.746 H = 1.45951“ F=z94.354

1975-89
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Table 6.1 Estimated Demand Equationa (continued)

INDUSTRY GROUP EQUATION
MACHINERIES:
QMACH = -633.63333 -0.82530 * PMACH

(-3.1285)  (~3.1211)
+0.00280 % (CP+CG) +0.00011 % XMACH

(4.0798) - (0.1480)
- ~0.22549 % QMACH
(12209 -
‘ Rz = 0.817  SER = 50.209 DW = 3.186
1976-89 ‘
ELECTRICAL: | |
QELEC = -4362.6594 -2.45956 ¥ PELEC

(-2.3448)  (~1.2456)
+110.106356 % POP  ~-0.21334 * XELEC

(2.2654) - (-2.4236)
R ocogz SR= 88.989 DW= 1.508
| 1976-89 o
OTHERS: ' |
QTH =  ~11268.157 -5.05068 % (POTH/CPI) * 100°

(-3.4984)  (-1.7384)

+0.00145 % (CP+CG) +286.28191 * POR
(2.0898) ' (3.7066)

-361.30877 % TIME
(~3.5913)
2

R =0.813  SER = 38.8089 DW= 2.437 .

1975-89

F ='10.042
F = 38.664

= 10.846

Note: figures in parentheses are t values
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Table 6.2 Estimates of Price Elagticities of Demand by RNE

‘Sector ' ‘
INDUSTRY GROUP PRICE ELASTICITY
- Food . '—.0.0155.
‘ Beverage -0.2974
~ Tobacco ‘-0._3429‘ '
Wood -01 6862‘
- Paper | -0.7698 -‘
Chemicals -0.1849
_ Petroleun -0.0753
© Machineries ~0.9376
Electrical -1.8754

" Others -1.0044
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expenditures was,highly eignifioent and poeitive and at the
mean values 1ndicated a high income elasticity of 2.22. The
- two . variables - price index and coneumption expenditures -
explained 85 -percent of the veriation in the - demand for
beverages. , . ‘ '

' Among the . variablee used- in . estimating the ' .demand
functions for tobacco, only private consumption- expendituree'
end time showed statistically significant coefficients. The
price coefficient in the demand equation presented 1n Table
6.1 le not esignificant - albeit negative. In .’ another
- formulation of the demand equation, however, the. own price

" index had a significant ooefficient. The. demand - for tobacco

manufacturee of RNEe 1s inelaetic with price elasticlty of -
0.34 which implies that a in price of tobacco mamifacture
- such & clgarettes, ciger, and.the like would reeult in enly
-a slight change 1n the quantity demended '

Income as proxied by privete eoneumption expenditures
had &a positive and significant effeot .on- the_ demend for
tobacco menufeetures

~The time varieble had a negetive coefficient elthough
eignificant only at a low level. As indicated in Chapter 3
. there are fears expressed in the industry regarding the
health hazarde poeed by smoking. Developed countries such
as - the United States, Canada, Japan and others have shown
.considerable concern in theee health hazards in their
policies. Thus, tobacco exports did not . seem- to have
significantly affected demand for tobacco manufactures.

The demand for textile, garmente, footwear and - relsted
products -was significently influenced. by prices and
population. Together with private consumption expenditures,
they explalined 87 percent of the variation in the demand for
textile products. The demand foe textile products ie
inelastic with & price elaesticity of -0. 686 '

The coeffioiente of price and consumption expendituree
for - the demand for wood producte were eignifioent and - had
the hypothesized signe and together with a' dummy variable
‘explained 85 percent of the varlatione in demand for wood:

The demand had elmoet a unitery eleetieity et the meens, -
0.98. -

The demand for paper, paper products, ‘printing and
publiehing was inelastic with an elasticity with reepect to .
ite own price of -0:770. The coefficient of - consumption,

2
expenditures is positive and highly eignificant but R is
equal only to O. 61
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The demand  for chemical products of RNEe was a
difficult equation’ to eestimete. Price and . consumption
expendituree when used together in another specification of
the model (that is, other than the one shown in Table 6.1)
produced the correct signe and significant coefficlents but

2
R waa very low at 0.23. Adding exXports yielded a - eglightly
2.
higher but still low R of only 0.385. One roseible
explanation ie the variablity in the uses. of chemical
- products, e.g. fertillzer and peeticidea/insecticidee for
agricultural production and druge for human health and
digease preventlion. The demand elasticlty with respect to
price wae therefore very low, -0.185 at the mean values.

‘As expected petreleun products have ‘a highly inelastic
demand with & price elasticity at the .mean valuee of .-0.075.
Total - consumption expenditures (that 1s, private plus
government) " posltively and significently influenced demand
for petroleum products. When the lmplicit price index was
not deflated by the consumer price index (CPI) the price
coefficient had a higher t value (-2.833), but together with
consumption expenditures and exporte of petroleum - products
(which had a significant and .positive .coefficient) yielded a-
R of only 0.557.

Like chemicals, the-:demand for,producta.ofubaeic metal
"industries was quite .difficult to .estimate.  "Price .and
population together explained 93 percent of the variation in
demand  however ~ the price coefficient ‘was ‘positive. -
. Population when used as the lone- independent‘yaviableuin the
. : ' 2 o -

demand equation ylelded a R of 0.879 which 1indlcates . the
large extent to which propulation explained the:varlatlon in
demand for basic metals. The coefficient of population ie
positive and highly significant.

The demand for machineries (except -electrical) and
transport equipment weae hypotheelized to depend on  price,
aggregate consumption expenditures on the domestic slde, and
exports on the international side. Together with the lagged
depandent variable, they explain 82 percent of the variation
in the value added. The price coefficilent was negative and
highly eignificant and "showed that at the mean values,
demand for machineries and transport equipment produced by
RNE=2 almost had unitary elasticity, -0.94. Thue a ten
percent increase in the implicit price index for. these
producte would result in a 9.4 percent decline in outpit or
value added. Consumption expenditures, llkewlse, had a
highly slgnificant coefficient but export was not a
significant factor. ‘ ‘ '

.- The demand for electrical apparatus, appliances, and
supprlies wae  hypothesized to be influenced by prices,
population, conenmption - expendlitures - s and exports.
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Consumption expenditure yielded a nonsignificent coefficient
and was deleted in the demand equation. The three remaining
varlables explained-a large percentage., 92 percent, of the:
variation in demand although the price coefficient -was
slgnificant only at a low level. Notwithstanding thie low
level  of signifiecance, it is worthwhile to note that

electrical products from RNEs have an elastic demand. This
is in contrast to all the other industries discuesed above
which had an  inelastic  demand curve. The own rrice

elasticity coefficient of demand for electrical products’ at
‘the mean values ls estimated to be equal to -1.875. Thus, a
one percent increase in the implicit price index would be
expected to result in a greater than one percent: increase in
output . or value.addsd. Electrical products being  a -mador.
export of the Philippines, 1t was surprising to find .- that
the coefficient of the exports variable was negative.

For all other manufactured products of RNEes, ~agaregate
demand was regressed with price which yielded ‘&  negative
coefficient; total congumption expenditures with & poeitive
coefflcient; population which was positively vrelated to
.demand; .and time which yielded a negative coefficient. ~All
coefflcients were statistically eignificant and except for .
time had the expected eigns.. All the variables explained 81
percent of the variation in demand for other manufactures.

To summarize, pricees yielded the hypothesized - rnegative
coefficient which were statistically significant: .for most
industries. Likewlise, coefficiente of aggregate consumption
expenditures were generally positive and significant. The
results for exports were mixed in that eome egquatione have
positive coefficients a8 . hypothesized but a few = were
nonsignificant. Population.was a significant factor in the
demand equations for -textlile, basic metals, electrical
producte, and other manufactures. ' L o

It would.have been interesting to analyze the effect of
the power ehortage on output and emplovment of RNEs.
However, there ie no:time series data for this véariable - and
therefore it cannot be incorporated in the model.

In - a report presented by the Secretary of Economic
-Planning Cilelito P. Habito to the President, losses caused
by the persistent brownouts have been .estimeted at EB20
billion to F25 blllion by the NEDA. This amount represente
1.3 to 1.6 percent of GNP. The manufacturing eectors most
severely. affected by the power shortage include - the
following: nonmetallic mineral products, rubber products,
publiehing end printing, footwear &and wearing apparel,
chemical  and .chemical producte and . miecellaneous

manufactures. : ‘ :
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On employment, NEDA reported that 66.444 firms or 58.8
percent of the total firms in Metro Manlila were affected.
In the regione, 112,634 firme in Reglons 2, 4, 5, 10 and the
Cordillera Autonomous Reglon were severely affected by the:
power, brownout (Manila Bulletin, July 1, 1883). The 1mpact .
of +the brownout was felt more in the NCR where -industries
are more power dependent and among the small and medium
scale industries which had the least capability to cope with
the power ehortfall,

NEDA also estimates that half of the employed workers
in +the NCR were affected by the power crisis in comparison
to only eix percent in the other reglons. Nevertheless,
lay-offs were minimized by either rotating or reduclng the
hwnrktime of the employees. ' o

6.3AEmployment Equations

The estimated eauations for employment in each of the
twelve sectors of rural nonfarm enterpriees are presented in
Table 6.3. The coefficients of output (or value added) were
positive and generally elgnificant 1n food, - wood, paper.
‘chemlcal, petroleum, machinery, electrical = and other
manufacturing induetriee. The dally wage rate of uneskilled
labor wae expreseed either as an index with 1985 ae the base
or deflated by the implicit price index for Gross National
Product (PGNP). The coefficlents for thle variable were
negative thus conforming with theoretical expectation. For -
other .inpute, capltal lnvestment was used in the employment
equations for food, beveragee, textlle, wood, machineries
and electrical industriee. ' Rates for 91-day Treasury . Bille
which were expressed either in nominal or real terme were
used & proxy for intereet on cepital 'in -+the employment
equatione for tobacco, paper, chemieale, retroleum and baelc
metals RNEs. Previous year s employment - appeared aeg &
elgnificant variable for some 1nduetr1es

The amount of lebor employed in. the food eector of RNEB
significantly deprends on the egectoral output as shown by the
poeltive coefficlent of QFQOD in the employment equation.
A one percent increase in output would result in almost the-
same (0.95 percent) percentage change in employment in . food
manufacturing in RNEe. The wage coefficient, . although
negative, wae not elgnificant and deflating the wage rate by
the implicit price index of GNP did not Iimprove the
equation. Additional investment within the industry seems
to complement labor thus increasing the demand for labor and
the +three variables together explained 68 percent . of the
variation in employment in the food industries. R
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Table 6.3 Estimated Employment Equations for Rural Nonfarn Enterprises

INDUSTRY GROUP . EMPLOYMENT EQUATION

: FOOD:
LFOOD = -8.64060 +0.03109 x QFOOD -0.00351 * WAGE

- BEVERAGES:

LBEV =

(-0.1934) (2.7753) (-0.0124)
+0.01010 * KFOOD -

. (1.2413) -
2 .

R =0.678  SER = 17.357 DW=1.635 F = 7.728
1975-89 '

29.23827 +0.01526 * ((QBEV/(QBEV - )—1) % 100
| o '
(8.0781) (0.73596)

' _8.83205 % (WAGE/PGNP) *  +0.00136 % KBEV

(~3.3436) (0.6914) . 1976-89

R =0.660  SER = 1.682. DW=1.25  F = 6.466

. TOBACCO:
LTOB =

-1.60803 +0.00201 % QTOB +1.91126 x (WAGE/PGNP)
(-0. 7056) (0.0804) . . (1.1612)

+0.1156 *x TBILL

" (2.2046) '

TEXTILE:
LTEX =

R =0.310 SER=0.943 DW= 1.510  F = 1.651

1975-89

129.52470 +0.04226 % QTEX -0.48057 % WaGL
(1.3609)  (0.3290) (-1.0264)

+0.00356 * KTEX
(0 1152)

R = 0. 099 © SER = 52.835 DW= 2.060 F

1 0.403
1975-89 |
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Teble 6.3 Estimated Employment Equations (continued),

~ INDUSTRY GROUP EMPLOYMENT EQUATION
PAPER:
LPAP =  10.87672 - . +0.02037 *_QPAP

(2. 9071) (3.3082)

-2.76454 % (WAGE/PGNP) . 40.00101 ¥ TBILL
(-1.3745) . (0.0154)

-2.57221 * DVB489
(-2.4548)
R :0.647 SR = 1.062 DN =2.042  F=4.584
1975-89 | -
WOCD: ‘ ‘ ,
LHOOD = 33.85382 +0.59925 * ((GWOOD/QHOOD )-1) * suv
(0.8935) (2.1363) e |

-2.01705 % (WAGE/PGNP) +0.00533 % KwOOD

(-0.0890) - .~ (0.5026)
'+s.85652 * Dv8439 +o.5s174.* LWOOD )
© (0.8904) (2;3555)' - |
RZ - 0.620  SER=8.301 DH=2.764  F = 2.615
1976-89. |
PETROLEUM: ‘ |
LPET: = 2.28302 -+0.00152 % QPET -1.81623 * (WAGE/PGNP)
©(1.2690) (1.0599) - (4.0035) |
| 40.03480 * (TBILL-INFL)
©(2.4829)

R =0. 665 SER = 0.360 ~ DW =.2.406 ©F=7.294 -

1975-89
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Table 6.3 Estimated Employment Equations (vcont.linufed") .

INDUSTRY GROUP " EMPLOYMENT EQUATION
CHEMICALS:
LCHEM = 14.88670 +0.01223 % QCHEM -

(2.8472)  (2.8726)
-4.07444 * (TBILL-INFL)

(0.4077) |
R =057  SER = 2.400 DN = 1.382 = 5.023
| 1975-89 - ‘ "
BASIC METALS
LBsM = 15.53703 +0.00097 % GBSl -7.96737 X -(WAGE/PGNP)
(3.5140) (0.6436) (-3.0179)
40.07338 % (TBILL - INFL)
(1.4000)
R =0.762  SER = 1.389 W =1.805  F=11.721
| 1975-89 .
MACHINERIES
IMACH =  19.61147 +0.04263 % QMACH +0.01865 * KMACH
- © (2.3064) (2.5303)  (1.5267)
+8.18507 % DV8489 hQ.17411,*.LMACH 2
(2)4352)_ o (-0.6676) =

'R =0.567  SER= 4.026 DW=.2.363 F'=2.945

1976—89- ‘
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Table 6.3 Estimated Employment Equations (continued)

~ INDUSTRY GROUP EMPLOYMENT EQUATION
ELECTRICAL
LELEC = 1.73017 +0.00781 % ((QELEC/GELEC )-1) X 100
(0.4407) g£.5582)~. -
_0.98540 % (WAGE/PGNP) +0.,00529 % KELsC
(-0.3439) = . (1.6703)
L+e;3¢331,# LETEC :
(4.0752) - _?i
R? = 0.918 SER = 1.388 - Dw:;'z;993} F=22.304
|  1677-89 | o
OTHERS .- |
LOTH =  ~10.93900 +0.26763 * ((QUTH/GOTH )-1) * 100
(-0.7681) <2.§O10> | -
429.32760 % (WAGE/PGNP) +6.23690 % DVB489
(2.8931) | (1.8824)
+0.14787 * LOTH ‘ A - 1977-89
- (0.6308) B | |
5 |

R =0.624  SER = 4.075 DW= 2.699  F = 3.321

Note: Figures in parentheses are t-values
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2
The R for the beveradge employment equation le  almost
the esame as that for food, however, here QBEV entered as. a
rercentage change and dally wage rate in real terms and only

"the real wage rate coefflclent was significant.. Other
formulations of the employment equation showed - a poeitive
_ : 2 ' o

and significant coefficient of QBEV but R wae lower.

The tobacco &and textile employment equations were
difficult to estimate with the output variable Yyielding a
positive but noneignificant coefficient. - Moreover, for

2
tobacco the real wage cofficient was positive and the R was
auite low. However, the TBILL rate coefficlent has the
correct sign and was eignificant. " The textile equation used
cepitel - investment as a-varisble wa.ch p%oeuced a2 positive
but also not significant coefficient.. -

Employment in the .wood industries wae explained by a
number of varlables including a dummy varlable -and the
lagged dependent varlable all of which explained 62 percent
of the variation in. the employment. The number of workers
in the industry in the previoue year is expected to affect
employment positively because of difficulties in terminating
appointments of workers and possibly the desire to' continue
hiring previously trained workers. QWOOD entered as a
percentage change which yielded & positive and significant
coefficient.

Thé employment of - thé  paper and  paper producte,
printing and publiehing indutry 1in the regions de a funotion
of output, real wage rate, interest rate as proxled by the
~Treasury Bill rate, and & -dummy variable all 'of which
explained 65 percent of the variatlone in LPAP. “Output’
. slgnificantly influenced employment which had an -elasticity
- of 0.461. This implies that a 10 percent increase in output
‘would - be expected to ralse employment by 4.6 percent. The
‘real wage rate had a negative effect on employment with =&
regression coefficient .of -2.76, that is, an “increase in
real wage by 10 peroentage points would reduce employment in
the paper industry by approximately 28 thousand people.

The coefficient of +the TBILL rate was rositive

indlcating that an increase in interest rate would make
- capital more expensive and therefore firme would tend to
geubstitute labor for capital. The coefficient of the dummy
variable for 1984 to 1989 @proved to be negative and
gtatlstically eignificant. It appeared that the. corieis
-period which started in 1983 took effect immediately during
‘the succeeding vyear.with the effect being carried through
until 19889.
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Two major variables, output and real Iinterest rate,
determined = the level of employment 1in . the chemlcal
industriee in the rural areas. These two factors . explained

58 percent of the variation in employment in the sector.
" The ' coefficiente. have the correct elgne ~ and ~were .

‘. statistically eignificant. The elasticity coefficient of

labor demand with respect to output or value added wae equal .
to 0.41 while & one percentage point 1ncrease in real
interest rate would tend to reduce employment in the rural
chemical industriee by about four thousand people..

. The significant determinants of employment in rural:
- based petroleum product industries were cutput, real wage
rate, and real interest rate. The -employemnt elastlicity
with respect to output was almost equal to unity (0.94)
CLodaying hat & one pereent Cchange Ln-0rtput on valus - -added
of the industry would change number of workers by almost the
game percentage. However, an 1ncrease 'in real wage rate
would tend +to reduce employment while a riee in Iinterest
‘-rate would change employment in the same directlon.

The wage rate and the interest rate both expressed -in
real terme significantly influenced employment in the basic
metal industries in the rural ereae. As hypotheslzed, = they
had opposite effecte, negative for wage rate &and positive
for intereet rate. Together with output which had a
poeitive but non-significant coefficlent, they explalned 76
percent of the variation in the number of pecple employed by
the baesic metal industries. A low elasticity of employment
~with respect to output was estimated, 0.135. . In contrast,
employemnt in machineries (except electrical) and transport
" equipment had a relatively higher (although still inelastic)
elasticity of 0.379. - In ‘addition to output capltal
investment 1n-the-industry and a dummy variable for 1984 to
- 1989 aleo elgnificantly affected the demand for labor.

The demand for labor by electrical rural industriee 18
determined by the percentage change 1n output, capital
investment, and lagged employment. - Being capital inteneive,
additional investments would increase the demand for labor,
g0 with an improvement 1in the growth rate ‘of output. - The
manufacture of electrical appliances, apparatus and‘'supplies
would require trained labor, and once trained, managere may
.be . hesltant to terminate workers, thus . the poeltive of
relationship previous employment within the - .industry. A

2 . .

high R of 0.92 was obtalned for the employment equation.
The determinante of employment 1h othef‘ manufacturing

industries include the percentage change in the output which
have a positive coefficlent; the dummy variable for 1984 to
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1989, and employment in the previous year. Lontrary .Lo
expectatione, the real wage rate ylelded &a  positilve
coefficient although in other formulations of the employment
function, the coefficent of the real wage rate was negative_
2
but nonsignificant. R wease estimated.at-O.SZ. "In another
formulation of the model, the real Interest -~ rate was
positive but not significant and together with output and
: 2
real wage yielded a very low R .

6.4 Price Funotions

. The estEnated pYAL@- funﬂhmons relating- seotora¢ pric&f
indexes with the wholesale price index (WPI) are preaented
in Table. 6.4. In &all equations the WPI had highly
gigrilficant coefficlents. Likewiese, where the lagged
dependent variable was added as an explanatory varlable, the
coefficients were positive and highly eignificant Except
: 2
for the petroleum prioe equation, all funotiona had a R
greater than 0.99. Nevertheless, WPI and the  lagged
dependent variable explained 88 percent of the variation in
petroleum prices.

The percentage changee in the sectoral prices resulting
from & one percent change in WPI or. the elagticlity
coefflicients are shown in Table 6.5. They are close 1t0
‘unity (0.90 or higher) for food, paper, &and chemical
industries; around . 0.5 for tobacco, textlle, wood and baeic
metals. The elasticlty of petroleum price 1ls quite - low,
0.15, underetandably 8o because petroleum prices are filzxed
by government
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 Table 6.4. Estimated

Price Equations

- INDUSTRY GROUP

EQUATION

FOQD

PFOOD = 21.06161 +0.61887 * WPI

BEVERAGE
PBEV =

TOBACCO
~ PIOB =

TEXTILE

PTEX =

HOOD

(4.7190) (103.0000)
2 L ‘
R =0.989  SER = 9.258

- 1975-1989

*81.24329 +0.31984 X WP |

© (4.8817) (5.0469)
-2 o
R =0.995  SER = 18.375

1976-89

14.50802 +0.38742 * WPI
(0.4003) (7.5780)
2 .

R =0.995  SER = 21.652

1976-89

. 54.31053 +0.57152 * WPI

(5.2097) (10.4887)
2

R =0.998 ~6ER = 18.754

1976-89 ..

PWOOD = - 84.88729 +0.46230 % WPI

(4.9900) (5.7932)
2 - |
R =0.992  SER = 24.309

1976-89

W= 1.362

DH=1.878  F = 10608.98

40.46804 * PBEV -
(3.8924)

W= 1.730  F = 1024.523

+0.45931 * PIOB -
A
(5.3712) |

W =1.655 'F = 996.577

+0.36414 * PTEX
i
(5.3395) ‘

F = 2273.183

+0.28226 * PWOOD ‘
. . [— 1 -
(2.0936) o

- DW ='1.936 = 723.368
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Table 6.4. Estimated . Price Equations (lcqntinued),

H

 INDUSTRY GROUP - EQUATION

PADER
PPAP =  44.42681 +0.63731 % WPI
(3.9879) (42.4933)
R = 0.993 SER = 23.109 DW= 1.376  F'= 1805.68
1975-89
CHEMICALS o
| PCHEM = -, 40.43341. +0,60310 * WPI
| © (3.5143) (38.9366) . ) S
. 0.991 é33 ﬁ 23.867 DW= 1.799" F = 1616.086
| | ~ 1975-89 :
PETROLEUM
PPET =  156.00718 +0.23231 % WPI +0.72896 * PPET |
- (1.5913) (0.7247) (2.76970 -
8 0.882  SER = 179.657 DW = 1.286  F = 41.265
1976-689 o
BASIC METALS
PBSM = 14,18877 +0.36213 * WP +0.38417 & PBSM
(1.7235) (9.4995) - (4.7553) o
= 0906 SER = 14.895 - DH = 1.317  F = 1425.457
1976-89 | '
 ELECTRICAL
© PELEC =  68.89168 | +0.31798 % WPI
(11.5153) (39.4789)
R =0.992 © SER = 12.410 DN = 1.475 F = 1558.663
‘ 1975-89
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Teble 6.4. Estimated : Price Equations(continued)

INDUSTRY GROUP BQUATION
MACHINERY
PMACH =  3.67253 +0.411901 % WPI +0.22378 % PMACH
| (0.4639) (11.3121) (2.8993) -
R =0.996  SER = 16.215 DH = 1.817 F ="1425.457
| 1976-89
OTHERS |
POTH =  11.69538 +0.62770 % WPI +40.30233 % POTh
(0.8479) (8.8800) aamwy
: ; F = 1145.678

R = 0.995 SER = 26.530 DW= 1.740
' 11976-89

Note: Figures in parentheses ‘ar\'e't-valuegs.
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Table 6.5. Percentage Change in Sectoral Price with Respect
: to a One Percent Change in Wholesale Price

" INDUSTRY GROUP  ~~ PERCENTAGE CHANGE

FOD | - 0.85
BEVERAGE 0.40
" TOBACCO 0.56
TEXTILE 0.56
WOOD 0.56
| PAPER 0.90 -
CHEMICALS 0.90
 PETROLEUM 0.154,
BASIC METALS 0.60
MACHINERIES 0.76
ELECTRICAL 0.74
OTHERS 0.68
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~ CHAPTER 7

EFFECT OF MACROECONOMIC POLICIES ON
"~ QUTPUT, EMPLOYMENT AND PRICES

7.1. Validation of the Model

A macroeconomlc model is conestructed with three basic
oblJectives, namely (1) for structural analysie, (2) for .
forecasting, and (3) for evaluation of policy effects. This
gection attempts to determine the' tracking &ability of the -
- model through.a-fully dynemic eimulation for the period 1881 -
to 1989.

The submodel diecuseed  in - Chepter 6 &nalyzed the
behavior . and structure of output, employment and prices - of
rural nonfarm enterprises. To determine the effecte of
- macroeconomic policies the RNE equations are linked with the
PIDS~NEDA macroeconometric model. This model  conslets of
four major blocks such as (1) the real sector -which ile
composed of. production, expendliture, and employment, wagee
and pricee; (2) the fiscal sector; (3) the financlal sector,
~and -(4) the external sector. . . -

The productlion eector and the expenditure eector are
linked primarily through the demand functions whereby .
agaregate expendlturee apprear ag determinante of the

quantity demanded. In the Industrial “sector, a price
eguation . functions &8s .a eupprly equation with output

determined by +the level of demand. In  turn, output
determines the level of prices and employment. . '

The linkagee in the other eectore may be summarized as
" follows: "The financial eector affecte - output  via the
interest rate, the amount of net forelgn assets and the
liquidity variable which enters the dlfferent price
equations. It aleo affecte the external sectore (imports)
through the level of forelgn assete. The fiscal eector -
influences the monetary base and interest rate through the
method of flnancing the budget deflcit. It also affecte the
real sector through expenditures on capital and operating
expenseg which determine the level of output.. The external
sector affecte the other eector of the economy through the
linkege of the -various current account componente with
output and expendituree, asg well as 1ts contribution to net
foreign assets” (Reyes and Yap, 1993).



The submodel focused on output and’ enployment Price
equations were estimated by relating eectoral pricee with
the wholesale price index which in the PIDS NEDA MEM is &
function of nominal wagees, implicit price deflator for
importe And servicee, and the ratio of total 1liguidity to
potential GNP’ which in turn is a function of capital stock
and labor force. Note that the consumer price index and the
implicit price deflator for GNP were also used to deflate
sectoral prices and wages, reapectively.

The eimulations were undertaken for the pgriod 1981 to
19689, - ‘ )

A crlterion used to evaluate a model ie the fit of the
‘individual variables in-a simulation context (Pindvck and
Rubinfeld, 1981). . One would expect the results of a
historical ° 'simulation, i.e. -a =simulation through . the
estimation period, to match closely the behavior of the
real world. To test the performance of the model, a
historical simulation ies made. How cloeely each endogenous
variable tracke ite corresponding hietorical data series 1ie
" examined. To measure this tracking ability of the model,
the root mean square (RMS) simulation error can be uesed as

indicator. The RMS simulation error for a variable X 1is&
-defined as _ : C ‘

| . T
1 .
', . -. 2
RMS error = ———--- ' " (XSIM - XACT ). .
: t t
T ) t=1 '
where:
XSIM = eimulated value of the variable X.
XACT = actual value of the variable X
v - .- C 4
T = pumber of years in theAsimulation<

The RMS error ie a measure of the deviation of the
simulated wvariable from -ite actual time path and- the
magnitude of the error can be evaluated only by comparing it
with the average size of the variable in question. . :

Another measure of simulation fit is~the "RMS_. percent
error (RMSPE) which is defined as follows:




The RMSPE 1is a measure of the deviation of the simulated
variable from ite actual time path expressed in percentage
terms.

The root mean sgquare percent error etetietice for groee
value added, employment and price  based on the model
estimates discussed in-Chapter 6 are presented in Table 7.1.
Except for QTOB, ' the RMSPE statistlics 1s lees than 25
percent. It ies noteworthy that the groes value added for
food, textile, petroluem and othere have a RMSPE of lese
than '10 percent and the summation of grose value added of
ell rural nonfarm enterprieee hae a RMSPE of only 5.87.

For employment, only tobacco and petroleum induetriee
have a relatively high RMSPE etatietilice but those " for all
other - industries are less than. 20" percent. -The aggregate-
employment (LRNES) equation (identity) performed quite_ well
wlth a RMSPE of leesg than 10 percent.

The - performance of the price equations appeare to be
much better than the output and employment -eguations.
Except for petroleum, all RMSPE statistice are lees than 10
rercent. Moreover, five ocut of the 12 sectors have RMSPE
-statistice less 'than 5 percent. These indicate a good
tracking ability of the model with respect to PFOOD, ' PBEV,
PWOOD a&nd 'PELEC. Two other price eqguations -PPAP and POTH-
have - & RMSPE of Just slightly greater than 5 percent. For
petroleum, 1t should . be pointed out that bprices are
.determined more by government policy rather than the free
market forces. The average price index for all RNEe has &
RMSPE of 5. 96 peroent.

7.2 Effect of Selected Policies on Output Employment
*  and Prices of Rural Nonfarm- Enterprises’ ‘ ‘

Three maJjor policiee were eonsidered in the’ eimulation
of the effects on output, employment and pricee, namely,
wage rate, exchange rate, and export policles as  reflected
in the change in volume of merchandise expdrts.,.Theee are
three major policles followed by the Philippine government. .
Moreover, wage rate, exchange rate, and volume of . exporte
were three varlables that significantly affected RNEes as
shown by the eignificance of their coefficiente. These are
aleo policiee which can easily be quantified. Likewlse, 1t
could " be expected that they would have effecte on the
general industry group.as claseified, 1.e. food, chemical,
etc. A specific policy., such as the coconut levy would have
more direct and significant effects on the coconut industry
compared with the whole food industry or with other industry
groups. In comparieon, change in wages or exchange rate
would affect a numbgr (if not all) of the industry groups.
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_ When the eimulatione were made, & constralnt was
imposed euch that the change in the variables in the RNE
model would not have an effect on the macro model. Where
applicable, the same data set used in the macro model was
ueed in the RNE model, e.g. wage, exchange rate, coneumption
expenditupes, ete. .o '

. Specific policies were .analyzed in thie section. These
are; (1) a ten percent increase in wage rate; (2) a ten
"~ percent increase In the exchange rate; and (3) an Increase
In merchandiee exporte eduivalent to one percent of GDP 1n
the baseline. Simulation exercises were performed for the
period 1981 to 1888. The policy change was sustained for
the entire simulation period. o

7.2.1, Effect of a Ten Percent Increase in Wage Rate

Ae noted in the employment equationd 1n  Chapter 6,
wages were negatively related to emplovment. An increase in
wage rate therefore _would reduce +the employment - and
coneeguently bring down the level of output. The effect on
employment of ‘a ten percent increase in wage rate ‘Ils a
decline of slightly leee than one perent in employment in
the food RNEs in the inltial ‘yvear which increases to 1.8
percent . in the eecond year (Table 7.2). . The percentage
decline later goes up although at a decreaslng rate. the

change 1in. food output follows the s8ame trend but the

percentage change . is higher than that for employment. The
resulting percentage change in food prices ie higher at 3.39
percent 1n the inlitlael year increasing Bteadily until 19889
when it reaches a rise of 7.90 pvercent.

The 1evel of employment in the beverage sector ie lower
than that for food and because of this . lower base, the
percentage decline in employment le higher, 10 percent in
the first year and increasing to 15 1n the gecond year but
getting a 1little ©bit lower until 1984 after which the

percentage drop increases to 15 percent again.in 1987. . The
effect on output 18 aleo downward but to & much lesser
extent ranging from one to three percent per year. Raising

wage rate by teh percent 1ncreased prices of bcverage
producte by up to 6.6 percent.

The effect on employment in  tobacco 1industries . is

surprisingly poeitive but output declined and prices went
upn
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The textlle industry which employvs more than a hundred
thousand workers in the rural areas was affected by & wage
rate  increase by a four percent drop in employment in 1881
and up to 32 percent in 1989, The value added, however,

.declined only by about one percent initially and up to 8.9
perent in 1989.. : .

The effect of the wage rate increase on employment  in
the wood induetry is slight - from 2 to 7 prercent. The
~change in the value added ie almost a constant 14 percent in
the downward direction. Prices of wood producte steadlly
rose but only at a slow rate.

. The increaee in price of parer producte due to the
increase. in - wage rate would reduce the demand  for paper
products, “printing -and publishing and consequently a drop in-
"supply by about 2 to 4 percent which in turn leade to &
decline ih employment by about. 8 to 10'peroent-

The chemical industry 1n the rural areee employ less
than 20,000 people and an increase in wage rate would reduce
employment by only about 1.4 thousand or 8.05 percent of the
bageline. Ae & result, . value added would go down by about
2.1 percent. : ) ' '

The manufacture of petroleum end coal products in the
rural . areas employe the least number of workere among the
RNE sectore and the reduction in the employment due to a‘*ten
percent increaee in wage rate ls estimated to be less . than
600 people. -The effect on ocutput would only be . about 2
percent. '

The impact on employment in machinery .industries rangee
from 2 to 6 percent on the negative eslde. Prices would
increase by about 6.5 percent leading to a drop in value
added by approximately 14.7 percent.

- The electrical Industry in the rural areas employe
about 15 thousand people &and 1f wage rate increase,
smployment could go down by an average of about 11 percent
ahile prices would riese by about 5.4 pereent

_ For all rural nonfarm enterprises, a ten percent
increase 1in wage rate 1s estimated to result in'a drop -in
employment by about 1.8 percent initially. Continuing wage
increase would reduce employment by up to 7 percent.
Aggregate value added from all RNEe would then decline by
1.1 to 4.2 percent.
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7.2.2 BEffeet of a Ten Pereent Péao‘ Devaluatien‘

The = immediate effect of an increase in the exchange
rate of -the peso-'1s to increase domestic prices of imported
goods as well as locally produced goods. Thus Ainflationary
trends would ensue. The increase in prices would tend to
lower the demand for goods and services which would then
‘reduce employment. The empirical .results of the simulation
exerclee determining the' effects. of .a ten percent
~devaluation ' on rural nonfarm enterprises generally conform
with these expectations (Table 7.3). The only deviation
observed 1is ‘employment in the beverage and basic metals
sectors which increased by a very small percentage of 0.48
percent and 0.56 percent respectively for the period 1984 to
1989

. Food pricee incressed by 7.73 percent ‘which - ch&hgee
food output in the opposite direction by about two - percent.
Employment would aleo decline by about the same percentage.

The immediate effect of the devaluation on the tobacco
industry in the rural areas is an increase. in employment and
rrices of manufactured tobacco. The latter probably
outweighs the employment effect on output which decreased by
about 2 percent. As devaluation continuee, however, the
number of workers employed is reduced due to wege - increases
and therefore output continued to fall.

Continuing devaluation hee almoet similar effects on
value added, employment and pricee in . the textile . and wood
industriee in terms of direction of change and the rate - at
which . the percentage difference between the  baeseline
golution and the shock run quantities change '

For the paper and paper producte RNE the stability of
the model 'i8  reflected by an almost eaual magnitude of
change 1in output partlcul&rly between 1985 and 1989.

Likewise, employment practically changed by the same volume
annually. )

The largest impact of the devaluation on value added ie
observed in the machinery and electrical RNE sectors where
the percentage difference between the baseline solution and
that: of the short-run aversged 20.44 percent and 12.91
rercent respectively, for the period 1985-89. For
employment +the largeet effect: occurred 1in the textile
industry, with 7.0 percent, and machinery, with . 6.05
rercent. : - - :

On +the aggregate, the ten percent increasge in - the
exchange rate reduced employment by an average of 3.64
percent over the period 1985 to 1989 and by 2. 83 percent in
value edded over the same period.v
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7.2.3. Effect of an Increase in Merchahdisé Exports
- Eauivalent to One Percent of GDP on the
Baselilne

Analyzing the impact of trade, - trade  policy - and
~external ehock on the Philippine economy, Constantino and.
Yap (1988) state that glven the structure of the PIDS - NEDA
- macroeconometric model, the impact of higher manufactured
"exports on GDP will conelst of the direct effect. through’
higher exports and output in manufacturing, and of .the’
indirect effects working through the resulting changes in
the money supply, prices, real interest rate (which will
change due to the effect on inflation), " and balance of
- payments and availability of foreign exchange to finance
importe and inveetment. ' :

An increase in exports would result in a more favorable
balance .of payments poeltion, which subsequently. would
increaese the amount of forelgn exchange available to- finance-
imports which are an important input in the , production of
rural nonfarm enterprieses.. . Greater capacity to import would
enhance investments and 1mprove GDP grogth. These changes
would be expected to positively affect employvment and output
in rural nonfarm enterprisee. .Such change are validated in
Table 7.4 which presents the resulte of +the simulation
exercise whilch increagee- merchandise exports by an amount
equivalent to one percent of GDP on the baseline. Thus, one
obegervee Increassee 1n volume added and in  output. The
magnitude of the difference between the baseline and the
gshock run appears relatively smaller that the previous  two
policles coneldered above. It would be recalled that some
of the employemnt equatione in the RNE submodel included
exporte &as &an exogenous varisble. Constantino and  Yap
(1888) however, indlicatee that the macro model does not
dietinguieh between manufactured and unmanufactured exporte.

"Ihe 1ncrease in merchandise exports resulted in an
increase in value added in the food RNEe by 1.00 percent and
-in ‘the textlle industries by 0.92 percent for the entire
geimulation perliod. The largest effecte were observed .in
tobacco - 4.06 percent - and in machineries - 4.13 percent.

As a whole, the initial effect of the. ' increase. in
merchandise exports - on value added ie only 0.14 ' percent
which 1ihcreased to almoet 2 percent in 1989. The change in
employemnt is smaller and ranged from 0.11 percent in the
firet year of the eimulation period to 1.26 percent in 1989.
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Table 7.1. Root Mean. Square Peroeht'Error (RMSPE) for Grose
Value Added, Employment, and Prices of Rural
" Nonfarm Enterprises, 1981-1989.

————————--—————-—..._—————.—.-———————....__———————...-—.—._._—__——.—-a-—————

Varlable RMSPE -Variable RMSPE Varlable RMSPE
Gross Value "Employment " Price-
Added . L
QFOO0D 8.81 LFOOD 14,67 PFOOD 4.43
"QBEV. . 18.01 ‘LBEV ~7.15 - PBEV < 4.32°
QTOB 32.98 LTOB 41.90 PTOB . 9.18
QTEX , 4.27 LTEX 13.34 PTEX : 3.52
" QWOOD . 20.687 LWOOD- 10.26 PWOOD 4.03
QPAP - 15.68  LPAP 8.29 "PPAP 5.95
QCHEM 19.63 LCHEM 11.97 - PCHEM . 9.18
QPET : 5.67 LPET 030.39 PPET - 16.87
QBSM -17.79 LBSM 9.68 PBSM - - 7.38
QMACH 12.20 LMACH 16.86 - -PMACH' 5.27
QELEC - 21.95 - LELEC 19.80 - PELEC 4,80
QOTH 5.37 LOTH 1 15.45 POTH. 5.66
5.96

QRNES 5.87 .. LRNES - 8.b2 .~ PRNES

.
S T TS S ——— ek (A . — i, e S W W ———— A ) ——r——— — T e ) . T ——— T o A S} Wy S S —— —————
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~Table 7.2.

Variable

Effect of a Ten Percent Ihcrease in Wage Rate
on Value Added, Employment, and Pricee of Rural
Nonfarm Enterprises. '

T s ol — — T ————————— it T, A T it ey e . — ——————. ————. . T . o A S S S T —— —

Shock'.Differeﬁce-Percentage

5143.00.

5322.00
5246.00
5615.00
5463.00
5680.00
5893.00

'6362.00

6785.00

el S S P PP R P U - ——

———— ——————— T — A T T s o s o B s B S S B B T T . o o o (s S AL Skl S B S " T _

A i S kb i e S ————————————— ————— —— T — e} Wt S} S M S S ——— ———————

et e —————————————————— . A S S T T} o k. LA ol A S T S S S S e ) S . et e Sk el

800.87
855.84
876.33

818.00"

751.43
760.64
785.00
822.59
858. 34
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Run

5093.00
5219.00
5112.00

5471.00 .
5317.00-

5524.00

5829.00
6188:00 -
6597.00 -

421.89
449.85

462.14
454.28
450.67
483.66
- 531.53
586.16
646.05

-49.88

-10Z7.98
-133.32
-143.99
-145.39

.=~165.13

~-163.80

-174.07
-188.02

—— — —— ey = S — —

Difference
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Table 7.2.
. (Continued).

Variable

———————— —— . v — ——— -~ ot = . bl S o

Effect of a Ten Perceﬁt Increaese in Wage Rate

Shock VDifference'Percentagé
Difference

Year . Base
Run Run

QPAP 1981 269.77 264.83
' 1982 280.45 271.75
1983 283.00 272.29

1984 269.29 257.91

1985 258.81 247 .54

1986 280.95 268.99

1987 309.16 296.57

1988 336.18 323.15

1989 367.%4 354.05

QWOOD 1981 651.54 636.02
1982 691.63 660.98

1983 665.36 622.81

1984 .624.45 568.33

1885 496.20 429.92

1986 508.30 433.56

1987 567.82  476.23

1988 596.59 509,00

1989 651.73 557.50

QPET 1981 '1366.00 1359.00
1982 1373.00 '1356.00

1883 1405.00 1380.00

18984 1320.00 1292.00

1985 1242.00 1212.00

1986 1253.00 1221.00

1987 1301.00 1267.00

1988 1373.00 1337.00

1889 1464.00 1424.00
QCHEM 1981 574.86 571.52.
1982 549.24 = 543.45

1983 793.75  785.58

1984 5569.12 547 .42

1985 481.18 477 .23

1986 593.38 8577.84

1987 584.12 587.26

1988 610.91 592.66
1989 603.23 583.59

. ————————————————— T —— " — oy ok S S ———— - " " — A S ————— = e A A, S —
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-1.83
-3.11

~3.78
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Table 7.2. Effect of a Ten Percent Increase in Wage Rate

(Continued).
Variable Year Base - Shock Differenee Percentage
- Run Run : Difference
@MACH ' 1881 444 .82 432.62 -12.18 -2.74
- . 1982 424.86  403.69 -21.17 ~4.98
1983 386.28 357.76 - -28.52 - =T7.38
1984 268.60  231.30 - -37.30 -13.89
1985 194.44 151.63 = -42.82 -22.02
1986 222.86 174.89 -47.97 -21.563
1987 253.60 . 201.62 -51.99 -20.50
1988 276.19 219.72 -56.48 -20.45
‘1989  316.76 = 255.55 . . -61.21 ~-19.32 -
" QELEC 1981 184.05 . 172.36 ~11.69 -6.35
: 1982 228.35 - 209.90 -18.45 -8.08
1983 ° 339.04 311.32 . =27.72 -8.18
1984 | 345.95 300.64 -45.31 -13.10
1985 - 458.12 400.84 - -57.28 -=12.50
1986 583.44 618.53 - -64.91 -11.13
1987 658.09 586.80 -71.30 -10.83
1988 707.02 628.88 -78.14 -11.05
1989 770.64 686.05 -84.60 . - -10.98
QOTH 1981 506.69 499.22° =7.47 : . =1.47
1982 516.88 500.33- '  -16.55 -3.20
1983 526.51 505.25 -21.26 -4.04
1984 519.00 496.42 = -22.58 - -4.35
1985 486.16 462.89 —23.28 -4.79
1886 . 512.10 .487.37 —24.73 ~4,83
1987 B576.55 550.22 ~26.33 -4.57
1988 645.90 618.82 - =27.08 -4.19
1989 724.99 ° ©697.05 -27.94 -3.85
LFOOD 1981 170.94 169.35 ~1.59 -0.83
1982 178.27 175.00 -3.27 -1.83
1983 185.39 181.17 ~-4,23 -2.28
1984 174.96 170.39 -4.57 ~2.61
1985 167.09 162.45 -4,65 -2.78
1986 175.93 170.95 -4,98 -2.83
1987 184.62 179.35 -5.26 ~-2.85
1088 203.12 197.53 -5.60 -2.76
1989 213.45 207.41 -6.05 -2.83

e i e e et L L e L U ————
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Table 7.2. Effect of a Ten Percent:Incresse in Wage Rate

(Continued).
Variable Year = Base . Shock Difference Percentage
: Run Run - o " Difference
LBEV. _ 1981 18.73 16.79 -1.84 -10.36
- 11982 18.84  15.95 ~-2.89 -15.36
1983 20.31  17.48 -2.83 - =13.93 -
1984 22.25 19.85 -2.40 -10.77
1985 20.49 17.90- -2.59 ~12.64
1986 19.44 16.566 -2.88 ~14.81
1987 19.70 16.73 -2.98 -15.11
1988 20.08 17.11 -2.98 -14.84
1989 20.11 17.12 -3.00 -14.90
LTOB 1981 2.48 3.01 0.53 21.26
1982 2.32 2.99 0.67 29.02
1983 2.66 3.33 0.66 24.82
1984 3.01 3.59 0.57 19.05
1985 2.57 3.14 0.57 22.17
1986 2.03 ~ 2.67 0.63 31.12
1987 2.23 2.87 0.64 28.58
1988 2.20 2.83 0.64 28.94
1989 1.95 2.60 0.64 32.84
LTEX ' 1981  137.24 131.41 -~5.84 -4.25
1982 136.25 ° 126.59 -9.66 -7.09
1983 134.32. 122.33 -12.00 -8.93
1984 125.37  110.52 -14.85 -11.85
1985  110.57 91.18 ~19.39 -17.53
1986  102.58 79.29 -23.29 -22.71
1987 102.21 76.22 -25.99 -25.43
1988 99.85  71.52 = -28.34 - —28.38
1989 85.24 - - 64.53 -30.72 . -32.25
LPAP 1981 12.98 12.29 ~0.70 -5.41
1982 13.07 11.99 -1.08 -8.24
1983 13.55 12.45 -1.10 -8.12
1984 11.17 110.19 ~-0.98 -8.77
1985 10.68 9.64 -1.04’ ~8.73
1986 10.88 9.73 -1.14 =10.52
1987 11.50 10.31 -1.19 -10.33
1988 12.09 10.89 -1.20 -9.82
1989 12.72 11.51 -1.22 -9.57
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?able 7.2: Effect of a. Ten Percent increase in Wage Rate

(Continued).
Variable Year Base Shock Difference Percentage
Run - - Run o : Difference
LWOOD 1981 93.01 91.05 -1.96 -2.11
1982 88.89 85.80 -3.09 -3.48
1983 80.93 77.36 -3.57 ~-4.41
1984 82.83 78.72 -4.11 -4.96
1985 73.66 68.48 -5.18 -7.04
1986 82.54 78.02 -4.52 -5.48
1987 91.84 88.70 -3.14 -3.42
1988 95.45 92.95 -2.51 -2.63
1989 88.93 97.00 -1.92 -1.94
LPET 1981 2.63 2.26 ~0.,37 -14.17
1982 2.47 1.87 -0.60 ~24.36
1983 2.99 2.39 -0.60 -20.06
1984 3.38 2.86 -0.52 -15.29
1985 2.89 2.32 -0.57 -19.81
1986 2.53 1.90 -0.64 -25.10
1987 2.71 2.04 ~-0.66 ~-24.55
1988 2.84 2.17 -0.67 -23.62
1989 2.89 2.21 -0.68 -23.42
LCHEM 1981 16.90 15.93 -0.97 -5.74
1982 16.53 15.12 -1.41 -8.54
1983 19.90 18.48 ~-1.42 -7.12
1684 17.36 "16.09 -1.27 -7.30
1985 16.59 15.22 -1.37 -8.27
1986 17.66 16.13 -1.53 -8.64
1987 17.66 16.07 -1.59 -8.98
1988 18.02 16.41 -1.61 ~-8.91
1989 17.87 16.25 -1.63 -9.11
LBSM 1981 6.55 4.72 -1.82 ~-27.84
1982 6.56 3.93 -2.63 -40.03
1983 7.33 4.75 -2.58 -35.19
1984 8.00 5.79 -2.20 -27.55
1985 8.28 5.93 -2.35 -28.38
1986 8.05 5.43 -2.61 -32.50
1987 8.36 5.66 -2.70 ~32.29
1988 8.51 5.81 -2.70 -31.77
1989 8.49 5.78 -2.72 -31.99
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Table 7.2. Effect of a Ten Percent Increase in Wage Rate
(Continued)i

T T S e 0t e e s, . . . S, S e Akl S S S S 0, oty e St T R e P} A S S —— —— A 5

Variable ~ Year Base -~ Shock Difference Percentage
' Run Run Difference
LMACH 181 . 27.37 26.85 -0.52 ~1.90
' 1982 1 298.73 28.92 -0.81 -2.72
1983 25.61° 24.54 -1.07 -4.19
1984 32.91" 31.51 ~1.40 -4.25
1985 28.71 27.13 -1.58 ~-5.49
1986 30.29 28.52 -1.77 -5.83
1987 29.19 27.29 -1.80 -6.52
1988 33.05 30.98 -2.07 -6.26
1989 32.05 28.81 -2.24 -7.00
LELEC - 1981 6.41 6.12 -0.29 —-4.,48
1982 6.51 5.93 -~0.58 -8.92
1983. 6.95 6.15 -0.81 -11.58
1984 7.02 6.04 -0.99 -14.07
1985 7.55 6.43 -1.12 ~14.78
1986 .39 8.14 -1.25 -13.28
1987 11.49 10.11 -1.38 ~12.01
1988 13.78 12.28 -1.50 -10.88
1989 14.07 12.47 -1.60 -11.36
LOTH 1981 30.80 36.79 5.99 19.43
1982 31.67 41.62 9.95 31.41
1983 27.21 37.81 10.60 38.94
1984 27.00 36.42 8.42 34.89
1985 28.54 38.41 9.87 34.60
1986 34.50 45.51 11.01 31.90
1987 36.79 48.39 11.60 31.53
1988 36.60 48.33 11.74 32.07
1989 36.71 48.51 11.79 32.12
PFOOD 1981 273.02 282.27 - 9.25 . 3.39
1982 297.41 312.01 '14.60 , 4.81
1983 368.45 390.39 21.94 5.95
1984 527.52. 563.38 35.85 - 6.80
1985 663.18 708.50.  45.33 6.83
1986 688.83 '750.20 - 51,37 7.35
1987 - 738.15 794.57 56.42 . 7.64
1988. 798.85 860.68 = 61.83 . 7.74
1989 847.12 914.06 66.94 - 7.90
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" Table 7.2. Effect of a Ten Percent Increaee in Wage Rate

(Contlnued).
Variable Year Bage Shock Difference Percentage
Run Run - : . Difference
PBEV 1981 364.13 368.91 4.78 1.31
1982 394.49 404.27 9.78 2.48
1983 445.42 - 461.33 15.92 3.57
1984 551.46 577.44 25.98 4,71
1985 671.20 706.79 35.58 5.30
1986 745.67 788.88 43, 2C B5.79
1987 800.85 850.23 49,38 6.17
1988 858.05 913.11 55.06 6.42
1989 909.76 970.13 60.37 6.64
PTOB 1981 269.16 274.95 5.79 2.15
1982 301.13 312.93 11.80 3.92
1983 360.29 379.45 19.15 5.32
1984 . 487.05 518.29 31.24 6.41
1985 630.19 672.91 42.72 6.78
1986 718.25 770.03 51.78 7.21
1987 783.32 842.42 59.10 7.54
1988 851.20 917.058 685.8586 T.74
1989 912.59 984.75 72.15 7.91
PTEX 1981 427.12 435.66 8.54 2.00
1982 -465.04 "481.64 16.59 3.57
1983  H44.46 570.77 26.30 4.83
1984 720.28 @ 762.97 42.69 5.93
1985 909.58 966.98 57.40 © 6.31
1986 1011.00 1080.00 68.34 6.76
1987 1085.00 1162.00 76.89 7.10
1988 1168.00 1253.00 85.13 7.29
1889 1242.00 1335.00 . 92.82 7.47
PPAP » 1981 303.89 . 313.41 © 9.53 3.13
1982 328.01 = 344.04 15.04 - 4.57
1983 402.17 - 424.76 - 22.59 5.62
1984 565.98 602.90 36.92 6.52
1985 705.67 - 752.3bH 46.68 - 6.61
1886 742.39  795.29 - B2.80 7.13
1987 782.88 - .840.98. 58.10 o T.42 .
. 1988 845.39 908.07 63.67 - o T.53
© 1989 895.09 964.03 .68.94 7.70
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Table 7.2.
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T Tk ok o ey i W T S T . g S T T T T . S s . i . e . o e S e 7 e T T Y TR S . - ——————— — -

Effect of a Ten\Percent

(Continued).
Year Base
Run |
1981 367.98
1982 395.18
1983 455.94
1984 591.91
1985 731.62
1986 797.70
1987 845.72
1988 ° 904.62
1989 957.29
1981 758.85
1982 814.91
1983 882.45
1984 _991.38
1985 1122 00
1986 1230.00
1887 1324.00
1988 1415.00
1889 1500.00
1981 285.97
1982 309.74
1983 378.97
1984 533.99
1985 666.19
1986 700.94
1987 738.25
1988 798.41 .
1989 845.44
1981 245.92
1982 270.37
1983 321.33
1984 433.99
1985 556.65
1986 624.63
1987 673.76
1988 728.15
1989 T77.29

Increase: in Wage' Rate

- s s e iy ey T v ——

'Difference Percentage

Shock

~ Run

374.89 6.91
408.04 12.86
475.895 20.02
624.34 32.43
774.64 43.01
848.21 50.51
902.12 56.40
966.72 - - 62.11
1025.00 - - . 67.54
762.32 3.47
822.92 8.01:
896.52 14.08
1015.00 23.72
1156.00 34.30
1274.00 44 .29
1377.00 53.46
1477.00 62.18
1570.00 70.46
294.98 8.01
323.97 14.23
400.35 21.38
568.93 34.94"
710.36 44 .17
750.99 50.06
794.23 54.98
858.66 60.25
910.67 65.24
251.33 5.41
280.99 10.62
338.25 16.92
461.47 27.48°
583.72 37.08
668.93 44,30
723.79 50.03
783.55 55.40
. 837.74 60.45

Difference

— . i s At v e e ——— —
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Table_7]2.

————-.--.--....—_——————...-—--———...._—.-————__-......-.._‘—_—_.—_—____..._.._'.-_..._——_———_....

Varlable

T R S e S S " (A . TS W D S L A S iy A A iy i i, e S T S Sk o T ——— T - —

Ay S T r  ——— T S S 7] ok Sy e T S T W S S (e b e o A 7 ok, B by, o T . & T .

A e e e e T Tl . ol e Ty T U S T S Sl e e g T T A Sk (k. Bl ek b s ik ek vy b S A ey vy ——

LR e e ks e S T S S S A S ke Sk e e e S R A e iy e o Y T T T S T T A Sl S Sl o iy o e . . W o T —— i ke ek

Effect of a Ten Percent Increase in Wage Rate -

(Continued).
Year Base
Run Run

1981 184.08 ,190.35
1982 231.92 243.421
1983 290.73 308.11
1984 411.59 438.75
1985 530.48 567.47
1986 581.23 624.28
1987 619.20 667.04
1988 668.80 721.37
1889 Ti2.57 769.66
1981 198.35 203.10
1982 210.88 218.38
1983 247.38 258.66
1984 . 329.12 347 .54
1985 398.81 422.10
1986 417.14 443.53
1987 437 .34 466.33
1988 468.53 500.30
1989 493.32 527.72

. 1981 364.03 373.42
1982 402.03 419.68
1983 485.58 513.16
1984 672.18 716.88
1985 866.18 925.67
1986 861.00 1031.00
1987 1030.00 1108.00
1988  1112.00 1198.00
189892 118§.00 1280.00
1981 11271.00 11146.00
1982 11688.00 11440.00
1983 12061.00 11725.00°
1984 11850.00 11540.00
1985 11529.00 11073.00 -
1986 12206.00 11703.00
1987 12983.00 12440.00
1988 13835.00 13252.00
1989 14804.00 14175.00
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Table 7.2. Effect of a Ten Percent Increase in Wage Rate

(Continued).
Variable Year Base ‘Shock Difference Percentage
: Run -~ - Run . Difference
LENES 1981 526.05 516.56 ~8.49 - =1,80
1982 531.10 515.70 -15.40 . -2.90
1983 527.16 508.23 -18.93 -3.59
1984 515.26 491.97 -23.29 -4.52
1985 477 .62 448.23 -29.39 -6.15
1886 495.82 462.85 ~-32.97 -6.65
-1987 518.29 483.74 -+ -34.55 -6.67
1888  ©£45.60 508.80 . ~36.80 ~6.74
1989 554.50° $i5.17 - -38.33- - =7.09

—————— L S Ay S S S A A i Yy W vk S s, o, i . o . . W g P T o s A T S A ———— -
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Table 7.3 Effect of a Ten Percent Increase in Exchange Rate on Employment
‘Value Added and Prices of RNES

~ _ Base Shock Percentage
Variable Year Run Run - Difference Difference

QFOOD 1981 5143 - D084 . -59.73 -1.16
‘ - 1962 5322 5204 . -118.19 -2.22
1983 " 5246 5110 ~136.05 -2.59
1984 5615 5486  -~128.81 -2.29
1985 5463 5344 -118.81 -2.17

1986 . 5680 5661 - -118.74 -2.08
1987 5993 5876 -116.59 -1.94

1988 6362 6246 -116.46 -~1.83

1989 6785 = 6666 - --118.92 -1.75
QBEV - 1981 426 422 ~4.05 . -0.95
- 1982 460 449 -10.37 =~ -2.2b
1983 476 463 =12.71 -2.67

1984 469 . 457 -12.58 -2.68

11985, 466 454 ~11.82 -2.93
1986 500 . 488 -12.01" ~2.40
1987 549 537 . -12.13 -2.21
1988 606 . . 593 -12.17: -2.01

- 1989 667 654  -12.50° = -1.87
- QTOB 1981 44.29 43.45 ©-0.84 = -1.90
1982, - 44.18 - 42.35 -1.82 -4.13
1983 - 37.81. 35.77 . -2.04 -5.39
1984 . 28,99 . 27.18 -1.81 ~6.26
1985 - 22.70 21.16  -1.54 - -6.80
1986 23.78 22,33 -1.45 -6.09
-1987. 27.03 +25.70 -1.33 +~4.93
1988 30.99  29.83 -1.16 -3.74
1989 _ 35.62 ' 34.58 -1.04 -2.92
QTEX 1981 - 800 789 -10.88 . -1.35
1982 8565 836 = -19.04 - ~2.22
1983 876 . 848 -28.08 -3.20
1984 - 817 765 ~42.97 -5.25

- 1985 861 - 693  -57.76 - ~T7.69°
1986 760 694 ~-66.45. -8.74
- 1987 794 722, =72.04 ~-9.06

1988 922 745 -77.26 .. ~8.39 .

1989 858 776 ~-81.55 - -9.50
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Table 7.3 Effect of a Ten Percent .Increase in Exchange Rate (continued)

——

1464

1440

-23.98

_ Base Shock Percentage
Variable Year Run Run ‘Difference Difference
1984 624 566 =57.70 -9.24
1985 496 428 -68.07 - ~13.72
1986 508 434 . ~73.96 -14.55
1987 557 480 - =76.89- -13.79
1988 596 516 - -79.62 -13.35
1989 651 - 569 -82.07 . ~12.59
- @QPAP 1981 - 269 265 -4.67.. © -1.73
‘1982 - 280 272 -7.54 - -2.69
1983 -.282 274 -8.62 =3.05.
1984 . 269 260 -8.53 ~=3.17
1985 258 250 -7.84 . =3.03
1986 280 273 -7.85 =2.70
- 1987 309 301 ~=7.98 . -2.58.
1988 336 328 ~T.71 -2.29
1989 367 - 360 =7.73 . . -2.10
- QCHEM 1981 574 . 570 - -4.59 " .-0.80
1982 . 549 - b42 . =7.07 -1.28
1983 - 793 784 -9.30 - =1.17
1984 559 546 -12.80 -2.29
1985 491 475 - -15.50 . =3.16
1986 593 576 .  -16.42 =2.77 -
1987 584 567 -17.04 -2.92
1988 610 593 ~ -17.88 -2.93 -
1989 603 584 '-18.51 -3.07
QPET 1981 1366 1359 -6.95. -0.51
1982 1373 1355 -17.99 -1.31
1983 1405 1381 -Z3.59 -1.68 -
1984 1320 1296 -24.29 -1.84
1985 - 1242 - 1219 -23.10 ~1.86
1986 1253 1230 ~23.08 -1.84 .
1987 1301 1278 -23.09 ~-1.78
1988 1373 1350 ~23.30 -1.70
1989 ~-1.64
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Table 7.3 Effeét of a Ten Percent Increase in Exchang¢ Rate (econtinued)

_ . Basge Shock - ‘ Percentage
Variable Year Run Run Difference Difference
QMACH 1981 444 428 - -18.20 -3.64

1982 424 399 -25.57. "-6.02
1983 386 384,  -31.68 -=8,20 -
1984 268 229 ~-39.38 - =14.66°
1985 194 148 “-45,62 -23.46 -
1986 222 174~ -48.79 -~21.89
1987 253 202 ~50.65 -19.87
1988 276 . 222 -53.33". -19.31 -
1989 316 261 - ~55.60 -17.55
QELEC 1981 - 184 166 ~17.46 - =-0.49
: 1982 228 204 -23.95 -10.49
1983 339 304 -34.43 -10.16
1984 345 291 .~ -b54.48 -15.75
1985 458 387- -70.60 -15.41
1986 583 507 ~76.23 . -13.07
1987 658 577 - -80.46 -12.22
1988 707 621 -86.00 -12.16
1989 770 680 -90.11 ~11.69
QOTH 1981 506 502 -4.62 -0.91
. 1982 516 504 - -12.54 -2.43
1983 526 510 - -15.70 -2.99
1984 519 502 -16.11 -3.10
1985 486 470, -15.47 -3.18
1986 512 496 . -15.95 -3.11
- 1987 576 . 559 - -16.8T7 -2.93 .
1988 645 629 ©-16.13 -2.50
1989 724 709 -15.95 -2.20
LFOOD 1981 170 169 -1.86 ~=1.09
' 1982 178 174 -3.69. -2.07
1983 185 181 -4.24 ~2.29
1984 174 170 ~4.02 -2.30.
1985 167 - 163 -3.72 ~2.22 .
- 1986 175 172 ~3.72 -2.11
1987 184 180.. =3.66 -1.98
1988 203 . 199 =3.65 -1.80
1989 213. 209 - =3.73 " ~1.75
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able 7.3 Effect of :a Ten Percent Inérease in Exchange Rate (continued)

_ - Base Shock : Percentage
‘ariable Year Run Run Difference Difference

BEV 1981 - 18.73 119.13 0.39 2.09
: 1982 18.84 19.05 0.21 1.12
1983 20,31 20.50 0.18 0.90

1984 22.25 22.39 0.14 0.64°
-1985 20.49 20.61 - 0.12 0.59

1986 . 19.44 19.54 - 0.10 0.52 .
1987 19.70 . 19.77 0.06 0.33
1988 . 20.08 20.17 0.07 0.38
01989 20.11 20.17 © 0.06 0.32
JTOB 1981 2.48 2.60 0.12 4.85
S 1982 2.32 2.32  0.00 0.15
1983 2.66 2.66 . -0.00 -0.23
- 1984 3.01 3.01 -0.00 -0.19
1985 2.57 2.53 -0.04 ~1.69
1986 2.03 1.98° " -0.06 -2.71
1087 2.23 2.15 -0.08 -3.52
1988 2.20 2.12 -0.07 -3.36
1989 1.95 1.89 -0.07 -3.41
JTEX 1981 .- 137 136 . ~0.46 -0.33
‘ 1982 136 134 -1.7% -1.28
1983 134 131 -~2.56 -1.91
1984 125 121 . -3.79 -3.02
- 1985 110 105 -5.48 -4.96
1986 102 95 = -6.64 -6.48
1987 102 94 -7.286 -7.10
1988 99 02 -7.73 -7.74

1989 95 86 -8.31 ~8.73
00D 1981 93.01 ©91.14  -1.87 -2.01
1982 88.89 86.43 ° -2.46 -2.76

1983 80.93 78.57 -2.36 -2.92

1984 82.83 80.17 -2.66 -3.21.
1985 73.66 §9.85- -3.81 -5.18
1986 : . 82.54 79.83 -2.71 -3.29
1987 91.84 90.92 -0.92 ~-1.01
1988 95,45 95.28 -0.17 . «0.18

1989 ‘ 98.93 99.41.  0.49 .. 0.49
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Table 7.3 Effect of a Ten Percent Inérease in Exéhange Rate (continuwed)

o Base Shock Percentage
Variable . Year , Run Run Difference Difference
_LPAP 1981 12.99 13.03 0.03 . 0.26

' ‘ 1982 13.07 12,98 -0.08 =0.61
1983 13.55 13.44 © ~0.11 ~0.86
1984 11.16 "11.04  -0,13 - -1.15

1985 10.68 110.56 -0.12 -1.15

1986 10.88 10.76 --0.13 -1.19

1987 11.50 11.36 - -0.14 - . =1.25

- -1988 12.09 11.96 -0.13 - -1.11

1989 12.72 12.58 ° -0.13 - ~1.09

LCHEM 1981 ‘ 16.90 16.94 0.04. £ 0.25
1982 16.53 16.52 ~0.01 ~-0.05

1983, 19.90 - 19.84 -0.05. -0.26

1984 .17.38 17.24 -0.11 -0.66

1985 16.59 16.43 -0.16 - =0.94

- 1986 17.66 17.49 -0.17 -0.97

1987 17.66 17.46- -0.19 -1.09

1988 18.02 17.82 -0.20 -1.13

1989 17.87 17.66 -0.21 -1.19

 LPET 1981 0.14 5.7

_ 2.63 2.77
1982 2.45 2.50  0.04 1.53
1983 2.99 3.01  0.01 0.49 -

1984 © 3:36 3.38  0.00 1 0.04
1985 2.89 2.88 -0.02 -0.52
- 1986 2.53 2.51 -0.02. -0.96
1987 2.71 2.67 -0.04 +1.51
1988 2.84 2.80 - ~0.04 21.30
1989 - 2.89 2.86 -0.04 -1.36
LBSM , 1981 6.55 .  6.72 0.18 2.71
' © 1982 6.56 6.70 - '0.15 2.23
1983 7.33 7.44  0.11 1.57
1984 7.99 8.07 0,08 0.98
1985 8.28 8.34  0.06 0.75
1986 8.05 8.10 .0.05 0.68
1987 8.36 8.38 - 0.03 0.33

1988 8.51 8.54  0.03 0.32
" 8.49 8.52  0.03 0.30

1989
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Table 7.3 Effect of a Ten Percent Increase in Exchange Rate (continued)

——— . o i o

Base Shock - * Percentage
Variable Year Run Run - Difference Differencé
IMACH 1981 27.37 26.68 -0.69 ~2.52
1982 29.73 '28.77 - -0.97 -3.25
- 1983 25.61 24.43 -1.18 -4.60
1984 32.91 - 31.44 -1.47 -4.46
1985 28.71 27.03 -1.,68 1 =5.87
1986 30.29 28.51  -1.78 .~5.88
1987 29.19 27.35 -1.84 -6.32
1988 33.05 31.11  -1.95. ~5.89
1989 32.05 30.02 -2.03 -6.32
LELEC 1981 6.41 6.34  -0.06 ~-0.98 "
1982 6.51 6.47 -0.04 -0.58
1983 6.95 6.95 -0.01 0.09
1984 7.02 6.99 -0.04 0.55
1985 7.55 7.53 -0.02 0.20
1986 9.39 9.41 -0.03 0.27
1887 11.48 -11.53 ..0.04 0,32 -
1988 13.78 “13.82 0.04- 0.29
1989 -14.07 14.11  0.05" 0.32°
LOTH '+ 1981 - 30.80 . $.29.20 -1.60 " ~5.19
1982 31.67 30.25 ~-1.43 ~4.50
1983 27.21 26.21 -0.99 . ~3.66
1984 26.99 26.34  -0.66 -2.43
1985 28.54 28.02 -0.51 ~-1.80
1986 34.50° 34.12 -0.38 -1.10
1987 36.79 36.58 -0.21 -0.56
1988 - 36.60 36.45 -0.14 -0.40
36.71 - -0.13 -0.36

1989

36.58
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Teble 7.3 Effect of a Ten Percent Increase in Exchange Rate (continued)

. : Base Shock - . .. Percentage
Variable Year Run Run Difference Difference
PFOOD - 1981 273 286 . 13.82 - - 5.07

1982 . 297 316. 18.95 6.37

1983 368 395 27.25 7.39

19084 . b27 570 43.11 8.17

1985 663 . 719 .55.87 8,42
1986 698 759 60.32 8.63

1987 738 801 63.69 8.63

1988 798 866 68.05 . 8.52

1989 847 = 918° 71.30 8.42

PBEV 1981 364 37y - T.14 1.96
1982 394 407 . . 13.14 3.33

1983 445 465 20.23 4.54

1984 551 . 983 -31.75 5.76

1985 - 671 714 43.74 6.52

1986 745 797 51.65 6.93

1987 800 - 857 57.08 7.13

1988 858 ‘ 919 61.88 7.21

1989 909 975 65.82 7.23

PTOB 1981 ' 269 . 277 8.65 . 3.21
: . 1982 301 . 318 ' 15.83 5.26
1983 360 384 24.33 6.75

1984 : 487 525 . 388.16 7.84

11985 630 . 682 52,50 8.33

1986 718 780 61.88 8.62

1987 783 851 68.28 8.72

1988 851 925 73.96 8.69

1989 ‘ 912 , * 991 78.61 8.61

PTEX ‘ 1981 a27 439 - 12,76 2.99
1982 465 487 22.14 4.76

- 1983 544 577 33.23 6.10

1984 720 772 51.91 7.21

1985 909 980 70.50 7.75

1986 101 109 81.38" 8.056

1987 1i6 11T 88.43 8.15

1988 117 126 . 95.04 8.14

1989 » 124 134 100‘ : 8.07
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Table 7.3 Effect of a Ten Percent Incréase in Exchange Rate (contlnued)

: ‘ . " Base Shock - Percentage
Variable Year ' Run - Run Difference Difference

PWOOD 1981 . 367 - 378 - ©10.32. 2.81
1982 : 395 412 17.07 4.32

1983 -~ 4585 481 .- 25.17  5.52

1984 591 . 631 39.31- 6.64

1985 731 784 52.83 7.22

. 1986 97 857 : 59.97 7.52

1987 845 910 -64.49 = 7.63

1988 904 973 © 69.04  7.63

1989 957 103 72.75 7.60

PPAP . 1981 303 318 14.23 - 4.68
: 1982 ~ 329 348 19.52 5.93

1983 402 430 28.06 - 6.98

1984 565 610 44.39 7.84

1985 ;705 . 763 57.53  8.15

1986 742 804 . 62,12 8.38

1987 - 782 848 65.57 8.38

1988 845 915 - 70.08 8.29

1989 895 » 968 73.43 +  8.20

PCHEM 1981 285 299 13.47 4.71
: 1982 309 328 18.47 - 5.96
1983 378 405 .26.55 :7.01

1984 533 576. 42.01 7.87

1985 666 - 720 - b4.44 8.17

1986 . 700 - 759 - 58.79 . 8.39

- 1987 739 801 62.04 8.39

1988 798 864 66.32 8.31 -

1989 845 914 . 69.49 8.22

PPET "1981 758 764 5.19 0.68
‘ 1982 814 825 10.80 1.34

1983 - 882 800 18.17 2.06

1984 991 102 29.43 2.97

1985 112 116 - 42.42 3.78

1986 ‘ 123 128 - 53.57 4.35

1987 132 - 139 62.95 4.75

1988 : 141 - 149 71.43 5.05

5.25

1989 150 158 78.84 .
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Teble 7.3 Effect of a Ten Percent Ipcfeasevih E#chéﬁgefﬂgﬁéffébhﬁinuéd)'

. Base - Shock . Percentage
Variable Year » Ran  Run Difference - Difference
PBSM 1981 _ 245 254 8.09. 3.29

1982 270 - 284 14.20 5.25
1983 321 342 21.40 6.66
1984 433 467 33.45 T.71
1985 556 602 -45.54 8.18
1886 624 677 52.79 8.45
1987 673 -~ . 731 57.54 8.54
1988 728 . 790 61.92 8.50
1889 T 842 : 65.51 8.43
- PMACH 1981 - 184 193 1 9.36 5.08
| 1982 231 246 14,92 6.43
1983 280 312 21.79 +7.49
1984 411 445 34.07. 8.28
1985 530 575 - 45.44  8.57
1886 581 632 51.01 8.78
1987 619 673 54.52 8.81
1988 668 727 58.28 .  8.7T1
1989 712 773 61.32 . - 8.61
PELEC - 1981 198 206 . 7.10 3.58
1982 210 220 9,74 4.62 -
1883 247 261 13.89- 5.66
1984 - . 328 351 22.15. 6.73
11985 398 427 28,71 7.20
1986 417 448 30.99 7.43
1987 437 470 32.71 7.48
1988 468 503 34.97 7.46
igs 493 529 36.64 7.43
POTH 1981 364 - 378 14.02 3.85
' 1982 402 425 23.46 - 5.84
1983 485 - 520 34.73 - ' 7.15
1984 - 672 726 54.23 8.07
1985 - 866 939 73.06 '8.43
1986 pe1 . 104 1 83.27 8.67
1987 . 103 111 89.75 8.72
1988 111 - 121 96.16 8.65
55

1989 o119 129 . 101.40 8.
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Taﬁle 7.3 Effect of a Ten Percent Increase in Exchange Rate (continued)-

' v Base - Shock o Percentage
Variable Year R Run - Difference Difference-
QRNES 1981 112 111 - -149.99 -1.33

1982 117 114 - =-280.70 - -2.40 .
1983 121 117 -348.62 -2.89
1984 120 115 -399.46 -3.34
1985 115 110 -436.13 . -3.78
1986 122 117 -460.95 - -3.78
1987 130 125 -475.08 -3.66
1988 138 133 -491.02 - - -3.55
1989 - 148 143 -507.96 - -3.43
LRNES 1981 526 520 =-5.64 -1.07
‘ 1982 531 521 -10.01  .-1.88 .
1983 527 515 -11.20 -2.13
1984 515 502 -12.66 = -2.46
1985 ATT 462 -15.38. -3.22
1986 - 495 . 480 -15.44 -3.11°
1987 518 504 -14.21 -2.74
1988 545 531 ~13.95  -2.56
1989 - bb4 540 . =-2.53
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Table 7.4 Effect of an Increase in Merchandise Exports on Employment
: : Output and Prices of Rural Nonfarm Enterprises.

- ' Baae Shock - - Percentage
Varisble - Year Run Run’ Difference - Difference
QFO0D 1981 5143 5150 : 6.77 0.13

1982 . 5322 5339 17.48 0.33
1983 5246 8277 31.11 0.59
1984 5615 5658 43.70 0.78
1985 5463 5519 56.71 1.04
1986 5680 5750 - T70.77 1.25
1987 5993 6080 87.45 1.48
1088 .6362 6467 - 105.11 1.66
1989 6785 . 6905 120.33 1.77
QBEV _ 1981 426 . 427 0.90 0.21
1982 460 - 462 2.17 0.47
1983 476, 479 3.64 0.76
1984 . 469. 474 4.94 1.05
1985 466 472 6.37 1.37
1986 500 : 508 7.92 1.58 -
1987 549 | 559 9.67 1.76.
1988 605 - 617 11.567 1.91
1989 : 667 680 0.13.23 1.98
QTOB , 1981 . 44.30 - 44.45 0.15 0.33
© 1982 44,18 44,55 = 0.397 - 0.83
1983 - 37.81 38.45 0.64 1.69
1984 28.99 29.89 10.89 3.06
1985 22,70 23,85 1.15 5.05
1986 23.78 25.21 . 1.42 5.99
1987 - 27.03 28.77 1,74 6.42
1988 J30.99 - 33.05 2.06 6.62
1989 35.62 37.93  2.31 6.50
QTEX - 1981 800 801 .0.43 V.08
1982 ' 855 8566 1.13 0.13
1983 Y (I 878 2,20 0.25
1984 , 817 821 3.75 0.46
1985 . 751 757 6.15 0.82
1986 760 769 8.39 1.10
1987 ' 794 _ 806 11.60 1.46
1088 -822 837 15.25 1.85
1939 - 858 - 876 . 18.19 2.12
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Table 7.4 Effect of an Increase in Merchandise Exports on Employment,
Qutput and Prices of Rural Nonfarm Enterprises (continued).

Base Shock T Percentage

Variable - Year Run Run Difference  Difference
QWOOD 1881 . . 651 " 653 1.72 0.26
1982 691 696 4.44 - 0.64
1983 665 673 - 8.12 1.22
1084 624 636 12.11 1.94
1985 496 513 - 16.90 3.41
1986 : 508 529 21.63 4.25
1987 LY 585 27.73 4.97
1988 596 630 34.21 5.73
1889 661 - - 691 - 39.37 6.04
QPAP _ 1981 - 269 270 0.83 0.31
1982 280 . 282 -1.74 0.62
1983 282 285 2.61 - 0.02
1984 . 269 272 3.24 1.20
1985 258 262 4,14 1.60
1986 280 285 - 4.97 C1.77
1987 309 315 5.97 1.93
1988 - 336 343 7.00 2.08
1989 367 - 375 7.76 2.1

QCHEM - 1881 574 - 575 - 0.29 0.05 -

o 1082 549 549 0.70 . 0.13
1983 793 . 795 1.29 0.16
11984 559 - 561 1.97 0.36
1985 . 491 . 494 2.87 -0.59
1986 - 593 597 3.65 0.62
1987 584 588 4.80 0.82
1988 610 616 5.99 - 0.98
1989 603 610 6.83 1.13
@QPET 1881 1366 1368 1.29 0.09
o 1982 1373 1376 ~  3.47 0.25
- 1983 1405 1411 . 6.24 -0.44
1984 . 1320 1329 8.95 0.68
1885 1242 1253 © 11,76 0.95
1986 1253 1267 . 14.78 1.18
1987 1301 1319 18.23 1,40
1988 1373 01395 21.98 %.?2

1989 . 1464 1489 25.42.
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Table 7.4 Effect of an Increase in Merchandise Exports on Employment,
Output and Prices of Rural Nonfarm Enterprises (continued).

Base - Shock - " 'Percentage

" Variable. Year Run Run . Dirference  Difference

@MACH 1981 444 446 - 1.21 0.27
‘ N 1982 424 - 427 2.84 0.67
1983 386 391 5.03 1.30

1984 268 275 - 7.28 2.71 .

1985 194" 204 . 10.14 5.22

1986 222 235 12.80 5.74

1987 253 270 16.57 6.53

- 1988 276 296 . 20.47 7.41

1989 316 340 23.42 7.39

. QELEC 1981 . 184 184 0.59 - 0.32
: 1982 228 229 - 1.33 0.58
1983 339 341 2.01 0.74

1984 . 345, 350 4.32 1.25

1985 458 465 7.25 1.58

1886 583 592 - 9.38 1.61

1987 658 671 -13.20 2.01

1888 . 707 724 17.20 2.43 .

1989 770 790 . 19.77 2.57

QOTH - 1981 - 506 - 508 1.70 0.33
1982 516 520 3.56 0.69

1983 526 531 5.10 0.97

1984 519 525 6.05 1.16

- 1985 486 493 7.64 1.57.

- 1986 512 521 -9.18 1.79

1887 576 587 10.72 1.86"

1988 645 658 12.48 1.93"

1989 724 738 13.86 1.91

- LFOOD ~olesr - 170 171 0.21 0.12
-0 1882 178 178 0.54 '0.30

1983 - 185 186 ‘0.97 0.52

1984 174 176 1.36 ‘0.78

1985 - 167 168 1.76 '1.05

1986 175 . 178 2.20 1.25

1987 - 184 187 2.72 1.47

1988 203 206 3.27 1.61

3.74 1.75 -

1989 213 217
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Table 7.4 Effect of an Increase in lerchandise EXports oOn LENplOyment,
Output and Prices of Rural Nonfarm Enterprises (continued).

Base . Shock. ) : Percentage

Variable Year - R ~Run Difference  Difference
LBEV 1981 18.73 18.75 0.01 0.07
1982 18.84 18.85 0.01 0.05
1983 20.31 20.31  -0.00 -0.01
1984 22.2% 22.24: -0.01 -0.03
1985 . 10.48 20.48 -0.01 -0.04
1986 . 19.44 19.43  -0.01 -0.07
1987 19.70 19.68  -0.02 -0.14
1988 20.08 20.06 -0.03 -0.13
1989. 2011 20.02° =002 -0.11

LTOB 1981 2.48 2.48 -0.00 -0.05

' 1982 2.32 2.31 -0.01 -0.37
1983 Z.66 . 2.65 -0.02 -0.66
1984 3.01 2.99  -0.02 -0.81
1985 2.57 2.54 . -0.03 -1.17
1986 2.03 2.01 -0.02 ~-1.24
1987 2.23 2.20 -0.03 -1.50
1988 2.20 2.17 -0.03 . ~-1.44
1989 1.95 1.93 -0.02 -1.18
LTEX 11981 137 137 0.02 0.01
1982 136 136 0.02 0.01
1983 134 134 0.06 0.04
1984 125- 125 0.15 0.12
1985 110 110 0.31 0.28
986 . 102 103 0.49 0.47
- 1987 102 102 0.71 0.69
. 1988 . 99 100 1.03 1.04
1989 25 96 1.34 1.41
LWOOD. . 1981 93.01 93.18 0.17 0.18
: o 1982 88.89 89.23 J.34 0.38
1983 80.93 81.45 0.52 0.64
1984 82.83 83.52 0.69 0.83
1985 73.66 74.73. 1.07 1.45
1986 82.54 83.65 1.10 1.33
1987 91.84 92.90 1.06 1.16
1988 95.45 96.51: 1.06. 111
1989 ©8.93 99.70 0.78 0.79

244



Table 7.4 Effect of an Increase in Merchandise Exports on Employment,
Output and Prices of Rural Nonfarm Enterprises (Qontinued):

=

. ~ Base Shock Percentage
Variable Year Run Run ©  Difference Difference
LPAP . 1981 - 12.99 13.01 0.02 0.15

1982 13.06 13.10 0.04 0.28
1983 13.55- 13.60 - 0.05 0.37
1984 11.17 11.23 0.06 0.56
- 1985 10.68 10.76 0.08 0.75
1986 10.88 10.97  0.10 0.88
1987 11.50 11,62 0.11 0.97
1988 12,09 12.22 0.13 0.10
1889 12.72 12.87 0.15 1.18
LCHEM - 1981 16.90 16.90 0.00 0.03
1982 ~ 16.53 - 16.54  0.01 0.05
- 1983 197.90 - 19.91 . 0.01 0.05
1984 17.36 - 17.38 0.01 0.10
1985 16.59 16.61 0.02 0.14
1986 17.66 - 17.69 0.03 0.18
1987 - 17.66 17.70 0.04 0.24
1988 - 18.02 .18.07 0.06 0.31
1989 17.87 17.94 0.07. 0.39
~ LPET © 1981 2.63 2.63 ~ 0.00 0.16
' 1982 2.47 2.47 0.00. 0.15
1983 2.99 2.99 0.00 0.06
1984 3.38 3.38 0.00 0.08
1985 2.89 2.90 0.00. 0.15
1986 2.53. 2.54 0.01 0.38
1987 2.71 2.72 . 6.01 0.31
1988 2.84 2.85 0.01 0.52
1989 2.89 2.91 0.02. 0.84
- LBSM - 1981 6.55 6.55 .- 0.00 0.03
- 1982 6.56 6.55 -0.00 -0.04
1983 7.33 7.31 -0.01" -0.15 -
1984 7.99 7.98 -0.01 -0.18
1985 8.28 8.25 -0.02 -0.28
1986 8.05 8.02 --0.02 -0.30
1987 - 8.36 8.32 -0.03 -0.41
1988 8.51 8.48 =0.03 -0.41
1989 8.49

8.46. -0.03 -0.35
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Table 7.4 Effect of an Increase in Merchandise Exports on Employment,
Output and Prices of Rural Nonfarm Enterprises (continued).

Base.  Shock ' " Percentage

Varieble Year Run - Run . Difference = Difference
I[MACH : 1981 27.317  27.42 = 0.05: 0.19
1982 29.73 29.85 0.11 0.38
1983 25.61 25.81  0.19 0.76
1984 32.91 33.19 0.28 - 0.84
1985 28.71 29.09 - 0.38 1.33
1986 30.29 30.77 - 0.48 1.58
1987 29.19 29.81 0.62 2.13 -
1988 33.05 33.82  0.76 2.3%
1989 32.04 32.91 0.86 2.69
LELEC 1981 - 6.41 6.41  0.00 0.06
: - 1982 : 6.51 6.51 - -0.01 0.11
- 1983 - 6.95 - 6.96 0.01 - 0.10
1984 7.02 7.03 . 0.01 0.12
1985 7.55 - 7.56 0.01- 0.12
1986 9.39 9.39 0.01 0.07
1987 11.49 11.50 . 0.01 0.05
1988 . 13.78 13.79 0.00 0.03
1989 14,07 14.07 0.00 . 0.01 .
LOTH - 1981 30.80 30.86 - 0.06 0.19
1982 31.67 31.76 ' 0.08 0.26
1983 27.21  27.32 0.11 0.41
1984 26.99 27.10 = 0.11 0.39
1985 28.53 28.70 0,16 0.57
1986 34.50 34.64 0.14 0.40
1987 36.79 36.93 . 0.14 0.38
1988 36.60 36.73 0.14 0.38
1989 36.71 36.80 0.09 0.24
. LRNES 1981 526 526 0.56 0.11
' 1982 531 532 1.16 0.22
1983 527 .529 1.90 0.36
1984 515 517 2.63 0.51
1985 477 481 3.74 0.78.
1986 495 500 4.49 0.91
1987 518 523 5.32 1.03
1988 545 551 6.38 1.17
- 1989 554 561 6.99 1.26
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Table 7.4. Effect of an Increase in Merchandise Exports .
' on Employment, GVA and Pricee of Rural Nonfarm

Enterprises (continued).
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: : Bage - Shock Difference Percentage
Variable' Year Run Run Difference
QRNES 1981 11271.00 11287.00 15.88 0.14

1982 11688.00 - 11727.00 39.24 0.34
1983 12061.00 12129.00 68.50 0.57
1984 11950.00 12047.00 97.23 0.81
19856 11529.00 11661.00 131.07 1.14
1986 .12206.00 12371.00 164.90 1.35
1987 12983.00 13190.00 = 207.70 1.60
1988 13835.00 14089.00 ~ 253.32 1.83
1989 14804.00 15095.00 290.50 1.96
PFOOD 1981 273.02 272.55 -0.47 ~0.17
1982 297.41 296.35 -1.05 ~0.35
1983 368.45 366.46 -1.99 ~0.54
1984 527.52 524.11 -3.42 ~-0.65
1985 663.18 657.44 -5.73 ~-0.86
1986 698.83 691.41 ~-7.42 ~1.06
1987 738.15 T27.71 -10.45 -1.42
1988 798.85 785.25 13.61 -1.70
1989 847.12 831.47 -15.64 ~1.85
PBEV 1981 364.13 363.89 -0.24 ~0.07
1982 394.49 393.83 -0.66 ~0.17
1983 445 42 444 .08 -1.34 ~0.30
1984 551.46 549.07 -2.39 ~0.43
1985 671.20 667.12 -4.08 ~-0.61
1986 745.867 739.93 -5.75" ~0.77
1987 B800.85 792.76 -8.09 ~1.01
1988 858.05 847.23 -10.82 ~1.26
1989 909.76 B96.61 -13.15 ~1.45
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Effect of an Increase in Merchandiée Exports
on Employvment, GVA and Prices of Rural Nonfarm

11271.00
11688.00
12061.00
11950.00
11529.00

2206.00
12983.00

-13835.00

14804.00

273.02
297.41

368.45.

527.52
663.18
698.83
738.15

798.85

847.12

269.16
301.13

360.29
487.05
630.19
718.25
783.32
-851.20
912.59

Enterprises (continued).
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Shock
Run

11287.00
11727.00-
12129.00

12047.00
11661.00
12371.00
13190.00

-14089.00

15085.00

272.55
296.35
366.46
524.11
657.44
691.41
727.71
785.25
831.47

268.87

300.34

358.68
484.17
625.28

711.35°

773.61

838.22

896.84
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Teble 7.4. Effect of an Increase in Merchandise Exporte
- on Employment, GVA and Prices of Rural Nonfarm
Enterprises (continued).

it o e 8 R e e e B AR . S o 54 e e A4 S e ek A R e S AP S S e L . i e S A . S 454 L B o e i

, Beaee Shock Difference Percentage

Variable Year Run Run .~ . Difference
PTEX 1981 - 427.12 426.69 -0.43 «—~0.10°
1982° - 465.04 463.91 -1.13 -0.24

1983 b44.46 - 54Z.21 -2.25 -0.41

1984. 720.28 716.31 -3.97 -0.55

1985 909.58 902.84 ~-5.74 ~0.74

1986 1011.00 1002.00 -9.31 -0.92

1887 1085.00 1072.00 . =13.04 ~1.20

iga8 @ 1168.00 1150.00 -~ -17.31 ~1.48

1989 1242.00 1222.00 -20.75 ~1.67

PWOOD 1981 367.98 367.63. -0.35 -0.10
1982 .385.18 394.30 - -0.89 ~0.22

1983 455,94 454 .20 -1.74 ~0.38

1984 591.91 £88.87 -3.04" =0.51

1985 731.62 726.48 = -5.14 ~0.70

1986 C797.70  790.70 ~-7.00 ~0.88

1987 845.72 835.94 -9.78 ~1.16

1988 904.62 891.69 -12.93 - ~1.43

1989 - 9587.29 . . 941.96 -156.33 - = ~1.60

PPAP 1981 303.89 303.41 -0.48 ~0.16
1982 329.01 327.92 -1.08 ~-0.33

1983 402.17 400.12 =2.05 ~-0.51

1984 565.98 562.46 -3.52 ~-0.62

1985 705.67 699.77 -5.90 ~0.84

1986 742.39 734.75 -7.64 ~-1.03
1987 782.89 772.13 -10.76 ~-1.37

1988 845.39 831.38 -14.01 ~1.66

1988 895.09 878.98 -16.11 ~1.80

PCHEM 1981 285.97 285.51 -0.46 ~0.16
1982 309.74 308.71 -1.03 ~0.33

1983 378.97 377.03 -1.94 ~0.51

1984 533.99 530.66 ~-3.33 ~0.62

1985 666.19 660.60 ~5.58 ~0.84

1986 700.94 693.70 -7.23 ~1.03

1987 738.25 ' 729.07 -10.18 -1.38

1988 798.41 785.14 -13.26 ~1.66

1989 845.44 830.19 -15.24 ~1.80
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Table 7.4. Effect of an Increase in Merchandise - Exporﬁs
on Employment, GVA and Prices of Rural Nonfarm
Enterprises (continued).

——-.-——.———-»———-—-—————.————-———--——_—q———_———-——————_—.——.-———4-——“———-.

. - Base Shock = Difference Percentage
Varliable - Year - Run . Run ‘ . Difference
PPET 1981 758.85 758.67 -0.18 -0.02

1982 814.91 814.39 -0.52 -0.06
1983 882.45 881.32 -1.13 ~-0.13
1984 991.39 989.29 -2.10 -0.21
1985 1122.00 1118.00 -3.68 -0.33
1986 1230.00  1225.00 -5.47 ~0.45
1887 =~ 1324.00 1316.00 ~-7.91 -0.60
1988 1415.00 1404.00C. -10 38- -0.77
1989 1500.00 1486.00  -13.8Q0 © = -0.892
PBSM 1581 245.92 245.64 -0.27 -0.11
1982 270.37 - - 269.64 -0.72 -0.27
1883 321.33 - 319.89 -1.44 -0.45
1984 433.99 431.44 -2.55 -0.59
1985 556.65 552.31 —~4.34 -0.78
1986 624.63 618.62 -6.01 -0.96
1887 673.76 665.34 -8.42 -1.25
1988 728.15 716.95 -11.20 -1.54
1989 777.29 763.83 -13.46 ~1.73
PMACH 1981 184.08 183.77 ~0.32 -0.17
1982 231.92 231.14 -0.78 -0.34
1983 290.73 289.21 -1.52 -0.52
1984 411.58 408.93 -2.65 -0.64
1985 530.48 526.00 -4.48 -0.84
1986 581.23 575.20 ~6.03 -1.04
1987 619.20 610.78 -8.42 -1.36
19688 668.80 657.70 ~-11.10 -1.66
1989 712.57 699.50 ~-13.08 -1.83
PELEC 1981 198.35 198.11 -0.24 -0.12
1982 210.88 210.34 -0.54 ~0.26
1983 247 .38 246.36 -1.02 ~0.41
1984 329.12 327.36 -1.75 -0.53
1985 398.81 395.87 ~-2.95 -0.74
1986 417.14 413.32 -3.81 -0.91
1987 437.34 431.97 -5.37 -1.23
1988 468.53 461,54 -6.99 ~1.49
1989 493.32 485.29 -8.04 -1.83
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Table 7.4. Effect of an Increase in Merchandise Exports
on Employment, GVA and Prices of Rural Nonfarm
Enterprisee (continued).

— T —— — s} B —— T — e T T o T T . —— T ———— T e, S — A T~ ————— A T i T it S —— " — ————— A —

' : ~ Base - Shock  Difference Percentage

Variable . Year Run Run -Difference

POTH 1981 364.03 363.56 -0.48 -0.13
1982 | 402.03 400.82 -1.21 -0, 30
1983 . 485.58 - 483.19 -2.38 =0.49
1984 - 672.18 667.99 -4.,18. -0.82.
19856 B866.18 1859.10 -7.08 -=0.82
1986 961.00 9561.33 -8.67. -1.01
1987 1030.00 1016.00 -13.52 =1.31
1988 11i2,00 1094.00 -17.88 ~1.61
1989 1186.00 1164.00 ~21.28 -1.79
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CHAPTER 8
SUMMARY. -

Part of & project on Dynamics of Rural Development
which 1is being implemented by the Philippine Institute for
Development Studies., this study is geherally aimed at
enalyzing the effects of macroeconomic policies on rural
nonfarm enterprises (RNEs) by constructing a RNE - submodel
and linking it with the PIDS NEDA macroeconometric model for
the Philippine Economy. The submodel consists of a series
of . seemingly unrelated equations describing the
relationships of demand, taplovment,. and peices-with various-
explanatory variables. Equations were specified for each of
the 12 sectors comprising RNEs which were defined as
manufacturing enterprieee located outside Metro Manila. The
12 sectors are: (1) food manufacturing; (2) beverage
manufacturing; (3) tobacco manufacturing;  (4) textile,
wearing apparel and leather industries; - (5) manufacture of
wood and  wood products including furnitUre and fixtures:
(6) manufacture of praprer and paper products, printing and
publishing: (7) manufacture of chemicale and chemical,
rubber end plastic producte; (8) manufacture of petroleum
and cosal products; (9) basic 'metal industries:; (10)
manufacture of fabricated metal products, machineries
(except electrical) and - - trangport - equipment; (11)
manufacture of electrical. machinery, apparatus, -applliances
and surplies; and (12) other manufacturing industriees.

Demand for output of each RNE is characterized as a
function of its price and indicators of aggregate domestic
and intevrnational demand. Thue, the demand for the products
of each RNE sector is assumed to be a function of ‘ite price,
consumption expendltures. population and exports. It 1is
hypothesized that the demand 18 negatively related with
price and . positively related with the latter  three
-variablee ' B '

Assuming a. epeoifio production technology.: -traditional
neoclassical .theory of demand for labor. hypothesizes it ase
positively related to the demand for output or  production,
negatively to 1ite own 'price, 1l.e. to wage rate, and
poslitively to prices of subestitute inputs. . In the
formulation of the model the number of ‘workere in  each
sector wae specified as a function of output, wage,' and
interest rate. The  interest rate was proxied by the
interest rate of Treaeury Bille or by the capital investment
expenditures of RNEs.



_ ' Sector prices are modelled directly ae & function of
wholesale price index. These eauatione provide the linkage
to the prices in the other sectors of the economy. Ueing a
pricing rule characterized by stable markups over varlable
costs, the PIDS NEDA model asuumed the wholesale price index
to be determined by the price of labor and imported :inputs
and +the capacity utilization rates of firme. Increases 1in
demand are proxied by the ratio of total "~ lliquldity to
potential GNP which in turn i a function of capital stock
and labor force. The presence of a capital stock index
provides the link from 1noreased 1nvestment expendituree to
1ncreased production. -

Data on output, employment, and caplital investment
xpenditures of RNEs were obtained from the NSO Census or
‘Annual ' Survey cof Manufacturing Establiehments. Based on
available literature the etructure of a few gelected ‘nonfarm
industries was discussed to provide some background on -the
induetry.. Policlee related to nonfarm eénterprieses were &also
pregented. These. include fiscal, financial, trade, 1labor,
investment  incentives, regional diepersal, and other
policles. : n : o : '

~ 'The trend analyele. for RNEs focused on the number of
establishments, output, employment and pricees  for the
period 1975 to 1889. The total number of all manufacturing
establishments 1in the country grew from 77,291 in 1875 to
85,310 in 1880 but went down to 77,805 1in 1989 Most of
theee establishmente have lese than ten workers. These
emall industries comprised 92 percent of all establishments
in 1975 and 87 percent in 1989. Geograrhically, - about
one-fifth of the establishmente are located in Metro M&nila
and four-fifthe in the regions ocutside the Metropolie.  Over
the period under study, the distribution of establishments
between Metro Manila and rural areas dld not vary very much
and changed only from 79.4 percent in the rural - areas in
1976 to 81.8 percent in 1978 and 1979. In 1988 . and 1889,
80 percent of the establishmenta were located in the rural
areas.

A large proportion of the establiahments in the food,
beverages, textile, wood, machinery and other industries ie
located in the rural areass. About 89 to 92 percent of the
food manufacturing establishmente are in the rural é&reas.
The corresponding proportione for other industries are: 896
to 98 percent for beverages; .71 to 79 rercent for textlle:
73 to 94 percent for wood; 68 to 76 percent for machineries,
and 83 to 86 percent for others.

Foeusing on the RNEs, 47 percent of the establiehhente
were ' engaged in food manufacturing in 1889.  The second
largest concentration wae in the textile dindustry which



accounted . for 20.8 percent of all RNEs. This was followed
by machineries with' 10.73 pércent and wood :with 10.02
percent. The rest are in  others, paper, .beverages,
chemicale, basic metals, eleotrioal tobacco, and petroleum
industries in that order.

By eize, the following are dominated by emall firme
(i.e. those with leee than 10 workers): food, beverages,
textlle, wood, paper, chemicals, machineries, and others.
In contrast, tobacco, petroleum ‘and eleotrioal firms are
composed mainly of large industries.

Coneidering the periocd from 1875 to 1989, about 45 to
58 percent of the total manufacturing output came from rural
“enterprises -And - 42- to BS percent from Metro -Manila.. The.
tobacco, textile, paper, chemicale, machinery, and other
electrical industries produced higher quantitiee of output
in Metro Manila. The rural areas contributed more to total.
output in the food, wood, petroleum and other manufacturing.
industries. The beverages and the basic metal industrles
exhibited an increasing. concentration of output in the rural
areac. Total GVA from RNEe increasged from P8.5 billion in
1975 to P14.4 billion in 1989 representing an annual growth
rate of 3.55 percent.

‘ The menufaoturing 1nduetries employed more 'than 1.2_
million people in 1889 about 50 percent of . whom were in
rural enterprises and the other half 1In Metro Manila. The -
trend in the percentage dietribution of employment followed
almoet a similar pattern as that of total output. While the
total number of workere was almost equally divided between
the rural s&areas and Metro Manila especially from 1877 +to
1981, RNEe seemed to abeorb more employment in the 1980s.

. By industry, . the food, beveragee, wood and petroleum
industries 1n the rural areas employed more workerse than
those located in Metro Manila. On the other hand, more
people were employed in the tobacco, paper, chemical and
electrical industries in Metro Manila than in the ‘same types
of enterprises in the rural areas.

‘RNEs employed'391.27 thousandApeoplegin 1975.  Between
that year and 19828, the general trend in labor absorption by

RNEs 1ie increasing at an annual rate of. 2.92 percent. . For
the more recent period 1984 to 1989, total employment by
RNEe grew at a higher rate of 5.13 percent per annum. The

food industry employed the greatest number of persons among
all °~ RNEs. This was followed by the textile, wood,
machinery, and other industries.
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Regardless of industry group; pricee are -on . the
Jptrend. = Prices steadily increased during the period but
the rate of increase seemed to have accelerated after - the
1983 crieis.

. In general, the resulte of the .estimated demand
equations for the 12 RNE sectore conform with a priorl-

expectations. As hypothesized, price’ coefficiente are
negative .while those of consumption expenditures are
positive. The price coefficients were _sBtatlsetically

elgnificant in the following RNEs: textile, wood, paper,
chemicals, petroleum, machineries, electrical, and othere.
The demand elasticity of food with respect to ite own price
is dquite low, only -0.016, that 1le, a ten percent Iincreaee
in the food price index would result in only 0.16 of one
percent drop - ia.value added from rural. ~focd: dindustiies.
Like food, demand for beverages wae not eilgnificantly
influenced by price although the price <coefficient was
negative., % For food, -beverages and tobacco consumption
expenditures yielded a positive &and . etatistically
significant coefficient. . ' '

The  demand for textile, wood, paper, and machineries
was significantly influenced by prices and population. The
demand for textlile producte is inelastic with a price
elasticity of -0.686 while that for wood and machineriee had
almoet a unitary elasticity.

Coefficients of aggregate consumption expendituree were
‘generally positive and significant. The resulte for exporte
were mixed in that some equatione have poeitive coefficlente.
ae hypotheeized but a few were nonsignificant. ~Population
was & significant factor 1in the demand equations for
textile, baslic. metals, electrical products, and . other
‘manufactures . '

The estimates of the employment eqnations show that the
coefficiente - of output were poeltive ‘and’  generally
significant in food, wood, paper, chemical, petroleum,
machinery, electrical and other manufacturing industries.
The  dally wage rate wae expressed either as an 1index with
1985 &as the base or deflated by the implicit, price' index
for GNP. The coefficiente of thie variasble were negative
thus conforming with theoretical expectation. - For other
. inputs, capltal investment wee used 1in the employment
egquatlione for food, beverageeg, textlle, wood, machineries
and electrical industriee. Rates for 9l1-day Treasury Bills
which were expressed either in nominal or real terms were
used ae proxy for interest on capital in -the employment
equations for tobacco, paper, chemicalu;. petroleumn, and
basic metale RNEs. Preciloues year g employmeht appeared ag &
‘_significant variable for some industries.
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In all price equations, the wholesale price index had
highly significent coefficlents. Likewlege, where the lagged
. dependent variable was added as an explanatory variable, the
coefficients were positive and highly significant. Except

' o , ‘ . 2
for the petroleum price equation, all functions had a R .
greater than 0.99. Nevertheless, the lagged dependent.
variable - explained 88 p - Tt e ) e
petroleum prices.

The percentage changee in the sectoral prices resulting
from a one percent change in WPI are close to unity (0.80 or
higher) for food, paper, and chemical induestriee; around 0.5
for tobacco, textile, wood and basic metals. The elasticity
of petroleum price is quite low, 0.15 understandably eo

;aeuserpetroleum“pw+ceu+are-aenteo}%eé by thu gevernment

-To determine the tracking ability of the model a fully
dynamic ~ simulation wae undertaken for the perlod 1881 to
1989. - To validate the model, the root 'mean - squate .
. percentage errors (RMSPE) were computed for each endogenous
variable. The RMSPE measures the deviation of the simulated
variable from ite actual time path expressed in percentage
terms. Except for the grosg value added from tobacco
manufacture, the RMSPE statistice ie less than 25 percent.
It 1e noteworthy that the GVA for food, textlle, petroleum
ahd othere has a RMSPE of lese than ten percent and _the
agEregate GVA for all RNEs has a RMSPE of only 5. 87

-FOr employment, only .tobacco and petroleum industries
- have a relatively high RMSPE statlistice but thoee for all
other industrles are less than 20 percent. The eaggregate
emplovment equation (identity) performed quite well with &
RMSPE of less than 10 percen*

The performanoe of the price eauatione appears to bhe' .
much better than the output and employment equatione.
Except for petroleum, all RMSPE statistice are lees -than 10
reroent. Moreover, five out of the 12 sectors have RMSPE of
‘less than 5 percent. The overall price index has a RMSPE of
5.96 percent. o a

- By 1linking the [RNE submodel with the PIDS NEDA
macroeconometric madel, baeeline solutions for the
endogenoue . variables were computed. Shock run values were
then * computed and compared with the basellne esclutions for
three majJor policles (1) & ten percent lricrease in"the wage,
rate; (2) a ten percent increase in the exchange rate; and
(3) .an 1ncrease in merchandlee exprorts equlvalent to one
- percent of Groee Domeetic Product at the baseline.
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In general, an 1ncredse in the wage rate resulte 1n &
decline 1in- employment, an Ilncrease in prices- and

consequently a drop in output. For all RNEe, a ten vercent .

‘increase in wage rate is estimated to result in a drop in
employment by about 1.8 percent initially. Continuling wage
increase would ' reduce employment by up to 7 percent.
‘Aggregate value added from RNEe would then decline by 1.1 to
4.2 percent. : : A '

The immediate effect of an increase in 'the eXcnange
rate of the peso is to increase domestlc prices of imported
goods ae well ae locally produced goods. . Thue inflationary
~ trends would ensue. -Thé increase in prices would tend to
“lower .the demand Zfor ~goode whick .would . then - reduce
embLInens - -- Tha-ewpsrical- resulis -cf:.the - elmulabicn .
- exercise determining the effects of a' ten percent
devaluation on' - RNEs generally <conform with = these
expectations. The only deviation obeerved is employment 1in
the beverage eand basic metals esectors which increased by &
very emall percentage- of 0.46 percent .and 0.56 percent
respectively for the _period 1984 to 1989. ~ Food prices
increased by 7.75 percent which changee food output in the
opposite direction by about two percent. Employment ~would.
aleo decline by about the same percentage.

‘ " Continuing devauation hae almoet similar effects on
value added, employment and prices in the textlle and wood
industries in terms of direction of chenge and the rate at
which the percentage difference between the baseline and the
shock run quantitiee change. For the rural paper industry,
the etability of the model 1 reflected by an almoet equal
magnitude of change in output particularly between 1985 and
1989. ' Likewise, employment changed by practically the same
value annually. ' ' ’ ‘

The largest impact of the devaluation on value added le.
obgerved in the rural machinery and electrical sectors where
the percentage difference between the baseline solution and
that of the shock run averaged 20.44 percent and 12.91
percent reepectively, for the period 1985 .to 1989. .For
employment, +the Jlargest effect occurred in the textile
industry, with 7.0 percent, and machinery with 6.05 percent.’

On the aggregate, the ten percent in the increaese- in
‘the exchange rate reduced-employment by an average of -3.64 -
percent over the period 1985 to 1989. and by 2.83 percent in
value added over the same period. s



~ An 1increase in exports would result in a more favorable
balance of payments position, which subegequently would
increage the amount of foreign exchange avallable to finance
importe which are an important input in the production of
RNEe.. Greater capacity to import would enhance I1nvestments
and improve GDP growth. These changee would be expected to
‘poeitively affect .employvment and output in the RNEe.
Empirical results of the simulation show that indeed such
changes would occur due to &an increase 1in merchandlse
exportg. °~ However, the magnlitude of the difference between
the baseline and the shock run appears relatively smaller
than the previous two policles coneidered above.
Congtantino and Yap indicate that the macro model does not
distinguish between manufactured and unmenufactured exports.

- A8 & whoke, th lRitigi effett of Tha . inorrsse in
merchandliee exporte on value added ie only 0..4 percent
which " increased to almost 2.0 percent.in 1989. The change
in employment le emaller and ranged from 0.1l1 percent in the
firet year of the simulation 'period to 1.26 .percent 1in 1989.
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APPENDIX'

Data Series Used in the RNE Submodel (cont'd)
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B3.40100
Q0. 25000
86.819500
79 ..6101L00
85.32100
74 .09000
F2.2E700
73, 49300
TR .235800
Pty L TGO
QYT 700

- =
P e R e b

LFPET LCHEM LMACH LESH LELEC 1OTH
1.669000  10.22700 37.03700 "1.822000 1,022000 19.54300
1.127000 1171900 246.97800 22.938000 2,221000 21.,03200
1.257000  18.16600 2%,32600 J.253000 1.111000  29.48500
2.237000 17.00400 A4F,01100 8.474000 4.482000 40.77900
1.909000 14.88600° 38.23200 5,.267000 3.427000 31.01900
1.431000 19.14900 35,21800 6.634000  4.011000 31.82900
1.939000  19.02000 37,43700 6.443000 S.157000 32,51200
069000 15.31800 3I7.92200 7.125000 4.470000 29,.03800
2.280000 21.04500 3F1.74600 7.,293000 5,683000 26.354700Q
1.971000  13.,30300 3J0.73600 7.164000 4.239000 26.11600
2.497000  17.32600 F0.17000 9.80Z001 4H£.,700000 2642500
2.495000  14,77900 _ 32.10500 9.640000 B.926000 27.46300
2.801000  16.64000 3I5.30800 B.346000 11,.36900 27 .4Z000
2.369000  21.609%900 3JI9.30800 , 8.8%20000 13,07200 40,5%5100
2,.5460000  20,Z0900 3I9,29600 9.479000  14.82700 39.37500
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APPENDIX

Data Series Used in the RNE Submodel (cont'd)

===ﬁ=‘-=%==ﬂ=2===u===‘.=:=--====-_-2==B====:::.'-==ﬂ==ﬁ€==ﬂ={:='—"=l‘::f-===t======¢=:zt====
=00 PBEV FTOD PTEX PWOANn FFAR
=======-“=’-'============================:=='-.='_"'=‘.===============‘.=$===
141.6000  109.2000 144.0000 211.0430 172.3425 140,925
153.8000 246,9000 165.0000 253.3188 204.1814 154.3619
14642000 2546 .9000  104.1000  260,.0114  202.94940 164,.2090
178.5000 265,0000 197.2000 282,.2903 Z94.5863 220,5588
200,9000  200.9000 207.6000 324,647 291,756 0 281.3169
23I0.4000 3I26.2000 232.8000 IB4.83Z9 I3b.1442 295.5726
24L9.2000 HA6.0000 253.1000 423.90846 ZH4.9591 316.4901
20E.8000 . 412,7000 2066.92000 449 .B767 408.2967 3I23.7869
I3G.5000. 454,9000 293.4000 507.0122 450.5849 358.55%56
CH3IR. 400 SE0 BITT QT TTG IOX RE9B 409.4647  L02.6167
BAD. AOU) | wbt T L el val 1l TR T 25,7080 AbE TL0
LHHG . LD0D 691 .7000  6F6.1000 976.387%  T754.1409% 02,0794
A&78.3000 752.6000 “77L.9000 1038.031 786.7830 73,0131
74660000 8592.0000 H827.1000 1149.705% B882.6770 B83F4.8139
860.2000 B8946.46000 8HE8.2000 1204.604 941.9278 887.9520
==..-'-==."-'.======ﬁ=ﬁ==ﬂ===ﬁ=====.‘:===2=ﬂ-".':‘.‘..====2=============;.'2=:====a'
u===:=-.==.—.-.====================================================::
FCHEM PPET PBSHM FMACH FELEC POTH
BT 31 11 -1t 311 -+ -ttt 1= e e e ]
167.9475 280.4000 144.9838 126.0474 124,4000 1958,6988
177.8172 291.8000 1993.355%27 . 132.2329. 131.7000 180.0988
191,.0114 299.8000 1462.8898 138.4984 138.4000 203.5137
210.2786 I0L1,1000 176.6199 149.4937 142,.6000 2348.1574
222.1499 " 432.8000 197.6081 1460.4231 152,1000 270.6987
251,27368 694.5000 219.4208 180.4709 174.0000 Z20.1791
261.8922 827.6000 235.4287 201.1325 203.0000 3I&3.14868
274.7132 BB4.B0O00 286,6596 219.4803 229.4000 399.6723
$17.4607 9462.3000 282.8840 241.0647 260.4000 A30.7078
$47.8275 18923.700 421.0044 420,1380 326.1000 4&82,0050507
H1B5.01465  1587.500 555.90891 5446.74B4 381.1000 B874.6%931
H79.1206 1E71.700  373T.9983 550.6474 395.6000 945.6015
71%.6497  13850.000 605.9866 389.2701 409,1000 975.2229)
7983.6435  13461.400 684.6748 645.8000 454.9000 1016.013 .
B834.7657 133%4,000 799.5986 498.1987 S502.3000 1179.795

T T e T o T ]
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L1979
LYBO
1981
282
9835
1984
913
788
1987
1988

Bim e e et SRy AL P LB ey A WYy B P A G e Gl BN e e M S o A iy ek AP S St WA v Y Ry bt Ay s iy e A P mmid Py sk by yd 8 e AU o AW e S0 e ek S prim i g e b st Tt Y
= e L e e e e e e e LT R P e e =|n P St 15

P ok s it Abar i S e S S et S T At oy e iy o ek et e ot sy T e A e ot S e Ak S e e Ay T A W Pt Al d i M et Ay et iy el e vk ST e (it e e 467 Sl ey Ay et i e ekl v e ST
=~ e A e e e e e e e e r e e Y

M e et i e i e At S ey fod S D S o S S e bt S0 e et v T et T A s P Al Y et S S ek frr) P e bt s S g et b R et o e P it 4 S A S et M e 2t S e e ) S =
e R g Y ES e e e e e e e e e e e

1982
1983
1984
19835
1986
1987
1988

=|RFEssms

2662. 000
1267.000
1815.000

-2283.000

2H12.000
172%,000
1968.000

2147000
- Z088.000

Q24,0000

C&21,0000

CLBE

e
.

TEE . O000
1432,000
1157.000

4675 .1300
262, 5400
TH6.2900

644 . J400 -
539, 9200

35465000
Z206.1500
456.1100
209 .,.0300
248, 9000
441 ,8500
742 . 3400
760 2300
S98.4200
594 ,.0100

APPENDIX

Data Serles Used in the RNE Submodel (cont'd)

29 . QO000
Q2.00000
2473, 0000
169.0000
A428.0000
202, Q000
H20. 0000
3735 .0000
HP9 . 000D

1090, 000
457 B000

o 1':5‘\ [SYaTs

192.0000
Z86. 0000
422 ,.0000

2473, 1000
783 .8300
I83.0700
Z11.6600
B22.4300
17317 .580
LIN2.370
S61.0800
/4Q0Z . 2700
E209.7800
A8E5,.9100
1794, 380
$30.3800
272.4100
217 .8700

8.740000
173,29000
LS. A000
7 . 700000
16, 03000
2. STO00
7.870000°
9. 6LO000
7. 680000
7. (:)2(:) OI0)
8 TROCI0

s PO,

SLEDO0O00
1.420000
QL EIOO0O0

o

442 .5100
2316200
1453700
289 .0300
8522.8100
417 .3600
269 .8000
170.5800
281 . 3600
79 . 28000
87 . L3000
106, 3600
DRO . 2000
7542000
185.8000

1431 .980
84648, 0300
S554.6100
830.92100
2023,.940
709 .,7200
419 .3000
925, 4900
251 .8400
145, 3200
2.84.
- \:l:;:: )
T07 L0200
981.,1900
&P . 8OO0

8., 70000
EQLEIO00
Q7 ..03000
21946000
BT LTEGO0
1035.470
2144 .220
208,670
LOZ . 0700
23,6700
1O8E 980
1834.770
AL . LE00
26D 160
PHZ L DEQO

8800

401.9700
B70.2800
222.3Z800

E23.9800 .

Z40.1800
F08 .. OZ00
162.5600
124 2300
ZO2.,9200
2771600
ABLFI000
18, 080H0
aZ JE700.5
35, 13000
88.873000

18,97000
3.83000
12.79000
Z6.20000
S92.77000
6b 11000
86.74000
84 ,73000
87 .84000
67 49000

128.6700
4146.4700

H40 . 23200
6HA2 . 2R00
HZAPLE700

P
A

700.,.7600
460 . Q900
364.,.7400
518.8200
SY2.46000
L1, 4000

1285.740

F15. 6000
16,2200
426 .0800
161 .4900
Ry 1BROO
L GEGT
BT 58Q0
24585700

25 R OO

1507.020
432.7400
{440 . 8700
46,7000
1451.970
1007 .880
798.39200
44,3100
L2850 3000
E2Q0 L 1400
1928, 1900
1795.7900
284 . 8000

T 404 .,7500
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obs XFO0D XBEV XTOR XTEX APAF XWoon

R R NN N N R e R R R S N N I N N RN T T e R N N N N N N R N R I S RSNl s = mm e
19735 473[0,000  D.260000  136.5000 JIF4B856.0  10.54000 1198.000
1976 4481 ,000 6.460000 121.0600 &448035.0 11.94000 18135,000
1977 2444 ,000 4,.000000 114,.4500 735288.0 17.94000 1696.000
1978 4442 .000  7.770000 111.6000 9BO371.0 18.69000 ZO022.000°
1979 4211.000 S5.900000 103.4000 1124257, 28.80000 2774.000
1960 4215000  4,260000 81.22000 125883203, 25.86000 2230.000
19681 BS84.000 9.720000 122.3900 1297300, 29.58000 1789.000
1982 2681,000 8.670000 114.3400 917783.0 E4.70000 1418.000
1983 2187.000  S.480000 62.34000 B9I460.0 2F.27000  1390.000
1934 19516.000  3.620000 40.52000 493936.0. 17,44000 737.0000
s A VYT A0 P8 45000 387844.0 1412000 4RF U000
. LLLL T USRRCS00T B 16000 LLLBETIS LETLIFOL0 0 DT TN
1987 7260000 4.930000 21.60000 S[043E8.0 13,46000 31,0000
1988 484.0000 4.770000 22,97000 S78990.0 19.65000 &6£70.0000
1989 SA42,0000 4,620000 21.38000 HB3074.0. 24 ,.27000 B8E. 0000
obs XFET XCHEM . XMACH - XBSM KELEC XOTH
i1ttt -1+ i1+ 11+ 1+ -t 1t ittt o g R ]
19795 GEO71.00 B&LLHO.00 I7S68.00 1489870. 186.2400 BIL0E5.0
1976 P6071.00 12IT437.0 74908.00 1620949, ILH3.3200 1456148,
1977 78709.00 211141.0 110737.0 2085877, 497.4400 1823215.
1978 IS5947.00 231287.0 146455.0 2104197. 939.7100 2082121,
1279 IT4115.00 351511.0 153786.0 2701108,  1277.060  2453709.
1980 134654.0 250991.0 142858.0 3360442, 1807.080 3101072,
1981 102685.0 264717%.0 126512.0 2254266. 1961.970 3Z550889.
1982 7800400 2TLH3IT7.0  118920.0 1485983, 2256.580 3562146,
198% 229ID6.0  49I966.0  7HOLT.O0  LLI6[7L.  1975.440 2905487.
1984 112392,0 299193.0  S3782.00 S86408.0 14669.620 23735346.
1233 41763.00 262782.0 37144.,00 HI4157.0 1020.020 154644674,
19864 H38B0.00  3FHEG12.0  S39H82.00 1047842, 210.8700 1487030,
1987 KOPEO,00  EZS518T6.0  80864.00 420915.0 1025.750 1801696.
1988 123R22T75.0  ZTBLOTE.O 0 49853.00  LHAIY90.0  1140.930 2FBOX4ZE.
1989 1897493.0  371494.0 [52710.00 12469.040
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Data Series Used in the RNE Submodel (cont'd)

APPENDIX

mma mmm e v e e v s e e S e e I T om LR ST TR M m e m Eid e ke G0R B M BT o e et v e e L Ao e S T PR TR T TS S i e e et e A ey

—— ey Yy e e i ey Py e Yoy T WY ey Yy Y T S ST ST WY [Ty WY o vy e e v Sy v ey S s i e ki Sl W PR g e v e o ek sk Al S S R S ke B s Ty Y La iy
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I - e o e B e 5 P e R
o e R A T N T A S RN R e R R T s N e e e s s I S S S I T I N S S NN RN S il Le T i
e
6. 738700

i

9. 228700
22

P

A (R18)

LW S e i A i LA s AR AN W e S TYW YW A el e el

pvaags

RSN ERAEASESEEmmER

197

o]

1976
1977
1978
1979
1980

198

i

19892

1983

TohT

198
198
198

o
&

7

1988
1989

T s s S S T N T o T N T N L R R R N S S o I N R NRESNEEE =

vb

194
198
1986
198
198
198
198

1)

4
]
b6
7
8
(9

0000000
0, 00000

0. O00000
O, 000000

0, HOOO0O

000000

-----

pvesy?

.
......

-

......

pvga4aae

ot ot o 2 s ey e ey sy

0. 000000

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

QL OO00000

0. 000000

0L 0O0O0O00OC
D.QDODDD

1.000000

OO0

197.92800
218.6600
234 ,92100
2446 ,2400
29%.0200
F46.7000
FRE . 6900
440.7700
S912.1700

Hua o

1007 850
G2, 0F00
1082.210
1227.490
1359 .250

166.9000
182.3000
200.4000
2L1L5.,0000
280 .5000
294 6000
ZE1.1000
64,9000
4020000

744, 0200
749 .61L00
778.03500
846.2100
Q35.8900

a v s i o e Wit g i st e b ® el Tm b i i ime Sy fmw s e
R L R R e R S ST s s s SN o N S mEm R oens

SET RO

TIME

INFL

10.17540
SO.E4240
2ERL10720
0. 730000
EJT721L600
8.739700
10,60410

i

7247900

-7 . A403E00

7 .402800
7 LELHEBOO

7 ETTHO0

7511400
7.899700
8. 540000
11.11270
16.69870
18,6070
2038570
D0 BLTTO

T R1.09700

JO

21.:

XGARMR

147735.000
2431.000
2884 . 000
42246 .000
59246 . 000

2874 .000°

8836 .000
86462 .000
12226.00
L2051 .00
14394.,.00
19218E.00

AR3EB .00

26798.00

LTOT

IFL.2710
789 . 6790
462 .6110
7284030
517.7530
G827 .1150
549 . 6020
B2, 6990
465 . 2440
A47 . 4750
457 .7180
462 .9910
484 . 4480
586 . 2080
604 . OB40



