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CURRENCY EQUIVALENTS

Average 1989 - US$1.0 = 21.7
- P1.0 = 0.046

Average 1988 - US$1.0 21.1
- P1.0 - 0.047

Average 1987 - Us$1.0 - 20.6
- P1.0 = 0.049

Average 1986 - US$1.0 = 20.4
- P1.0 = 0.049

Average 1985 - US$1.0 = 18.6
- P1.0 = 0.054

ACRONYMS AND ABBREVIATIO0'S

BIR = Board of Internal Revenue
BOI = Board of Investments
BOC . Bureau of Customs
CBA = Collective Bargaining Agreement
CODA = Committee on Official Development Assistance
CARP = Comprehensive Agrarian Reform Program
CPI = Consumer Price Index
DBM Department of Budget and Management
DBP Development Bank of the Philippines
GC Government Corporations
GFI = Government Financial Institutions
GSIS Government Service Insurance System
GDP = Gross Domestic Project
GNP Gross National Project
GRT a Gross Receipts Tax
HICs = Highly-indebted Countries
ICC = Investments Coordinating Committee
MERALCO H Manila Electricity Distributor
NG = National Government
NPC = National Power Company
OIC . Omnibus Investment Code
OPSF Oil Price Stabilization Fund
O&M Operations and Maintenance
PNB = Philippine National Bank
QRs = Quantitative Restrictions
SSS = Social Security System
VAT V VAlue Added Tax
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EXECUTIVE SUMMoRY

1. This report has two themes. The first is that, despite an impressive
recovery from the crises of the mid-1980s, the Philippines economy has not yet
attained a sustainable growth path. The need for further macroeconomic
adjustment arises for three main reasons: first, because of the effects of
rising domestic debt and interest rates; second, because of recent policy
slippages, especially with respect to fiscal and exchange rate management;
and, third, because of a series of exogenous shocks, including a prolonged
drought during the winter and spring of 1989-90, an earthquake in July 1990,
and recent turmoil in the Middle East which has raised oil prices
substantially. The second theme is that, despite significant structural
reform efforts, the country has not )at achieved a level of efficiency that
would make it vigorously competitive in the world economy. To achieve this,
the Philippines must broaden the scope and deepen the intensity of structural
reform efforts.

Ken Macroeconomic Issues

Crisis and Adjustments 1983-88

2. This report is being released at a tire of great uncertainty with
respect to future oil prices. This uncertainty not withstanding, the
Philippines already faced a series of *hallenges in areas of short term
ec.onomic management and structural reform, so that the specter of a prolonged
oil crisis catches the economy at an awkward moment. Policy makers recognize
the urgency of repositioning the economy to be able to weather the oil crisis
and to ensure that the economy does not regress to a situation which existed
prior to the major stabilization efforts of the mid-1980s. Indeed, in this
context, it is worthwhile to briefly review past progress and the details of
recent developments.

S. Viewed against the backdrop of the deep recession of 1983-85, the recent
achievements of the Philippines economy are very impressive. In 1984, the
worst year of the recession, GDP declined by 62, investment plunged by 432,
the external debt rose by 82 of GNP, and inflation soared to 502. The
recession was especially hard on the poort a survey of household incomes
showed that 592 of Filipino families (about 32 million persons) subsisted on
incomes below the poverty line in 1985. During 1986-88, however, the economy
recovered across a broad front. GDP and its principal sectoral components
grew steadily. Consumption and investment grew strongly and inflation was
kept at single-digit levels. The current account deficit, the fiscal deficit
and the external debt were reduced relative to earlier levels. Most
importantly, poverty was reduced sharply from 592 to 492 of all households;
without this improvement, an additional 6 million persons would have joined
the ranks of the poor. The recovery, and its consolidation over 1986-88, can
be attributed to sound economic management and a bold series of reforms
undertaken by GoverAment.
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4. Macroeconomic management was distlnguished by a prudent fiscal stance,
conservative monetary growth, and actions to reduce the external debt. Fiscal
discipline, in the form of high revenue growth and low expenditure growth,
helped to generate surpluses in the primary balance of the Government, which
improved from a 1.5 deficit in 1986 to a 2.1S surplus in 1968. This,
together with tight monetary policy, kept inflation at an average of 4.5? over
the three years through 1988. Responsible external debt management
initiatives, in the form of commercial and Paris Club reschedulings, and debt-
equity swaps, postponed the bulk of repayments to after 1992 and retired about
$1.6 billion of the debt, contributing to a '.Iuction of the external debt by
about 17Z of GDP (from about 922 to about 751i by the end of 1988.

5. These achievements are impressive by themselves, but acquire greater
worth in comparative perspective. Among highly-indebted countries, the
adjustment performance of the Philippines ranks near the top. Its growth has
been relatively high and stable compared to that of such countries as
Argentina, Brazil and Mexico, which have experienced multiple episodes of
negative growth in the last ten years and at least one in the last three. Its
fiscal adjustment has been deeper and more consistent, its inflation lower and
less volatile, and its external debt reduction faster.

Macroeconomic Developments in 1989-90

6. Mscroeconomic performance since the end of 1988 has been disappointing
compared to the achievsments of 19o6-88. Three fnter-ralated trends--
increases in the fiscal deficit, interest rates and the current account
deficit -- merit special consideration. The consolidated fiscal deficit rose
from 3.1Z of GDP in 1988 to 4? in 1989; in the first half of 1990, it was
running at almost 5t of GDP. The interest rate on the benchmark financial
asset, the Treasury Bill, rose by over 200 basis points (to 9.12) in real
terms during 1989; it has since averaged around 1O? in real terms or 231 in
nominal terms. The current account deficit rose from 1X of GDP in 1988 to
3.3? in 1989; it has sine risen to almost S of GDP. These trends have been
accompanied by a slowdown in growth, from 6.4? in 1988 to less than 3S in the
first half of 1990, and an increase in inflation, from 8.8? in 1988 to around
13? currently.

7. A major source of macroeconomic stress in recent years has been the
sharp increase in the domestic debt. Domestic debt rose from 19? of GDP in
1985 to around 24.6? in 1989. This increase was a part of the adjustment
strategy followed to facilitate recovery from the recession and payments
crisis of 1983-85. Despite significant fiscal adjustment, domestic debt
increased since access to external finance was limited, the public revenue
system was of low yield, and pressing infrastructure and poverty problems
existed which required constant if not rising expenditures. Unfortunately,
domestic capital markets have proved too thin to support this strategy:
interest rates have risen sharply, creating great fiscal pressure and making
macroeconomic management considerably more difficult. An escalating sequence
linking risinR interest rates to rising fiscal deficits to rising borrowing
requirements has been established. This sequence must be broken for the
country to return to a sustainable growth path.
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8. Recent macroeconomic performance has also been affected by exchage rate
developments. During 1989, the real effective exchange rate of the
Philippines appreciated relative to key competitors such as Indonesia,
Thailand and Malaysia as well as relative to major trading partners such as
Japan ard the USA. As a result, the current account deficit has been rising
as export growth has slowed while import growth has remain remained relatively
high. The Philippines also continued to lose market share in the developed
countries. The deteriorating current accotit deficit raised expectations of
devaluation which in turn were built into the interest rate structure, thereby
aggravating fiscal imbalances. These developments have prompted a more rapid
depreciation of the nominal exchange rate in recent months which, if continued
and supported with fiscal and wage restraint, should improve external
competitiveness.

*. In addition to the effects of the above-noted developments,
-iacroeconomic performance and prospects have been adversely affected by a
s9ries of unexpected exogenous shocks. A prolonged drought lasting over the
winter and spring months of 1989-90 substantially reduced crop output so that
value added in agriculture grew by only 0.171 in the first half of 1990,
compared to 4.252 in the first half of 1989. The drought was partly
responsible for shortages ih power availability which in turn cut growth in
industrial output to 3.64S from the 6.86X registc;.zl in 1989. As a result,
real GDP registered a meager 2.82 growth (compared to 5.82 over the same
period in 1989). The prospects for the rest of the year are weak. A strong
earthquake in July caused considerable economic damage in Central Luzon.
Furthermore, turmoil in the Middle East has caused the price of oil to jump by
almost 502, a development which, if sustained, would cause growth to fall well
below 3.52 in 1990.

Causes of Rising Public Debt

10. Since 1985, domestic debt has been issued mostly to finance large public
sector borrowing requirements. Foreign reserve accumulation and debt
reduction operations have required some domestic febt issuance in various
years but such requirements nave been minor relative to the needs of the
consolidated public sector deficit. Among the principal components of the
latter, the deficits of the National Government and of the Central Bank have
been major contributors while the deficits of Government Corporations have
been of secondary importance.

11. A closer look at the fiscal accounts of the National Government shows
that revenues have risen substantially in recent years while non-interest
expenditures have been curtailed. For example, total revenues rose from about
11 of GNP in 1985 to around 162 in 1989 while non-interest expen4itures rose
only modestly from around llS of GNP to about 122. The main reason why the
deficits of the National Government have persisted despite these improvements
is increasing interest payments. Indeed, this is also the main reason why the
deficit of the Central Bank, which owes a substantial portion of the public
debt, has continued to rise. The increasing bite of interest payments can be
judged from the fact that interest payments made by the National Government
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and the central Bank rose from 3.6Z of GDP in 1985 to almost 9S in 1989; just
the domestic interest payments of the Iaul.onal Government were larger than the
consolidated public sector deficit In each of the last three years.

12. Interest payments have increased largely on account of rising domestic
interest rates combined with a rising debt stock. Three factors are at the
root of the sharp rise in domestic interest rates since 1988. The first and
most important factor is the rise in domestic debt. In order to borrow more
from the public, the Government has had to offer increasingly more attractive
rates. Second, recently rising current account deficits (and an appreciating
real effective exchange rate) have raised expectations of peso depreciation
and a premium for this has been built into current interest rates. Third,
inflationary expectations have risen in the wake of economic and political
difficulties since 1988; a premium for this too has entered domestic nominal
interest rates. It should also be noted that the domestic capital market is
relatively thin: it is dominated by a few large suppliers of credit and by a
preference for short-term instruments. In such a context, demand shocks are
exaggerated and interest rates tend to rise to higher levels than they would
in broader and more competitive markets.

13. The consolidated fiscal deficit has also been affected significantly in
1990 by the operations of the Oil Price Stabilization Fund (OPSF). This fund
is designe.d to buffer the retail price of oil and oil products. Since 1988,
the peso price of imported oil has increased substantially because of
increases in the world price and the nominal depreciation of the peso.
Government chose not to pass along most of :his increase to end-users. As a
result, the OPSP has gone into a substantial deficit (about 10.7 billion pesos
by end-June), which will have to be made up by additional budgetary
allocations. The Government has since announced its coenitment to maintain
the OPS? in flow equilibrium and has increased the price of oil products by
about 30Z in September. While this increase brought the domestic oil prices
in line with international prices as of end-August, further adjustment will be
necessary given the current trends in international oil prices.

Consequences of Rising Public Debt

14. The main problem posed by current trends in domestic debt and interest
rates is that they make the objective of high growth difficult to achieve.
This can be Illustrated by reference to two types of "crowding out" that occur
with high and rising interest rates. One type consists of the crowding out of
certain types of expenditures from th- budget, while the other corsists of
crowding out of the private sector in the market for funds. Both types make
it more difficult to achieve higher growth. For example, the prospects for
higher growth are adversely affected when higher interest payments reduce the
budgetary resources available for necessary infrastructure investments.
Similarly, high interest rates discourage private investment, again entailing
a loss of growth potential. This is a serious problem for the Philippines.
Operating and maintenance expenditures and Infrastructure capital outlays are
barely above those of 1980 in real terms. the cost in terms of inadequate and
decaying infrastricture is quite evident.



15. An associated problem is that the objective of improving income
distribution and reducing poverty is also made more difficult to achieve. A
rising share of interest payments in the budget typically reduces the share
available for social expenditures which benefit the poor. In addition, if the
higher financing needs of the public sector are satisfied through higher
levels of indirect taxes, as is often the case, lower income groups may be
affected disproportionately since they pay a larger share of their income as
indirect taxes. Pinally, to the extent that the best chance for escaping
poverty is offered by economic growth, the reduction of growth potential
through reduced public and private investments in productive capacity makes it
more difficult to achieve poverty reduction.

Government's Revised Adjustment Program

16. The rising public debt poses a risk to the economy and a challenge to
Government. At present trends, the consolidated fiscal deficit could rise to
over St of GDP in 1990 and higher levels thereafter. A deficit sustained at
this level would have a substantial upward effect on domestic real interest
rates and would rapidly become untenable. Furthermore, as already noted
above, the effects of even higher interest rates would be extremely adverse
for growth, investment, inflation, and the management of the fiscal and
external accounts. Under the circumstances, further fiscal adjustment merits
top priority. Recognizing the gravity of the problem, Government has recently
proposed a set of measures designed to reduce the consolidated public sector
deficit by (a) raising revenues (b) reducing expenditures and (c) reducing
Interest rates.

17. Revenue Raising Measures. In mid-1990 the Government has proposed
measures to raise both tax and non-tax revenues. Among the tax raising
measures are: (i) increases in excise taxes on 'sin' products (e.g. tobacco
and alcohol) as well as soft drinks; (ii) increases in taxes on real estate
transfers, business registration, and purchases of luxury items; (iii)
increases in the businesi income tax rate and (iv) increases in forestry
charges and other fees and charges of selected government agencies. Of these
measures, the increase in excise taxes on tobacco and alcoholic beverages and
in certain fees and charges have already been onacted irto law. However, even
if the full range of measures were passed by Congress, the revenue gain would
approximately offset the loss from the change in the tax regime on oil
products. Therefore, in light of recent events, additional significant tax
senerating vehicles will have to be found. It is to be hoped that revenues
will be increased also through a vigorous effort to improve tax collections.

18. Among non-tax revenue measures are (i) an increase in dividend
remittances from public corporations and (ii) an acceleration of the
privatization program. As far as the latter is concerned, it is expected that
strenuous efforts will be made to meet the 1990 target of offering for sale
50 of the total assets identified for privatization. Among these would be
part of the assets of the Development Bank of the Philippines (DBP),
Philippine National Bank (PNB), Republic Bank and Union Bank. For DBP the
program calls for selling off regional operations to the private sector while,
for PNB, the program calls for further sale of shares to the public, following
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the hugely successful divestment of 302 of shares in 1989. Government hopes
to raise an additional 6.5 billion pesos (or about 42 of 1989 revenues) e m
such operations in 1990. Given that past attempts to privatize have bees
characterized by slow progress due to legal, technical and bureaucratic
difficulties, and given the difficulty of selling such assets in a high-
interest rate environment, this target appears unrealistically high.
Nevertheless, the principle of accelerating the privatization program is to be
strongly endorsed and it is to be hoped that Government will take steps to
minimize obstacles to successful implementation in this regad

19. Reducing Expenditures. The program for reducing expenditures involves
cuts in administrative expenses, personnel hiring freezes in most departments
(except education, health and revenue collection), a wage and salary freeze
for the public sector in 1990 and an 82 cap on increases in the wage bill in
1991 and 1992, and a substantial reduction of capital outlays under the
Camprehensive Agrarian Reform Program (CARP). While these measures will cut
current spending, other measures have been proposed that will substantially
reduce future spending obligations of Government. Of these, potentially the
most important is a decision to eliminate the Oil Price Stabilization Fund
(OPSF) and to deregulate oil prices. The OPSF has been a major drain on the
budget in 1989 and 1990, and while its current deficits will be met by
additional appropriations, no further deficits will be permitted to accumulate
after July, 1990. Another such measure is a decision to eliminate the fuel
oil subsidy provided to the National Power Corporation. The expenditure
reduction program currently envisaged is balanced in the sense that it seeks
to reduce current as well as capital expenditures, and among the latter, it
seeks to curtail a program that is presently overfinanced. This aspect merits
support. In addition, it is to be hoped that the deregulation program with
respect to oil prices and the OPSF will be implemented as soon as practicable.

20. Interest Rate Reduction Measures. Government intends to follow a two-
pronged approach in order to get interest rates down. One prong is sound
macroeconomic management featuring the reduction of the deficit and of
inflation, as well as the adoption of a more competitive exchange rate policy.
The other prong consists of more direct measures to reduce interest rates
focussing on the reduction of financial intermediation tazes and increasing
competition in the T-Bill auction system. Thus, the gross receipts tax (GRT)
and the withholding tax on interbank deposits are both to be eliminated and
reserve requirements are to be reduced as soon as monetary conditions are
appropriate. While the reduction of financial intermediation taxes will have
an adverse impact on fiscal revenues, this is expected to be offset by the
positive fiscal impact of reduced interest rates and the longer run impact of
a broader and deeper financial system.

21. Competition in the T-Bill market is to be increased through the
expansion of the dealers network involved in the primary auction of Government
securities and through greater involvement of the two large (public) insurance
organizations, the Social Security System (SSS) and the Government Service
Insurance System (GSIS), in the T-Bill market. There certainly is scope for
further competition in the T-Bill market. Indeed, after the SSS and GSIS were
permitted to place orders through primary dealers recently, T-Bill rates
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softened considerably over a period of a few weeks. However, it should be
noted that these two institutions have tax-exempt status; as a result, there
is some foregone revenue for the Treasury in the case of T-bill sales to them.

22. In addition to improving auction procedures, Government should consider
making T-Bills attractive to a wider group of investors, including small
investors. A wider and deeper pool of potential investors would help reduce
interest rates as well as lengthen maturities. One way to increase the access
of smaller private investors is to further encourage the formation of mutual
funds or unit trust accounts which invest exclusively in Government
securities. This would ensure that small savers have better access to this
market, without the administrative complexity of issuing small denomination T-
bill series.

23. The objective of securing a larger market for T-bills might also be met
through issuing dollar-denominated bills or peso bills with a rate indexed to
the peso-dollar exchange rate. Government has recently experimented with such
an approach and the initial response has been favorable. This is not
surprising since this approach removes the exchange rate and inflation risk
for investors and thereby helps attract more investors, secure a lower
interest rate and enable the flotation of longer term instruments. It should
be emphasized, however, that effective use of foreign-exchange-linked
securities requires the maintenance of the exchange rate at a level consistent
with medium-run balance of payments equilibrium.

Issues in Efficiency and Competitiveness

24. The last few years have been marked by bold reforms to reduce
distortions in commodity and factor markets, to rationalize the role of the
public sector and to maintain market orientation in general. Distortions have
been reduced through the abolition of monopolistic marketing arrangements for
sugar and coconut products, the removal of price controls and export taxes on
several agricultural products, and the reduction of trade restrictions on a
wide variety of inputs important for local industry. The role of the public
sector has been rationalized through the restructuring and downsizing of the
two largest Government financial institutions, the reorientation of the public
investment program to focus on essential infrastructure, and the establishment
of a program to improve the performance of public corporations and to
privatize a selected set. Market orientation has been maintained in the
setting of interest rates, credit allocation, exchange rates and the prices of
most commodities.

25. Despite these creditable efforts, the Philippines has not yet achieved
levels of efficiency that would make it vigorously competitive in world
markets. Indeed, its share of exports to developed country markets has
continued to decline and the productivity gap between it and its competitors
has continued to widen. While these developments are undoubtedly influenced
by macroeconomic considerations, especially exchange rate policy, they are
also affected by the scope of structural reforms in comparative perspective.
For better or worse, the Philippines is part of a global economy and its
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fortunes depend not only on its own actions but also on those of other
countries. Since many other countries have undertaken structural reforms in
the 1980s, the Philippines must continue to restructure its economy at a speed
and with a thoroughness that will enable it not only to improve efficiency for
its own sake but to lessen the economic distance between it and its
competitors.

26. The issue of economic efficiency is especially important for the
Philippines at this juncture. To begin with, increased efficiency would permit
more growth from available resources. This would help the country avoid
excessive additions to the public debt which, as noted earlier, is a major
source of recent and prospective macroeconomic problems. In the longer run,
increased efficiency would result in higher levels of economic activity
arising from an improved environment for the private sector. This would
generate higher public revenues which would also facilitate the task of
macroeconomic management. Finally, increased efficiency would help the
Philippines maintain competitiveness in external markets. This is
particularly important not only for balance of payments and external debt
servicing considerations but also because a lack of competitiveness in the
export sector (which is relatively labor-intensive and rural-based) is
especially damaging to the poor.

27. The efficiency and competitiveness of the economy would be enhanced if
measures were undertaken to render the trade regime more open, investment
incentives more effective, financial intermediation less costly, the public
sector more efficient and less pervasive in the marketplace, and
infrastructure services (especially power and transportation) more reliable
and less costly. Progress in each of these areas is described below and
suggestions for further reforms are noted.

Trade Reforms

28. Recent Progress. The Philippines has undertaken significant trade
reform since 1980. While nominal tariff rates have declined modestly from
around 31? in 1982 to around 28Z currently, effective rates of protection have
declined substantially on account of the progressive removal of quantitative
restrictions. The proportion of items subject to import restrictions declined
from 362 of all importables in 1980 to just over 102 in 1989. Much of this
import liberalization occurred in the last three years. Nevertheless, the
Philippines' competitive position in world markets has not improved. This is
largely because its principal competitors have maintained even more open
economies. For example, Malaysia and Thailand both have import liberalization
ratios of greater than 952 compared to 902 for the Philippines, and Malaysia
and Indonesia have lower average tariffs.

29. Further Measures. Further trade reforms are necessary not only to
improve resource allocation, but also to improve relative compelitiveness. In
terms of priorities, the most important measure would be the elimination of
the remainina quantitative restrictions as soon as possible. If existing
quantitative restrictions are replaced by initially high but progressively
declining tariffs, there will be a positive fiscal effect as well. A second
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priority would be measures to reduce the level and dispersion of tariff rates.
Such measures would reduce the bias that still exists against exportables and
agriculture and result in improvements in efficiency as well as equity since
these sectors are labor-intensive. In this regard, recent proposals made by
Government to reduce quantitative restrictions and reform the tariff schedule
are steps in the right direction and need to be pursued vigorously.

Investment Incentives

30. Government has attempted to influence the size, location, composition
and competitiveness of Philipp'ne industry through a variety of industrial
policy measures, ranging from fiscal incentives to capacity regulations. The
major vehicle of industrial promotion has been the Omnibus Investment Code
tOIC) adopted in 1987 and administered by the Board of Investments (BO).
However, while private investment has risen significantly in recent years, it
is generally felt that this has had less to do with the incentives system than
with the general economic recovery. As far as the incentives system is
concerned, several concerns exist. Among these are (i) that the BOI should be
more of a promotional body than a regulatory body; (ii) that the current
regulations governing foreign investment are too restrictive and (iii) that
Government's export promotion effort could be stronger.

31. The Role of the BOI. With regard to the BOI's role, concerns exist to
the effect that the procedures involved in obtaining approval and incentives
are cumbersome and result in significant delays for project start-up and that
the system of granting incentives is characterized by excessive discretionary
authority for the BOI and by lack of transparency. It has been proposed that
the regulatory powers of the BOI be reduced and the institution be reoriented
to focus primarily on promotional aspects. This could be achieved by reducing
the discretionary power of the BOI over the award of incentives and by making
such incentives transparent and automatic.

32. Foreign Investment. While the general type and level of incentives
offered to foreign investment in the Philippines is comparable with that
available in most ASEAN countries, it is arguable that the Philippines is in
comparatively greater need of foreign investment. In addition to ensuring a
stable and receptive political environment, Government should consider two
economic measures which would significantly increase investor interest. The
first measure would be to significantly reduce the number of business
categories in which foreign investment is prohibited, that is, introduce a
short *negativen list. A second significant inducement for foreign investors
would be the re-opening of debt-equity swap facilities: the availability of
such facilities was responsible for much of the increase in t..aeign investment
observed in 1988 and 1989.

33. Export Promotion. The export performance of the Philippines has
improved in recent years. Nevertheless, it has not been as strong as that of
several competitor countries (e.g. Thailand and Malaysia) and not strong
enough to reduce the current account deficit. In this regard, three sets of
direct export promoting measures should be considered: (i) providing
incentives (such as duty drawbacks) to a wider range of exporters, including
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indirect exporters as well as those who export a small proportion of their
total production; (ii) improving export financing facilities by introducing
foreign currency loan schemes to finance imported inputs, a domestic letter-
of-credit system for the domestic purchases of exporters, and a greatly
expanded preshipment guarantee facility for export loans; (iiI) improving the
export policy and program coordination effort through the establishment of a
trade promotion organization and strengthening of key Government agencies. It
should be noted, however, that such promotional efforts are unlikely to be
effective unless they are accompanied by a competitive exchange rate policy
and a more open and less regulated trade and industrial environment.

Costs of Financial Intermediation

34. The costs of financial intermediation are high in the Philippines for
reasons related to Government policy and financial market structure.
Government policy features relatively high taxes on financial intermediation.
The four main taxes are the gross receipts tax, the interbank withholding tax,
and the taxes implied by credit allocation (to agrarian reform beneficiaries
and/or the agricultural sector) and reserve requirements. These taxes account
for about 3 percentage points of the nominal lending rate currently. In
addition, operating margins and profits are relatively high in the
Philippines, in part because a few large institutions dominate the financial
sector to which entry has been restricted over the last twenty years.

35. Reducing Financial Taxes. The Bank has drawn attention to the problems
of the Philippines financial sector previously and has encouraged reforms with
the support of a sector adjustment loan. Among the reforms suggested are
measures to reduce intermediation .osts, to increase competition and to
strengthen supervision and regulation of commercial banks. The Bank has
recommended that intermediation costs be reduced by the elimination of the
Gross Receipts Tax and the withholding tax on interbank deposits, and the
abolition of the agri-agra requirement. Recently, Government has indicated
that it may be able to eliminate the two taxes by the end of the year and to
modify the agri-agra requirement so that it does not impose as heavy a burden
to banks as it has till nov. A far more important tax, however, is that
implied by high reserve requirements. These cannot be reduced until monetary
conditions are appropriate in the sense that inflation and inflationary
expectations have been lowered.

36. Increasing Competition. Competition in the banking system is to be
enhanced through a more flexible approach to bank and branch licensing.
Recently, the Central bank issued a circular announcing that there was no
moratorium on either the formation of new banks or the spread of branches. In
practice, however, there has been little progress on this front. The system
of approving branch applications relies too heavily on regulatory notions of
branch-sufficiency in a given area and does not take adequate account of the
benefits of branch competition. Most profitable geographical business areas
are presently considered overbranched and applications for licenses are
normally turned down. Similarly, despite several applications, only two
commercial bank licenses have been granted in the last twenty years, both in
recent months. Vhile Government is understandably concerned about the
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soundness of banks and the safety of the financial system, its approach has
been over-cautious. A more appropriate stance would be to maintain a strict
regulatory environment and relatively high capital-asset requirements for bank
licensing, but to leave decisions regarding the opening of a bank or the
location of a branch to entrepreneurs. Finally, competition in the banking
sector would be enhanced by a more open approach to the licensing of foreign
banks and to their operational scope.

Rationalization of Public Sector

37. The growth of public assets in the Philippines came about from two
sources: 'statism' in the 1970s which led to the establishment of a large
number of public enterprises in many different economic sectors, and the
acquisition of non-performing assets from government financial institutions
following widespread business failures and defaults in the 1983-85 economic
crisis. The rationalization program introduced by the Aquino Administration
had the following main featuress all acquired non-performing assets were to
be sold to the private sector while, from among existing public enterprises,
some were to be privatized and others to be abolished, consolidated, or merged
as appeared necessary following a review of their role in the ecanomy.

38. Progress in Privatization. The rationalization program has been
relatively successful in disposing of acquired assets but less so in
privatizing public enterprises. Privatization has been dogged by legal,
technical and bureaucratic problems and the bulk of the program remains to be
implemented. The budgetary impact of the program has so far been modest in
that sales of assets have yielded meager revenues; however, potential savings
have undoubtedly been gained since the sold corporations are no longer drawing
expenses or subsidies from Government.

39. Proposed Measures. In the current context of pressing fiscal need
privatization could play a very important role not only by providing some cash
up front to the Government but also by stopping the drain on fiscal resources
entailed by many public corporations. Towards this end Government has
recently made the following proposals: to accelerate its privatization
program, to reduce tax exemptions and subsidies presently enjoyed by some
public corporations, and to reduce the deficits of public corporations through
better management.

40. Under the accelerated privatization program it is envisaged that 50? of
the total assets marked for privatization will be offered for sale by the end
of 1990. It is expected that several government financial institutions will
also be partially or fully divested. In particular, it is expected that there
will be a further divestment of PNB as well as public offerings of the stocks
of Republic Bank and Union Bank. It should be noted that the privatization
program is unlikely to yield presently anticipated revenues if the current
regime of high interest rates continues. In such an environment, financial
assets are typically more attractive to investors than physical assets and
Government will find it difficult to privatize unless it reduces the asking
price substantially.
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41. As far as budgetary support of public corporations are concerned, there
has been significant progress under the present Government. Since 1986-87,
most tax exemptions have been eliminated, the level of capital equity infusion
reduced significantly, and public corporations have been made to pay market
interest rates on their borrowings from the Government. However, some public
corporations still enjoy tax exemptions and subsidies on the grounds that they
provide goods or services of considerable social merft. Given current fiscal
pressures, it would be advisable to carefully review the Justification of
these exemptions to see if further pruning is possible.

42. Government has taken steps to improve the management of public
corporations by introducing a number of innovations such as monitoring,
corporate planning and performance evaluation systems. Such systems were
implemented in four public corporations in 1989 and it is expected that they
will be extended to several others by the end of the year. Together with
these measures, it will be important to continue to improve the internal cash
generation of all corporations and especially of the major public utilities by
raising user charges in line with costs and by resolving delinquent accounts
speedily. The deficits of public corporations are substantially affected by
their investment plans; given tiLe current fiscal situation, it may be
necessary to re-examine investment plans with a view to postponing, rephasing,
or abandoning selected investments in support of fiscal adjustment.

Infrastructure Issues

43. Power. The main infrastructure issues which affect efficiency and
competitiveness in the Philippines relate to the reliability of electric power
and the adequacy and cost of transportation. The power sector was severely
affected by the investment cuts of the macroeconomic stabilization program of
the mid-1980s. Periodic sautoffs of power became a major problem in 1989 and
1990 as rapidly rising demand (based on the economic recovery experienced
since 1986) outstripped slowly rising supply. Supply has risen slowly partly
because of the lack of investments in power generation capacity and partly
because of implementation problems with respect to the commissioning of
combustion turbines which were supposed to fill the gap until longer-gestation
generation plants came on line. Power outages became frequent in the first
half of 1990 as a drought reduced hydroelectric production and several old
power plants broke down under the pressure of constant operation.

44. The present power program of the Government relies on the use of
combustion turbines to cope with short to medium run needs and the operation
of new power plants (largely based on geothermal sources) from 1993 on to cope
with demand over the long run. Until 1993, therefore, the cost of power will
rise in the Philippines because incremental demand will be met from the most
expensive source, oil-based combustion turbines; if recent increases in the
price of oil are sustained, the outlook for cost will be even bleaker.

45. Transportation. Over time, a number of contradictory, discriminatory
and anti-competition regulations have accumulated in the transport sector
(mostly interisland shipping and road transport) that by now impede rather
than enhance the growth of the sector as well as that of the economy
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(especially through facilitating exports). Among the most damaging
regulations are the franchising requirements for passenger and freight
services, measured capacity criteria to control entry into the industry,
restrictions on imports of transport equipment and spare parts, and fare
controls. All these restrictions have made the transport industry relatively
unattractive for existing as well as potential investors and have resulted In
an industry characterized by high costs, low profits, and deteriorating
fleets. Moreover, there is no reason to believe that these restrictions have
achieved benefits in terms of safety or service.

46. Transport is a vital sector f3r the Philippines. Road and ship
transport affects a vast spectrum of Philippine industry and transportation
costs affect production costs significantly. Given that transport is
potentially a competitive industry, there is little justification for the sort
of entry, route and fare regulations that presently exist. The most important
step that Government could take towards improving transportation would be to
dere&ulate entry, routes and rates in both the interisland ship2ing and the
road transport industry and to facilitate fleet modernization and expansion
through the lifting of import restrictions on equipment and spare parts.
Import restrictions should be lifted since there is little hope of meeting
requirements in a timely and cost-effective fashion through reliance on
domestic production. Regulatory attention should be diverted to safety
considerations.

Private Sector Concerns

47. One of the principal objectives of the Philippines Medium Term
Development Plan is to promote the role of the private sector in the future
development of the economy. In order to do so, however, a facilitating
environment must be created, an environment distinguished by minimum
regulatory intervention and maximum infrastructure and policy support. This
report has argued that, while Government has moved in the right direction,
such an environment is not yet in place. A sub-theme running through this
report is that the Philippines is a "high-cost, economy from the private
sector point of view. Interest costs are high because of the pressure of the
fiscal deficit on the one hand and the structure of the financial sector on
the other. Energy costs are high because of dependence on imported oil, a
dependence that has recently grown as new investments based on local energy
sources have not yet come on stream. Transportation costs are high becau.e of
regulations affecting interisland shipping and road transport, as well as lack
of adequate expenditures on infrastructura maintenance. Labor costs are
effectively high because low real wages are offset by low productivity. The
costs of doing business are also affected by the maintenance of an industrial
regulatory system that limits competition in certain sector, and is ambivalent
towards foreign investment in particular. All these considerations restrict
the scope for the private sector to perform at potential. Under the
circumstances, a strengthening of the ongoing reform process is called for in
order to create an environment within which the potential of the private
sector can be effectively harnessed for national economic development.
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Projections and Financing Requirements

48. This report has argued that the Philippines needs to direct its future
economic strategy to restoring macroeconomic balance through substantial
fiscal adiustment as well as to enhancing economic efficiency throujh further
structural reforms. The implications of such a strategy are examined in this
report through a consistency framework, not a predictive model. The scenarios
presented in the report are not meant to represent complete stabilization
package, but rather to illustrate how tile burden imposed on the economy by the
growing domestic debt can be contained and even reduced. Three results merit
special comment. First, a substantial macroeconomic adjustment is necessary
in order to maintain even a modest growth rate in the next few years. Second.
this growth can be increased by undertaking structural reform efforts along
the lines discussed in this report and by further strengthening the fiscal
effort. Third, the rise in oil prices, if sustained, will cause a sizeable
financing gap to emerge as early as in 1990, despite steady increases in the
assumed level of official aid disbursements.

49. The results indicate that the following would be required, at a minimum,
to decelerate the growth of domestic public debt and reduce the pressure on
interest rates and inflation: (i) a strong tax and privatization effort,
yielding additional revenues of around 32 of GDP; (ii) restraint on current
expenditures, leading--together with the revenue effort--to an increase in
public savings of 32 of GDP between 1989 and 1995; and (iii) sufficient
expansion of capital expenditure, from 4Z to about 6a of GDP, to support
necessary investment in infrastructure, in particular in power generation and
in areas damaged by the earthquake. In order to sustain GDP growth of about
52 ner year, this fiscal effort needs to be complemented by restoration of
inte.rnational competitiveness lost in 1988 and 1989, improvement of the
regulatory framework for investment, and continuing efforts to reduce the
foreign debt overhang through market-based mechanisms such as debt equity
conversions.

50. The strategy described above is expected to lead, after 1992, to a
stabilization of the ratio of domestic public debt to GDP. In addition, it
could sustain GDP growth averaging 5.32 in 1992-1998 and per capita
consumption growth of 22, after a substantial deceleration in 1990-91 as a
result of the oil shock. The growth rates, in real terms, of both imports and
exports are expected to decline, from the very high levels of the most recent
years, to average 82 for imports and 92 for exports; as a result, the non-
interest current account surplus increases steadily after 1991.

51. In the enhanced policy scenario the growth rate could be increased by at
least 12 per annum by undertaking a strong structural reform program in
addition to intensifying the aforementioned adjustment effort. The structural
reform program should include substantial progress in financial deepening and
trade liberalization. While the adjustment-only scenario implies growth of
around 5.32 per annum after 1992, the adjustment plus structural reform
scenario supports GDP growth of 6.32. Under present circumstances in the
Philippines, with poverty being a large and persistent problem, every effort
should be made to achieve the higher grovth path as this hastens the movement
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of many out of absolute poverty. In addition, in this policy scenario the
drag imposed by the domestic public debt on the economy would be alleviated,
as the ratio of domestic public debt to GDP gradually declines.

52. It is important to note that both policy scenarios are predicated on
significant and swift policy action to reduce the size of the consolidated
public deficit in 1991. It is very clear that the Philippines cannot respond
slowly to its present economic difficulties. The oil crisis has come at a
time when the economy had very little room to maneuver and postponement of
necessary action will jeopardize availment of additional financing, increase
the ultimate size of the required adjustment, and derail the attainment of a
sustaizable growth path that would allow the economy to grow out of poverty
and debt.

Implications for External Financing Requirements

53. Recent international developments imply that the achievement of the
growth goals of the Philippines will require a higher level of external
support than originally envisaged. The recent increase in oil prices has
dramatically changed the outlook for Philippine macroeconomic performance and
external financing requirements. The economy is extremely vulnerable to an
oil price shock, since the energy sector is still largely based on oil-fired
power plants and since the Philippines imports virtually all its oil. Under
the assumptions that oil Prices continue to be around US$30 per barrel for the
remainder of 1990 and in 1991 and that world trade growth and international
interest rates are moderately affected as a result, the Philippines is
expected to experience cumulative unidentified financing requirements of over
US$1.8 billion in 1990-91.

54. Oil price developmeats clearly portend further macroeconomic
difficulties for the Philippines. The best way to cope with this shock is to
make use of market mechanisms to guide the necessary redeployment of
resources, in the process increasing the efficiency and resilience of the
economy. In this respect, therefore, an oil price shock heightens the urgency
of further macroeconomic adjustment and structural reform: it is all the more
important now that fiscal restraint be maintained, that the exchange rate
stance be flexible, and that trade reforms and industrial deregulation be
accelerated. At the same time, extraordinary financing assistance will be
needed for the Philippinee to weather the oil shock.

55. In the post-1992 period, assuming that oil prices return gradually to
the levels prevailing prior to the outbreak of the Mliddle East crisis, the key
aspect of the projected external payments situation is the emergence of
sizeable financing gaps because of the 'bunching' of maturities of previously
rescheduled debt. Financing gaps averaging $1.2 billion a year during 1993-
98 result largely from declining net disbursements on private, bilateral and
multilateral debt, in decreasing order of magnitude. Combined with large
interest payments on the external debt, this implies significant negative
resource transfers from 1993 on. It is important to note that these gaps
arise despite significant domestic fiscal adjustment and despite the
assumption of continued increases in gross disbursements by official lenders
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(at around 71 per year) accompanying improvements in the country's absorptive
capacity. Consequently, these potential developments highlight the urgency of
developing meaningful debt relief solutions for the country.

56. Implementiag the needed adjustment and reforms package will surely test
the policy resolve of the Government. It will also put to the test the
position of creditors to whom repayments have been fatithfully made despite
political and economic obstacles. While additional adjustment and reform
efforts are clearly required on the part of the Philippines, additional
external resources will also be required to sustain these efforts, especially
in view of a prolonged oil price shock. In this respect, the evolving
macroeconomic situation in the Philippines presents a challenge to domestic
policy makers and the donor cormunity alike.



I. RECENT ECONOMIC AND POLICY DEVELOPMENTS

A. Introduction

1.1 This chapter reviews economic and policy developments in 1989 and the
first half of 1990. The pattern of recent economic growth, fiscal and
monetary developments, and the balance of payments, are discussed in
Section B. The main conclusions of this section are that macroeconomic
performance has been disappointing .elative to achievements during 1986-88,
that imbalances are emerging with respect to the fiscal and current account
deficits, that the main source of stress in the economy is the rising domestic
debt, and that strong macroeconomic and structural adjustment efforts will be
required to lift the country out of its present pred4 :ament; such efforts are
made even wore urgent by the two most recent shocks experienced by the
economy, namely, the earthquake of July 16 and the sharp increase in the price
of oil occasioned by the turmoil in the Middle East.

1.2 Section C discusses the Government's recently announced program to
arrest the growth of the fiscal and current account deficits and to improve
macroeconomic performance. Four sets of measures are reviewed: measures to
raise fiscal revenues, to cut expenditures, to reduce interest rates and to
restore external competitiveness. The main conclusions of this section are
that the Government's program address the issues in the right order of
priority; in light of events following the Middle East crisis and unforeseen
domestic developments such as the modification of oil products taxation,
additional measures will also be needed in order to improve macroeconomic
prospects.

1.3 Section D discusses issues in the utilization of external assistance.
It reviews past problems in project implementation and preparation, discusses
Government efforts to redress the concerns of external donors in this regard,
and notes recent developments in the profile of aid disbursements.

B. Recent Economic Developments

Pattern of Recent Growth

1.4 After two years of relatively rapid growth the economy appears to be
slowing down. GDP growth, which averaged 6? during 1988 and 1989 (see Table
1.1), is expected to reach only 3.5? in 1990. The principal components of
aggregate demand show a similar pattern of change. Consumption growth, which
had fueled the earlier stage of the recovery from the deep recession of 1984-
85, is expected to be around 4.8? in 1990 after having averaged around 6.2? in
the last two years. Investment growth, which was strong in 1988 and 1989
(averaging 16Z) is expected to slow down to around 7? this year. Finally,
export and import growth are tapering off from the rates experienced recently.

1.5 Sectoral Pattern. The slowdown affects all the major production
sectors. Industrial growth, having peaked at 92 in 1988 and declined to 6.92
in 1989, is set to post another year of decline possibly to 4.62 in 1990.
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Agriculture has had two relatively strong years in a row, having grown at 3.6?
and 4.3Z in 1988 and 1989 respectivelya however, it is expected to grow by
only 2.5S in 1990. Growth in the service sector is expected to decline to
around 3.2Z this year from an average of around 61 in 1988-89.

Table 1.1 KE MACRoECOOIC ItICATS

1055 1956 110? 105 1989 1090 1,

Annus1 Preventae Chang

OP -- 4.4 1.5 4.6 0.4 5.6 S.5
UP -4.2 2.0 5.6 6.7 5.7 J.8
Consaption -0.1 -0.0 5.9 6.2 0.2 4.8
Investment -21.7 -9.1 84.2 17.8 14.8 6.8
X port of anS -28.1 12.9 20.5 88.5 22.4 0.0
Expct. of anF -7.4 21.0 -1.8 16.9 11.7 6.0
Inflltion 23.1 0.0 8.6 8.8 10.6 18.0
Industry -10.2 -2.1 7.4 0.0 0.9 4.6
Agricultur. 8.8 8.8 -1.0 8.6 4.8 2.5
serviXc -4.0 8.2 6.6 0.8 5.4 8.2

Ratio to GDP (M)

Consolidated fiscal deficit -5.9 -4.6 -2.7 -8.1 -4.0
Current sccount dXfIclt -0.1 8.1 -1.8 -1.1 -8.8

I / Projected.

Source: National Economic Development Authority (NEDA)

1.6 Causes of Economic Slowdown. The slowing down of the economy reflects
the effects of both externai and internal factors. Externally, growth
stimulus has been declining since 1988 as seen, for example, in the slowing
down of GDP growth in the industrial countries from an average level of 4.4?
in 1988 to 3.4? in 1989 and to a projected 2.9Z in 1990 (see Table 1.2). The
combination of a sharp increase in oil prices and interest rates in 1989 and a
sharp decrease in non-oil prices worsened the terms of trade for the
Philippines and contributed to the reduction of growth stimulus from the
external sector. The expected configuration of world demand and key prices
(especially that of oil) suggests that the external environment will not be
very supportive of Philippine growth this year.

1.7 Recent turmoil in the Middle East has led to a sharp increase in the
price of oil. If oil prices persist at the increased level. the Philippines
would suffer in several ways. First, its oil import bil' -ic1' rise sharply.
Second, higher oil prices w7uld reduce the projected growthS rs;es of
industrial economies and depress their demand for developing-country exports.
Third, world inflation and interest rates would probably rise. All these
outcomes ould aggravate the already large current account and fiscal deficits
of the Philippines and push the economy towards lower growth and higher
inflation.
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Table 1.2s EXTERNAL DETERMINANTS OF ECONOMIC PERFORMANCE
(Average Annual Growth Rates, Percent)

1988 1989 1990 I1

GDP Growth
Industrial Countries 4.4 3.4 2.9
North America 4.4 3.1 2.2

MNV (US$) 2/ 7.3 -0.4 5.4
Oil Prices (US$) -20.9 20.6 n.a
Non-Oil Prices (US$) 21.5 4.9 -10.3
LIBOR (Nominal, mean) 31 8.1 9.4 9.1

1/ Projected prior to July/August developments in oil prices.
2/ MUV Index: Unit value of manufactured exports from industrial to

developing countries.
I/ Six-month dollar LIBOR.

Sources World Bank Data

1.8 Among the internal factors that have affected recent performance is the
sharp rise in domestic debt from around 191 of GDP in 1985 to around 24.61 in
1989. In 1989 and 1990, the domestic debt increased primarily because of
iacreases in interest payments occasioned by rising domestic interest rates.
A vicious circle linking rising interest rates to higher public sector
deficits is in operation now. This connection also affects the current
account deficit and inflation and must be broken for macroeconomic stability
to be restored. Rising domestic interest rates are partly responsible for the
real exchange rate appreciation that has occurred since the end of 1988, a
development that has exacerbated the current account deficit. Inflation, too,
has been fueled by cost increases arising from higher interest rates and lower
output (relative to potential). Inflation and real exchange rate movements in
1989 and 1990 have also been affected by such actions as the large vage
increase granted in mid-1989 and the relatively mild nominal depreciation
undertaken during 1989.

1.9 Among exogenous factors that may be expected to affect growth in 1990
are the drought of the winter and spring of 1989)-90, the power crisis of the
spring of 1990, the earthquake of July 1990, recent developments in the Middle
East, and the direct and indirect costs of continuing political instability.
The drought has already resulted in large losses of spring crops and is the
main reason for a projected agricultural growth rate of only 2.5 in 1990.
The power crisis, which was partly caused by the drought and partly by the
breakdown of several power plants in the Luzon grid, has affected
manufacturing output, investment and exports and is the chief reason for a
projected industrial sector growth rate of only 4.61 this year. Macroeconomic
performance will also be affected by the earthquake that rocked Central Luzon
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on July 16: preliminary estimates put the damage to public infrastructure and
housing alone at around $600 million dollars. An even greater risk is posed
by the recent jump in the price of oil, brought about by turmoil in the Middle
Easts if this increase is sustained, economic growth in the Philippines could
well fall below 3.5Z this year. Finally, political instability, most recently
reflected in the December 1989 coup attempt, has weakened foreign investor
interest, put pressure on the domestic currency and raised inflationary
expectations. All these developments contribute to emerging fiscal and
external imbalances and will constrain economic growth in 1990 and beyond.

1.10 Potential Consequences of Slowdown. While a slowdown seems unavoidable
in the short run, a prolonged recession is avoidable if appropriate
macroeconomic policy action is taken. This is important because a sustained
reduction in growth will have adverse consequences for fiscal management,
external debt servicing and, most importantly, poverty alleviation. Fiscal
management or balancing the budget will be made more difficult in two ways:
by the decline in tax revenues and the increased difficulty of selling
Government assets marked for privatization in a slowing economy. External
debt servicing will be made more difficult by the expected decline in export
growth as well as by the increased reluctance of foreign investors to invest.
Finally, poverty will most likely be exacerbated by a reduction of economic
growth. Poverty is strongly related to economic growth in the Philippines:
as already noted, poverty incidence declined from 59? to 49? during the spurt
of economic growth from 1985 to 1988.

1.11 Domestic Resource Mobilization. Growth during the 'ast three years has
not reduced reliance on external finance. In 1986, the gap between the
national savings and investment rates was around 3.3? of GNP. Since then, the
gross national savings rate has fluctuated around an average of 15.52 while
the investment rate has risen steadily to around 18.7? of GNP (see Table 1.3).
The gap between national savings and investment rates rose to 3.3? of GNP in
1989 from 1.3Z in 1987 and 1.1? in 1988; this gap is made up by foreign
savings which flow into the country in the form of investment, grants and
loans. Thus, in 1989, the reliance on foreign savings was of identical
magnitude (relative to GNP) as in 1986.

1.12 Savings Performance. A disaggregation of recent trends in national
savings indicates that the private savings rate remains lower than in the
earlier part of the decade and has not been very responsive to interest rates
or income growth. While nominal and real interest rates have risen in 1989,
the private savings rate has actually dropped. Nor has the increase in per
capita incomes since 1985 led to a corresponding sustained increase in the
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Table 1.3: SAVINGS AND INVESTMENT RATES 1/

1986 1987 1988 1989

Gross National Savings Rate 16.5 14.9 16.3 15.4
Public -0.9 1.6 0.5 0.9
Private 17.4 13.3 15.8 14.5

Gross National Investment Rate 13.2 16.2 17.4 18.7
Public 3.1 3.3 3.1 4.0
Private 10.1 12.9 14.3 14.7

1/ Measured as ratios to GNP.

Source: National Economic Development Authority (NEDA)

savings rate.1 Recent data also show that public savings remain stuck at a
low level. This is best seen as both a cause and a consequence of the current
fiscal crisis, a cause in the sense that low rates of public saving contribute
to the fiscal deficit but an effect in the sense that such low rates are
largely due to the high debt service burden carried by the national budget.
Indeed. the low rate of public savings has persisted despite recent
mprovements in the tax and revenue effort and the achievement of a

substantial primary surplus in the budget.

1.13 Investment. The national investment rate has risen steadily in recent
years from 13.2Z in 1986 to 18.7Z in 1989. Nevertheless, it remains below
that of principal competitor countries which suggests that, all other things
being equal, the Philippines will continue to lag behind these countries in
terms of economic growth for several years to come. Furthermore, the current
rate is still below that required to sustain significant advances in economic
welfare. In particular, the public investment rate continues to be relatively
low in relation to the pressing infrastructure needs of the economy. This is
not to suggest that there should be concern only for the level of investment:
much investment in the 1970s was relatively unproductive and did not
contribute to national economic welfare. For the future, policy must be

I/ The lack of responsiveness of the savings rate to income and interest rate
changes is something of a puzzle. It is possible that income growth needs to
be sustained over a much longer period to have a noticeable effect on the
personal savings rate. It is also possible that the savings behavior of the
lower-income groups is affected more by the savings deposit rate, which has
declined in real terms, than '. the much higher (and rising) real time deposit
rate. Finally, it is possible that there have been recent changes in the
distribution of income favoring lower income groups which tend to have lower
marginal propensities to save. This is clearly an area for further empirical
analysis.
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directed not only at raising the investment rate but also ensuring its
quality.

1.14 on the question of quality, the evidence from recent investment
trends is mixed. On the one hand, private investment has risen sharply and
continues to be robust in 1990 despite the rising cost of doing business as
reflected in rising wages, interest rates, and energy prices. Indeed, private
investment has been more prominent than public investment in recent years.
For example, while public investment tended to average around 352 of total
investment in the 1970s, it has averaged around 22Z of total investment in
recent years. To the extent that public investment had in the past featured
several "prestige' projects this reduction in its share could be considered to
be good for overall investment quality. On the other hand, to the extent that
public investment creates infrastructure and 'crowds in' private investment,
the slow growth of public investment in recent years could bode ill for
economic growth over the medium-term. Furthermore, recent private sector
investment has not been of unambiguously high quality from the standpoint of
overall economic efficiency. For example, the share of export-oriented
projects has decreased: investments in export-related industries fell from
72Z of total investments approved by the Board of Investments (BOI) in 1986 to
around 55Z in 1989. Also, the capital intensity of investments has risen:
investment per worker in BOI-approved projects rose from around 12000 pesos in
1986 to 46000 pesos in 1989 (in real 1983 pesos). This raises concerns about
the efficacy of trade and industrial policy in the Philippines.

Table 1.4: SELECTED INVESTMENT DATA 11

1986 1987 1988 '.89

Export Oriented Investments
to Total Investment(Z) 72 62 50 55

Capital per Worker
(000 pesos, 1983 prices) 12 15 26 46

1/ Investments refer to new and expansion project approvals by BOI.

Fiscal Developments

1.15 Consolidated Deficit. The consolidated public sector deficit
declined from 5.92 of GDP in 1985 to 4.02 in 1989 (see Table 1.5). This was
due largely to a decline in the National Government (NG) deficit equivalent to
32 of GDP since 1986 but also to improvements in the deficits of other
components of the public sector accounts such as the Central Bank, Government
Corporations (GC) and Government Financial Institutions (GFI). Improvement in
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the NG deficit was due largely to an increase in revenue efforts the ratio of
revenues to GD' rose from 12.82 in 1986 to 15.8Z iu 1989. Without this
increase in revenues, the deficit situation would have been much worse, since
expenditures have continued to rise more or less steadily since 1984-85.

Table 1.5: CONSOLIDATED PUBLIC SECTOR ACCOUNTS 1/
(Share of GDP, percent)

Agency 1984 1985 1986 1987 1988 1989

Consolidated Public Sector -8.2 -5.9 -4.8 -2.7 -3.1 -4.0
National Government -1.9 -1.8 -5.0 -2.8 -2.8 -2.0
NG Revenues 10.5 11.3 12.6 14.3 13.7 15.8
NG Expenditures 12.4 13.1 17.6 17.1 16.5 17.8

Government Corporations -2.1 -1.3 -1.1 -0.5 0.3 -0.4

Central Bank -5.1 -2.5 -2.9 -1.5 -2.0 -2.2

Govt. Financial Institutions -1.6 -3.0 -1.9 0.2 0.3 0.3

Others 2J 2.6 2.8 6.1 2.0 1.2 0.2

1/ Note that (-) refers to a deficit.
2/ Includes NG transfers to Govt. Corporations, Local Govts, and other agencies.

Sources Department of Budget and Management

1.16 Government Expenditure Trends. Disaggregation of National Goverment
expenditures by functional categories reveals several meaningful trends.
First, personnel expenditures more than doubled in nominal terms since 1986.
This was due both to growth in the number of personnel and to increases in the
average compensation of Government employees, the latter measure being quite
prominent in 1989 when compensation at the lower end of the Government pay
scale was raised by around 35Z through the Salary Standardization Act. While
this measure was defended on the grounds that public sector salaries were too
low to attract personnel of suitable skills and that, at the lower end, public
sector wages were barely enough to keep employees above the poverty line, the
timing of the salary increases was unfortunate in that they occurred during a
year In which there were significant other pressures on the budget.
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1.17 Second, interest payments on Government debt constituted an important
source of prebsure on the budget throughout 1986-89. Interest payments
increased by 150S from a level of 21.6 billion pesos In 1988 to 54.8 billion
pesos in 1989. While this was a significant increase in itself, it
understates the true burden on the public accounts. The true burden would
include amortization of the external debt as well as interest payments made by
the Central Bsank which holds much of the public debt. In recent years,
payments by the Central Sank have been equivalent in nominal levels to the
payments made by the National Government. The debt service burden of the
National Government alone amounted to about 412 of total expenditures in 1989,
up from about 22S in 1985.

1.18 Third, operations and maintenance (O&M) expenditures rose modestly from
a level of 15 billion pesos in 1986 to 19.5 billion pesos in 1988 but then
jumped to 27 billion pesos in 1989.2 The spurt in 1989 was undoubtedly
necessary since O&M expenditures had declined in real terms since the early
1980s, a victim of the recession and the ensuing fiscal squeeze. This decline
in real terms is reflected in the poor state of infrastructure maintenance in
the country as shown by deteriorating roads, bridges, ports and public
facilities as well as the increasing frequency of breakdowns of power plants
(especially in 1990).

1.19 Fourth, the trend in capital infrastructure outlays was similar to that
of O&M expenditures. Such outlays rose modestly from 1986 to 1988 and then
jumped in 1989. Again the jump was necessary in view of the state of
infrastructure in the Philippines and the fact that infrastructure spending
has not yet recovered in real terms to the levels of the early 1980a. The low
level of capital outlays on infrastructure has contributed to the present
electricity crisis brought on by inadequate and delayed investments in power
generation capacity. Trends in O&M and infrastructure capital outlays suggest
that the fiscal adjustment since the mid-1980s has been borne
disproportionately by these categories of expenditures. Such a strategy
essentially buys short-term adjustment at the expense of long-term growth and
may not be viable over the longer run as foregone growth (due to inadequate
infrastructure investments) constrains revenues and creates another source of
pressure on the fiscal balance.

1.20 A fifth trend revealed by the disaggregated Government expenditure
accounts is that equity contributions by the National Government to public
corporations declined significantly from around 12.3 billion pesos in 1986 to
only 2.2 billion pesos in 1989. The decline in real terms and relative to GNP
is even sharper. This trend is consistent with Government efforts to make
public enterprises more autonomous financially by raising resources from
internal sources rather than by relying on Government transfers.

21 In real terms (1980 prices) the increase in 0 & M expenditures was mere
modest, amounting to only about 1.3 billion Pesos between 1985 and 1988 followed
by a spurt of 1.6 billion Pesos in 1989.
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Table 1.6: FUNCTIONAL ALLOCATION OF GOVERIRNT BEXPENDITURES

1983 1985 1987 1988 1989

Capital Outlays 27 18 13 11 14
Personal Services 26 25 20 26 26
0 & X 21 16 13 13 14
Interest Payments 9 17 24 27 27
Other 11 17 24 30 22 19

Total 100 100 100 100 100

Memo Item
Debt Service/Expenditures 15 22 4S 43 41
ExpenditureslGNP 15 15 22 20 21

1/ Includes net lending, subsidy, tax expenditures and amortization.

Source: Department of Budget and Management

T !le 1.7: GOVERNMENT REVENUE TRENDS
(Share of GNP, percent)

1985 1986 1987 1988 1989

Tax Revenues
Internal Revenue 11 7.4 7.8 8.5 7.8 8.6
Customs Revenue 2.8 2.8 3.7 3.0 4.0

Non Tax Revenues 21 1.3 2.2 2.2 2.9 3.2

Total 11.5 12.8 14.4 13.7 15.8

1/ Includes all BIR and other office collections.
2/ Includes income from fees and charges, foreign grants anJ proceeds from

privatization.

1.21 Government Revenue Trends. Government revenues have almost doubled
between 1986 and 1989, from around 79 billion pesos to almost 153 billion
pesos. They have increased from around 12.8? of GNP in 1986 to 15.82 in 1989.
Increases in collections have occurred across all major revenue categories
with the most significant increase in percentage terms coming from Customs
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Figure 1.5:Trends in Government Revenue
As Share of GOP
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revenues (from 2.82 of GNP to 4Z), followed by internal revenue (7.8? to 8.6t)
and non-tax revenue (from 2.2Z to 3.2Z). While the overall revenue Increase
has been of great assistance to fiscal adjustment, the pattern suggests a
fragility that may be of consequence in periods of slowing growth. For
example, the bulk of the increase has come from import duties collected from
a sharply rising level of imports. The ratio of Customs collections to import
values has been constant at around 152; this suggests that Customs revenues
will decline if imports decline. To some extent, then, this source of fiscal
improvement is of a conditional nature.

1.22 Similarly, the improvement of internal revenues in 1989 was due largely
to increases in interest tax collections on Treasury Bill transactions. Since
Treasury Bills are issaed by the National Government, such taxes ultimately
fall on the Governrent itself. As a result, the increase in revenues has a
neutral fiscal impact since it constitutes a transfer from one Government
agency (the Treasury) to another (the Board of Internal Revenue or BIR).

1.23 Recent VAT Performance. VAT collections, while rising, continue to fall
below target. In 1988, the first year of the program, the shortfall in
collections was blamed on a late start of the program (in April); in 1989, the
shortfall was blamed on an inadequate collection budget (reflected in fewer
personnel hired to collect VAT than thought necessary). Whatever the reasons,
performance has not only been below targets but also considerably below
potential. The potential collection from VAT, based on national accounts
estimates of value-added, is huge and at present less than half the potential
tax is being collected.

1.24 Fiscal Deterioration in 1990. Despite significant fiscal adjustment and
despite an improvement in the National Governmert's deficit up to 1989, the
Philippines faces a fiscal crisis in 1990. In the absence of corrective
measures, the consolidated public sector deficit could reach as much as 55
billion pesos or 5X of GDP. The increase in the deficit is in part due to the
pick-up of investment plans of Government Corporations as well as line
agencies. Much of it is also due, however, to the Government's management of
the Oil Price Stabilization Fund (OPSF) on the one hand and of the management
of the national debt on the other.

1.25 The OPSF is a price buffer scheme for oil and oil products. As in all
such schemes, the Government's contribution is determined by the extent to
which it wants to shield end-users from increases in the price of oil. Since
1989, the peso price of imported oil has increased substantially because of
both an increase in the world price and the depreciation of the peso.
Government chose, however, not to pass along most of this increase to end-
users. As a result, the OPSF has gone into a substantial deficit (10.7
billion pesos as of June 1990) which will have to be made up through
additional budgetary appropriations.

1.26 Recently, Government has announced the decision to eliminate the present
system of official price support for oil--starting in 1991--and in the interim
to adjust the domestic oil prices in order to maintain the OPSF in flow
equilibrium. While this decision will not reduce the large claim of 10.7
billion pesos that has already been established, it will protect the budget
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from future claims. In September 1990, the domestic prices of oil products
were raised by 301 on average, bringing them in line with international prices
as of August 1990. Given the continuing upward trend in international oil
prices, there is already renewed pressure for another round of price increase,
or the OPSF will continue to accumulate deficits. Furthermore, in September
1990 the tax regime of oil products was modified from an ad valorem basis to a
specific basis. This measure is not revenue-neutral and it is estimated to
entail a revenue loss of P0.5 billion in 1990 and P6 billion in 1991. This
will further aggravate the prospects for the fiscal deficit unless offsetting
revenue-increasing measures are introduced.

1.27 Another factor behind the worsening fiscal deficit is the evolution of
the public debt. The Philippines has a large public debt whose servicing
absorbs around 412 of the budget. The debt has had to be financed
domestically because the Philippines has had little access to external finance
in recent years and also because the room for fiscal adjustment has been
limited by a relatively low yield public revenue system on the one hand and
high non-discretioriry expenditures on the other. The level and financing of
this debt has resulted in an escalating sequence of high interest rates and
rising debt service payments. This sequence has already entered a phase that
makes macroeconomic management very difficult. The cost of borrowing has been
high for three main reasons: (a) domestic financial markets lack both breadth
and depth in that there are few suppliers of credit and the predominant
preference is for short-term loans; (b) Government has simultaneously pursued
a low inflation target through tight monetary policy; and (c) the exchange
rate has been permitted to appreciate in real effective terms and public
anticipation of an eventual correction has been built into the domestic
interest rate. The level and manner of financing the public debt is a key
macroeconomic issue and is dealt with in detail in Chapter 2. The measures
recently proposed by Government to control the burgeoning deficit are also
discussed there.

The Balance of Payments

1.28 Current Account Deficit. The current account deficit deteriorated
sharply in 1989 (see Table 1.8). After two years at relatively comfortable
levels (averaging 1.15? of GDP), the current account deficit reached $1.5
billion in 1989 or 3.3S of GDP; an even larger deficit (up to 5Z) could be
registered in 1990. The deterioration in 1989 was due almost entirely to a
substantial growth of imports (27Z) which overshadowed the otherwise
encouraging growth of exports (142). The balance on invisible trade posted a
surplus in 1989 as opposed to deficits in the previous two years.3

1.29 Composition of Imports and Exports. Among merchandise imports, capital
goods imports increased the most during 1988 and 1989, an aspect which is

31/ The balance on invisible trade improved significantly in 1989 despite
disappointing performance on overseas remittances. Remittances increased by a
meager 82 in 1989 after having grown at an average of 22? in the two previous
years. Indeed, while remittances from overseas workers increased, those from
overseas residents declined in nominal terms in 1989.
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consistent with the increase in investment during these years and reflects
business confidence in the medium-term economic prospects of the country.
Some big-ticket items, namely the purchase of gas turbines by the National
Power Corporation and of aircraft by Philippine Airlines, featured
significantly in the increase of capital goods imports. While these were a
small share of total imports, they were a large share of the current account
deficit.4 Consumer goods imports also rose significantly but their share of
total imports remained less than 8.6Z.

Table 1.8s EXTERNAL SECTOR ACCOUNTS
(US$ million)

1984 1985 1986 1987 1988 1989

Current Account Deficit -1116 -103 954 -444 -390 -1465
Trade -679 -482 -202 -1017 -1085 -2598
Invisibles -823 0 715 -76 -80 303

Capital Account 1205 1711 -81 -421 643 1527
DFI 17 17 140 326 986 854
Loans (NLT) Official 987 1376 1291 1731 1563 1939
Loans (MLT) Private 272 2586 1314 867 -849 885
Net Short-term Capital 549 -1731 -824 80 -303 -91

memo

GDP (current P billion) 32365 32941 30740 34388 39133 44387

Current Accountl6DP (S) -3.4 -0.3 3.1 -1.3 -1.0 -3.3

Exchange Rate (PIUS$ avg.) 16.7 18.6 20.5 20.6 21.1 21.7

Source: Central Bank

1.30 Among merchandise exports, electronics and garments continued to be the
dominant categories with the highest shares and with high growth rates. Both
these categories, however, have weak linkages with the rest of the economy and
cannot form the basis for a sustained and diversified export drive. They are
characterized by enclave production, typically in export processing zones, and

4I For example, purchases of power generators soared from only 63 million
dollars in 1987 to 639 million in 1988 and 987 million in 1989. Purchases of
aircraft, ships and boats soared from 33 million dollars in 1987 to 123 million
in 1988 and further to 195 million in 1989. Broadly speaking, these categories
have added almost 1 billion dollars to the import bill compared to 1987 levels;
this sum is almost two thirds of the 1989 current account deficit.
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involving primarily assembly and packaging operations. Spinoff benefits, in
the form of backward linkages, entrepreneurial development, or technological
advance have been minimal despite significant growth of export volume in the
last decade or so. Furthermore, production is import intensive and
contributes much less by way of net foreign exchange earnings than gross
export values would imply. While domestic value added has grown in the
garments sector the electronics sector has experienced a decline; current
import intensity ratios of these industries are around 56Z and 802,
respectively. Finally, the market for semiconductors (the main electronics
item produced in the Philippines) has proved to be volatile; the world
industry has been characterized by a couple of significant downturns in the
1980. and by shakeouts. Thus, even though the Philippine experience has been
positive so far, it is arguable whether such an industry can be relied upon
for consistent long-run export earnings.

1.31 Export structure has changed moderately in recent years, driven mostly
by improvements in the export of garments. The share of manufactures has
risen from around 60? in 1985-86 to around 63S in 1987-89 as the share of
garments has risen from around 14.52 to around 19X. Given the fact that
little real growth can be expected from traditional exports (such as
agricultural products and minerals) and that the two key manufactured exports
(i.e. electronics and garments) have weak linkages with the rest of the
economy, the structure of exports needs to change more dramatically for there
to be a significantly higher developmental impact from a given level of
exports.

1.32 Export performance has been disappointing not only in the above-noted
structural sense but also in that rates of growth have not been high enough to
improve the current account, especially in 1989 and 1990. In part, this has
been due to lack of support from trade and exchange rate policy. While
exchange rate policy may be assessed in different ways using different
measures, one critical measure, especially for exports, is the real effectivo
exchange rate vis-a-vis Indonesia, Malaysia and Thailand, three key
competitors; figure 1.7 shows that this has app -iated steadily since 1986, a
development which has kept export growth rates below potential and coitributed
to the deceleration seen in 1989. Indeed, during 1989, other measurb of
real exchange rates also showed appreciation, thereby contributing to the
acceleration of imports and the widening of the curr'nt account deficit.
Trade policy has also contributed by maintaining excessive levels of
protection for domestic industries; despite some import liberalization in the
last three years, effective rates of protection for many import-substitute

S/ The argument that depreciation would improve export growth has to be based
on the comparative experience of Southeast Asian countries rather than on export
price elasticity estimates for the Philippines. Such estimates are hampered by
changes in the structure of Philippine exports in the last twenty years.
Elasticity estimates based on aggregate exports tend to be biased downward
because they do not take into account such changes as the significant increase
in the share of electronics, garments, furniture and prawns in the export basket.
They understate the importance of these price-sensitive items and overstate the
importance of the relatively less sensitive items, such as primary products.
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Figure 1.7
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industries have remained high, thereby maintaining an investment bias in favor
of such industries and against the export sector. This is reflected also in
the investment data already mentioned which show the share of export-oriented
investments approved by the BOI to have decreased over the last three years.
To improve export performance it will be necessary to rectify trade and
exchange rate policies to eliminate such biases. In addition, it will be
necessary to promote exports directly through programs to provide exporters
access to finance at competitive rates and to remove various institutional
impeditents. 6

6i The disappointing performance of exports is not necessarily due to
protectionism on the part of the developed countries. 'While the Philippines does
face non-tariff barriers of various kinds the effect on manufactured or non-
traditional exports has not been substantial. Indeed, the Philippines typically
fails to exhaust its quotas in major garment markets.
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Table 1.9: TRADE STRUCTURE 11
(Percent)

1985 1986 1987 1988 1989

Share of GDP
Imports 15.5 16.4 19.6 20.8 23.5
Exports 14.1 15.7 16.6 18.1 17.7

Share of Total Imports
Capital Goods 15.4 17.1 18.0 20.1 23.3
Raw Materials and Intermed. 43.0 53.0 50.9 54.1 51.7
Mineral Fuels & Lubricant 28.4 17.2 18.5 13.4 13.4
Consumer Goods 8.6 7.9 8.1 7.3 8.6

Share of Total Exports
All Manufactures 59.7 59.5 63.7 61.3 66.4
Electronics 22.8 19.0 19.6 20.9 22.4
Garments 13.5 15.5 19.2 18.6 20.1
Furniture 1.8 1.8 2.3 2.6 2.6
Chemicals 3.2 5.0 4.3 3.6 3.6

l/ Data for 1988-89 reflect new table format being used by Central Bank.

Source: Central Bank

1.33 Implications of Current Account Deterioration. Some aspects of the
evolving structure of trade suggest that recent current account deterioration
may not necessarily reflect a fundamental balance of payments disequilibrium.
For example, as noted above, recent import growth has occurred largely in
capital goods, raw materials and intermediate inputs which are normally
associated with productive investment and growth. Also, some distortion is
introduced by the relative importance of big-ticket one-shot purchases in
recent import data. On the other hand, other data indicate that the
Philippines is undergoing an erosion of competitiveness which, if unchecked,
will produce continued balance of payments weakness. Evidence of declining
competitiveness may be found in the deteriorating current account deficit as
well as in the declining market share of Philippines' exports in major
markets. Economic efficiency and relative competitiveness are key issues for
the Philippines and are discussed in more detail later in Chapter 3.

1.34 The seriousness of any level of the current account deficit depends
essentially on the external financing environment facing the country. In the
case of the Philippines, external financiers are unlikely to finance sustained
deficits at the 1989 level. The Philippines has not yet regained access to
voluntary long-term private credit and general BOP financing from official
sources is also becoming increasingly hard to come by. Hence, it is important
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to arrest the growth of the current account deficit even if much of it is
accounted for by investment related imports. The implication is that export
growth must be accelerated to compensate for rising imports and that more
powerful incentives have to be given to domestic entrepreneurs to shift from
domestic to international markets.

1.35 Trends in Foreisn Investment. Foreign investment shot up in 1988 and
1989 but appears to be falling off in 1990 possibly because of the persistence
of infrastructure problems (especially with electricity suyply) and rumors of
coup d'etat. Balance of payments data show such investments to have amounted
to US$986 million in 1988 and US$854 million in 1989, as compared to only
US$326 million in 1987. Renewed confidence in the economy played a large part
in attracting foreign investment during this years. In addition, the
availability of a debt-equity swap facility also played a rolet almost 80I of
the foreign investment inflow for 1988 was due to this facility. A re-
opening of this facility would certainly heighten investor interest, but since
such facilities tend to have undesirable monetary consequences, it would not
be prudent to rely on them alone to induce higher foreign investment. Other
inducements must be found since there does exist an opportunity to increase
foreign investment inflows substantially. The surpluses of Japan and the
NICs are circling the globe in search of investment opportunities; these
surpluses have been availed of by many neighboring countries, such as
Malaysia, Thailand and Indonesia, and could be enticed into the Philippines in
larger quantities by bold reforms in the system of regulations governing
foreign investment. Among such reforms would be measures to enable foreign
in-estors to enter a larger number of business sectors, keep management
control for a longer period of time, and have more flexibility with regard to
land ownership.7

1.36 Trends in Official Loans. Net medium and long term loan disbursements
rose to about US$1.9 billion in 1989 from an average of about US$1.6 billion
in the two years prior to 1989. This trend, however, masks two underlying
developments that should provide cause for concern. First, official transfers
from multilateral agencies have been negative on a net basis although far less
so in 1989 than in 1988. Second, through 1988, commitments and undisbursed
balances rose faster than disbursements and the aid pipeline was relatively
clogged. The disbursement problem applies largely to project financing;
program (ox BOP support) financing has been disbursed more or less on schedule
in recent years. Government is aware of the importance of increasing
disbursements from committed loans and has recently undertaken a variety of
measures to facilitate project implementation, measures which have resulted in
a noticeable improvement in 1989.

7/ While the incentives framework needs to be improved, the role of the
macroeconomic environment should not be ignored. At the current level of
domestic interest rates, it may be difficult to attract foreign investment into
physical assets since the return on financial assets is so attractive.
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Table 1.10: YIET RESOURCE TRANS?ERS 11
(in million US$)

1988 1989

Total -1766 -1411

Multilateral -56A -34
Bilateral 44 178
Private Banks -1092 -1485
Others -154 -70

1, Central Bank provisional estimates.

1.37 Trends in Private Loans. The flow of net medium and long term lending
by private sources has tended to fluctuate with rescheduling and debt
reduction exercises in recent years. While it is premature to assert that the
Philippines has regained access to voluntary private credit, it was the second
country, after Mexicc, to benefit from a concerted debt reduction plan in
which a substantial amount of "new* money was pledged by commercial banks. In
the second quarter of 1990, it received US$482 million of this "new money and
about US$233 million dollars is expected to be disbursed during the rest of
1990. At the time of the debt-reduction agreement, commercial banks were of
the view that, given the Philippines" strong macroeconomic adjustment during
1986-89, a return to creditworthiness was foreseeable.

1.38 External Debt Developments. Outstanding foreign debt stayed roughly
constant during 1987-89 at a level of about US$30 billion dollars as new
borrowings were offset by debt reduction operations such as debt-equity swaps
and direct debt buybacks. As a result, debt ratios declined. Thus, the debt-
to-GDP ratio declined to 692 in 1989 as compared to around 87? in 1987.
Similarly, debt service declined to about 302 of exports in 1989 from a level
of 39Z in 1987. Clearly, much progress has been made in recent years in
reducing the foreign exchange burden of the external deLt. Some of this
progress, however, has been at the cost of increasing the domestic debt
burden. As discussed further in Chapter 2, the Philippine debt crisis has not
disappeared but its form has changed somewhat: it is now more of an
*internal" debt crisis and less of an *external' debt crisis.

Monetary Developments

1.39 Monetary developments in 1989 have been substantially different than In
recent experience. The year was characterized by a sharp increase in base
money, 352 at end-89, partly reflected by domestic liquidity, which grew at
18X. Some accidental factors cont_.;vuted to the acceleration of money growth,
such as the surge in money demand in December, after the coup attempt, which
was accommodated to prevent disruption in banking activity and excessive price
increases. The determining factor was however the very large financing
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requirements of the contsolidated public sector, which in tumn reflected the
increase in the National Government current expenditures--both interest
payments and other expenditures--and the Central Bank operational losses--
almost entirely net interest payments.

1.40 The emergenc6 of a large consolidated public sector deficit in 1989 was
due to a large extent to the mix of insufficient fiscal adjustment. tight
monetary policy and the sterilization of official reserve accumulation and
DDSR operations by the Central Bank in 1987-88. This had in turn resulted in
the sharp increase in the stock of public sector domestic debt and interest
rates in the same period. In 1989, these events led to unusually high
monetization of the financing requirements of the public sector: indeed,
expansion of base money was the largest source of financing to the
consolidated public sector.

1.41 Table 1.11 summarizes the most important trends in money, interest
rates, inflation and the exchange rate. The dramatic increase in base money
which occurred in the last quarter of 1989 does not appear to be fully
reflected by the other money supply indicators, though net domestic credit
grew at a considerably higher rate than in 1988, and domestic liquidity
continued to grow in excess of nominal GDP. Most recent developments, during
the first quarter of 1990, indicate that base money and broad money growth has
considerably slowed down: preliminary data indicate that, between end-
December 1989 and end-March 1990, base money had decreased by 7.12 and broad
money by 1.6Z.

1.42 Interest Rates. Interest rates rose sharply during 1988 and 1989, and
this tendency accelerated in 1990. The Treasury Bill rate, which averaged
only 11.42 in 1987, rose to 14.4Z in 1988, to 19.32 in 1989 and to 222 in the
first half of 1950. As the T-Bill rate rose, it drew other rates along
although not necessarily in proportion. Moreover, during 1989, the increase
in all nominal rates was in excess of inflation; hence real rates also rose.
The real T-bill rate rose from 5.6Z in 1988 to 8.72 in 1989; it has been
fluctuating between 92 and 102 in recent months.

1.43 The prevalence of high and rising real interest rates reflects the
combined effects of the increase in the private demand for credit to support
the economic expansion of recent years and the high demand for credit by the
consolidated public sector, rising inflationary expectations associated with
the economic and political difficulties of the past year, and the view that
the current exchange rate stance is untenable given the size of the current
account deficit and other indicators of external competitiveness. Among these
factors, the rising public demand for credit may be the most critical. One
measure of this demand is the average monthly volume of Treasury Bills
auctioned in accordance with the Government's fiscal and monetary program.
Treasury Bill transactions have increased from an average level of 15.4
billion pesos per month in 1987 to around 30.6 billion pesos currently; on a
weekly basis, they have risen from around 3.7 billion pesos to around 7.3
billion pesos. Since these securities have short maturities (852 are of 90
day maturities), there is a need to refinance at short intervals, an aspect
that quickly builds in inflation and exchange rate expectations into the
interest rate structure.
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Table 1.11: MONETARY DEVELOPMENTS

1985 1986 1987 1988 1989

Money Growth (Z)
Net Domestic Credit -4.5 -8.7 -30.5 3.6 17.0
Broad Money 9.5 13.5 11.3 23.1 25.1
Base Money 6.3 13.8 11.0 15.1 35.2

Interest Rates (Nominal)
T-Bill (91 day) 27.0 14.4 11.4 14.4 19.3
Time Deposit (all mat.) 21.8 14.8 11.1 13.7 17.0
Secured Lending (all mat.) 28.2 17.4 13.3 16.0 19.4

Inflation (S)
CPI 23.1 0.8 3.8 8.8 10.6
GDP Deflator 17.7 1.5 7.0 9.8 10.1

Exchange Rates
PIUS$ (Nominal) 18.6 20.4 20.6 21.1 21.7
Real Effective 2/ 102.0 98.8 114.2 117.3 124.1
Real Effective 31 89.4 71.5 67.1 66.0 69.7

11 Preliminary.
21 Narrow series vis-a-vis Indonesia, Malaysia and Thailand (1980=100).
31 Series vis-a-vis major trading partners (1980-100).

1.44 Inflation. For the year as a whole, inflation in 1989 was 10.6S as
measured by the Consumer Price Index and 10.1 as measured by the implicit GDP
deflator. By the latter measure, inflation in 1989 was virtually the same in
1989 as in 1988. However, in the second half of 1989 inflation has
experienced a substantial acceleration, rising to 13X on a 12-month basis.

1.45 Inflation in 1989 was fueled in part by large wage adjustments at the
lower end of both private and public sector wage scales: private sector
employees received an increase of approximately 402 in the minimum wage
starting July 1989 whereas public sector employees received an increase in
compensation of about 302 on average. Two other contributing factors were
increasing energy and food costs. Energy costs were pushed up by the increase
in oil prices in 1989; all of the increase was not passed along to end-users,
however, and a substantial upward adjustment remains to be made in the course
of this year. Food prices were affected by a drought beginning in the last
quarter of 1989; the full inflationary impact of the drought will be felt in
the course of 1990.

1.46 Inflation was recorded at over 121, on an annual basis, in the first
half of 1990. It would have been even higher had it not been for such factors
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as price controls introduced in the aftermath of the coup attempt. it is
likely that inflation will accelerate in the second half, in part as the
effects of the drought and the earthquake make themselves felt in higher food
and commodity prices and in part because domestic oil prices have Increased by
about 302 and are expected to be raised further in line with the substantial
increase in world prices.

1.47 Exchange Rates. The peso-dollar nominal exchange rate depreciated
steadily from 21.1 at the end of 1988 to 21.7 at the end of 1989. However,
the movement in the nominal rate belies that in the real effective rate which
appreciated in 1989; for example, the real effective exchange rate vis-a-vis
chief competitors appreciated about 6Z. This trend is in the process of
reversal; in recent months, there has been a fairly rapid depreciation of the
nominal exchange rate to a level of 25 pesos per US$ as of end-August. This
trend, if continued and supported with fiscal and wage restraint, will help in
restoring external competitiveness.

1.48 Monetary Management. In 1989, in the attempt to offset the effects of
high monetary growth, the Government imposed higher reserve requirements,
raised rediscount rates, and continued to engage in open-market operations,
though to a lesser extent than during 1988. While these measures moderated
inflationary pressures, they also contributed to the sharp increase in
interest rates. A positive side effect of these measures was the
homogenization of reserve requirements of long-term deposits across banks,
which eliminated the lower requirements enjoyed by rural and thrift banks.

C. Revised Adiustment Pro_ram

1.49 The emerging fiscal and e.Lernal imbalances have upset the original
macroeconomic program of the Government, as agreed with the IMP in March 1989
and as revised in November 1989. Consequently, a new medium-term program is
being drafted. While certain specific details have yet to be negotiated with
the IMP, the broad program has been announced. The program gives top priority
to fiscal adjustment and proposes to support this adjustment with
complementary monetary and exchange rate policies. The fiscal adjustment
program contains both revenue raising and expenditure reducing measures. In
addition, measures have been proposed to reduce interest rates. It is
expected that fiscal adjustment efforts will enable to reduce substantially
the consolidated public deficit from its mid-1990 level of about 52 of GDP.

1.50 Revenue Raising Measures. The Government has proposed measures to
raise both tax and non-tax revenues. Among the tax raising measures are: (i)
increases in excise taxes pertaining to "sin, products (e.g. tobacco and
alcohol) as well as to soft drinks; (ii) increases in taxes on real estate
transfers, business registration, and purchases of luxury items; (iii)
increases in the business income tax rate and (iv) increases in forestry
charges and other fees and charges of selected Government agencies. Of these
measures, the increase in excise taxes on tobacco and alcoholic beverages and
in certain fees and charges have already been enacted into law. If the full
range of measures is passed by Congress, it is expected that annual revenues
will increase by about 0.4Z of GNP. This would not be additional net revenue,
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however, as it would approximately offset the revenue loss from the changes of
tax regime on oil products introduced in September 1990. It is thus expected
that the Government will announce further measures to raise tax revenues.

1.51 Among non-tax revenue measures are Ci) an increase in dividend
remittances from public corporations and (ii) an acceleration of the
privatization program. As far as the latter is concerned, it is expected that
strenuous efforts will be made to meet the 1990 target of offering for sale
50Z of the total assets identified for privatization. Among these would be
part of the assets of the Development Bank of the Philippines (DBP),
Philippine National Bank (PNB), Republic Bank and Union Bank. For DBP the
program calls for selling off regional operations to the private sector while,
for PNB, the program calls for further sale of shares to the public, following
the hugely successful divestment of 30S of shares in 1989. While it is
difficult to predict what assets will be successfully sold and at what prices,
Government hopes to get an additional 6.5 billion pesos from such operations
in 1990 and 1991.

1.52 Reducing 3xpenditures. The program for reducing expenditures involves
cuts in adminis-rative expenses, personnel hiring freezes in most departments
(except educat on, health and revenue collection), a wage and salary freeze
for the publV sector in 1990 and an 8Z cap on increases in the wage bill in
1991 and 1992, and a substantial reduction of capital outlays under the
Comprehensive Agrarian Reform Program (CARP). While these measures will cut
current spending, other measures have been proposed that will substantially
reduce future spending obligations of Government. Of these, potentially the
most important is a decision to eliminate the Oil Price Stabilization Fund
(OPSF) and to deregulate oil prices. The OPSF has been a major drain on the
budget in 1989 and 1990, and while its current deficits will be met by
additional appropriations, the Government has announced no further deficits
will be permitted to accumulate after July, 1990. Another such measure is a
decision to eliminate the fuel oil subsidy provided to the National Power
Corporation.

1.53 Interest Rate Reduction Measures. Government intends to follow a two-
pronged approach in order to get interest rates down. One prong is sound
macroeconomic management featuring the reduction of the deficit and of
inflation, as well as the adoption of a more competitive exchange rate policy.
The other prong consists of more direct measures to reduce interest rates
focussing on the reduction of financial intermediation taxes and increasing
competition in the T-Bill auction system. Thus, the gross receipts tax (GRT)
and the withholding tax on interbank deposits are both to be eliminated and
reserve requirements are to be reduced as soon as monetary conditions are
appropriate. While the reduction of financial intermediation taxes will have
an adverse impact on fiscal revenues, this is expected to be offset by the
positive fiscal impact of reduced interest rates and the longer run impact of
a broader and deeper financial system.

1.54 Competition in the T-Bill market is to be increased through the
expansion of the dealers network involved in the weekly primary auction of
Government securities and through greater involvement of the two large
insurance organizations, the SSS and the GSIS, in the T-Bill market. There is
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scope for further competition in the T-Bill market. Indeed, when the 8S and
OSIS were permitted to place orders through primary dealers recently, T-Bill
rates softened considerably over a period of a few weeks. However, it should
be noted that the sale of T-bills to these institutions involve some revenue
loss for the Treasury since they both have tax-exempt status.

1.55 Exchange Rate Management. A competitive exchange rate policy would
have several benefits. First, it would offset the recent appreciation of the
real effective exchange rate, thereby restoring trade competitiveness and
sustainable external accounts. Second, it would eliminate the premium for
devaluation-expectation that is currently built into the domestic interest
rate structure; this would help the fiscal adjustment process. Third, it
would provide support for further trade reform measures designed to liberalize
imports and reduce tariffs. In this respect, the relatively rapid
depreciation experienced in recent months indicates a stronger resolve to
improve macroeconomic performance through a more appropriate exchange rate
stance. Government has also proposed reforms in the exchange rate market to
reduce segmentation and lack of competition. This is to be accomplished
primarily by expanding the number of participants in the legal exchange rate
market through re-opening of off-floor interbank trading and licensing more
dealers. In addition to these measures, it will be equally important to
maintain fiscal and wage restraint; without such restraint, the benefits of
nominal depreciation will be squandered.

D. Aid Utilization

1.56 The tight fiscal situation and the high cost of domestic debt suggest
that enhanced access to official sources of external financing would be
desirable. Such access would relax the fiscal constraint at a lower cost than
the domestic alternative. In recent years, access to official development
assistance from abroad has been constrained by the perception of low
absorption capacity or an inability to utilize the amount of available
financing. This perception is based on the observation that commitments have
been rising faster than disbursements, that the average project is taking
longer to implement, and that there is a dearth of suitable projects being
prepared by Government to be funded from official external sources.

1.57 Determinants of Aid Utilization. The speed and efficiency of project
implementation depends not only on unanticipated and uncontrollable factors
(such as natural disasters) but also on controllable factors such as the
quality of public sector management. Ultimately, improvements in aid
utilization will have to come from improvements in the personnel and
procedures that govern the flow and use of external finance. As far as
procedures are concerned, recent evaluations have identified several aspects
that hamper project implementation in the Philippines. Among the more
important ones are: delays in the flow of funds to project implementation
agencies, lengthy and complicated bidding, contracting, and procurement
procedures, and managerial shortcomings.

1.58 Fundina Delays. A review by NEDA of the implementation of public
investment projects showed that funding delays featured in over 50? of the
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cases where implementation was slow relative to schedule. Delays typically
occur in the release of funding warrants from the Department of Budget and
Management (DBM) to implementing agencies for such reasons as late submission
of work and financial plans, late submission of monthly disbursement reports,
and slow approval by DBM. Some implementing agencies aggravate the situation
by requiring lengthy internal clearance procedures before work plans and
disbursement reports are submitted to DIM. Further delays occur as the
released funds travel from DBM to the central or regional office of the
implementing agency and then further to the province or immicipality actually
doing the project.

1.59 Bidding, Contracting and Procurement Procedures. The desire to
minimize fraud and corruption and to avoid the improprieties that marked the
Marcos Administration have led the Aquino Administration to certain
unnecessary and undesirable extremes as far as the systems of bidding,
contracting and procurement (on public investment projects) are concerned.
Overall, the systems in place feature too many levels of clearance and
insufficient financial authority at lower levels of Government. For example,
until recently, contracts greater than $2 million in value had to be approved
by the President after clearance from a variety of Department Secretaries
(e.g. DBM, DOF, NEDA). Such procedures have imparted a rigidity which
inevitably delays project implementation.

1.60 Management Issues. Many implementing agencies lack the expertise to
manage the projects that fall in their portfolio. This is reflected in poor
planning, inadequate monitoring, and insufficient ability to redesign in the
face of implementation problems. In addition to purely technical weaknesses,
the frequency of changes in top management in recent years has seriously
affected both morale and performance. For example, there were five changes of
Secretary at the Department of Public Works and Highways between 1986 and
1989.

1.61 Aid Utilization Rates. Progress in aid utilization can be measured by
a number of different measures. One measure is the number of years it would
take to dissipate the existing pipeline at current rates of disbursement.
This is essentially given by the ratio of disbursements to the outstanding
undisbursed balance. By this measure, aid utilization deteriorated during
1986-88. The disbursement ratio for ODA project assistance declined from
10.6Z to 6.8Z implying an increase in the pipeline dissipation rate from 8.4
years to 13.77 years (see Table 1.12).

1.62 Table 1.12 reports data for project loans from all sources. Similar
data for the above measure of aid utilization are not available for 1989.
Disbursements based on IBRD loans only, however, show significant improvement
in 1989. Figure 1.8 shows disbursements from IBRD project loans to have risen
in 1989 after having fallen during 1986-88. Note that it is important to
distinguish between program (BOP support) and project loans; if program loans
are included, the profile of disbursements shows continuous improvements since
1986. In any case, it appears that recent measures may have begun to improve
the project absorptive capacity of the Philippines.
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1.63 Prolect ImPlementation Improvement Measures. Some institutional
changes were introduced during 1987-89 to improve absorptive capacity. First,
a Project Facilitation Committee was formed in 1987 with the objective of
Improving inter-departmental coordination on projects which cut across
departmental lines, organising teams to do systematic project reviews, setting
up better systems to monitor project progress. and identifying implementation
problems and solutions. Second, a Cabinet-level comittee, called the
Committee on Official Development Assistance (CODA), was formed in 1989 to
coordinate ODA programmaing and management. The PFC was absorbed into CODA.

1.64 Several procedural changes have also been introduced. The most
important among these are the followings (a) pre-audit requirements were
lifted on many transactions of the public sector; (b) departments have been
allowed to move funds from slow moving projects to fast moving projects at the
discretion of the Departmental management; (c) higher limits were set on
authority of Dept Secretaries to approve contracts; (d) it has been made
possible for the lowest bid to be accepted even if it comes above approved
agency estimates; (e) time limits have been set for the evaluation of bids;
(f) 'fast track procedures have been permitted for urgent procurement needs.

Table 1.12: ODA PROJECT ASSISTANCE, 1986-1988
(US$ million)

1986 1987 1988

Project Pipeline 2707.10 2710.85 3444.83
2 of Total Pipeline 90.OZ 85.43 83.23

Project Disbursements 321.52 308.34 250.11
Z of all ODA Loan Disbursements 42.2Z 34.5Z 27.2Z

Project Disbursements as Z 10.62 10.2? 6.81
of previous year's project
pipeline plus current year's
net new project commitments

Project Disbursement Rate 8.42 8.79 13.77

Source: USAID

1.65 Project Preparation Issues. Project preparation is a problem in that
very few projects are being prepared relative to need and keeping in mind the
lags between project preparation and implementation. For example, only about
one fourth of the projects identified in the Public Investment Program for
1989 had been prepared by the middle of the year.
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Fig. 1.8: Disbursement rate IBRD Loans
By Type
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1.66 There are several reasons for the inadequacy of project preparation.
First, many Departments do not have adequate in-house technical capacity to
prepare projects beyond the conceptual stage, i.e. to do feasibility studies.
Second, project preparation budgets tend to be too low to generate an adequate
flow of project.,; for example, only about P20 million has been allocated in
recent years by !WMH (the most sophisticated agency in terms of project
preparation) in recent years; this amounts to only about 0.025Z of DPWHs
infrastructure budget. Third, most Departmeuts do not have systematic project
preparation procedures; there is a tendency to rely largely on external
financing agencies and to initiate preparation largely upon learning of
impending donor missions.

1.67 Some improvements have taken place in recent months. The Government
allocated P300 million to a feasibility studies fund in 1989 to improve
project preparation and almost P256 million of this were actually released
during the year as compared to a meager P23 million released in 1988; an
additional US$5 million has now been provided to this fund from UNDP.

1.68 Project processing has also improved in 1989. The Investments
Coordinating Committee (ICC), which is the chief project approval body, has
approved more projects and at a faster rate in 1989 as compared to 1988.
Also, guidelines for evaluation and approval have been revised to exclude
small projects from taking up the ICCs time. Furthermore, NEDA regional
offices have been given greater authority to evaluate and select projects.

1.67 Conclusions. Efforts to improve the utilization of aid appear to have
been effective in 1989. Nevertheless, as Figure 1.9 shows, the disbursement
rate of the Philippines remains below the average of the East Atian countries.
Efforts to improve absorptive capacity must be continued since there remains
room for improvement and since the attendant benefits are considerable.
Improvements in aid utilization would help current macroeconomic management in
at least three ways: first, by getting needed infrastructure built in a
timely fashion; second, by saving on loan and commitment costs as funds are
disbursed faster; and, third, by encouraging official donors to raise their
commitment levels on the evidence of improved absorptive capacity.
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II. CAUSES AND CONSEQUENCES OF RISING PUBLIC DEBT

A. Introduction

2.1 The causes and consequences of rising public debt are reviewed and
analyzed in this chapter. This issue is important for several reasons.
First, the level and financing of the public debt play a cenvral role in
explaining the current macroeconomic predicament of the Philippines, a
predicament characterized by increases in interest rates, inflation, the
current account deficit, and the consolidated public sector deficit. Second,
there is a risk that the stabilization achieved by the Philippines since 1965
will be upset by public debt developments. There are many examples of
countries that have succeeded in stabilizing the economy for a short period of
time only to see macroeconomic imbalances reappear in the medium run.

2.2 Stabilization programs often involve a trade-off between short-term and
long-term objectives. Stabilization achieved through debt accumulation,
whether domestic or foreign, buys time for structural reforms to be put in
place. In the long run, however, a rising stock of debt makes it harder to
sustain macroeconomic balance since the servicing of the debt introduces an
additional constraint. For countries with large debt stocks to begin with,
adjustment via additional debt is usually not viable for long. In the
Philippines, the recovery from the recession and crises of 1983-86 was
facilitated by the issuance of domestic debt since access to external finance
was limited. The breathing space thereby achieved, however, has given way to
a renewed need for adjustment as domestic interest rates have risen sharply
and debt servicing has become a heavy burden on the budget.

2.3 There are several reasons why domestic interest rates have risen to a
level that makes macroeconomic management more difficult. First, there has
been an increase in Government demand for credit to finance the public sector
deficit. Second, domestic capital markets are thin: they are dominated by
only a few large suppliers of credit and the predominant preference is for
short-term instruments. Third, increasing current account deficits have
raised expectations of faster depreciation, a premium for which has been built
into domestic interest rates. Finally, inflationary expectations have risen
in the wake of economic and political difficulties in recent years; a premium
for this too has entered domestic nominal interest rates.

2.4 The rest of this chapter is organized as follows: Section B discusses
the evolution of the current macroeconomic situation in terms of the mix of
policies implemented in the 1987-89 period and their outcomes. The djustment
experience of the Philippines is compared and contrasted with that of selected
other highly-indebted countries (HICs). Section C examines the main causes
and consequences of the increase in the public debt and the costs of financing
the debt. Section D discusses policy options being explored by Government to
deal with the problem.
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B. Macroeconomic Adiustment During 1987-89

The Policy Mix

2.5 During the 1987-1989 recovery, the macroeconomic strategy pursued by
the Philippines had four principal objectivess controlling inflation,
boosting growth, maintaining external balance, and managing the external debt
overhang. Towards these ends, the policy mix combined a prudent fiscal stance
by the National Government, conservative monetary growth, external debt
reduction schemes and a passive exchange rate policy. The evolution of the
policy instruments and outcomes for the period 1985-89 is summarized in Table
2.1.

2.6 Fiscal discipline was a central element in the policy mix. The
measures of the budget deficit included in Table 2.1 indicate that by and
large the fiscal accounts continued to improve in 1987 and 1988, thus
deepening the adjustment started in the aftermath of the debt crisis, but this
was followed by some deterioration in 1989. Particularly impressive is the
improvement in the primary fiscal balance of the National Government, from a
1.5Z of GDP deficit in 1986 to a 2.7Z of GDP surplus in 1989. This
significant adjustment was, nevertheless, not enough to compensate for an
increase in interest payments and persistent deficits of the Central Bank and
public corporations. The overall fiscal balance, after improving during 1985-
87, has deteriorated in 1988 and 1989.

2.7 Monetary aggregates were allowed to accompany growth in nominal GDP,
thus maintaining an adequate level of liquidity to support economic activity
(see Table 2.1). The Central Bank expanded the monetary base to increase
holdings of international reserves, to finance debt reduction operations and,
most importantly, to finance operational losses arising largely from the
service on its external debt. In the absence of sterilization, the increases
in the monetary base resulting from these transactions would have led to large
increases in money supply and inflation. In order to avoid these undesired
effects, the Central Bank sterilized part of these increases in the monetary
base by issuing Treasury Bills, on behalf of the Treasury, and keeping the
proceeds from the sales (in excess of budget deficit financing requirements of
the Government) as deposits of the National Government. This operation
amounted to a contraction in domestic credit from the Central Bank to the
National Government (see Table 2.1). In addition, the Central Bank also
maintained a policy of tight domestic credit to the banking system. Sucb a
monetary policy stance was necessary to control monetary growth and hence
inflation. At the same time, because this policy resulted in the placement of
increasing stocks of T-bills in thin financial markets, interest rates rose,
with unfavorable consequences for the fiscal deficit.
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Table 2.1s SELECTED MACROECONMIC DIDICATORS AND OUTCOMES, 198590

1985 1986 1987 1988 1698

Instrument:s

1. Fiscal Policy
a. Fi0ca1 Deficlet/4P 1.8 C.0 2.8 2.8 2.0
b. Primary Deficit/4GP (- surplus) -0.6 1.6 -1.9 -2.1 -2.7
c. Consol. Deficit/GOP 5.9 4.8 2.7 3.1 4.0

2. Monetary PolIcy
a. Monetary Base () 14.1 81.0 18.8 16.$ 85.2
b. Ul Growth (l) 0.4 19.2 22.8 18.7 80.7

e. Not Domestic Credit (M) 11.4 -19.6 -54.8 -74.8 -96.8

S. Devaluation (5) 11.4 9.6 0.9 2.6 8.0

Outcomes

1. GOP Growth (M) -4.8 1.4 4.6 6.4 6.6
Nominal GMP Growth 18.3 2.4 18.0 16.6 16.7

2. Xnvestmm.ent/P 12.4 11.1 14.2 15.7 17.1
8. Treasury 1ill Rate (S pr annum) 27.0 10.0 18.0 16.7 19.7
4. Intlation (X) 23.1 0.8 8.0 8.8 10.6
5. Ml/GDP 5.8 6.8 7.4 7.2 8.4
6. MS/GOP 22.0 24.8 24.0 26.8 28.6
7. Real Exchange Rate (1986=100) 100.0 78.0 71. 609.8 73.8
8. Domestic Debt (U of GDP) 19.0 28.0 22.0 25.1 24.0
B. Current Aecount Deficit (x of GDP) -0.1 8.2 -1.4 -1.0 -8.5
10. Resourco Balance (x of GOP) 6.0 8.5 8.4 0.0 -1.9
11. Net Long-term Capital (l II. USs) 8.1 1.3 0.6 0.0 1.0
12. International Resrves (Bill. USt) 1.1 2.5 2.0 2.1 2.8
18. Foreln Debt (x of GOP) 80.6 92.2 86.5 74.5 65.7
14. Real Exchnge Rate (Competitors) 100.0 98.1 94.0 98.7 105.1

2.8 The third element in the strategy were policies to reduce the burden of
external debt. Three successive agreements with Paris Club creditors--in
1984, 1986 and 1989--and two with commercial banks--in 1985 and 1987--
resulted in postponing the bulk of repayments to after 1992 and in limited
repricing of outstanding debt. In 1986, several mechanisms for the reduction
of the stock of external debt were put in place, including debt/equity,
debt/debt, debt/assets conversion programs. Between their introduction and
end-89, debt/equity swaps retired US$0.8 billion of foreign debt, and
debt/debt and debt/assets swaps about US$1.3 billion. A new financing
agreement with the commercial creditors led to a concerted buyback operation
in January 1990, that retired US$1.3 billion of commercial debt at 501
discount. The total foreign commercial debt retired to date can thus be
estimated at approximately US$3.4 billion.

2.9 Finally, after the devaluation of 1986, exchange rate policy has been
largely passive, characterized by a moderate nominal depreciation of the peso
against the U.S. dollar. In part, the stability of the exchange rate helped
to control inflation, and in part to control the fiscal deficit (since a
devaluation increases the cost of servicing external debt). The trade-
weighted real exchange rate depreciated in 1987 and 1988; this trend was
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reversed in 1989, however, when there was a small real appreciation. The
competitor-weighted real exchange rate--based on a narrow group of competing
countries (see Table 2.1, line 14)--has appreciated steadily since 1986,
however.

2.10 The Philippine policy mix shares common elements with that of the more
successful adjusters within the highly-indebted countries. Although the size
of the initial reduction in the budget deficit looks small when compared to
other adjusting countries, such as Chile, Mexico or Morocco, the initial
fiscal imbalance was also smaller in the Philippines. In addition, since the
size of the Government bureaucracy remains small compared with countries
elsewhere the reductions in Government expenditure were also smaller. Mexico,
for instance, cut its non-interest expenditures by 9 percentage points of GDP
between 1982 and 1986 and the operational deficit fell by 5 percentage points
to 3.3Z of GDP. The Philippines, on the other hand, was able to bring down
the budget deficit to a similar level with small reductions in non-interest
expenditures (the main cuts were ia public investment and subsidies). A
policy of tight domestic credit was also followed in Mexico, although the
Philippines was more effective in the sense that inflation has remained low
since the mid-eighties. Finally, although exchange rate policy was less
aggressive than in other HICs, the Philippines succeeded in achieving and
sustaining a real depreciation--relative to prior to the debt crisis--similar
to that of other HICs. In summary, relative to other highly-indebted
countries, the Philippines relied less on exchange rate depreciation and
fiscal cuts and more on tight credit to achieve its inflation and external
balance objectives.

Outcomes

2.11 The policy mix discussed above has been successful in restoring growth,
fostering investment, controlling inflation, and improving external debt
indicators, from 1986 onward, and it is perhaps one of the best among highly
indebted countries on these four coun.,s. There are signs, however, that this
performance cannot be sustained over the medium-terms internal debt and the
associated interest payments are mounting, putting pressure on interest rates
and inflation, and the current account deficit, if it persists, will be
increasingly difficult to finance.

2.12 Philippine adjustment in the aftermath of the debt crisis was remarkable
in many respects. Table 2.2 summarizes the macroeconomic performance of four
HICs after the debt crisis. The initial adjustment (1983-84) in the
Philippines was very drastic and, as a result, the economy suffered negative
growth and low investment levels. This was not unusual among HICs, but the
depth of the initial recession and the size of the fall in investment was
somewhat larger in the Philippines than in other countries. Nevertheless,
growth and investment recovered in 1986-89, and the overall performance during
this period has been comparable with that of the most successful HICs during
this period. Philippine export performance has also been strong among HICs;
this was facilitated by the real depreciation in the mid-eighties and the
macroeconomic stability experienced during the period. As other HICs, the
Philippines was effective in sustaining a real depreciation throughout the
post-1982 period (although there was a reversal in 1989). In contrast to



Table 2.2: COMPARATIVE ADJUSTMENT PERFORMACE

1980 1981 1982 1983 1984 1985 1986 1987 1988

1. GODP GROwn (X)

Philippines 5.2 3.9 2.9 0.9 -6.0 -4.4 1.5 4.6 6.4
3razil 9.3 -4.3 0.7 -3.4 5.1 8.3 7.5 3.6 -0.3
ChILe 7.8 5.6 -14.2 -0.7 6.3 2.4 5.6 5.7 7.4
Mexi co 8.4 8.8 -0.6 -4.2 3.6 2.6 -3.8 1.5 1.1

2. EXPORT GRONTH (X)

Philippines 12.7 1.1 -1.1 9.0 8.3 -7.4 21.8 -1.3 15.7
Brazil 22.7 21.3 -9.2 14.3 22.1 6.9 -10.2 5.3 20.6
Chile 14.3 -9.0 4.7 0.6 6.8 6.9 9.8 8.8 6.1
Mexico 6.1 11.6 21.8 13.6 5.7 -4.4 3.2 9.8 2.0

3. DOMESTIC INVESTMENT/CDP

PhIlfppines 30.7 30.6 28.3 26.7 17.0 13.9 12.9 15.6 17.3
Brazil 22.9 21.1 20.0 14.7 15.5 16.7 18.S 22.2 23.1
Chile 21.0 22.7 11.3 9.8 13.6 13.7 14.6 16.9 17.0
Mexico 27.2 27.4 22.9 20.8 19.9 21.9 18.4 18.6 20.3

4. CURRENT ACCOUNT DEFtCIT (X OF GDP)

Philippines -5.4 -5.3 -8.0 -8.0 -3.4 -0.3 3.1 -1.3 -1.0
Brazfl -5.4 -4.5 -6.0 -3.3 0.0 -0.1 -1.6 -0.5 1.3
Chile -7.3 -14.7 -9.7 -5.9 -9.5 -8.4 -7.0 -4.6 -1.3
Mexico -5.5 -6.4 -3.7 3.6 2.3 0.2 -1.4 2.6 -1.7

S. FISCAL DEFICIT (% OF GDP)

Phlf ippnhs -1.3 -4.0 -4.2 -1.9 -1.9 -1.8 -S.0 -2.8 -2.8
Brazil (Operational) -0.7 -5.6 -8.0 -4.8 -2.7 -4.3 -3.6 -5.5 -4.3
Chf to 5.4 2.6 -1.0 -2.6 -3.0 -2.4 1.0 -0.1 -0.7
Nexico -3.0 -6.4 -14.8 -7.6 -7.1 -8.4 -13.1 -9.4 -9.6

6. TOTAL EXTERNAL DEBT/GDP

Philippines 49.4 54.0 61.3 70.3 74.9 80.9 92.2 87.4 75.1
Brafil 29.6 30.6 33.9 47.2 49.4 45.7 40.0 40.9 32.3
Chile 43.8 48.0 71.1 90.7 102.8 127.4 125.7 113.5 89.0
Mexico 29.5 31.3 49.5 62.4 54.0 52.5 77.7 77.4 57.5

7. REAL EXCHANGE RATE (1980.100)

Philippines 100.0 103.2 107.1 90.1 89.2 97.6 76.2 70.1 68.2
Brazil 100.0 121.4 128.4 104.2 104.2 100.4 94.4 95.0 102.6
Chile 100.0 118.0 106.7 86.9 85.3 68.9 58.2 54.0 50.5
Mexico 100.0 113.6 81.6 71.7 83.8 86.3 60.4 55.6 68.6

8. IMPLICIT GDP DEFLATOR (X)

Philippines 15.6 11.1 8.4 11.5 50.2 23.1 0.8 3.8 8.8
Brazlt 90.7 103.2 97.4 152.7 212.1 235.2 150.9 199.7 684.6
Chile 29.1 12.2 13.5 26.6 14.3 32.9 19.3 21.2 21.1
Mexico 26.7 26.0 60.9 90.S 59.1 56.7 74.3 139.3 103.8
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other HICe, this was achieved without experiencing a permanent increase in
inflation (as was the case in most Latin American countries, even in the
successful ones).

2.13 The Philippines has also succeeded in managing its external resource
transfer and staying current in interest payments on external debt. The ratio
of external debt to GDP has declined from its peak in 1986 of 922 to 682 in
1989; the ratio of debt to exports has also declined by about 282 during the
same period. While the Philippines is still far from returning to commercial
creditworthiness, the progress achieved in this area should not be overlooked.
Its performance has been stronger than the average for middle income HICs,
which, as a group, experienced a more limited improvement of their external
debt indicators.

2.14 After three years of strong growth, the Philippine economy is entering a
critical phase. In the absence of policy changes a reversal in performance is
a distinct possibility. Its origin is the significant rise in domestic debt
and debt servicing costs that has accompanied the adjustment effort. Domestic
debt rose by almost 402 in real terms between 1985 and 1989 (from around 192
to around 252 of GDP). The cost of servicing this debt rose even more
dramatically from 1.72 of GDP in 1985 to 4.4Z in 1989. Since then, Treasury
Bill rates have been hovering at around 252 in nominal terms (or around 122 in
real terms); holding other factors constant, this implies a further increase
in the cost of servicing domestic debt of over 1.52 of GDP relative to 1989.
The situation is potentially destabilizing as higher domestic debt will lead
to larger deficits, higher interest rates, and even higher domestic debt.
This vicious cycle needs to be stopped quickly if the country is to avoid a
resurgence of macroeconomic instability of the type experienced at the outset
of the external debt crisis.

C. Rising Domestic Debt

Causes of Rising Domestic Debt

2.15 Domestic debt in the Philippines was issued to finance the following
itemst (i) large public sector borrowing requirements, (ii) accumulation of
international reserves, and (iii) debt reduction operations. Table 2.3 shows
the relative importance of each of these factors during the period 1986-
1989.

2.16 Table 2.3 indicates that large deficits in the consolidated public
sector accounts have been the most important reason for the rise in domestic
debt. Reserve accumulation was very important in 1986 but has since been a
minor factor. External debt reduction operations increased debt accumulation
in 1988, when debt-equity swaps reached their peak, but have been unimportant
in other years. On the financing side, available foreign borrowing, although
positive on average, has contributed less than either monetary base creation
or domestic debt accumulation. Monetary base growth has been moderate until
the exception of 1989. The remaining source of financing, domestic debt, has
been the largest each year.
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Table 2.3s EXPLAINING THE RISE IN DOMESTIC DEBT
(billion pesos, current prices)

1986 1987 1988 1989

Uses
Consolidated Public Sector Deficit 29.6 18.6 25.0 42.7
Foreign Reserve Accumulation 25.8 -5.1 2.1 5.8
Debt Reduction Operations .3 5.5 13.4 3.9

Financing
Change in Foreign Debt 10.0 -.3 5.0 13.4
Change in Monetary Base 12.9 7.2 9.7 24.3
Change in Domestic Debt 32.8 12.1 25.8 14.7

Memo Items

Change in Domestic Debt from
Stock Statistics 13.1 25.5 35.8 --

Stock of Domestic Debt 1/ 21 94.8 120.3 156.1 --

1/ Net of Government deposits with the banking system.
21 Central Bank data on holders of publicly issued securities; note that debt

numbers differ slightly across different sources of information.

2.17 Policies aimed at controlling debt accumulation will have to concentrate
primarily on improving the fiscal accounts. In addition, while there is a
need for increasing official reserves and further DDSR operations, targets
must be set so that these can be financed with external resources and thus do
not further increase domestic debt. Strong fiscal adjustment is required
because of the absence of viable financing options: the excessive
monetization that occurred in 1989 needs to be stopped in order to lessen
inflationary pressures while the availability of foreign financing remains
limited.

2.18 A closer look at the consolidated public sector accounts is provided in
Table 2.4 which shows that each of three major components, namely the National
Government, public sector enterprises and the Central Bank, contributes
significantly to the consolidated fiscal deficit. Despite rising primary
surpluses, the National Government's overall accounts remain in deficit and
make up almost half of the consolidated deficit. Similarly, while the deficit
of public corporations declined to 1988, it has risen in 1989; moreover, if
all transfers from the National Government to public corporations were
factored in, the deficit of the latter would be higher. Finally, the
operating deficits of the Central Bank have been rising since 1987 and are
currently about as large as those of the National Government.
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Table 2.4: CONSOLIDATED PUBLIC SECTOR DEFICIT
(Share of GDP, Percent)

1985 1986 1987 1988 1989

Central Bank -2.5 -2.9 -1.5 -2.0 -2.2

National Government -1.8 -5.0 -2.8 -2.8 -2.0

Monitored Corporations -1.3 -1.1 -0.5 0.3 -0.4

Other 1/ 2.8 6.1 0.2 0.3 0.3

Consolidated Deficit -5.9 -4.8 -2.7 -3.1 -4.0

Memo Items:
Primary Balance
i- - Deficit) 0.6 -1.5 1.9 2.1 2.7
DebtJGDP 19.0 23.0 22.8 25.1 24.6

1/ Includes social security, local Governments, and adjustments of transfers
from the National Government to GFIs and monitored corporations. The
latter is necessary to avoid double counting.

Sourcet Department of Budget and Management

2.19 The main reason why the deficit of the National Government has
persisted despite substantial improvements in revenue collection and
significant reductions in non-interest expenditures is the increase in
interest payments occasioned by rising domestic and international interest
rates. Indeed, this is also the main reason why the deficit of the Central
Bank has continued to rise. The increasing bite of interest payments is shown
in Table 2.5. Interest payments by the National Government rose from 18.3Z of
total expenditures in 1985 to almost 342 in 1988; they are expected to reach
up to 362 in 1990. Interest payments by the Central Bank have also been
rising sharply, from about 7 billion pesos in 1985 to about 27 billion pesos
in 1989. Indeed, net interest losses account for virtually all of the net
losses of the Central Bank currently, as opposed to being a small fraction in
1985 (when losses from foreign exchange ex;-sure were more significaut). The
importance of interest payments to the present fiscal situation can also be
illustrated by the fact that the domestic interest payments of the National
Goverment alone are larger than the consolidated fiscal deficit in 1988 and
1989.
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Table 2.s5 INTEREST PAYMENT TRENDS
(billion pesos)

1985 1986 1987 1988 1989

National Government
Interest Payments 14.7 21.0 36.9 45.9 54.6
On Domestic Debt 10.5 15.2 24.3 32.2 41.0
On Foreign Debt 4.2 5.8 12.6 13.7 13.6
Interest/Total Exp.(X) 18.3 19.1 30.8 33.7 31.8
Interest/GDP (2) 2.4 3.3 5.2 5.6 5.7
Domestic/GDP 1.7 2.4 3.4 3.9 4.3
Foreign/GDP 0.7 0.9 1.8 1.7 1.4

Central Bank
Interest Payments (P billion) 7.2 27.2 18.3 23.2 26.9
On Domestic Liabilities 0.7 11.2 4.8 8.5 10.7
on Foreign Liabilities 6.5 16.0 13.5 14.7 16.2
Net Interest/Total Net Income (1) 102 94 96 96

Memo Items
Nominal T Bill Rates 27.0 16.0 13.0 15.7 19.7
Real T Bill Rates 4.0 15.0 9.2 6.9 9.1

Sources Department of Budget and Management and Central Bank

Causes of High Interest Rates

2.20 The rise in the real stock of public debt has been accompanied in
recent years by rising interest rates. For most of the period since 1986,
inflation rose pari-passu with nominal interest rates. Thus, real interest
rates did not show an upward pattern. This tendency, however, shows a break
towards the end of 1989 as real and nominal interests rates went up
significantly; a trend that continued throughout the first half of 1990.

2.21 It is useful to bear in mind that high real interest rates are a
phenomenon observed across highly indebted countries and that they largely
reflect the scarcity of capital in the aftermath of the debt crisis. Real
interest rates in the Philippines have hovered between 6 and 8 in recent
years; this is roughly twice the real rate on LIBOR, but still lower than the
rates of other RICs (such as Argentina, Brazil and Mexico). The increase in
late 1989, however, marks a break with the previous trend. The rise in
interest rates has been dramatic, with T-bill rates reaching around 29? in
recent months, and is a reflection of the accelerating deterioration of
macroeconomic balances.

2.22 Three factors are at the root of the more recent rise in interest
rates. First, and most obvious, is the increase in domestic debt. In order
to place larger stocks of domestic debt the Government had to offer more
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attractive rates of return. Indeed, in recent months, the interest rate on T-
bills has increased more than interest rates on alternative financial
instruments, and it is now higher than the prime rate charged by some banks.
Second, the rise in inflation that has been taking place since 1985 could
continue in the future. This puts upward pressure on nominal interest rates
as people try to maintain the same real returns on domestic assets. Third,
the increasing current account deficits (reaching 3.5 of GDP in 1989) are
making it more likely that the Central Bank would follow an aggressive
exchange rate policy. If the Central Bank maintains its current exchange rate
policy and the policy is not fully believed by the private sector (i.e. they
continue to expect a devaluation), high interest rates will be unavoidable.
In fact, the large degree of substitutability between foreign and domestic
assets in the Philippines means that a higher interest rate has to be offered
in order to keep funds in domestic assets. Otherwise, financial capital would
flow out of the country on expectations that a higher rate of return can be
obtained abroad. This is the problem that Mexico has faced for the last two
years, as it adhered to a crawling peg exchange rate policy and avoided
devaluation in excess of a pre-announced target because of concerns about
rekindling inflation. The cost in Mexico has been extremely high real
interest rates, a protracted fiscal problem, and low investment and growth.

Consequences of Rising Public Debt

2.23 Macroeconomic ManaRement. The main problem arising from the present
trend in domestic debt and interest rates is that it makes macroeconomic
management more difficult. In the absence of corrective measures the
possibility exists of a resurgence of inflation and other manifestations of
macroeconomic instability similar to the situation faced by the Philippines in
the earlier par. of this decade.

2.24 While the size of the Philippine domestic debt is not large when
compared with many other countries, it is large relative to the domestic
capacity for financing. Malaysia, for example, has lived with a domestic debt
to GDP ratio of around 7O0 for several years. This has not posed major
problems for macroeconomic management and performance for four reasonss
first, Malaysia has comfortable access to foreign financing; second, it has a
much larger financial system with a relatively developed capital market in
which the Government can borrow without pushing interest rates up; third, it
has a high yield public revenue system; and, fourth, its rate of private
savings is relatively high. The problems are more severe in those developing
countries that are already overburdened by large external debt and where
domestic financial markets are thin and access to foreign finance is limited.
This has been the case in both Brazil and Mexico, where domestic debt to GDP
ratios of around 20Z of GDP have created major problems for macroeconomic
management.
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Table 2.6s DEBT CARRYING CAPACITY: MALAYSIA AID PIILIPPINES (1989)

Malaysia Philippines

Ratio to GNP (2)
Public Savings 9.4 0.3
Revenues 25.8 15.8
Private Savings 19.4 15.0

M 3 60 19
Stock Market Capitalization 67 33

External Debt 26.6 68.7
Domestic Debt 70.5 18.0

Memo Items
Real Lending Rate 4.0 8.3
Real T-Bill Rate -.- 9.0
Foreign Investment (US$ billion) 1.5 0.4

2.25 In Mexico, for instance, because of high real interest rates the cost
of servicing domestic debt was around 62 of GDP in 1988 and 1989; this made it
very difficult to maintain the small budget deficits needed to maintain low
inflation. In Brazil, large interest payments were compounded by the
extremely short maturity of domestic debt. This became an issue early this
year when, on the verge of hyperinflation, the Central Bank had to refinance
almost its entire domestic debt on a daily basis. 1

2.26 The situation is made more difficult by the fact that most of the
Philippines' domestic debt is of short maturity. This limits the power of
monetary policy to fight inflation because it shortens the lag with which
tight money increases the average interest rate on outstanding debt. In
addition, since the domestic debt service is growing faster than revenue
increases, the fight against inflation is more difficult. In such a situation
investors must expect the authorities to sooner or later resort to
expansionary domestic credit policies and inflate their way out of the
problem. This expectation complicates matters because it gets built into the
domestic inflation and interest rate structure.

1/ The macroeconomic problems and strategies of Mexico and Brazil are
discussed in recent Bank Country Economic Memoranda for these countries.
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Table 2.7: DOMESTIC DEBT AND REAL INTEREST RATES

1988 1989
Domestic Real Domestic Real
Debt Interest Debt Interest

(2 of GDP) (2) (2 of GDP) (2)

Philippines 18.9 6.9 18.0 9.1

Mexico 1/ 23.3 20.6 22.3 29.2

Brazil 19.5 5.4 28.0 27.7

11 Average annual interest rate on 91-day Treasury Bills.

Sourcess Philippine Financial Statistics; Banco de Mexico; Brazil Country
Economic Memorandum, 1990; and IFS.

2.27 Projections based on a scenario in which the Philippines does not
tackle the consolidated budget deficit of the public sector are shown in table
2.8. Underlying this scenario are the assumptions that: (i) no increase in
the revenue effort takes place, so that both tax revenues and revenues from
the privatization program remain at their 1989 level, as a percentage of GDP;
(ii) current expenditures are maintained at their 1989 level with the
exception of OPSF subsidies, which rise starting in 1990, (iii) capital
expenditure is maintained at its 1989 level; (iv) GDP growth averages 4-4.5Z
per year, as appears to be consistent with the failure to increase public
investment to the level necessary to improve basic infrastructure; and (v)
real interest rates stabilizes around 10X.

2.28 Under these assumptions, between 1990 and 1995 the consolidated public
sector deficit increases from 5.12 to 6.86 of GDP, while the primary balance
remains in surplus at about 2.6X. Domestic public debt necessary to finance
the fiscal deficit rises gradually from around 251 to around 342 of GDP; this
feeds back into interest payments which increase from 4.32 to 5.92 of GDP due
to the increase in domestic debt alone, as the real interest rate is assumed
to be constant throughout the period.

2.29 The first major implication of this scenario is that a substantial
improvement in the primary balance of the public sector is necessary to break
this vicious circle; that is, the Government will have to continue increasing
its primary surplus to finance interest payments on domestic debt. Since the
rate of growth of GDP is smaller that the real interest rate, in the absence
of this effort the budget deficit will be larger in the future, thus making
more difficult the sustainability of low inflation. The second major
implication is that, if the fiscal adjustment is delayed, the increase in the
stock of domestic debt will most likely result in higher real interest rates,
and will thus deter investment and threaten the sustainability of long run
growth.
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Table 2.86 POLICY INERTIA SCENARIO
(Share of GDP, per cent)

INERTIA 1988 1989 1990 1991 1992 1993 1994 1995

CONSOLIDATED PUBLIC SECTOR 11

Total Revenues 19.6 20.8 21.2 21.1 21.0 21.0 21.0 20.9

Total Current Expenditures 19.6 21.7 23.3 23.2 23.5 23.6 23.6 23.6
Expenditures excld. Interest 11.2 13.1 13.7 13.7 13.7 13.7 13.7 13.7
Interest Payments 8.4 8.6 9.6 9.5 9.8 9.9 9.9 9.9
Domestic Debt 4.2 4.5 4.7 4.6 4.9 5.2 5.6 5.9
Foreign Debt 4.1 4.1 4.9 4.9 4.9 4.7 4.3 4.0

Capital Expenditures 3.0 4.1 4.1 4.1 4.1 4.1 4.1 4.1

Cons'd Public Sector Balance 21 -3.0 -5.1 -6.3 -6.2 -6.6 -6.7 -6.8 -6.8
Primary Balance 4.9 3.0 2.6 2.6 2.6 2.6 2.6 2.5
Net Interest Bills -7.9 -8.1 -9.0 -8.9 -9.2 -9.3 -9.3 -9.3
Domestic Debt -3.8 -4.1 -4.2 -4.2 -4.4 -4.8 -5.2 -5.5
Foreign Debt -4.0 -4.0 -4.8 -4.7 -4.7 -4.5 -4.2 -3.8

DEBT STOCKS

Domestic Public Debt 22.8 22.6 25.4 26.7 28.2 30.3 32.0 33.6
Foreign Public Debt 63.3 59.1 64.8 64.7 64.6 62.0 59.3 56.0

1/ Including National Government, Local Government Units, Central Bank, and
Non-Financial Public Corporations; excluding Government Financial
Institutions.

2/ If Governemnt Financial Institutions are included, the consolidated public
sector deficit in 1989 is 4.22 of GDP instead of 5.1.

Source: Staff Calculations

2.30 Other Consequences. In addition to making macroeconomic management more
difficult, rising public debt in the Philippines has a number of undesirable
monetary and fiscal consequences. On the monetary side, two effects are
becoming noticeable. The first is the crowding out of the private sector,
resulting from rising interest rates and limited access to foreign borrowing;
the second is a growing reliance of comercial banks on income from Government
securities. The increase in interest rates has already been documented and
its link with the rising public debt shown (see Table 2.5). It is estimated
that, if domestic debt were at the same level as in 1986, real interest rates
would be 2 poithts lower than current levels.
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2.31 Crowding Out of the Private Sector. It should be noted that the full
effect of crowding out may not have been felt ln recent years because of the
existence of excess capacity in .he economy. Now that excess capacity has
been sharply reduced and capacity expansion is becoming critical, the required
investment is likely to be substantially curtailed by a burgeoning Government
borrowing program. This is not to say that private investment has not grown
substantially in recent years. What should be borne in mind is that the
growth has been from a very depressed level and could have been even higher
were it not for the relatively tight credit and high interest rates that have
been prevalent, especially in 1989. Furthermore, to the extent that a higher
level of private investment would have added to productive capacity whereas
Government borrowing has not significantly added to such capacity (i.e. public
investment has been curtailed in recent years as a share of GNP and as a share
of total expenditures), there has clearly been some loss of medium-term growth
opportunity.

2.32 The crowding out phenomenon also affects the prospects for direct
foreign investments as well as for the privatization program. In an
environment of high interest rates, the return on financial assets is
typically higher tnan the return on physical assets. Therefore, Government
will find it difficult to entice investors to buy assets marked for
privatization unless special incentives are offered. Even if investors were
found, they would inevitably face difficulties in raising loans that are
required to restructure most Government companies.

2.33 Shifts in Bank Asset Portfolios. The high yield and low risk of
Government securities is attractive to banks and large institutional investors
(such as pension funds). Since 1983, commercial banks' holdings of Government
securities have risen from P3.8 billion to P18.5 billion or from 1.72 to 6.2Z
of total assets (see Table 2.9). An even clearer indication of the role
played by Government securities in the activities of commercial banks is the
fact that commercial banks' income from such securities rose from only 0.3t of
total income in 1983 to 15.22 in 1988. This shift in portfolio preferences
towards Government securities is discomforting to the extent that it reflects
a shift away from the normal business of commercial banks, which is lending to
the private sector in support of investment. It is legitimate to speculate
whether such a large shift in the portfolio composition of commercial bank
assets is good for the long-run development of the economy. If such a shift
continues at present rates, there is a danger that the flnancial
intermediation function of the commercial banking system may atrophy.

2.34 There is an irony in the monetary consequences of the rising public
debt. On the one hand, the role of the Government in the economy is being
reduced via privatization and nationalization of public corporations. On the
other hand, the rising public debt has led to a situation where the Government
is becoming more and more important to the investment decisions of the private
sector because of the size and the composition of its deficit.



- 44 .

Table 2.9t 8OVRI3T bChTIIS NOLDINGS OF COHUIAL SAM, 1983-88 1/
(in billion Pesos)

1983 1984 1985 1986 1987 1988

Total Assets 223.4 272.7 275.7 227.7 247.9 299.8

Investments i Government
Securities 3.8 8.3 8.8 12.2 13.3 18.5

I to Total Assets 1.7 3.0 3.2 5.4 5.4 6.2

Total Income 28.9 39.0 36.1 28.5 29.8 31.0

Interest from Trading
Govt. Securities 0.1 0.4 3.6 3.5 4.1 4.7

I to Total Income 0.3 1.0 10.0 12.3 13.8 15.2

11 These data do not reflect recent chagses In coverage of comnercial banks.

Sources Central Bank

2.35 Develoment Conseqeces. The rising burden of debt service also has
strong consequences for fiscal priorities. A telling indicator of the changes
brought about by a rising public debt burden Is to be found In the composition
of budget expenditures. during 1983-89, the proportion of ezpenditures
devoted to debt service rose from 15S to around 441, whereas the proportion
devoted to economLc and social devel Smst expenditures dropped from 533 to
371 (see Table 2.10). During the same period, capital e&enditures ha"e
dropped from 271 to 14S of total ezpenditures. For several years now debt
service has been the single largest component of Government expenditures.
This change In the composition of expenditures has Implications for both
growth and Income distribution. Long-run economic growth is restricted to the
extent that expenditures are directed way from much needed infrastructure
investments.
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Table 2.10s SECTOR ALLOCATION OF GOVERMHENT EXPENDITURES

1983 1985 1987 1988 1989 11

Economic Services 32 23 16 16 21
Social Services 21 17 16 19 16
Defense 14 12 8 11 9
Other 21 18 26 1S 12 10
Debt Service 3t 15 22 45 43 43

Total 100 100 100 100 100

1/ Preliminary data.
2/ Includes net lending and general public services.
3/ Includes interest payments and amortization of domestic and foreign debt.

2.36 An increase in debt service obligations typically generates pressure to
raise additional revenues and/or to reduce other items of expenditure in the
national budget. Often, indirect taxes are raised so as to generate
additional revenues quickly, and development expenditures are reduced since
the political pressure to maintain current and defence expenditures is usually
stronger. In the case of the Philippines, this pattern of adjustment may also
be discerned. As already noted, expenditures on econamic and social services
have dropped since 1983 and particu'arly sharply since 1986. On the revenue
side, the ratio of indirect taxes to total taxes has remained at a relatively
high 702 for many years and recently, proposals have been advanced to raise
tax rates on sin* products (e.g. tobacco, alcohol). The reason why this
pattern of adjustment should be a matter of concern is because it is
regressive in its income distribution effects: lower income people pay a
proportionately larger share of their income as indirect taxes and receive a
larger share of development expenditures, especially social expendltures.

U). Revised Adiustment Strategy

2.37 The rising public debt poses a challenge to Government. On the fiscal
side, existing obligations have to be serviced while at the sam time
development expenditures have to be raised so as not to hobble growth and
exacerbate poverty. On the monetary side, the deficit that is fed in large
part by the rising debt has to be financed while keeping interest rates and
inflation under control and avoiding excessive distortion of the financial
Intermediation process. Recognizing the gravity of the problem, Government
has recently proposed a revised macroeconomic program in which fiscal
adjustment is the main objective to be supported by complementary monetary and
exchange rate policies (see Chapter 1, Section C for details).

2.38 Fiscal Policy. A reduction in the deficit of the consolidated public
sector is the most important element for restoring macroeconomic balance. It
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will help on three counts. First, it will reduce the public sector borrcving
requirements and thereby retard the increase in damestic debt. Second, it
will contribute to a reduction of domestic interest rates. Third, the
resulting fall in domestic absorption will help to improve the current
account. Finally, by restraining aggregate demand it will help to control
inflation. In this regard, the priority given by Government to reducing the
consolidated public deficit is quite appropriate.

2.39 The proposed fiscal effort contains both measures to increase revenues
as well as to reduce expenditures. The expenditure reduction proposals seek
to cut personnel expenditures and to maintain capital expenditures except as
related to the CARP. This is a sensible approach since generalized reductions
in capital outlays affect long term growth prospects. Fiscal adjustment to
date has featured relatively large cuts (in real terms) in capital outlays, to
the detriment of the country's infrastructure and growth potential.
Additional external financing could play a facilitating role in this area as
it provides the needed breathing space until public savings can be increased
to the necessary level.

2.40 Interest Rate Reduction Measures. Interest rate reductions would help
the fiscal adjustment process tremendously. Such reductions can be achieved
through policies to reduce inflation and to maintain a competitive exchange
rate as well as by direct measures focussing on the reduction of financial
intermediation taxes and increasing competition in the T-Bill auction system.
In this regard, there is considerable merit in Government proposals to
eliminate the gross receipts tax (GRT) and the withholding tax on interbank
deposits and to lower reserve requirements as soon as monetary conditions are
appropriate. Similarly, there is merit in Government proposals to increase
competition in the T-bill market by expanding the dealers network and
permitting greater participation in this market by the two large public
insurance organizations, the Social Security System (SSS) and the Government
Service Insurance System (GSIS). With regard to potential purchases by these
public insurance organizations, it should be noted that their tax-exempt
status deprives the Government of some revenues from T-bill sales; whether the
net fiscal effect is positive or negative will be ascertained from experience.

2.41 In addition to improving auction procedures, however, Government should
consider making T-Bills attractive to a wider group of investors, including
small investors. A wider and deeper pool of potential investors would help
reduce interest rates as well as lengthen maturities. One way to increase the
access of smaller private investors is to further encourage the formation of
unit trust accounts which invest exclusively in Gover,ment securities. This
would ensure that small savers had better access to the T-bill market, without
the administrative complexity and cost of issuing small denomination T-bill
series.

2.42 Another way of tapping a larger market for T-bills is to remove the
element of exchange rate risk from such instruments by indexing the T-bill
rate to the peso-dollar exchange rate or by issuing dollar-denominated bills.
This would make such instruments more attractive both to domestic and to
foreign investors, thereby enabling a larger client base and better rates.
While the market-oriented auction procedure for T-bills effectively builds in
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the expected exchange rate depreciation into the peso-denominated rate, a rate
advantage can be derived in issuing foreign-exchange-linked instruments from
the difference in risk aversion between ordinary investors and the Government
itself. Ordinary investors typically require a greater premium than the
expected depreciation rate on account of being risk averse. There is no
reason why a less risk averse Government should pay this. Another advantage
of indexation is that it is a precondition for the development of a longer
maturity mix of Government securities in a potentially inflationary economy
like the Philippines. Over the long run, the exchange rate must reflect
domestic versus foreign inflation differentials; hence, the index provides a
hedge against future inflation. It should be emphasized, however, that
successful use of foreign-exchange-linked securities requires the restoration
and maintenance of the exchange rate at a level consistent with medium-run
balance of payments equilibrium.

2.43 Monetary Policy. Reliance on fiscal policy alone is unlikely to be
sufficient to restore macroeconomic stability. Monetary policy has a role to
play also, but it should take into account the fact that the cost of reducing
inflation could be very high in the present environment of high interest
rates. Monetary policy should basically seek to maintain adequate liquidity
while avoiding further increases in domestic debt as a result of
sterilization. For this to be accomplished it would be useful to follow a
less aggressive policy for reserve accumulation; a high level of reserve
accumulation will only add to domestic debt at a time when the destabilizing
effects of rising debt are already at a critical level. In this vein, it
would also be useful to avoid using domestic finance to implement external
debt reduction, whether through debt buybacks or through debt-equity swaps.

2.44 Given the domestic debt problem it would be inappropriate to make lower
inflation a priority to be pursued independently of progress on the fiscal
side. The experience of both successful and unsuccessful stabilization
programs in the last two decades shows that unless Government succeeds in
generating a large enough primary surplus to finance domestic debt, attempts
at stopping inflation are likely to fail. Since the current rate of inflation
in the Philippines, while high, is not high enough to become a major
destabilizing factor it might be preferable to concentrate policy efforts on
reducing the stock of domestic debt.

2.45 Exchange Rate Policy. The authorities hope to be able to use the
exchange rate to more effectively achieve balance of payments objectives. As
such, there will likely be the need for an effective real depreciation, at a
minimum to the level established in 1988. To be successful, such an attempt
will have to be appropriately supported by fiscal and monetary policy. While
the recent real appreciation was in part related to an 'accomodating'
exchange rate policy, it would have been difficult to avoid in any case given
the current monetary and fiscal stance. In 1989, fiscal policy contributed to
a situation of generalized excess demands, as evidenced by the rise in
inflation and the increase in the trade balance deficit. A policy of + t



_ 48 -

Central Dank 4omestAc credit vas also responsible for the real appreciation,
as it induced, through high interest rates, large capital inflows 2

2.46 In sumary, given the present configuration of Interest rates,
inflation, and the current account and fiscal deficits, the recommended policy
package for the Philippines is a combiuation of tighter fiscal policy
featuring a primary surplus large enough to substantially meet interest
payments oan internal and external debt, slower build-up of International
reserves, and the restoration and subsequent maintenance of a competitive
exchange rate. Furthermore, reductions in external debt should not be done at
the expense of increases in domestic debt.

21 International experience indicates quite strongly that devaluations
work best only if accompanied by sound fiscal and monetary policies. Chile,
for eample, was able to undertake and maintain a real depreciation in
response to debt crisis in 1982, which did not lead to an increase in
inflation. The key to its success was the very tight fiscal stance maintained
throughout the period, the adoption of a crawling peg system to malatain
competitiveness, and the elimination of indexation on domestic wages to reduce
rigidities and slow the transmission from devaluations to domestic prices
(this had been a problem in Chile earlier). An additional reason for this
success was that the devaluation took place in a period in which the domestic
currency was clearly overvalued. Thus, the devaluation essentially
"corrected, what at the time was a disequilibrium structure of relative prices
as opposed to trying artificially to change relative prices simply through a
devaluation.
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III. ISSUES IN ECONOMIC EFFICIENCY AND COMPETITIVENNSS

A. Introduction

3.1 The issue of economic efficiency is especially important for the
Philippines at this juncture. To begin with, increased efficiency would
permit more growth from available resources. This would help the country
avoid excessive additions to the public debt mhich, as shown in the preceding
chapter, is a major source of recent and prospective macroeconomic problems.
In the longer run, increased efficiency would result in higher levels of
economic activity arising from an improved environment for the private sector.
This would generate higher public revenues which would also facilitate the
task of macroeconomic management. Finally, increased efficiency would help
the Philippines maintain competitiveness in external markets. This is
particularly important not only for balance of payments and external debt
servicing considerations but also because a lack of competitiveness in the
export sector (which is relatively labor-intensive and rural-based) is
especially damaging to the poor.

3.2 The Philippines economy suffers from low productivity. Despite
relatively low wage costs, it is not sufficiently competitive once
productivity is taken into account. A clear example of this is available in
comparative data from the textile sector. As Table 3.1 shows, the Philippines
would appear to have among the lowest supply prices of the sample of textile
exporters shown but, once adjustments are made for productivity and product
quality, it has one of the highest effective supply prices. Another issue for
the Philippines is that its productivity has stagnated whereas that of its
neighbours and competitors has risen, in some cases dramatically. This is
shown in Figure 3.1 which maps manufacturing sector productivity indices for
selected Asian countries since 1970. The figure shows that the present level
of productivity in the Philippines is only marginally higher than the 1970
level and has never been more than 201 higher in the last two decades. It
also shows that productivity growth in such competitor countries as Thailand
and Malaysia has been quite high. Thailand's productivity has more than
doubled since 1970 while Malaysia's has grown by about 60X. Clearly, from
productivity considerations at least, it would appear that the competitiveness
of the Philippines has declined in the last two decades.1 A revealing index
of the decline of external competitiveness is provided by the behavior of the
share of Philippines exports in key world markets. Table 3.2 shows that
Philippines market share has been declining in most export products and in
most developed country markets throughout this decade.

1/ The consequences of low productivity growth were offset somewhat by even
slower real wage growth for most of the last twenty years. However, more
recent trends in unit labor cost are disturbing from the standpoint of
competitiveness. Since 1987, unit labor costs have risen sharply in the
Philippines as real wage growth has exceeded productivity growth. This
development becomes even more significant when compared with a declining unit
labor cost trend in Malaysia, a key competitor country.
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FIGUE 3. 1
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Table 3.1s RELATIVE SUPPLY PRICES QUOTA RESTRICTED TEXTILE
AND APPAREL PRODUCTS, 1984

Unadjusted for differences Adjusted for differences
in labor productivity in labor productivity
and product quality and product quality

China 10 55
Hong Kong 68 68
Indonesia 8 52
Korea 38 49
Malaysia 19 46
Philippines 12 62
Singapore 54 62
Taiwan 59 59
Thailand 19 59

Sources Trela I. and J. Whalley (1988), Do Developing Countries Lose from the
MFA?, NBER Working Paper 2618, Cambridge, Mass.

3.3 The present chapter discusses the structural determinants of economic
efficiency and competitiveness in the Philippines. Seven areas of concern are
highlighteds the openness of the trade regime, the effectiveness of
investment incentives, the cost of financial intermediation, labor market
developments, the size of the public sector, taxation, and the level and role
of infrastructure spending and regulations. In each of these areas, recent
reform efforts are discussed from the point of view of evaluating the extent
to which they have improved overall economic efficiency on the one hand and
relative (external) competitiveness on the other. Shortcomings of reform
efforts are noted and areas for further adjustment are identified.
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B. Efficiency throuih Trade Reforms

3.4 Impact of Trade Reforms. Trade reforms are generally undertaken to
improve resource allocation. In practice, this means the redeployment of
factors of production from one sector to another in a way that enables an
economy to produce more efficiently. Efficient production is also encouraged
by the fact that the more open an economy is to trade, the more competition
there is for domestic producers. In the Philippines, a program of trade
reforms was started in 1981 and has been continued, vith some interruption in
1983-85, to the present time. This program has had two componentss import
liberalization (or the reduction In the number of imports subject to
restrictions) and tariff reform (or the reduction of the level and dispersion
of tariffs). The latter component was more important in the pre-1983 period
while the former has been more important since 1986. Tables 3.3 and 3.4
document various dimensions of recent trade zeform efforts in the Philippines.
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Table 3. 3: TRBNDS IN TARIFF PIOTECTION

1982 1985 1989

Nominal Tariffs 1/
All Sectors 31.3 27.6 27.6
Agriculture 30.5 27.3 27.0
Mining 13.3 13.1 12.9
Manufacturing 31.8 28.0 28.0

Effective Rates of Protection 21
All Sectors n.a. 44.0 36.5
Agriculture n.a. 9.0 5.2
Mining n.a. -0.2 -2.0
Manufacturing n.a. 73.4 55.5

1I Unweighted average of book rates.
2/ Weighted average using price comparison method.

Sources: Tariff Commission and S. Medalla, An Assessment of Trade and
Industrial Policy, 1986-88, Working Paper #90-07, Philippine
Institute of Development Studies.

3.5 The benefits of trade reform are typically reflected in labor
productivity trends in the manufacturing sector. Figure 3.1 shows that
Philippine productivity declined in the 1970. but has generally risen in the
1980s. Wile this improvement is not uniquely attributable to trade reforms,
the pattern is consistent with the timing and intensity of trade reforms in
the Philippines in the last twenty years. In particular, the post-1980 period
In which trade reforms have been implemented has seen an increase in
productivity. Efficiency gains can also be seen in the trend of a more
sophisticated measure of productivity, the total factor productivity index.
This Index declined in the 1970t but has been positive in most years during
the 1980s, as can be seen in Table 3.5. Indeed, were it not for the
disruptive effects of the deep recession of 1983-85, the gains in total factor
productivity during the 19809 would have been greater.
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Table 3.4: TRENDS IN IMPORT LIBERALIZATION

Total Number Newly- Liberalized No. of Regulated
Regulated Regulated Items as Percent

of total number
of PSCC Lines 1/

(Z)

1977 1892 47 -- 33.5
1978 1926 34 -- 34.2
1979 2031 104 -- 36.0
1980 2032 1 -- 36.0
1981 1771 2 263 31.4
1982 1438 277 610 25.5
1983 1988 598 48 35.3
1984 1994. 6 -- 35.4
1985 1924 -- 70 34.1
1986 937 -- 951 17.3
1987 802 -- 171 14.2
1988 673 -- 129 11.9
1989 579 -- 94 10.2
Aug.1990 447 -- 132 7.9

1_ PSSC refers to Philippines Standard Comodity Classification Code.

Sources NEnA

Table 3.5s TOTAL FACTOR PRODUCTIVITY IN SELECTED MANUFACTURING INDUSTRIES 11

1970-80 1981-83 1984 1985-87

All Manufacturing -1.20 2.31 -21.95 4.51
Food -38.4 -14.9 7.13
Apparel -2.9 -15.7 -0.27
Paper 1.19 -29.8 5.02

1 Indices refer to large establishments having ten or more workers.

Source: Staff calculations

3.6 Trade reforms are often resisted on the grounds that they can be
disruptive to the economy. As factors are redeployed following the change in
relative prices brought about by reductions in tariffs or removal of import
restrictions, unemployment, capacity reductions or plant shutdowns can occur.
In the case of the Philippines, there is no evidence to suggest that such
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short-run consequences have been very disruptive. There is no clear link
between changes in employment and/or production and episodes of trade reform.

3.7 Another concern is that liberalization leads to excessive imports of
non-essential consumption goods thereby worsening the balance of payment8
situation. In general, there is no evidence to suggest that the import
liberalization measures adopted since 1986 have led to surges of imports of
unnecessary consumer goods. The Tariff Commission reports that in 1988,
imports of liberalized items reached 252 of total imports. In terms of end-
use categories, raw materials accounted for 12, intermediate goods for 182 and
finished goods for 62. Non-essential consumer goods and unclassified consumer
goods accounted for 2.21, while essential producer goods accounted for 162 of
total imports.

3.8 Recent Measures. The main thrust of changes in trade policy since 1986
has been liberalization of import restrictions. The number of regulated
imports in terms of tariff line items declined from 1924 four years ago to 447
by August 1990. As a share in total number of PSCC lines, the regulated
imports declined from 34.12 to 7.91 (see Table 3.4). During the period 1986-
89, nominal tariffs have remained virtually unchanged, but there has been a
slight reduction in tariff rate dispersion. Effective rates of protection
have declined by about 7 percentage points overall and their dispersion has
also decreased. Since nominal tariffs have remained virtually unchanged, the
reduction in effective protection must be attributed mainly to the
liberalization in import restrictions.

Outstanding Issues

3.9 The foregoing discussion indicates that the Philippines has made good
progress on trade reform and has benefitted from the measures undertaken so
far. However, its competitive position in world markets has not improved for
two reasons. Firstly, the Philippines has failed to support its trade reform
efforts with a consistent exchange rate policy in favor of exports. Secondly,
it has lagged behind its principal competitors even in trade reform measures.
For example, while the Philippines has only recently achieved a liberalization
ratio of around 92S, Malaysia and Thailand have had liberalization ratios of
over 95S for many years now. Similarly, average nominal tariffs in the
Philippines, despite having declined since 1980, remain above those of
Indonesia and Malaysia, though lower than those of Thailand. Further trade
reform measures would be desirable not only because they would raise absolute
efficiency in the economy, but also because they would promote its relative
competitiveness. In this regard, it is encouraging to note Government's
continued commitment to this process, most recently affirmed in tentative
proposals for a new round of trade reforms to address several outstanding
issues.
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Table 3.6: COMPARATIVE TRADE REGIMES

Average Nominal Llberalisation
Tariff 1/ Ratio 21

Malaysia 14 95
Thailand 34 '95
Indonesia 26 84
Philippines 28 92

1/ Average nominal tariffs are for various years over 1985486 .. i defer to
unweighted book rate data.

2/ Refers to number of unrestricted importable items to total wn" ciludes
those restricted for health, safety and security reasons.

Sources M. Noland, Pacific Area Developing Countriess Prospects for he
Future, Institute for International Economics, Washingtwu, DC, 1990.

3.10 One major issue is the continued presence of quantitative restrictions
(QRs) of various kinds. The presence of QRs. still affecting more than 1OX of
the PSCC lines as noted above, encourages inefficient investments and
production activities, and has contributed to low productivity in ceri ¶in
segments of the manufacturing and agriculture sectors. QRs also represent a
highly inefficient instrument of trade policy, since they deprive the
Government of a significant source of revenue. This is particularly important
under the present circumstances of severe budgetary constraints. Moreover,
QRs are not transparent instruments of protection since they do not allow an
effective assessment of relative support provided by the Government policies.

3.11 Removal of QRs would, therefore, be highly desirable. It is recognized,
however, that some industries could be severely affected by such a step and
may require temporary assistance to allow for adjustment to the reformed trade
regime. Such support would best be provided in the form of time-bound and
progressively declining tariff surcharges. While Government has recently
proposed a program for the elimination of QRs, the proposal has not been
amplified nor has an implementation schedule been announced; it is possible
that implementation could be significantly delayed.

3.12 Another remaining issue is the continuation of high protection of
industry in general and of manufacturing in particular. Even though effective
protection of industry has recently declined, the existing effective
protection of about 502 for the industry as a whole is excessive. It implies
effective rates of protection for some industries well over 1002, and in
exceptional cases, even close to 2002. Clearly, with this level of
protection, the benefiting industries have very limited incentives to increase
efficiency.
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3.13 A related issue 1I the scope of distortions arising from the existing
structure of protection. Even though the bias has been considerably reduced
over time, existing interventions continue to discriminate against exports and
agriculture. Moreover, the level of protection within the manufacturing
sector is highly uneven. These distortions arise because the present band of
tariffs, ranging from 0 to 501, results in a situation In which some sectors
receive the excessively high level of protection noted above, whereas others
are protected considerably less, and some even negatively. This pattern of
protection encourages investments in relatively less efficient (high cost)
activities, while discouraging activities in which the country may have a
comparative advantage. The high dispersion of tariff rates also increases the
administrative costs of tariff collection and, together with high tariffs,
encourages muggling and misdeclaration on tariff documents (technical
smuggling). This adversely affects budgetary revenues and leads to unfair
competition between domestic production and imports.

3.14 The solution to these problems lies in a revision of the tariff schedule
to significantly reduce the level and dispersion of tariff rates. Recently,
Government has proposed the introduction of a four band system with tariffs
rising in steps as follows: 3S for all goods that previously had a tariff
rate of 5 or less; 1O0 tariff on raw materials; 202 on intermediate goods and
30X on final goods. If implemented as proposed, this would be a highly
beneficial move. The revenue loss resulting from the reduction in top tariff
rates should be offset by increased revenues from (a) replacement of Qis by
tariffs andlor tariff surcharges. and (b) stricter compliance with simplified
customs declarations, as well as by lower costs of customs administrttion. As
of this writing, Government's tariff reform proposal is being held In abeyance
pending the outcome of consultations with affected business sectors and
Congress.

C. Investment Incentives and Industrial Policies

3.15 Obiectives of Industrial Policy. Government has attempted to influence
the size, location, composition and competitiveness of Philippine industry
through a variety of industrial policy measures, ranging from fiscal
incentives to capacity regulations. The major vehicle of industrial promotion
under the Aquino Administration has been the Omnibus Investment Code (OIC)
adopted in 1987 and administered by the Board of Investments (BOX). Among the
objectives of the OIC ares domestic investment promotion, augmentation of
direct foreign investment, export promotion, regional development, employment
enhancement and technology upgrading. The overall industrial strategy also
calls for the development of special industries, the most prominent one being
the automotive industry, through capacity and import restrictions. The chief
incentives available under the OIC are fiscal in nature: eligible investments
are provided exemption from duties and taxes on certain inputs and
expenditures, as well as a general tax holiday. The hypothetical effects of
such incentives can be quite significant. A recent study shows that the
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internal rate of return of a project can be doubled by utilization of the
appropriate incentives.2

3.16 Impact of BOI Incentives. At one level, investment data could be
interpreted as indicating the effectiveness of an incentives-based industrial
strategy. The data reported in Table 3.7 show that the volume of investments
covered by BOI approvals has risen d&watically both in nominal and real terms
since 1986. These data should, however, be exAmined in perspective. The rise
in investments need not necessarily be attributed to the inducements of the
OIC. First, much of the increase in investment that has occurred since 1986
would have occurred anyhow, with or without incentives, in response to the
growth of the world economy in general and to the recovery of the Philippine
economy in particular. Indeed, overall investments (that is, including those
not registered with the BOI) have risen sharply since 1986. Second, BOI data
refer to approvals rather than to investment flows per se and are thus an
overestimate of annual investment flows to the extent that not all approved
projects actually get implemented and, for the ones that do get implemented,
the total amount approved is not necessarily invested in one year but may be
spread over time.

3.17 From the point of view of economic efficiency several other
considerations must also be taken into account. Among such considerations are
the effect on choice of techniques and choice of projects as well as the
fiscal impact of the incentives. As far as the effect on choice of techniques
is concerned, Table 3.7 indicates that the capital intensity of approved
projects (measured as the investment per person employed) declined
substantially from 1983 to 1987 but has since been rising. To some extent
then, BOI incentives are having the perverse effect of promoting capital-
intensive projects in a labor-rich economy. Recent evidence on choice of
projects is also disturbing if it is accepted that export-oriented projects
are more suited to the present needs of the economys project approval data
show a tendency for the share of export-oriented projects to be lower in
recent years than in the earlier part of the decade. Incentives, of course,
are only one of the determinants of these trends; more important determinants
of both choice of techniques and choice of projects are exchange rate and
tariff policy.

3.18 As far as the fiscal impact is concerned, it is generally felt that the
structure of fiscal incentives leaves much to be desired and that the overall
fiscal impact on the budget is considerable. The inappropriateness of some of
the incentives being offered may be seen from two examples. One is that the
current system offers tax holidays for the early years of a firm's operations
when it is likely to be making losses. The incentives would be more useful
from the firm's point of view if they applied to the first few profit-making
years or if loss carry-overs were permitted for tax purposes. Similarly, tax
deductions may be of little additional benefit for foreign investors if their

2/ See R. Manasan, "A Review of Investment Incentives in ASEAN Countries',
Working Paper Series No. 88-27, Philippine Institute for Development Studies,
1988.
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Table 3.7: CHAJAGTERISTICS OF BOI-APPROVED PROJECTS 11
(in billion Pesos except as noted)

1983 1986 1987 1988 1989 21

Volume of Investments
Nominal 5.2 3.2 119. 32.8 70.8
Real 5.2 1.8 8.4 14.0 28.7

Projected Employment
Total (000 persons) 113 26 82 128 153
Investment per Worker 46 12 15 26 46
(Real, 000 pesos)

Share of Export Prolects
to Total Approvals 76 72 62 50 55

BOI Share of Total Inv.
(in per cent) 5.5 4.0 11.7 25.9 42.4

Fiscal Imact
Incentives/Govt. Revenues 8.2 7.0 5.8

(in per cent)

11 Not all approved projects get incentives.
2/ Provisional estimates.

Source: Board of Investments

home countries already allow foreign taxes paid to be credited against home
country tax liabilities, as is the case with the US, for example. Despite
these examples of redundanc-, it is sometimes argued that the present
incentive system has a large budgetary impact. Such an impression is not
supported by the available data. Table 3.7 shows that revenue foregone on
account of various fiscal incentives amounted to 8.22 of total revenues in
1987 and has declined since then to 5.82 in 1989. As a rule, incentives
involving tax exemptions, credits and deductions, result in a greater loss of
potential revenue than duty exemptions on imports, but neither category
involves a substantial loss.

3.19 Recent Initiatives. Measures have recently been proposed to make the
investment incentives system more effective and less discretionary. If
adopted and imple-wnted as proposed, these initiatives would allow accelerated
depreciation, the carry-over of business losses for tax purposes, and the
automatic availment of a flat rate of 102 on imported capital equipment. The
last noted measure would revult in a substantial reduction of the
discretionary power of the BOI since dutyexemptions on imported capital
equipment constitute one of the most important incentives that the BO0
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currently offers. The BOX has proposed that this measure be accompanied by a
measure to provide tax credit for the use of locally manufactured capital
equipment so as not to disrupt the local capital goods industry.

Direct Forei8n Investment

3.20 One of the objectives of the OIC is to promote direct foreign investment
(DFI). Thus it provides, in addition to the general incentives available to
all eligi%de investors, specific incentives and guarantees for foreign
investors ta such matters as repatriation of profits, dividends and capital,
expropriation, nationalization and so on. Furthermore, during 1988, foreign
investors were permitted to avail of debt-to-equity swap facilities whereby
they could purchase Philippine external debt at a discount and use it to cover
their peso investment needs. On the other hand, there is a perception among
foreign investors that the Philippines incentive scheme is too restrictive,
especially to the extent that it restricts foreign ownership to 402 in most
cases, the exceptions being investments that produce mostly for export or have
pioneer status. It is difficult to isolate the impact of all these incentives
on DFI since many other factors (discussed below) also affect the level and
composition of such investments. Whatever the cause, DFI has risen in recent
years from a level of $140 million dollars in 1986 to around $850 million
tollars in 1989.

3.21 Government is aware of the concerns of potential foreign investors and
is currently discussing a set of measures to make the Philippines a more
attractive location for foreign investment. Of the various measures being
considered perhaps the most important involves the drawing up of a narrow
negative list that would contain the business areas from which foreign
investment is to be prohibited. It is widely felt among the foreign investor
commnity that the present approach, wherein DFI is approved virtually on a
case-by-case basis, does not provide clear signals and gives too much
discretion to the approving authority. A short list and transparent approval
procedures would make a considerable difference in the attitude of foreign
investors. Another area of concern is the so-called '60-40 rule' that
restricts foreign ownership to 40? In many investment areas. Among the
options being discupsed is that of allowing foreigners to own more than 502 of
the equity of a joint venture in a larger number of areas (including
investments oriented entirely to the domestic market) provided they agree to
divest their shares to Filipino nationals over an agreed period of time. In
other words, management control will be retained by the foreign investor but
only for a specified and negotiated period of time.

3.22 Other Considerations. In addition to OIC incentives, the level of DFI
flows into the Philippines is determined by such factors as the before-
incentives level of attractiveness, non-economic considerations and risk-
spreading considerations. As far as the first factor is concerned, the
attractiveness of the Philippines as an investment destination depends on the
extent to which foreign investors ignore its relatively poorer infrastructure
in favor of its relatively inexpensive, well-educated and English-speaking
labor force, a calculation that can be strongly affected by movements in real
effective exchange rates. Philippine competitiveness on this score has been
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adversely affected in recent months by higher inflation and wage rate
adjustments than in most ASEAN countries.

3.23 As far as non-economic considerations are concerned, there is a
continuing perception that the Philippines remains politically unstable and
that there remains a risk to the personal security of foreigners. These
considerations must be balanced against the fact that Japan and the NICs are
generating large amounts of surplus capital that must be invested abroad (in
view of their loss of comparative advantage in certain areas and their loss of
GSP privileges) and that, all other things being equal, they would prefer to
spread their risk by diversifying among DPI destinations. In this regard, one
often hears nowadays that investors are seeking to diversify away from
Thailand and Halaysia. Despite its security problems, therefore, the
Philippines Is likely to continue to receive some DFI for this reason.

3.24 Role of Debt-Equity Swaps. A comparison of DFI incentives -cross ASEAN
countries indicates that the relative attractiveness of individual countries
is not affected by their incentive schemes because these schemes are similar
in important respects and offer roughly equal inducements (see Manasan, 1988).
Raising fiscal and other incentives may increase the levels of both domestic
and foreign investment but will typically not increase market share in the
sense of attracting potential investors away from other countries because
competitor countries will offer matching incentives. The Philippines,
however, possesses one instrument that can affect its market share in the
prospective flow of DPI and that is the possibility of using debt-equity swaps
as an investment promotion tool. Such swaps can be used to offer potential
investors a rather attractive discount which cannot be matched by countries
vhose debt is not trading in the secondary market at a substantial discount.
Thus, the Philippines can offer investors a discount that, ironically,
Malaysia and Thailand, with their higher creditworthiness and better debt
repayment performance, cannot match directly. 3

Export Promotion

3.25 Accelerating and sustaining the growth of exports is fundamental to
both reducing the Philippines' relative burden of debt and providing foreign
exchange for debt service and for critical import needs. This is clearly one
of the highest economic priorities and major challenges facing the
Philippines. Compared to a historical real export growth rate of less than 32
during the past decade, it is estimated that an average of 81 export growth
must be achieved in the next decade in order to attain targeted goals in the
balance of payments, in debt servicing and in economic growth.

31 Two qualifications should be noted. First, the investment promotion
effect should be balanced against the monetary expansion effect of debt-
equity swaps. Second, while the large Jump in DPI inflows recorded in 1988
and 1989 was due in considerable part to the availability of debt-equity swap
facilities, it is difficult to calculate the *true' incremental investment
induced by such facilities because of the lack of a stable historical trend
against which to measure policy-induced deviations.
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3.26 Moreover this acceleration will need to built on a restructured export
base. Little real growth is expected from traditional exports which
constitute a third of merchandise exports. Thus almost all the growth burden
falls on non-traditional exports. While growth of non-traditional
manufactured products has been very rapid since the mid-1970s, it has been
based almost entirely on exports of two products--garments and electronics--
which now comprise 601 of non-traditional exports. While extending backward
linkages in these products, particularly garments, could provide important
source of foreign exchange earnings, other manufactured products, which
presently make up only a quarter of export goods, will need to perform
exceptionally well if the Philippines is to have any hope of meeting its debt
and growth targets.

3.27 In addition to being based on a narrow range of products, recent export
performance in the Philippines has been disappointing on two counts. First,
merchandise export growth, while higher than in the early 1980s, has not been
sufficient to improve the current account. Second, such growth has been
slower than that of Malaysia and Thailand during 1987-89, leading to a loss of
market share in developed countries.

3.28 There is increasing awareness and concern in Government, particularly
the Department of Trade and Industry, on the need to address these export
objectives with a much more comprehensive and forceful export strategy. In
addition to maintaining a competitive exchange rate, which is possibly the
single most important measure that Government can take, there are three basic
areas that are critical to an effective export performancet access to inputs
at competitive prices, access to finance at competitive rates and an
institutional and promotional framework that addresses key supply-side
constraints. These are discussed below.

3.29 Access to Inputs. The Philippines has been operating several
administrative and bonded type schemes to provide exporters with duty free
access to their inputs. However these schemes have critical deficienciess
coverage of exporters and export products is very limited and bureaucratic
complexities and delays impose significant costs on exporters that are
covered. Only about 202 of exporters and half of non-traditional exports are
covered by some form of drawbacklexemption scheme. Four major problems have
contributed to the ineffectiveness of the schemes. First, many exporters are
subject to local non-availability, requirements restricting their access to
internationally competitive inputs. Second, the 'formulae of manufacture'
used to reconcile imported inputs with exported outputs have not been
standardized making the process time consuming and cumbersome for exporters
and implementing agencies. Third, the control mechanisms and agencies are
duplicated for much of tne drawbacklexemption administration. Fourth,
indirect exporters are for the most part not covered.

3.30 Government is aware of these problems and has been trying to address
them. Substantial work is underway to improve the quality and efficiency of
techniques and procedures used to estimate *formula of manufacture'
coefficients. Also, Government has been preparing more far-reaching measures
to streamline the administration of the system and to extend coverage to all
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exporters including indirect exporters. These measures merit priority
consideration and enactment.

3.31 Access to Finance. Existing systems of export finance in the
Philippines are very inadequate especially for a country facing an acute
shortage of foreign exchange and the need to accelerate export earnings. Many
exporters, especially newer and smaller ones, face great difficulty obtaining
working capital finance for their export activities. Indirect exporters are
even worse off. No mechanism, such as the domestic LIC. is being used that
would enable them to access export finance. Traditional banking practices
currently in use do not make use of streamlined disbursement mechanisms to
reduce the duration and hence costs of export loans. There have developed no
collateral substitutes to meet banks' formidable collateral requirements. Nor
have transaction-based loan arrangements been employed to increase loan
surety. The use of local currency loans for imported inputs has missed an
opportunity to reduce finance costs to more competitive levels.

3.32 In this context, high priority needs to be given to implementing a
system of export finance that has been effective in other successful exporting
countries. Specifically, it is recommended such a scheme include: a foreign
currency loan scheme to finance imported inputs, modernized disbursement
mechanisms, parallel systems (such as domestic LIC) for exporters domestic
purchases, and a greatly expanded preshipment guarantee facility for export
loans. The Government has recently taken the first step in this direction by
initiating a fundamental restructuring of Phi' tarantee to make the creation
of an effective preshipment export guarantee ility its primary corporate
objective.

3.33 Export Promotion Strategy/Institutional Support. The Government has
provided a number of programs to assist exporters over the past decade. A
few of these programs have been successful within their limited objectives.
Others less so. However, the Government has not been able to formulate an
effective national strategy and the administrative mechanisms to implement it.
As such, the approach is very ad hoc with no efficient mechanism for
responding to exporters' concerns in a systematic way with quick and
deliberate action that cuts across interagency bureaucratic hurdles. Further,
the effectiveness of Government programs has been hindered by the multiplicity
of Government agencies providing services, and the minimal role the private
sector has had in the design and delivery of such services.

3.34 The Government is working on an important piece of legislation--the
Export Omnibus Rill--to address these shortcoming in the policylinstitutional
framework. This legislation, which is still being drafted, would establish an
institutional framework in which exports would: be given high level priority
and attention by the key policy makers; involve the private sector in a major
way in formulating and fine tuning export policy and procedures and in
implementing export support measures; provide an independent source of funding
dedic&ted to export programs in such areas as marketing, design, trade fairs,
product prototype development, packaging, trade information and training; and
provide the legal basis for executive action to carry out program and policy
decisions. The legislation would remove from Government many of the diverse
and overlapping export services, consolidate them, and transfer them to a
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professionally managed private sector oriented Trade Promotion Organization.
The legislation would establish the basic policy objectives in such critical
areas as export finance, duty free access to Imported inputs equipment and
foreign exchange, and the Import and export procedures. As such the proposed
Omnibus Legislation could be an Important vehicle to spearhead a more
aggressive and comprehensive export policy and support framework.

Sectoral Policies and Programs

3.35 In addition to investment promotion policies, the industrial sector has
been subject to a variety of sectoral policies. The World Bank together with
the Government has recently conducted detailed studies of four subsectors--
cement, textiles, pulp and paper and shipping--to assess the growth potential
of these sectors, identify constraints on their performance and devise action
programs, including institutional and policy reforms, to develop these
sectors.

3.36 The studies suggest that the low productivity and high operating costs
that characterize these sectors result from high energy intensity of
production, high wastage rates of raw materials, high maintenance costs, low
labor productivity, suboptimal scale of production, inadequate labor skills
and lack of preventive maintenance systems. Another issue is the procurement
and use of inefficient and obsolete technology. For example, second-hand
plants using pre-1975 technology are being installed in the cement and paper &
pulp industries, and old vessels are being purchased by shipping companies.

3.37 Underlying these problems have been deficient sectoral policies. Even
though most if not all of these problems will call for new investments, the
sine qua non of such investments should be elimination of the remaining policy
distortions. In the cement industry, the major distortion is the existing
price control by which the Government hopes to protect consumers. However,
since demand for cement has been recently growing very rapidly, it has become
necessary for the Government to liberalize imports of cement and permit free
pricing of imported cement. The result has been a major increase of domestic
prices to consumers and very slow response of the domestic cement industry to
satisfy demand. Price controls have also limited the incentives to expand and
modernize the cement industry. In view of these effects, it would be
advisable to remove price controls on the cement industry as soon as
practicable.

3.38 The pulp and paper industry suffers primarily from an irregular
structure of import tariffs. Imported inputs are subject to very high
tariffs, which will need to be lowered to reduce costs of production. In
addition, the tariff rates are highly dispersed, which provides uneven
protection to domestic producers and encourages technical smuggling.
Similarly, the tariff rates on output of industry are also too high and non-
unifonm. These issues need to be addressed but the solution should be a part
of a general tariff reform rather than a piece-meal approach in order to
ensure consistency with chaiges of other tariffs. In its recent announcements
Government seems to be moving in this direction and its efforts merit support.
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3.39 In the shipping sector, the major policy issues include franchising,
price control and statutory rate of return requirements. In comparison to the
cement Industry, the price control in shipping is more complex. The price
control has been introduced to accompany franchising of routes, which in turn
was justified on the grounds of protecting consumers and ensuring safety
standards. However, neither of the latter objectives has been met
satisfactorily over the years. The statutory requirement for rate of return
on investments is a tool borrowed from public utility regulation, but it is an
inappropriate tool for a potentially competitive industry and a principal
reason for the poor profitability of shipping operations in the last few
years. The price control should be removed, and the removal should be
accompanied by measures to facilitate entry into the industry.

3.40 Car Manufacturing Program. The car manufacturing program, which seeks
to promote the development of an automotive industry in the Philippines
through cartels and import controls, has come under attack for producing too
little at too high a cost. While production has risen significantly in the
last two years, demand has risen much faster. There is a six month wait for
delivery and premiums have to be paid to dealers and suppliers. The high cost
of domestically-assembled vehicles and the questionable foreign exchange
savings have also attracted much negative comment. To meet some of these
criticisms, Government has approved a scheme whereby cars may be imported
provided payments are made directly out of overseas earnings. Also, the BOI
has recently decided to allow more companies to join the production program;
the new-comers will be restricted to producing small cars (sub-compacts).
Given the reportedly high cost of the car development program, it would be
useful to assess, through a more comprehensive exercise, whether it is
achieving the goals originally envisaged.

D. Interest Rates and Financial Intermediation

3.41 Hiah Costs. Viewed in comparison with its ASEAN neighbours the
Philippines has a relatively underdeveloped financial sector. This is shown
in Table 3.8 by the ratio of total domestic liquidity (M3) to GNP. The
Philippines also features relatively high interest rates and spreads. While
measures of degree and cost of intermediation vary somewhat from year to year,
it would nevertheless be 'air to say that, as far as financial services are
concerned, on average the Philippines produces relatively small quantities at
relatively high costs.

3.42 The costs of financial intermediation are high in the Philippines for
reasons related to Government policy and financial market structure.
Government policy features relatively high explicit and implicit taxes on
f.umancial intermediation which add to cost. The market structure for
financial services is characterised by oligopoly which also adds to cost by
way of high operating and profit margins.
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Table 3.8 t COMPARATIVE FINANCIAL INTERNEDATION DATA (1988)

Indonesia Malaysia Singapore Thailand Philippines

M3/GNP (2) 1/ 21.9 59.8 72.4 59.4 18.5

Real Loan Rate 2/ 16.2 3.2 3.0 8.0 6.2

Nominal Loan Rate 31 22.1 7.3 6.0 15.0 15.9

Nominal Deposit Rate 41 17.7 3.3 2.7 9.5 9.3

Interest Rate Spread 51 4.4 3.9 3.2 5.5 6.6

11 Demand, savings, and time deposits.
2/ Nominal rate minus growth of GDP deflator.
31 Bank lending rates for short- and medium-term financing needs

of the private sector (IFS line 60p).
41 Bank deposit rates include rates offered to resident customers

for demand, time and savings deposits (IFS line 601).
5J Difference between nominal loan and deposit rates.

3.43 Implicit and Explicit Taxes. Three taxes affect the cost of
intermediation in the Philippines. First, an implicit tax on financial
intermediation is imposed by a requirement that 25? of a commercial bank
assets be in the form of loans for agricultural purposes or to beneficiaries
of agrarian reform laws (the so-called agri-agra requirement). Second,
another implicit tax is imposed by monetary policy considerations in the form
of reserve requirements. Third, an explicit tax (currently at 5X) is levied
on gross receipts of banks (the Gross Receipts Tax or GRT). Overall, such
taxes can add several points to the interest rate charged by banks.

3.44 Table 3.9 provides data on trends in financial intermediation margins in
recent years. It can be seen that the intermediation cost to banks (which is
due to all implicit and explicit taxes) fell from 1985 to 1987 but has since
been rising. This pattern can be explained largely by changes in reserve
requirements which impose by far the largest tax on financial services since
they tend to relatively high in the Philippines. As reserve requirements were
reduced in keeping with an easing of monetary policy in 1985 and 1986,
intermediation costs fell. Since 1988, however, monetary policy has been
tightened and the implied tax on intermediation has risen. This has been
especially important in 1989 when all banks were required to keep 212 of most
types of deposits in reserve.
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Table 3.9: BANK SPREADS AND MARGINS

1985 1986 1987 1988 1989

Banks Borrowing Rate I/ 21.3 12.6 9.0 10.6 13.5
Intermediation Cost 21 6.9 2.7 1.1 1.7 2.8
Gross Bank Margin 3/ 0.3 2.3 3.2 3.6 3.0
Banks lending Rate 4/ 28.5 17.5 13.3 15.9 19.3
Gross Spread 51 7.2 5.0 4.3 5.3 5.8
Bank Margin Rate (1) 61 4 46 74 68 52

11 Refers to simple average of Manila Reference Rate (MRR90).
21 Cost due to imposition of Gross Receipts Tax, Reserve and Agri-Agra

Requirements.
3/ Sum of operating costs and profits of banks.
4/ Refers to Secured Loan rate (61-90 days).
51 Difference between bank lending and borrowing rates.
61 Ratio of Gross Bank Margin to Gross Spread.

Sources: C.V. de Leon, 'A Historical View of the Intermediation Cost of
Commercial Bankc," CB Review, April 1989, Central Bank of the
Philippines; Philippine Financial Statistics.

3.45 Bank Margins. Table 3.9 also indicates that the bank margin is an
equally imnortant component of the gross interest rate spread. The bank
margin is made up of operating costs and profits. Both of these components
tend to be relatively high in the Philippines as compared to other countries.
This impression is supported by the data in Table 3.10 which compares the
Philippines with selected ASEAN countries in respect of, among other things,
operating expenses and interest margins. It is worth noting that operating
expenses are relatively high in the Philippines despite its generally lower
labor costs (in nominal terms and especially compared to Thailand and
Malaysia). This suggests insufficient competition within the financial
system.

3.46 Bank Concentration. The Philippine banking system is made up of a few
large and strong banks and numerous small and weak banks. Five large
commercial banks dominate the system. Most measures of concentration indicate
an increase in market share and market power for the large banks since the
financial crisis of the aid-1980s. Indeed, each of the largest five banks had
assets in 1988 that were greater than the assets of all rural and savings
banks combined. Still, concentration is not unusually high in the
Philippiness it is lower than in several of its ASEAN neighbours. The real
issue in the Philippines is the high degree of control over entry into the
system, control that has essentially protected the smaller, weaker banks and
allowed the larger, more efficient banks to reap above-normal profits. An
example of the barriers to entry into the system is provided by the fact that
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only two new commercial banks have been licensed in the last twenty years.
both in recent months.

Table 3.10s BUNK CONCENTRATION, OPERATING EXPENSES AND INTEREST MARGINS

4-Bank
Concentration Operating Interest

Country Ratio Expenses 11 Margin 1/

Thailand 65 2.28 2.50
Indonesia 66 2.40 2.24
Malaysia 64 2.80 3.60
Philippines 40 3.90 2.70

1/ Expressed as percentages of total assets.

Sources Staff Calculations

3.47 While it is hard to document collusive behavior among the top banks,
some features of the financial system are consistent with the exercise of
oligopoly power. For example, interest rates have tended to be sticky
downwards; there is little Interest rate competition among banks who prefer
instead to compete on service and via advertisements. When interest rates
were liberalized in the early 19809, interest spreads widened as deposit rates
fell and lending rates Increased. Normally, competition among banks would
have been expected to raise deposit rates and reduce spreads.

3.48 Capital Market Development. The capital market remains relatively
underdeveloped as well. While the Philippines has long had stock exchanges,
the capital market has not really developed Into a significant alternative
source of funds to banks. In terms of size, the market has only recently
breached the 10 billion peso level. Public participation remains narrow and
investor confidence remains minimal since it is generally felt that investors
are not well protected from loss from irregular activities. The market is
domlnated by a few big issues and trading ls subject to large sings in volume
and prlce. The top ten stocks contrlbute almost 80S of market capitalization,
a much higher level of concentration than in the stock markets of other ASIAN
countrles (see Table 3.11).
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Table 3.11: COMPARATIVE CAPITAL MARKET DATA (1989)

Indonesia Malaysia Thailand Singapore Philippines

Market Capitalization 6 24 17 47 12
(billion US Dollars)

No. of Listed Securities 51 235 160 147 144

Capitalization of Top 10
Stocks (Z of Total) 52 44 61 35 79

3.49 Private Sector Concrcns. Government policy and the structure of the
financial system raise two issues of concern for the private sector. One is
the high cost of finance and the other is the level and pattern of credit
availability. The high cost of finance has already been documenteds
currently, nominal interest rates applicable to collateralized lending are
running at 25Z (this implies real interest rates in the neighbourhood of 12X).
This is a significant deterrent to both domestic and foreign investment and
cannot be sustained for long, even if new investment is only modestly
sensitive to interest costs. Credit availability is an issue in the sense
that the loans given by commercial banks to the private sector have not yet
recovered in real terms to pre-crisis levels. As Table 3.12 shows, real
credit availability in 1989 was only half that of 1984.

Outstanding Issues and Suggestions for Reform

3.50 The Bank has drawn attention to the problems of the Philippines
financial sector previously and has encouraged suitable reforms with the
support of a sector adjustment loan. Among the reforms suggested are
measures to reduce intermediation costs, to increase competition and to
strengthen supervision and regulation of commercial banks. The Bank has
recommended that intermediation costs be reduced by the elimination of the
Gross Receipts Tax and the withholding tax on interbank deposits, and the
abolition of the agri-agra requirement. Recently, Government has indicated
that it may be able to eliminate the two taxes by the end of the year and to
modify the agri-agra requirement so that it does not impose as heavy a burden
to banks as it has till now. A far more important tax, however, is that
implied by high reserve requirements. These cannot be reduced until monetary
conditions are appropriate in the sense that inflation and inflationary
expectations are low.

3.51 Competition in the banking system is to be enhanced through a more
permissive approach to bank and branch licensing. Recently, the Central bank
issued a circular announcing that there was no moratorium on either the
formation of new banks or the spread of branches. In practice, however, there
has been little progress on this front. The system of approving branch
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Table 3.12: CREDIT AVAILABILITY 11

1984 1985 1986 1987 1988 1989 31

Nominal
Agriculture 23.7 23.9 20.9 21.2 25.6 28.4
Manufacturing 115.6 87.2 82.2 94.2 123.9 151.7
Trade 63.4 41.4 46.4 54.2 59.0 62.7
Total 322.2 264.7 320.0 359.3 366.6 357.2

Real 21
Agriculture 23.7 19.4 16.7 15.1 15.0 12.6
Manufacturing 115.6 70.9 65.9 66.9 72.6 67.5
Trade 63.4 33.6 37.2 38.5 34.6 27.9
Total 322.2 215.1 256.4 255.3 214.9 159.0

1I Measured as loans granted by commercial banks in billion pesos; not
revised to reflect recent changes in coverage.

21 Adjusted by GDP deflator using 1984 constant prices.
31 Data as of end-September 1989 (annualized).

applications relies too heavily on regulatory notions of branch-sufficiency in
a given area and does not take adequate account of the benefits of branch
competition. Most profitable geographical business areas are presently
considered overbranched and applications for licenses are normally turned
down. Similarly, despite.several applications, only two new commercial bank
licenses have been granted following the agreement with the Bank to stimulate
competition in the banking sector. While government is understandably
concerned about the soundness of banks anc. the safety of the financial system,
its approach has been over-cautious. A more appropriate stance would be to
maintain a strict regulatory environment and relatively high capital-asset
requirements for bank licensing but to leave decisions regarding the opening
of a bank or the location of a branch to entrepreneurs. Finally, competition
in the banking sector would be enhanced by a more open approach to the
licensing of foreign banks and to their operational scope.

3.52 The lack of a significau. alternative source of finance in the form of a
capital market has been noted above. Government is cognizant of the need to
stimulate capital market development and is considering various steps to make
equity issuance more attractive for companies and stock purchases a safer form
of investment for individual investors. One measure being considered is the
merging of the two stock exchanges in Manila so as to achieve economies of
scale in listing, trading and backroom operations, economies that could be
passed on to issuing companies.
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E. Labor Market Issues

3.53 Labor market developments typically affect economic efficiency to the
extent that they alter the size and proportion of the labor force whose
compensation is not determined by market forces. This could occur in one or
more of several ways: if the size or compensation of public sector employment
rises substantially, if unionization increases in either the public or the
private sector, or if labor compensation in the private sector is excessively
influenced by Government intervention. Recent developments in these areas in
the Philippines have potentially adverse implications for economic efficiency
even though, on balance, their effects to date are likely to have been rather
small.

3.54 Public Sector Employment and C2mpensation Levels. The level of
employment in the public sector has risen faster than that in the private
sector in the last three years. Public sector compensation levels, especially
at the lower end of the scale, rose substantially in 1989, following the
enactment of the Salary Standardization Law. The personnel bill of the
National Government has grown by 242 in each of the last three years. These
developments should, however, be evaluated in the context of the following
points. First, much of the increase in public sector employment is of an
accounting nature in that it reflects the "regularization, of a large number
of persons previously listed as contract or temporary workers. These workers
were. for all practical purposes, part of the public sector labor force but
previously not recognised as such. Some are reported to have been on
temporary status for over twenty-five years. The present Government has
decided to "regularize* the status of these employees in order to promote
fairness (in the award of pensions and fringe benefits, for example), in the
process enabling a more accurate estimate of the public sector labor force.
Second, the public sector in the Philippines is relatively small despite
recent growth. Total public sector employment amounts to less than 61 of the
labor force. Indeed, the Philippines public sector is lean compared to some
of its neighbours. For example, public consumption is the lowest relative to
total consumption in the Philippines as compared to Thailand, Malaysia and
Indonesia, and well below the average for Asia. As far as compensation levels
are concerned, the recent upward djustments follow several years of declining
real levels of compensation and, therefore, appear relatively large.
Nevertheless, recent trends are disquietings both the share of the public
sector in the labor force and the share of public consumption to total
consumption have been rising. A continuation of these trends would not be in
the interests of economic efficiency.

3.55 Unionization. Unionization has increased in recent years, moderately in
the private sector and substantially in the public sector. This has occurred
largely in response to accom odating legislation introduced by tle present
Government. In the public sector, union membership climbed 301 last year to a
level of around 77,500 members. In the private sector, union membership is
now reckoned to amount to around 2.9 million persons or 121 of the total work
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Table 3.13: PUBLIC SECTOR EMPLOYMBNT & CfMPENShTION 1)

1986 1987 1989

Numbers Employed by Branch of Service ('000)
National Government 832 682 954
Government Corporations 103 134 251
Local Government 202 255 220
State Educational Institutions Sll 60 51

Total 1,188 1,131 1,476

Public Employees/Total Labor Force (Z) 5.4 4.8 6.0

Personnel Expenditures (Billion Pe3os)
National Government 25 33 51
Growth Rate (Z) 24 24

1/ Employment data based on Civil Service Commission Surveys. No survey
was done in 1988; for 1989, the data are as of June.

Table 3.14: COMPARATIVE PUBLIC CONSUMPTION RATIO 11

1980-86 1988

Philippines 9.4 11.3
Malaysia 24.1 22.5
Indonesia 15.8 13.7
Thailand 16.8 15.0
Asia Average 14.8 14.0

1, Refers to rates of public to total Consumption.

Source: World Bank Data (SAVEK, 1990)

force, having risen by about 800,000 in the past year alone. Despite recent
gains, however, the level of unionization in the private sector remains
relatively low and the power of unions to influence the general level of wages
relatively weak.

3.56 The main mechanism through which labor unions influence the wage setting
process in the industries in which the7 are present is the collective
bargaining agreement (CBA). The extent to which CBAs are successful in
raising the level of real wages is unclear but unions appear to be successful
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in enforcing labor policies, especially with regaWd to minimum wages. while
average compliance has been relatively low and decreasing since 1986,
according to both industry and union sources, compliance Js much higher in
sectors in which unionized labor has been significant.

3.57 The influence of unions on effective labor coste is determined also by
their attitude towards labor disputes. In 1985-85, such disputes were very
prominent. There were a large number of strikes affecting a large number of
establishments and involving a substantial number of workers. It is estimated
that almost 3.6 million man-days were lost to strikes In 1986. To the extent
that these strikes were concentrated in the manufacturing sector, their effect
was disproportionately high in that sector and encouraged a move to sub-
contracting and capital-intensive lines of business. The more recent picture
of Industrial relations is more encouraging. Since 1986, the number of
industrial disputes as well as the resulting economic losses have been
steadily and quite rapidly declining. The total number of new strikes
declined in 1989 to 197 resulting in 955,000 man-days lost, or a decline of
742. This remarkable decline has been achieved primarily because of the
strong desire on the part of both labor and management to solve their disputes
through amicable settlements and collective bargaining. The rise in
unionization has, therefore, not been accompanied by an increase in industrial
disputes.

3.58 Interventions in ComDensation Policy. The present Government has
intervened in the formulation of compensation levels for private sector
employees by maintaining the practice of setting minimum wages and several
elements of non-wage benefits by legislation. For example, in 1989, minimum
wages were raised substantially for all groups of low-scale employees; non-
agricultural workers received an increase of around 48X. Such interventions,
however, may seem more distortive than they really are. First, minimum wage
legislatiou is easily circumvented, either by outright non-compliance or by an
Increase in sub-contracting. Surveys routinely reveal high levels of non-
compliance. In a market characterized by substantial underemployment of
unskilled workers, it is unlikely that minimum vage legislation can be made to

4/ In the most recent period, the newly filed CBAs have resulted in wage
deals mainly in transport (including storage and caimunications),
manufacturing and agriculture. These three sectors cover about 76 percent
of all workers whose wages are subject to collective bargaining agreements.
The compliance rates in these sectors have been higher than in sectors such
as electricity (rural cooperatives), mining or construction where the union
presence has been leas visible. The data are shown in Tables Dli and D12
in the appendix. The compliance rates have also been higher in the
National Capital Region, where unions play a more important role than in
the provinces. All these indicators would suggest the positive impact of
CBAs on the rate of copliance.
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Table 3.15s NUMBER OF ACTUAL STRIXES. AND MAN-DAYS LOST
1985-89

Number
1985 1986 1987 1988 1989

TOTAL STRIKES 413 597 484 297 206
Pending, Beginning 42 16 48 30 9
New Strikes Declared 371 581 436 267 197

Cases Disposed 397 549 454 288 194

Workers Involved (000) 111 169 90 76 57

Man-Days Lost (000) 2,458 3,638 1,908 1,525 955

Sources: Bureau of Labor and Employment Statistics. Yearbook of Labor
Statistics, DOLE.

stick.5 Second, the overall behavior of wages in the Philippine economy is
aetermined by several other, more important factors. In recent years, one
such factor has been the increasing demand for labor associated with the
economic recovery. This has tightened the labor market somewhat and led to
iicreases in both nominal and real wage rates. Between 1986 and 1989
employment has risen at around 22 a year and unemployment has fallen from
around llS to around 8.5Z.

3.59 Another significant factor has been the demand for Filipino labor
abroad. Despite the growing domestic demand for labor, external migration
remained high throughout the period as many Filipinos were attracted by better
job opportunities abroad. The total number of processed contract workers
increased quite dramatically after the crisis of 1983-1985, rising by 22.9?
between 1986 and 1988. This migration has affected particularly the market
for skilled labor in addition to that for domestic help. The supply of labor
has probably also been somewhat affected by recent changes in social security
regulations permitting early retirement. Since most workers close to the
retirement age are more skilled than newcomers into the labor market, this
step has affected the supply and wages of skilled workers.

S/ This is not to say that minimum wage legislation has no bite in specific
sectors. Mining, for example, is critically affected by such legislation
because it employs a large number of unskilled, low-wage workers and the
sector is made up of large companies which have limited abibity to sub-
contract and which are easier to monitor for compliance.
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Table 3.16: LABOR. COMPENSATION MEASURES 1J
(Annual Growth Rates, Percent)

1985 1986 1987 1988 1989

1. Real Compensation
Per Employee - - 12.8 2/ 7.2 10.5 S/

2. Real Minimum Wages
(1978 prices)

A. Non-Agricultural
NCR -45 -5.0 -4.4 8.1 9.0
ONCR -4.4 0.2 1.0 11.7 7.9

B. Agricultural
Plantation -4.8 0.2 -1.1 13.2 11.1
Non-Plantation -3.5 0.1 -0.8 19.0 5.8

3. Daily Real Wages - 5.1 4.8 6.8 -

4. Daily Real Wages in Manuf.
A. Skilled -11.4 -1.8 6.6 - -
B. Unskilled -3.7 -5.0 -1.2 - -

1/ Compensation includes all earnings in cash and in kind and employers'
contribution to social security. Daily wages on Line 3 are based on
National Wages Council definition, those on line 4 refer to Metro Manila
only.

2/ Increase between first and fourth quarter.
3/ Data refers to the third quarter.

Source: Current Labor Statistics (DOLE, BLES), March 1990, Edna Reyes and Ma.
Teresa C. Sanchez: An Assessment to Labor and Employment Policies in
the Philippines, i986-88, Manila: PIDS, Working Paper No. 90-09,
pp. 22-23 and National Wages Council. International Labor Office,
cf. in Gysbert and Papola, p. 39.

3.60 Role of Government. Thus, while nominal and real wages have grown in
the Philippines in recent years, the explanation for this probably has more to
do with trends in the demand and supply of labor than with induced distortions
arising from Government policy or union action. Nevertheless, Government
policy should be directed towards keeping the public sector trim and should be
non-interventionist as far as wage-setting in the private sector is concerned.
While recent interventions may have been inconsequential relative to other
factors, if recent trends continue they could certainly have much more
substantial effects on overall economic efficiency. In this regard, the
enactment of legislation (in June 1989) to transfer the wage-recommendation
decision to regional wage and productivity boards with tripartite
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representation may help in depoliticising the process and linking future wage
increases more firmly to productivity gains.

3.61 One area in which Government intervention could have a positive effect
is that of productivity improvement. As indicated before, Philippine labor
productivity is low and has not significantly increased in the last twenty
years. Trade, finance and industrial policy have contributed to this state of
affairs. Indeed, as far as unit labor cost comparisons are concerned, it is
probably exchange rate policy that has been the most important determinant of
relative competitiveness in recent years. Prom the point of view of labor
skills, however, an important consideration is the low expenditure of the
Philippines on science and technology education and R&D. This has resulted in
a shortage of key skills neceslary to increase value-added in the economy and
to make the transition to a more sophisticated manufacturing base. Compared
to the NICs as well as to some of its ASEAN neighbours, the Philippines has
among the lowest number of scientists and engineers per million population and
share of R&D expenditures to GPP.

F. Rationalization of Public Corporations

3.62 Background. The growth of public assets in the Philippines came about
from two sources: "statism' in the 19709 and the acquisition of non-
performing assets from a number of public corporations on account of default
on Government guaranteed loans. Statism under Marcos led to the Government's
penetration into the economic arena across a broad front. A variety of
corporations were set up with public funds, some directly with Government
equity and some indirectly through large Government loans. During this
period, two public sector banks, the Philippines National Bank and the
Development Bank of the Philippines, became the largest corporations in the
banking system. Ironically, the failure of these two banks in the mid-1980s
enlarged the size of the public sector by putting a large number of foreclosed
and non-performing assets into Government hands. The Aquino Administration
introduced a reform program with the following main featuress all acquired
non-performing assets were to be sold to the private sector while, from among
the public corporations, some were to be privatized while others would be
abolished, consolidated, or merged with existing line agencies aa appeared
necessary following a review of their financial and organisational role and
capabilities.

3.63 Progress of Program. The rationalization program has been relatively
successful in disposing of acquired assets but not so successful in meeting
its objectives with respect to public enterprises. For example, as of end-
June 1990, 210 of 399 non-performing assets had been sold, recovering about
20S of book value on average and raising about P12 billion pesos for the
Treasury. This is widely considered to be creditable progress. On the other
hand, by mid-1990, only about 26Z of target public corporations had been
effectively privatized (32 out of 122) and only 48Z of target had been
abolished. Indeed, there has been some backtracking also: 23 corporations
originally identified for privatization were later reclassified for retention
in the public sector. The bulk of the disposition (especially privatization)
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program remAins to be implemented even though more than half the time allotted
in the original schedule has elapsed.

Table 3.17s STATUS OF PRIVATIZSTION PDOGRAM
(As of end-June 1990)

Government Corporations

PCGR Recommendation 132
Approved by President 122
Offered for Sale 39
Number Sold 32
Sales Value P6.34 billion

Disposition of Acquired Assets

Number Acquired 399
Number Sold 210
Sales Value P12.1 billion
Other Collections PA.4 billion
Amount Remitted to Treasury P12.0 billion

Sources Department of Finance

3.64 Impact of Program. The potential impact of the rationalization program
could be significant not only for the public sector fiscal accounts but also
for overall economic efficiency. The public corporations account for a
significant chunk of the assets and employment in the economy. However, so
far, the impact of the program has been relatively small. This is especially
true of the privatization program which has yielded only about P12 billion in
three years to the Treasury. While the flow of subsidies to public
cogporations has been reduced in recent years, several "hard" cases--involving
corporations receiving large subsidies from Government and/or having
substantially negative net worth--have yet to be dealt with.

3.65 The potential fiscal impact of the privatization program should be
assessed in light of the fact that many of the large public corporations
(excepting those in public utilities) have substantial negative net worth and
will be expensive to unload. For example, a list of 14 large public
corporations, including Philippines Airlines and the Manila Hotel Group, two
of the best known of Government properties, would fetch only 3 billion pesos
if sold at net worth. In many cases, Government may have to offer substantial
cash payments or accept liabilities in order to divest these corporations to
the private sector.
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Table 3.18s SUMMARY DATA FOR LARGE GCo TO BE PRIVATIZED

Total Ttl Lia- No. of
Corporation Assets bilities Employees

Philippine Phosphate Fertilizer Corp. 10898.4 9716.4 1157
National Sugar Regineries Corp. 1651.1 1647.1 1613
Semirara Coal Corp. 1178.0 593.2 1169
Food Terminal, Inc. 702.8 872.2 1544
Metro Manila Transit Corp. 628.0 566.0 1891
Bicolandia Sugar Devt. Corp. 269.7 830.2 874
Philippine Airlines, inc. 10788.4 12698.9 9899
Philippine Assoc. Smelting & Refin. Corp. 8946.7 7980.5 1113
National Steel Copr. 6297.0 4018.2 3410
NDC-Guthrie Plantations, Inc. 520.8 403.5 1311
Manila Hotel Corp. 286.3 45.7 1046
NDC-Guthrie Estates, Inc. 186.4 86.4 1038
Luzon Integrated Services, Inc. 14.5 13.4 1817
National Service Corp. 11.1 9.1 3090

TOTAL 42379.2 39480.8 3097.2

3.66 Factors Affecting Privatization. Legal and technical problems have
dogged the privatization program so far. The law gives substantial rights to
original owners to block sales of assets even after foreclosure. Government
has had to negotiate with owners and has typically given them right of first
refusal. At least 50 non-performing assets are presently under litigation
brought by former owners. In some cases, the litigation has continued since
the first year of the program, as for example in the case of MERALCO, the
Manila electricity distributor.

3.67 Bureaucratic factors have also impeded privatization. Bureaucratic
interests have become entrenched since management of public enterprises brings
perks and patronage opportunites. This factor was probably resposible for the
reversion of some corporations from the privatization list to the retention
list. There has also been a concern about timing. It has been argued that
quick sales should not be attempted, that the intrinsic value of the
enterprises was high and that there would be significant benefits to waiting
for a better time to sell as well as to undertaking rehabilitation measures.

3.68 Private Sector Concerns. Mixed performance on privatization and the
contradictory signals emanating at various times from Government on this issue
have led to cynicism about the overall privatization program on the part of
the private sector. There is a concern that the factors which have impeded
privatization so far may become even more important in the future as the
original political motivation wanes in the run-up to the next election. There
are also some concerns about the distribution of the benefits of
privatization. Much of the buying activity so far has been confined to local
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business elites and their foreign partners; the broad businuss class has not
participated largely because of resource considerations. Furthermore,
privatization has mostly involved direct sale of assets to a single buyer
rather than a sale of stocks to a large number of shareholders or employees.
As a result it has not had much of an effect on capital market development. A
prominent exception to this is the partial privatization of the Philippine
National Bank, 30? of the shares of which were sold to the public to
considerable oversubscription and a spectacular run-up in the post-offering
price. This sale generated much interest and activity in the local stock
market and there is clamor for a further and similar divestment. Finally,
there is a concern that privatization has not improved competition in key
areas. Most of the units so far privatized were in competitive sectors to
begin rith whereas the corporations that effectively enjoy monopoly or
oligopoly positions have not yet been privatized. As a result, one cannot say
that privatization has resulted in a better market structure overall.

3.69 Some Recommendations. In the current context of pressing fiscal need
privatization could play a very important role not only by providing some cash
up front to the Government, but also by stopping the drain on fiscal resources
entailed by many public corporations. Towards this end Government has
recently made the following proposals: to accelerate its privatization
program, to reduce tax exemptions and subsidies presently enjoyed by some
public corporations, and to reduce the deficits of public corporations through
better management.

3.70 Under the accelerated privatization program it is envisaged that up to
50Z of the total assets marked for privatization will be offered for sale by
the end of 1990. It is expected that several Government financial
institutions will also be partiallly or fully divested. In particular, it is
expected that there will be a further divestment of PNB as well as public
offerings of the stocks of Republic Bank and Union Bank.

3.71 As far as budgetary support of public corporations are concerned, there
has been significant progress under the present Government. Since 1986-87,
most tax exemptions have been eliminated, the level of capital equity infusion
reduced significantly, and public corporations have been made to pay market
interest rates on their borrowings from the Government. However, some public
corporations still enjoy tax exemptions and subsidies on the grounds that they
provide goods or services of considerable social merit. Government proposes
to review the justification of these exemptions to see if further pruning is
possible.

3.72 While the deficits of public corporations are lower now than only a few
years ago, there remains room for improvement. Government has taken steps to
improve the management of public corporations by introducing a number of
innovations such as monitoring, corporate planning and performance evaluation
systems. Such systems were implemented in four public corporations in 1989
and it is expected that they will be extended to several others by the end of
the year. Together with these measures, it will be important to continue to
improve the collection performance of major public utilities by raising user
charges in line with costs and by resolving delinquent accounts speedily.
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G. Taxation and Efficiency

3.73 Several aspects of the tax system affect economic officiency. Among
these are tax rates, tax structure, and collection efficiency. Tax rates are
not a major source of concern in the Philippines since they are low as well as
comparable to those levied in competitor countries. Following the tax reform
of 1986, the highest tax rate on corporations was lowered to 35Z. More
significant sources of concern are the tax structure and tax collection
performance.

3.74 Tax Structure. The tax structure shows an excessive reliance on
indirect taxes, a reliance which has not decreased over time despite increases
in per capita income. A high proportion of indirect taxes indicates a higher
distortionary effect for a given level of taxes. Table 3.19 shows that the
ratio of indirect taxes to total taxes has remained constant at around 701 on
average during the last five years. Direct taxes form a low proportion of
total taxes as well as of GNP. In this respect, the Philippines compares
unfavorably with such countries as Indonesia and Malaysia (see Table 3.20).
The comparison with Indonesia is particularly interesting since the
Philippines has a higher level of per capita income and yet shows a much
higher reliance on indirect taxes. In particular, the Philippines derives a
comparatively larger share of its revenues from import duties, a feature which
could affect the relative competitiveness of Philippine business.

Table 3.19: STRUCTURE OF TAXES

1985 1986 1987 1988 1989

Direct Taxes 1I 30 29 25 29 30

Indirect Taxes 2/ 70 71 75 71 70
Import Duties 26 26 30 28 32
Others 44 45 45 43 38

Total 100 l00 100 100 100

1/ Refers essentially to direct income taxes.
2/ Refers to sales, excise, VAT, tariffs, etc.

Source: Department of Finance

3.75 Despite the constancy of some elements of the tax structure, there have
been some improvements in recent years. In particular, tax reforms in recent
years have resulted in the replacement of a variety of sales taxes by a VAT,
in the removal of export taxes, and in a shift away from commodity taxation.
Together with the reduction in marginal tax rates, these constitute a
significant reform effort. The scope for further improvement lies not in
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further fiddling with tax rates and types but in improving collections.
Improved direct tax collections will improve the tax structure.

Table 3.20: COMPARATIVE TAX STRUCTURES AND COLLECTIONS (1988)

Indonesia Malaysia Thailand 41 Philippines

Direct Taxes 11 10.5 8.8 3.0 3.2

Indirect Taxes 11 5.7 8.4 11.0 7.6
import Duties 11 0.9 2.8 0.3 3.0

Tax Effort 2/ 16.2 17.2 14.0 10.8

Revenue Effort 31 18.6 25.8 17.4 13.7

1/ Ratio to GNP.
21 Ratio of tax collections to GNP.
_1 Ratio of total revenue collections to GNP.
41 Budget figures.

3.76 Tax Effort. As Table 3.21 shows, tax revenue rose during 1985-89. The
increase in 1989 was especially large and significant in that it represented
the highest tax effort achieved in the last decade. Collections by both the
Board of Internal Revenue (BIR) and the Bureau of Customs (BOC) reached record
levels in 1989. If improvements in the tax effort are maintained at this
level, the Philippines could reach the levels normally achieved by its ASEAN
neighbours.

Table 3.21s REVENUE COLLECTION TRENDS
(Shares of GNP, Percent)

1985 1986 1987 1988 1989

Tax Revenues 10.2 10.6 12.2 10.8 12.6
BIR 7.4 7.8 8.5 7.8 8.6
BOC 2.8 2.8 3.7 3.0 4.0

Non Tax Revenues 1.3 2.2 2.2 2.9 3.2

Total 11.5 12.8 14.4 13.7 15.8
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3.77 Recent increases in tax collections, however, have come from increases
in the relevant bases rather than from improvements in collection efficiency.
For example, while customs collections rose to a record 4Z of GNP in 1989,
this was mostly due to an increase in the value of imports. Indeed, measured
as a ratio of imports, customs collections in 1989 were about the same as the
average for the last five years.

3.78 A similar case might be made with respect to the improved collections of
the BIR. While the ratio of BIR collections to GNP has improved, the 1989
performance was due largely to special factors that may not be repeated in
later years and that, in any case, have a somewhat mixed fiscal impact. For
example, much of the increase in BIR collections in 1989 came from taxes on
bank deposits placed by the Treasury with the Central Bank. This constitutes
a transfer from one Government agency to another and its fiscal impact is
neutral. Some of the increase in collections also came in the form of
interest withheld on Treasury Bill transactions arising from both an increase
in the volume of such transactions and in average interest rates. This too
represents a transfer from one agency to another since the Treasury is the
issuer of such liabilities and the incidence of the withholding tax in this
case is probably all on the issuer. Finally, it should be noted that
corporate and individual tax collections fell below target in 1989.

3.79 Collection Efficiency. Collection efficiency might be measured by the
ratio of amounts collected to resources spent on collection efforts. Data
from the Board of Internal Revenue show conflicting trends depending on how
collection effort is measured. If collection effort is measured by the
enforcement budget, it would appear that there has been a sharp drop in
efficiency between 1985 and 1989; a peso spent on the enforcement budget
gathered around 358 pesos in 1985 as compared to only 228 pesos in 1989. On
the other hand, if collection effort is measured by the total administrative
budget of the BIR, it would appear that there has been a modest improvement in
collection efficiency (see Table 3.22).

Table 3.22: SELECTED MEASURES OF TAX COLLECTION EFFICIENCY

1985 1986 1987 1988 1989

Customs Collectionsllmports 15.5 15.0 16.5 12.6 15.1

BIR Collection Efficiency
Relative to Enforcement Budget 358 470 211 229 228
Relative to Admin. Expenditures 110 118 131 125 128

VAT Collection
Relative to Potential 0.38

3.80 Recent VAT Performance. The VAT system is clearly improving. The
number of registrants and filers have increased and the ratio of filers to
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registrants has also increased. There also seems to be increasing
understanding and acceptance of the VAT concept among the tax-paying public.
Nevertheless, VAT collections, while rising, continue to fall below target.
In 1988, the first year of the program, the shortfall in collections was
blamed on a late start of the program (in April); in 1989, the shortfall was
blamed on an inadequate collection budget (reflected in fewer personnel hired
to collect VAT than thought necessary). Whatever the reasons, performance has
not only been below targets but also consideraby below potential. The
potential collection from VAT, based on national accounts estimates of value-
added, is huge and at present less than half the potential tax is being
collected. Indeed, this is one of the main criticisms of attempts to raise
tax ratest much more can be done by simply Improving collection.

3.81 In th.Ls regard, recent measures announced by Government to improve tax
aeministration are steps in the right direction. These measures include, for
the Bureau of Customs, the voluntary acceptance of payments on delinquent
accounts, the expansion in the scope of pre-shipment inspections, the
increased computerization of operations, and the intensification of anti-
smuggling operations. For the BIR, such measures include the stamping and
registration of receipts, the affixing of strip stamps to cigarette and liquor
packages, and the creation of special tax courts. It is hoped that such
measures will yield a total of P2.1 billion in additional revenue in 1990 and
P7.4 billion in 1991.

H. Infrastructure and Efficiency

3.82 The main infrastructure issues which affect efficiency and
competitiveness in the Philippines relate to the reliability of electricity,
the adequacy of transportation infrastructure and the anti-competition nature
of the regulations governing the supply of transportation.

Power

3.83 Reliability of Power Supply. The power sector was severely affected by
the investment cuts of the macroeconomic stabilization program of the mid-
1980s. Virtually no new investments were made in power generating capacity
then and, in addition, a major product of earlier investments--a 620 MW
nuclear power station--was mothballed in 1986 for safety and financial
considerations. The economic recovery experienced since 1986 has exposed the
true cost of underinvestment in the power sector. Power demand has soared at
the rate of 1OZ per annum while supply has grown slowly, and that too from
operating existing power plants at above capacity from a maintenance point of
view. During 1989 and 1990 periodic shutoffs of power have been a major
problem for the industrial sector in particular.

3.84 The power crisis that gripped the Metro Manila area in the first half of
1990 exposed several deficiencies in the performance of the power sector.
First, it revealed a lack of planning and coordination among the key agencies
that operate in this sector. There has been slow implementation of
alternatives to the nuclear power program that was abandoned in 1986. Seccnd,
it exposed the vulnerability of the generation system to low reserves and to
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drought. The drought reduced water levels in key reservoirs and led to a
reduction in tC. output of hydroelectric power plants. Third, it reflecAed
the effects of inadequate maintenance in that there was a high frequency of
breakdowns of aome of the older power plants.

3.85 In the short run, the availability and reliability of power can be
Improved by permitting the private sector to Import and use generators. This
has been Government policy in recent years and has no doubt lessened the
impact of rising power outages in recent months. Another short-run solution
is the installation of oil-based combustion turbines. The coumissioning of
400MW of such turbines was to be accomplished in 1989 but was delayed due to
implementation problems; this delay has featured prominently in the power
crisis experienced in 1990. An idea of the growing reliance on imported
energy to balance domestic demand and supply may be gained from Table 3.24
which shows the proportion of oil-based generation Smost oil is imported) to
rise from around 42? in 1989 to around 502 by 1992.

3.86 In the long .un, the solution lies in further investments in generation
and distribution capacity. A promising beginning towards this was made in
1988 when a new power development program was formulated with the aid of the
World Bank Energy Sector Study. Under this program, the National Power
Corporation will install 1805MW of generating capacity during 1993-96,
utilizing geothemal energy as much as possible and coal-fired or
hydroelectric plants as a second-best option. It is anticipated that the
private sector will be given a large role in energy exploration and processing
under this program. If the present program is implemented on schedule, the
country will acquire sufficient domestic generating capacity by 1996 to
support its industrial and residential needs on a sustained basis; its
reliance on imported feedstock (oil) will also stabili_e at a level of around
40? by then.

3.87 ElecCricity Costs. Despite recent improvements in electricity tariff
policy and in tae operating efficiency of the principal electricity suppliers,
the business sector in the Philippines faces high electricity costs. This is
partly because of reliance on imported feedstock (mostly oil and coal) to
generate electricity and partly because of high, albeit recently declining,
levels of technical and nontechnical (pilferage) losses. Under local
regulations, the cost of such losses can be passed along to consumers and
electricity companies have little incentive to reduce such losses.

6/ The power supply situation has eased considerably in the last few months
as heavy rains have increased hydroelectric capacity and a rehabilitated plant
has been brought on line. With the imminent caomissioning of a 200MW
combustion turbine, the likelihood of further power problems in 1990 is
considerably reduced.
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Table 3.23: COMPARATIVE ELUCTRICITY COSTS (1989)
(Pesos per KWH)

Residental Industrial Overall

Thailand 1.50 1.32 1.51
Bong Kong 1.64 1.43 1.46
Korea 2.06 1.48 1.71
Singapore 1.49 1.13 1.26
Japan 3.34 2.45 2.66
Indonesia 1.52 1.12 1.42
Malaysia 1.71 1.15 1.48
Philippines 1.43 1.50 1.48

3.88 The cost of generating power will rise during the next two years since
the only additions to capacity in the energy-short Luzon area are to come from
oil-fired combustion turbines which are the most expensive source of
generation. The earliest contribution to power supply from a non-gas turbine
source will be in 1992. The proportion of oil-based capacity to total
capacity in the Luzon grid (which supplies Metro Manila and a sizable chunk of
Philippine industry) will rise from 50 in 1989 to about 632 in 1992 (see
Table 3.24).

Table 3.24: POWER GENERATION PLANS
(in GMI)

1989 1990 1991 1992

Total Generation 24088 26464 28217 30713
of which
Oil Based 10078 12879 13943 15388
2 Share 42 49 49 50

Luzon Grid Generation 18223 19779 20996 22597
of which
Oil Based 9150 11490 12989 14292
Z Share 50 58 62 63

3.89 The pressure of costs on industrial users can be reduced somewhat by
further reduction of the cross-subsidy presently provided to residential and
other users. The structure of power tariffs has been improving over the past
few years as residential rates have risen while industrial rates have fallen
(see Table 3.25). There remains room .or further adjustment, however, since
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the cost of service to the industrial sector is about 25? less than the cost
of service to the residential sector whereas the present rates are still
slightly in favor of residential users.

Table 3.25: TRENDS IN ELECTRICITY COSTS
(Pesos per MWM)

1986 1987 1988 1989

Residential 0.98 1.14 1.33 1.43
Industrial 2.18 2.10 1.76 1.50
Overall 1.72 1.73 1.61 1.48

Sources NMDA

3.90 Costs can elso be reduced by improvements in efficiency. There have
been positive developments in this aspect in recent years. For example,
electricity losses of the National Power Company (NPC) declined from 8.6S (as
a percentage of available energy) in 1985 to 7.7? in 1988. The losses of
MERALCO, the major electricity distributor for Metro Manila, declined from
22.6? in 1986 to around 17? in 1988 and an estimated 16? in 1989.

3.91 In addition to technical and nontechnical losses, the business
performance of electricity companies, especially with respect to the recovery
of receivables, can also affect costs. There has been some improvement here
also. NPC's collection x4te (measured as year-end receivables for supply in
terms of average weeks sales) declined from 15.3 in 1986 to 6.1 In 1988 while
NERALCO's declined from 9.1 in 1986 to 6.1 in 1988.
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Table 3.26: INW ASTRUCTURE INDICATORS

1985 1986 1987 1988
1989

Number of Operational Ports

Total 592 607 606 392
Ports of Entry 38 38 24 19
Municipal 231 237 231 85

Number and Length of Bridges

Total 19738 11740 11572 11289
National 9308 7379 7211 6928
Total Length (000 metres) 438 308 304 314
National Bridges Length 225 230 225 235

Length of Roads (000 km)

Total 9.3 9.4 9.6 9.8
National 6.1 6.2 6.2 6.2
Local 3.2 3.2 3.4 3.6

Gross Shipping Tonnage (million tons)

Cargo Ships 4.2 4.1 5.8 4.3

Source: Philippine Statistical Yearbook, 1989

Transportation Infrastructure and Regulations

3.92 Trends in transportation infrastructure are shown in Table 3.26. It is
quite clear from this table that there has been little improvement in recent
years despite substantial growth in infrastructure demand arising from
economic and demographic growth. The table shows all principal transportation
infrastructure items to be either declining in quantity or showing minimal
growth: the number of operational ports has shrunk from 607 in 1985 to 392 in
1988, while the number of bridges has shrunk from 11740 to 11289 over the same
period. The road network has increased only marginally, from 9400 km in 1986
to 9800 km in 1988.

3.93 The above trends are related to fiscal stringency exercised by
Government since 1986. Infrastructure expenditures have recently been kept on
a tigh. leash: they have averaged less than 1.5 of GNP and less than 8Z of
total budget expenditures in recent years, considerably below historical
levels. Furthermore, capital expenditures have been lower in real terms in
the last few years when compared to the early 1980s. S!milar patterns can be
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detected in expenditures on operations and maintenance. It is no surprise
then that the state of transportation infrastructure leaves much to be
desired.

Table 3.27: TRNDS IN INFRASTRUCTURE EXPENDITURE

1980 1986 1987 1988 1989

Percent of Total Expenditures

Operations & Maintenance 28.2 13.6 15.6 14.4 15.5
Infrastructure Outlays 19.2 7.1 6.0 6.2 7.6

Levels (in billion Pesos)

Operations & Maintenance 10.8 15.0 18.9 19.6 26.6
Infrastructure Outlays 7.3 7.8 7.3 8.4 13.1

Real Levels (in 1980 Prices)

Operations & Maintenance 10.8 6.2 8.1 6.8 8.4
Infrastructure Outlays 7.3 3.2 2.8 2.9 4.1

Source: Department of Budget and Management

3.94 For example, a survey done by DPWH in 1988 revealed that only 182 of
highways were in good condition, about 48S in fair condition and 341 in poor
condition. The railways are almost non-operational and average speeds are
less than 20 kmlhr. Ports and navigational aids are generally also in poor
condition.

3.95 Constraints on Sector Development. Over time, a number of
contradictory, discriminatory and anti-competition regulations have
accumulated in the transport sector that by now impede rather than enhance the
growth of the sector as well as that of the economy (especially through
exports). Among the most damaging regulations are the franchising
requirements for passenger and freight services, single operator rules in some
areas, measured capacity criteria to control entry into road and maritime
transport services, and restrictions on the import of transportation
equipment. These constraints on the development of the sector are well
illustrated by the following discussion of interisland shipping and road
transport.

Interisland Shipping

3.96 Cost of Service. Inter-island shipping is a major mode of freight and
passenger transport in the Philippines. As such it affects costs across a
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wide spectrum of Philippine industry. For various reasons the cost of inter-
island shipping in the Philippines is relatively high, a feature that has kept
the domestic market limited in size and has permitted fewer economies of scale
to be achieved. By some measures, the economies of Mindanao and Luzon are
less integrated between themselves than that of Luson is with foreign
countries. For example, it is reported that the cost of sea freight from
Mindanao to Manila is higher than that from Bangkok to Manila, a considerably
longer distance.

3.97 There are several reasons why costs are relatively high. First, there
exist strict route regulations for both cargo and passenger scheduled liners
and, on some routes, no more than one company is allowed to ply. Second, the
liner industry is dominated by a cartel which negotiates rates with
Government. ihile rates of return on investments are subject to ceilings
imposed by Government, it is widely thought that the cartel is able to
negotiate comfortable cost margins and adjustments. The regulations in place
and the structure of the industry together tend to keep costs at the level of
the least efficient member of the cartel.

3.98 Costs are also affected by the fact that the fleets in operation are
made up of relatively old and energy-inefficient ships. The average age of
cargo liners and trampers is around 20 years and has been rising over the last
two decades. The number of ships in operation has also been declining. As a
result, service is not only high-cost but also involves long waiting periods.
The main reason why fleets are aging and declining is Government control over
rates of return to investment and import restrictions on vessels and spare
parts. The import restrictions make new vessel purchases very expensive while
rate of return and route regulations discourage entrepreneurs from making the
necessary large capital investments.

3.99 Finally, port handling charges and turnaround time are relatively high
in the Philippines as compared to international norms; both of these aspects
add significantly to shipping costs. For example, port productivity is only
about 8 tons per ship hour in port while ship port times are as high as 70Z of
total turnaround time. Port handling is characterized by single operator
arrangements in many-locations and by the imposition of charges even when no
services are actually needed or received by ships.

3.100 Recommendations. Shipping is a potentially competitive industry.
There is little justification for having route regulations; at present they
are simply bolstering the position of the cartel that dominates the liner
trade. There is also little justification for having rate of return
regulations once routes are opened to free entry. Such regulations are only
keeping costs up at the level of the least efficient shippers and discouraging
capital Investment in the industry. Consequently, the most important step
that Government could take to reduce costs and increase efficiency in inter-
island shipping would be to deregulate entry, routes and rates. Regulations
should only be imposed and kept in areas where safety is involved. Indeed,
the "economic' regulations in place now might be compromising safety to the
extent that they have led to underinvestment in fleet improvements.
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3.101 Port operations should be improved and charges reduced. The practice
of having only a few operators (stevedorers and arrastre companies) per port
should be discontinued and efforts should be made to increase competition for
port services by allowing any number to operate and letting ship agents decide
who to use. Fees should be charged only for services received and should be
based on the economic cost of the services rendered. If a vessel does not
require port handling services, no charges should apply. The port
privatization program should be accelerated and port development charges
should not apply to private ports if Government has not actually invested in
the facilities.

Road Transport

3.102 The Philippine road transport industry (comprising both interurban and
urban passenger and freight services) is heavily regulated. As in the case of
shipping, these regulations have succeeded in increasing costs and decreasing
operator profits without achieving corresponding benefits in terms of safety
or service. Regulations limit entry to the industry as well as operations
within it (through route restrictions, for example). There are restrictions
on vehicle ownership (import bans on vehicles below 18 ton GVW) as well as on
fare levels. High import taxes apply to most vehicle classes and to spare
parts. In addition, the road transport business is subject to a special
surcharge tax, called the Common Carrier Tax. All of these restrictions make
the industry relatively unattractive for existing as well as potential
investors and have resulted in an industry characterized by declining,
deteriorating and aging fleets. Over the last few years, the number of buses
in the country, and in Metro Manila in particular, has decreased in absolute
terms, and the fleet of utility vehicles and trucks has increased at less than
the rate of population growth.

3.103 Improvements in road transport must combine thorough deregulation with
a fleet expansion and modernization program. The supply of vehicles could be
increased by lifting import restrictions; there is little hope of meeting
requirements in a timely and cost-effective fashion through higher domestic
production. Route and rate regulations should be progressively abolished and
regulatory emphasis should be diverted instead to safety considerations.
Taxation of the industry should be rationalized so as to be consistent with
principles of user-charges, congestion avoidance and pollution abatement.
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IV. PROJECTIONS AND FINANCING REQUIRE IKETS

A. Introduction

4.1 The discussion in the previous chapters indicates that the Philippines
needs to direct its economic strategy, first, at restoring macroeconomic
balances by reducing domestic debt accumulation and, sec-md, at enhancing
economic efficiency and international competitiveness to support growth in the
traded sector. These priorities are clearly established by the domestic
developments in 1989-90, as discussed in the previous chapters. Most
recently, external shocks caused by the Middle East crisis make the
implementation of this strategy even more urgent, in order to avoid a replay
of the 1983-86 crisis. The major difference under the current circumstances
is that the Philippines is now burdened not only by high external indebtedness
but also by a high level of domestic debt.

4.2 The necessary ingredients for this strategy include consistent
macroeconomic policy and a strong structural reform package. The former is
needed to effect the necessary fiscal adjustment with the lowest costs--in
terms of current and future growth; the latter is needed to remove the sources
of inefficiency that most directly affect those costs and to realize the
country's economic potential. In addition, as a consequence of the Middle
East crisis, the strategy will need a stronger fiscal effort and a higher
level of external support in order to be implementable.

4.3 Strong emphasis is to be placed on the consistency of the adjustment
strategy, as an indispensable condition for its success. Slippage in the
fiscal area can be offset temporarily by tightening the money supply, but at
the cost of a larger fiscal adjustment or higher inflation in the future.
Furthermore, vhen the real interest rate is higher than GDP growth, the
necessary fiscal adjustment cannot be postponed without incurring high--and
increasing--costs, as the interest bill on the stock of domestic debt grows
faster than the economy's ability to finance it.

4.4 Remaining structural constraints, identified and discussed in Chapter 3,
need to be removed, in order to decrease the costs of the adjustment process
and realize the economy's potential. A clear lesson from the experience of
successful adjusters is that external borrowing constraints and limited
domestic savings inevitably lead to high real interest rates during the
adjustment process. Thus, increasing competitiveness and efficiency of
financial markets is crucial to reducing the cost of adjustment. Furthermore,
a clear lesson from Philippines' closest trade competitors is that a outward-
oriented strategy is vital to growth for a labor rich-capital poor country.
The Philippines needs to recover, in terms of international competitiveness,
the ground lost in 1988 and 1989, when the real exchange rate appreciated both
relative to trade partners and competitors. The fact that the performance of
Philippine exports has been remarkable in spite of these unfavorable
developments underscores the export potential of the country but also suggests
that their adverse effect may show with a lag. These considerations indicate
the urgent need for a more aggressive exchange rate policy, the removal of
remaining anti-export bias to effectively support exporters and promote the
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development of efficient backward linkages, and the establishment of a
regulatory framework that does not discourage foreign investment.

4.5 While projection exercises are necessarily indicative, they are useful
to assess consistency, identify potential sources of instability. and quantify
trade-offs. The scenarios presented in this chapter are obtained from a
consistency framework, not from a comprehensive predictive model. They are
not meant to represent complete stabilization packages, but rather to
illustrate how the burden imposed on the economy by the growing domestic debt
can be contained and even reduced, by means of decisive fiscal action. These
results are obtained under the assumption that policy variables other than
fiscal do not exacerbate the fiscal situation. In addition, the scenarios
presented here estimate additional financing required to sustain moderate
consumption growth--about 12 per capita per year in 1990-1992, gradually
reaching 2Z--and investment growth--from 19? to 242 of GDP.

4.6 This report has been less preoccupied with foreign debt than previous
ones not because of a disregard of the burden it places on the Philippine
economy, but rather because much was accomplished in the last few years in
rescheduling and reducing foreign debt, with the recent Paris Club agreement
and with the buyback of US$1.337 billion of commercial debt. The former
agreement rescheduled the bulk of amortizations and a large portion of the
interest payments due to bilateral lenders in the period 1989-92, or
approximately US$2 billion. The latter retired, at a 502 discount, over one
fifth of the debt eligible for DDSR under the Commercial Bank Financing
Package of October 1989--which also defined the terms for future DDSR and
contributed US$710 million in new money.

4.7 Although these agreements were major accomplishments, external debt
still stands at approximately 682 of GDP, and interest payments alone on
foreign debt continue to be approximately 20S of export revenues. Thus, the
Philippines should continue to explore all avenues to further reduce foreign
debt and debt service in a cooperative fashion, with a view to both
alleviating its burden and ultimately regaining creditworthiness. To this aim
must be added the more immediate problem of financing the new balance of
payments deficit. It should be stressed that the domestic fiscal deficit in
part results from the public sector servicing foreign debt while failing to
raise sufficient revenues to finance it, and future foreign debt settlements
should continue to be structured as to relieve, or at the least not
exacerbate, the domestic fiscal situation.

B. The Policy Scenarios

4.8 In this chapter two policy scenarios, which represent adjustment efforts
of different intensities, are discussed. in the first scenario, the
Government introduces a basic revenue-enhancing package that gradually
stabilizes the ratio of domestic public debt to GDP. In this case, the
country continues to grow but fails to achieve its full potential, as the
fiscal adjustment is not accompanied by the stimulus of increased efficiency
and competition. In the second scenario, in addition to introducing stronger
fiscal measures, the Government undertakes vigorous structural reforms in the
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areas of taxation, trade, financial intermediation, and investment regulation.
The rationale for distinguishing between these two cases follows from
considerations regarding both implementation capacity and phasing of the
adjustment effort.

4.9 In both scenarios, the macroeconomic strategy followed by the Government
comprises strong fiscal measures complemented by prudent monetary policy, more
active exchange rate management than in recent experience, and cautious
foreign debt management. The fiscal measures combine a moderate increase in
operation and maintenance (O&Mj and capital expenditures with a strong revenue
effort on both indirect and direct taxes, and includes acceleration of the
privatization program. Monetary policy allows base money to accommodate
current real GDP growth and inflation at about 102 per year. This inflation
rate is higher than optimal; it is assumed here to emphasize that efforts need
to be concentrated on reducing fiscal imbalances first. Finally, the
Government continues to take advantage of the current market opportunities to
reduce its commercial foreign debt through debt equity swaps of abouc US$1.5
billion in 1990-93.

4.10 There is uncertainty concerning the effect on official financing of the
intensity of the policy effort by the Philippine Government. While lack of
necessary macroeconomic adjustment would likely result in a drop in
multilateral and bilateral aid, the additional effort on the structural reform
agenda will probably not be rewarded by increased lending, at least in the
short term. This is partly because the country has already accumulated a
sizeable pipeline of official assistance and partly because the total ODA
available to developing countries is not expected to grow in real terms. For
these reasons, the two scenarios examined in this chapter have identical
assumptions concerning official financing and incorporate the expected--aad
already discernible--improvements in disbursements. In the light of the
events following the Middle East crisis, some additional assistance to the
Philippines is possible; it appears however impractical to alter the outlook
for foreign financing until new commitments are actually forthcoming.

4.11 Finally, there is much uncertainty concerning international economic
prospects, in the light of the recent increase in oil prices. If this
increase is sustained, it will likely be reflected in higher interest rates
and lower world trade growth than has been expected. The two scenarios
presented here assume continuing instability in the Middle East leading to oil
prices averaging US$30 per barrel in the second half of 1990, US$29 in 1991,
and gradually declining to US$20 thereafter. World inflation and nominal
international interest rates increase in the same period, while world trade is
projected to be affected only moderately.

4.12 This international economic outlook is very different from that
prevailing before the outbreak of the Middle East crisis, and has dramatic
implications for the Philippines. Prior estimates of financing requirements
indicated a manageable external payments situation, with very small
unidentified financing requirements until 1992; after the Middle East crisis,
a cumulative financing gap of US$1.8 billion is projected for 1990-1991 alone.
The Philippines is very exposed to an oil shock, as it imports its entire oil
needs and is heavily dependent oA oil-fired power plants. In addition, the
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Philippines had approximately 28,000 registered contract workers in Kuwait and
Iraq at the outbreak of the crisis, remitting an estimated US$50-75 million
per year. (The total number of Filipino workers in the area, including
unregistered 'service' workers, is estimated at 50,000.) The impact of the
Middle Fast crisis on world prices, interest rates and trade would also affect
the Philippines substantially: one third of its total external debt is at
variable rates, and exports of non traditional goods, electronics in
particular, are very sensitive to world trade developments.

C. Case I: Restoring Macroeconomic Balances

Policy Assumptions

4.13 We first consider a scenario where adjustment is focussed on the fiscal
side; progress on the structural reform front is limited to improvements in
the regulatory framework fbr investment. The strategy is implem-nted as
follows. The fiscal adjustment combines a conservative expenditure policy and
a strong revenue effort. Non-interest current expenditures of the
consolidated public sectorl are maintained at their 1989 level, as a share of
GDP, with the exception of O&M expenditures, which rise moderately.
Investment expenditure increases gradually from 4 to 6Z of GDP by 1992, as a
consequence of the reconstruction effort after the July earthquake and pre-
existing deficiencies in infrastructure. On the revenue side, improved tax
administration as well as new tax measures raise total tax revenues from 12.7
to about 152 of GDP by 1992. In addition, revenue generation by public
corporations improves moderately, by about 0.52 of GDP. These developments
lead to an improvement of the primary balance of the consolidated public
sector, whose surplus increases from 3Z to 3.82 of GDP between 1989 and 1992.

4.14 Other fiscal developments, incorporated in the policy scenario for the
shorter term, include the acceleration of the Government privatization program
and the disposition of APT assets, estimated to yield P5 billion in revenues
on average in 1990-92; the elimination of the deficit accumulated by the Oil
Price Stabilization Fund through mid-1990, in 1990 and 1991; and subsequent
regulation of the Fund to maintain it in flow equilibrium.

4.15 In the projection period, in spite of the continuing growth of domestic
debt in the earlier years, domestic interest rates are projected to stabilize
at approximately 10Z in real terms, or approximately their current level. The
stabilization of real rates is assumed to follow, in the first place, from the
real exchange rate devaluation, which is expected to reduce the premium
required by investors for holding financial assets in local currency; and
secondly, from the improvement in the primary surplus of the public sector
which eventually reduces borrowing requirements. As a result of the
improvement of the primary balance and the stabilization of real rates, the
interest bill on domestic debt stabilizes around its 1989 level--

1 The definition of consolidated public sector used here includes
National Government, Local Government Units, Central Bank, and Non-Financial
Public Corporations, but does not include Public Financial Corporations.
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approximately 4S of GDP. The consolidated public sector deficit peaks in 1990
and 1991, as a result of the increase in investment expenditures, and then
declines gradually to 4.32 of GDP in 1995.2

4.16 Exchange rate policy is characterized by a gradual devaluation, which
entails a cumulative real depreciation of lOS between 1990 and 1991. The
effects of the devaluation on the consolidated public sector deficit are
incorporated in our projections: interest payments on foreip debt in local
currency increase proportionately to the nominal exchange rate; trade and
indirect taxes on imports are assumed to have unitary elasticity, in local
currency at current prices, with respect to a nominal devaluation vis-a-vis
the US$ and with respect to the value of imports; and the investment deflator
is assumed to have an elasticity of .3 with respect to the same variable, so
that investment becomes more expensive, relative to other expenditures, when
the exchange rate depreciates.

4.17 Concerning the composition of financing of the consolidated public
sector deficit, as discussed above, monetary policy is accommodating in the
sense that it does not increase the current rate of inflation. Domestic
inflation is assumed to reach 13? in 1990, as a result of the gradual
absorption of excess liquidity created in late 1989, the effects of the recent
earthquake, and the increase in oil irices; inflation gradually stabilizes at
10 for the rest of the period. The expansion in monetary base is thus equal
to the rate of growth of nominal GDP, and the revenues from money creation are
projected at 1.3-1.4S of GDP. This level of seignorage plus inflation
revenues is not sufficient to finance the operating losses of the Central Bank
and additional financing requirements for foreign reserve accumulation and
debt equity swaps; the National Government is thus projected to continue the
be a net lender to the Central Bank.

4.18 Concerning the assumptions underlying foreign financing, the
consolidated public sector is projected to receive most of the long term
foreign capital inflows in the country, including both identified and
unidentified financing. As a result, projected net foreign borrowing accounts
for about 2.5? of GDP on average between 1990 and 1992, and about 1I
afterwards. Projected net flows of long term foreign capital are discussed
below.

4.19 To summarize the policy assumptions underlying this scenario, the key
actions on the part of the Government are:

- strong fiscal effort, comprising indirect tax rates increases and
improved direct tax administration, yielding additional tax revenues
of over 2Z of GDP by 1992;

- increased privatization effort, raising cumulatively P15 billion in
revenues during 1990-92;

21f Public Financial Institutions are included, the consolidated public
sector deficit in 1989 is 4.2 per cent of GDP instead of 5.1.
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- modest increase in O&M expenditures (0.7? of GDP) and investment (2Z
of MDP), while other non-interest expenditures remain constant as
shares of GDP;

- gradual devaluation of the real exchange rate in 1990-91, by about
10Z cumulatively;

- prudent monetary policy, accompanying real GDP growth and maintaining
inflation at 102 annually; and

- foreign debt management leading to a reduction of US$1.5 billion by
the end of the period.

External Economic and Financing Assumptions

4.20 The world economic developments underlying the projection exercise
assume short term uncertainty related to the Middle East crisis. Oil prices
are assumed to average US$33 per barrel in the second half of 1990 and then to
decline to US$29 in 1991 and US$25 in 199^. As a consequence, international
inflation and interest rates increase in 1990 and 1991, while the growth rate
on world trade in real terms decelerates moderately. Developments after 1992,
as instability in the Middle East is assumed to subside and oil prices to
stabiiize in the US$20-22 range, have world trade growing in excess of 6Z per
year, in real terms, manufacture unit value index growing at about 52 until
1995 and then stabilizing at about 3.5?, and LIBOR declining to about 8Z.

4.21 The trends in foreign financing observed in the most recent years are
expected to continue in the forecast periods official lenders are expected to
be the largest source of capital inflows throughout the projection period,
while only limited commercial lending--in the form of short-term trade credit-
-is expected to be offered. The continued role played by official lenders
implies a substantial increase in the absorption capacity of the Government,
resulting from the various measures introduced in 1989 to improve project
preparation and implementation. Disbursements by official lenders are assumed
to increase from US$1.6 billion in 1989 to US$3.0 billion by 1998--an average
7? per year or about 2.5Z in real terms. There is a sharp increase in
disbursements by official lenders in 1990, due both the financing of the DDSR
operation of January 1990 (approximately US$480) and the disbursement of US$85
million out of the projected US$500 million in emergency assistance following
the July 1990 earthquake. Concerning IBRD flows, disbursements are projected
to peak in 1990 at US$800; they later average US$600 million during 1991-94,
and US$750 during 1995-98. Concerning private sources, financing of about
US$900 million is projected in 1990--of this, US$710 million from the
Commercial Banks Financing Package concluded in October 1989. Foreign
investment--direct and equity--is expected to provide substantial financing
for about US$0.8 - 1.0 billion per year, stimulated by real depreciation and
the resumption of debt-equity svaps.

4.22 On the requirements side, repayments of foreign loans are projected to
average about US$1.5 billion per year in 1990-92, rising above US$3.0 billion
per year in 1993-98. The time profile of principal repayments results from
several rescheduling and DDSR operations. First, the buyback of US$1,337
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million of commercial bank debt in January 1990 is estimated to reduce
Interest payments by about US$140 million a year and to reduce amortizations-
-starting in 1994--by about US$100 million. Second, the Paris Club
rescheduling agreement of May 1989 is projected to postpone to 1994-2000 the
bulk of principal repayments and interest payments to bilateral lenders that
fall due in 1989-92. Third, the conversion of 5O0 of outstanding '1985 New
Money loans (about US$300 million) into new bonds--according to the teams of
the 1989-90 Commercial Bank Financing Package of October 1989--is to postpone
repayments in 1998-2004 and slightly reduce interest rates. Finally, the
projections incorporate a gradual accumulation of official reserves from a
level equivalent to 1.6 months of imports of goods and services at end-89 to
about 2 months by 1993.

Outcomes

4.23 Fiscal Adjustment. Table 4.1 reports the evolution of the consolidated
public sector deficit, its financing, and the resulting accumulation of
domestic and foreign debt in the scenario. As the real interest rate is
larger than GDP growth, the primary surplus needs to continue to increase
while the consolidated public sector deficit declines slowly over the period,
as the share of interest payments declines. Given our assumptions on the
other borrowing requirements of the public sector and foreign financing and
money creation, the fiscal adjustment stabilizes the domestic debt-to-GDP
ratio at about 24.5Z, or 2 percentage points higher than at end-89.

4.24 GDP Growth. The projections are characterized by a substantial slowdown
of economic activity in 1990-91 GDP is forecast to grow at 3.5 and 4.52
respectively in 1990 and 1991. This follows from several factors. In the
first place, in the first semester of this year economic performance has been
disappointing, mostly as a consequence of supply constraints--drought and
power shortages. Secondly, the earthquake of July 1990 is expected to affect
output through the disruption of transport and power distribution in Northern
Luzon, and to affect exports directly as the Baguio Export Processing Zone has
been damAged. Thirdly, while the impact of these factors is expected to
subside in 1991, the increase in oil prices will necessarily have negative
repercussions on economic activity. Finally, continuing high domestic
interest rates will dampen demand growth domestically at the same time as
world trade growth, while positive, is expected to decelerate.

4.25 The long-term growth trend of GDP is projected at about 5.32, lower than
observed in 1988 and 1989, partly as a consequence of the structural and
macroeconomic factors discussed in the previous chapters--above all,
infrastructure constraints and high real interest rates--and partly because of
the additional adjustment effort necessitated by the new oil shock. Growth is
expected to continue to stem mostly from investment and export. The increase
in investment is supported by the increase in savings, which rise from about
15 to 222 of GDP between 1989 and 1998. The public sector contributes
substantially to the increase in savings: savings by the consolidated public
sector increase from -1 to 22 of GDP, as a result of the fiscal adjustment.
The impressive increase in national savings nevertheless fails to raise the
savings-to-GDP ratio to the average level of 252 observed in the 1970s. A
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Table 4.1t Ca*s Is Consolidated Publie Sector

CASE I 1888 19o 1990 1i" 1m 198 1904 19W

AS_.WTIONS_ _ _________________

MIx index 2/ 7.5 0.9 6.2 9.6 5.0 5.0 6.0 5.0
USOR 8/ 8.1 9.4 9.1 10.6 9.6 6.4 8.2 8.0
World Trad 4/ 6.6 7.4 6.1 5.7 6.4 6.4 6.4 6.4
oil Prlce 57 18.8 16.4 24.8 29.0 25.4 22.0 20.0 20.0
Real Exchagn Rate Depreciation -0.5 -5.0 4.0 5.2 0.0 0.0 0.0 0.0
Domestic Interest Rate 14.7 17.5 24.8 28.2 21.0 21.0 21.0 21.0
GOP Ofltor Growth Rate 9.8 10.1 15.0 12.0 10.0 10.0 *0.0 10.0
GOP Growth In constant terms 6.8 6.l 8.5 4.5 4.7 5.0 5.8 6.8

CONSOLIDATED PUBLIC SECTOR 6/j7/

Total Revenues 19.0 20.8 22.0 28.4 28.7 28.7 28.7 28.9
Revenues excld. Interest 19.1 20.2 21.8 22.7 28.1 28.2 28.2 28.8
Interest Revenues 0.5 0.5 0.7 0.6 0.6 0.5 0.6 0.5

Total Current Expenditures 19.6 21.7 22.8 28.6 22.6 22.2 22.1 21.8
Expenditures excid. Interest 11.2 18.1 18.5 18.6 18.4 18.4 18.4 18.4
Interest Poymnte 8.4 6.6 9.2 9.7 9.2 8.8 8.7 8.5
Domestic Debt 4.2 4.5 4.? 4.7 4.8 4.8 4.4 4.6
Foreign Debt 4.1 4.1 4.5 6.0 4.9 4.5 4.8 4.0

capital Expenditures 8.0 4.1 6.0 6.6 6.0 6.2 6.2 6.8

Consolidated Public Sector Deicit -8.0 -5.1 -5.8 -5.7 -4.8 -4.7 -4.6 -4.8
Primary Salance 4.9 8.0 2.8 8.4 8.8 8.6 8.6 8.7
Net Interest Bills -7.9 -8.1 -8.6 -9.1 -8.6 -8.8 -8.2 -8.0
Domestic Debt -8.8 -4.1 -4.2 -4.2 -8.9 -8.9 -4.1 -4.1
Foreign DObt -4.0 -4.0 -4.4 -4.9 -4.7 -4.4 -4.1 -8.8

FINANCING REquIREmENTS J/ 8.8 5.8 6.9 7.4 6.1 6.0 6.7 6.4

Consolidated Pubilc Sector Defieit -8.0 -5.1 -5.8 -5.7 -4.8 -4.7 -4.8 -4.8
Official Rsorve Accumulation 0.8 0.6 0.9 1.6 1.2 1.2 1.0 0.9
CS Credit to Privte Sector 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Other Requirements 8/ -0.2 -1.1 -2.1 -0.6 -0.5 -0.4 0.0 0.0

SOURCES5 OF FINANCING 6j/ 8.8 5.8 6.9 7.4 6.1 6.0 6.7 6.4

Monetary Sase Creation 1.2 2.5 1.4 1.4 1.8 1.8 1.8 1.8
Domestic Borrowing 2.2 8.1 4.8 8.4 8.2 8.9 8.5 8.1
Foreign Borrowing (net) 0.1 1.8 8.2 8.2 2.2 1.8 0.9 1.0

DEBT STOCKS _6/

Dtomstic Pubice Debt 22.8 22.6 28.7 28.6 28.? 24.4 24.6 24.8
Foreign Public DObt 68.8 59.1 60.6 62.6 62.8 58.9 55.6 51.9

1/ Annual prcentage change.
2/ Philippines mnufacture iports weights.
8/ Sitx-month USS rate.
4/ OECD manufacture Imports.
5/ USS per barrel.
,6 Share of CDP, prernt.
tf Including National Goernment Local Government Unite, Central Sank, and

Non-Finaneaal Pubile Corporations.
6/ Including statistical discrepancy, In history, and requirements for debt

restructuring oprations.
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more aggressive exchange rate policy leads to an improvement in
competitiveness, gradually obtaining a cumulative real devaluation of 10? in
1990-91. The exchange rate is subsequently managed so as to maintain
competitiveness constant, given the assumed international and domistic
inflation rates. The improvement in international competitiveness results in
a moderate inflow of foreign investment; these stimulate investment and
production in the tradeables sector, which continue to sustain economic
growth, though at more moderate rates than in 1988-89. As a result, after
1992 real GDP growth averages more than 5T and real per capita consumption 22.
Table 4.2 summarizes the main economic indicators in the scenario.

Tabl- 4.2: Case I: Selected Economic tndlcator.
(percent; annual averages)

Key Indlcator 1098 1990 1991-2 1998-5 10911

Growth Rates

CDP Growth Rate 8.1 8.6 4.6 6.2 6.4
Conauuptlon/Capite Growth Rate 4.5 0.7 1.0 1.6 2.6
3enetic Inflation Rote 10.1 18.0 11.0 10.0 10.0
Real Exchange Rate DeprecIation -5.9 4.0 2.8 0.0 0.0

Ratio. to GOP

Groom Investment 18.0 19.8 20.2 22.7 28.7
National Savings 15.4 14.7 16.6 19.6 21.4
Current Account -8.8 -5.0 -4.0 -8.4 -2.4

Exports of WIPS 24.4 25.0 27.2 26.4 29.7
import o anFS 27.0 26.8 29.2 80.7 81.5
Mon-Interest Current Account 2.2 0.8 0.9 1.6 1.9

Interest Psyente 5.5 5.8 5.7 5.0 4.8
eot Service 8.4 8.6 9.2 9.7 3.4

DOD 68.5 70.0 70.5 0$.6 58.1
Foreign Official Reserves 5.2 6.9 7.1 7.9 0.2

4.26 Trade and Payments. The oil price increase and the consequent
deterioration in the terms of trade are the most dramatic events affecting
international trade in 1990-92. Imports of crude oil and other fuels are
projected to increase from US$1.4 billion in 1989 to US$2.2 billion in 1990
and US$2.6 billion in 1991. Volume growth underlying these projections is
approximately 32 per year in 1990-91, down from an average 202 in 1988-89.
The sharp dec'.ine in volume growth is expected to result from the slowdown in
economic activity and the increase in prices. Concerning other imports,
reconstruction needs following the July earthquake lead to larger imports of
intermediate inpuss in the period 1990-92, while the deceleration of growth
moderates the aggregate impact on imports. In the remainder of the period,
import growth continues to be dominated by capital goods, intermediate inputs
for manufactured exports, and oil; food and other consumer goods account for
10 to 153 of merchandise imports. Export growth is led by the manufacturing
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and other non-traditional goods (mostly agro-processing), while exports of
traditional commodities (coconut oil, sugar, copper) are affected by the
depressed world demand for these products. In real terms, the growth rate of
exports of goods and non-factor services averages 92 per year in 1990-91 (down
from almost 14? in 1988-89) and later stabilizes at about 7S.

Table 4.8: Coo I: Financing Requirema
(USI MllIIIon; Annual Average)

1009 1990 1991-2 199-5 19t6

Expor. of Goods NfS 10829 126 SM 21148 29129
Import of Qoods a WNs rN 14818 17462 22365 2 00

Not Factor Ineme 1/ -1141 -1266 -1822 -2110 -2440
(Intoroet payment.) 1/ 2420 2496 8019 3847 8767

Net Current Transform n0 870 967 1094 1260

Current Aecount Enln _1/ -1466 -2887 -2546 -2287 -2044

Direct Foreign Investment 64 762 28n $0 96

Diabur_amet of ULT L"no as17 a8m 2C95 2044 8117
gultllSateral 749 1287 1056 1184 1276
t lateral 884 1199 1298 1600 1689

Privat 205 986 166 159 152

Repaymenta ot ULT Loana 1116 1291 1625 8100 2916
Multlasteral 846 a78 89a 495 654

lat teral 87 64 400 69o 1047
Private 617 728 706 S81 1159

Short-term and other t low s0 C85 240 662 948

Changs I Net Resrves -189 -g6 -626 -781 -684
IMV net credit 126 -187 49 -92 -149
Official Rerves -266 -419 -674 489 486

Gap, not 0 5n 1194 1662 77
Amrtization, gap 0 0 0 8 68t
Gap, roa 0 575 1194 1720 1406

.1/ Including inte paymenft on gap.

4.27 get factor incomes continue to be negative throughout the proJections
period, as a result of the continuing burden of interest payments on foreign
debt. This increases In 1991-92, both because of the Increase in LIBOR and
the increase in externa. debt--following a sharp rise in external financing
needs due to the earthquake and the oil shock--and later declines. The
decrease of the interest burden is even more apparent as a share of total
exports, as it declines by 8 percentage points--from 19 to 11--between 1989
and 1998. Profit remittances rise during the projection period as a
consequence of foreign direct investment inflows, Increasing at an average 2?
per year. Factor receipts are expected to be negatively affected by the
Middle East crisis in 1990-92; personal income receipts are projected to be
US$SO-75 than originally expected in that period, due to the loss of
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remittances from approximately 28,000 Filipino contract workers that were
located in Iraq and Kuwait at the outbreak of the crisis. Current transfers
are projected constant in real terms, to reflect fluctuations in worker
remittances in recent years. As a result of these developments, the current
account deficit rises from 3.31 of GDP in 1989 to about 52 in 1990-2, and then
declines slowly to about 2Z at the end of the period.

4.28 External Financing. Unlike forecasts prior to the outbreak of the
Middle East crisis, which predicted no financing gap in 1990 and 1991, a large
financing gap arises starting in 1990. In the period 1990-92 the major
determinant of the gap is the increased oil bill; in 1993-95, the major
determinant is the "bunching" of maturities of previously rescheduled debt, as
repayments of medium and long-term loans average US$3.1 billion per year in
1993-5--twice the average for 1990-92--and net transfers on medium and long-
term loans are negative. These developments clearly indicate, on the one
hand, the need for exceptional additional financing in the short term to cope
with the oil shock, and, on the other, the continuing need to pursue a
cooperative and innovative approach to reducing the debt burden.3

Implications

4.29 In this scenario, the drag imposed on the economy by the growing
domestic debt is contained. The projections show the size of the fiscal
adjustment that is required to stabilize the ratio of domestic public debt to
GDP at approximately 24.52. This outcome depends crucially on the ability of
policy makers to effect swiftly the required fiscal adjustment--both
generating additional revenues and keeping current expenditures under control-
-and to contain inflation at the same time as a severe external shock is
changing substantially the international economic outlook. The severe strain
placed on the economy by high domestic interest rates and the oil shock needs
to be offset by stimulating domestic and foreign investment, restoring
international competitiveness, improving the regulatory framework and
Increasing public investment in crucial infrastructure.

4.30 Xn order to support modarate growth, this strategy will require a higher
level of external support than originally envisaged. Donors will inevitably
be asked to act on an emergency basis to help smooth out the adjustment
necessitated by precipitous world events. The problem of the debt overhang
and the financing requirements associated with debt service will need to be
addressed jointly and comprehensively. The magnitude of the unidentified
financing needs in the immediate future require concerted and decisive action
by the international community.

3The projections do not incorporate a 'second stage' DDSR operation.
While such operation is allowed for by the agreement of October 1989 with the
commercial banks, its timing, size and terms are still uncertain.
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D. Case IIs Furtherins Structural Reform

Policy Assumptions

4.31 In this scenario, a more ambitious macroeconomic policy than 'in Case I
is implemented, and is complemented by a structural reform package aimed at
lowering the costs of adjustment. These structural reforms include the
measures discussed in Chapter 3 to enhance competition and efficiency in the
financial sector; to further reduce trade restrictions and broaden the revenue
base for tariffs and VAT on imports; to improve the environment for domestic
and foreign investment by improving the regulatory framework and to improve
the quantity and quality of infrastructure, especially through deregulation of
transportation. The macroeconomic measures include accommodating monetary
policy as in Case I, a more aggressive exchange rate management, and fiscal
measures yielding a larger revenue effort as in the previous scenario.
Exchange rate policy leads to a cumulative real depreciation of about 201
between 1989 and 1998.

4.32 The fiscal package implemented in this scenario results in an increase
in revenues of about 22 of GDP in 1991--i.e., as much as obtained over two
years in Case I. Bringing about a revenue increase of this magnitude and at
the same time increasing the efficiency and equity of the taxation system will
req,uire considerable resolve from policy makers. Measures aimed at increasing
the overall efficiency and equity of the taxation system--such as the
rationalization of income taxes, international trade tariffs, and taxes
bearing on financial intermediation costs--will lead to some revenue loss and
will thus need to be accompanied by additional revenue increasing measures.

4.33 The structural reform package is expected increase the level and
efficiency of private investment and to attract larger foreign investment
flows than in Case I. While a dtcrease in real interest rates is not built
into the scenario--the effect on interest rates of structural changes cannot
be estimated and the adjustment experience of other highly indebted countries
shows consistently high interest rates--the magnitude of the fiscal adjustment
is likely to lead to a decline in real interest rates. In addition to the
improvement in the primary surplus of the consolidated pubiic sector, other
factors would contribute to this outcome in this scenarios lower
intermediation costs as well as reduced rents in the banking sector; larger
real exchange rate depreciation; and increased availability of funds, as
foreign investors respond to improved investment and ownership regu'ations.

External Financing AssumDtions

4.34 As argued above, it is not certain whether the more decisive policy
effort of the Philippines would lead to higher official financing.
Consequently, it is assumed here that official and private lending and DDSR
operations are as in Case I. Direct foreign investment is however projected
to be larger, growing about 5.5Z per year, as a result of the improved
competitiveness and regulatory framework.
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Outcomes

4.35 r:scal Adlustment. Table 4.4 reports the evolution of the consolidated
public sector deficit, its financing, and the resulting accumulation of
domestic and foreign debt. In this scenario, the stronger fiscal effort leads
to a decline in domestic debt-to-GDP starting in 1991. First, the primary
surplus of the consolidated public sector increases by one percentage point of
GDP between 1990 and 1991. Second, the investment and export-led increase in
real GDP &rowth affect beneficially the process of domestic debt accumulation.
The interest bill on domestic debt, as a ratio to GDP, declines faster than in
Case I, and by 1995 it is .52 smaller than in Case I. Third, the effect of
the larger devaluation on the consolidated public sector financing
requirements is small: the interest bill on foreign debt and the foreign
currency component of public investment. denominated in local currency, are
approximately .22 of GDP higher in Case II than in Case I. The higher
exchange rate also affects the revenues from indirect taxes on international
trade, interest receipts on'the Central Bank's foreign exchange reserves and
the cost of foreign reserve accumulation. As a result of these developments,
by 1995 the consolidated public sector deficit is 1.2 percentage point of GDP
smaller in this scenario than in Case I, or 2.7 percentage points of GDP
smaller than in 199".

4.36 GDP Growth. As in the previous scenario, growth decelerates to 3.5 and
4.52 in 1990 and 1991, as a consequence of the weakening of the economy in the
first semester of 1990, the recent earthquake and the oil shock. In the later
years, increased level and efficiency of investment and higher international
competitiveness--leading to an increase in manufacturing and other non-
traditional exports--result, in comparison with the previous scenario, in
higher real growth and higher per capita consumption growth. Table 4.5
sumarizes the main economic indicators in the scenario.
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Tabl- 4.4: Case It: Consolideted Pubtlc Sector

CASE It 1986 1989 1990 1981 1992 98 1994 1995

ASSUWTM -1/

MUV Ind"x 2/ 7.5 0.9 6.2 9.5 5.0 5.0 5.0 5.0
UBWOR 8/ 6.1 9.4 9.1 10.6 9.6 6.4 8.2 8.0
World Trade 4/ 5.6 7.4 5.1 5.7 6.4 6.4 6.4 6.4
01i Price 57 18.8 10.4 24.8 29.0 25.4 22.0 20.0 20.0
Roal Exchange Rate Depreciation -0.6 -5.9 4.0 5.2 2.0 1.5 1.5 1.5
Dometic Interest Rate 14.7 17.5 24.8 23.2 21.0 21.0 21.0 21.0
GDP D flator Growth Rate 9.8 10.1 13.0 12.0 10.0 10.0 10.0 10.0
GDP Growth In constant termu 6.8 6.1 3.5 4.5 6.0 6.0 6.5 6.5

CONSOUDATED PUBUIC SECTOR OJ/ _/

Total Revenues 19.0 20.6 22.0 23.9 24.1 24.3 24.4 24.6
Revenues excid. Interest 19.1 20.2 21.8 23.2 28.0 23.8 28.9 24.1
Interest Rovenues 0.6 0.5 0.7 0.6 0.6 0.6 0.5 0.5

Total Current Expenditures 19.9 21.7 22.6 23.6 22.5 22.1 21.8 21.4
Expenditures excid. Interest 11.2 18.1 13.5 18.6 18.4 13.4 18.4 18.4
Inteorost Pnym_nto 6.4 8.6 9.2 9.7 9.2 6.7 6.4 9.0
Domestic Debt 4.2 4.6 4.7 4.7 4.2 4.1 4.1 8.9
Foreign Debt 4.1 4.1 4.5 5.0 5.0 4.6 4.4 4.1

Capital Expendituroe 3.0 4.1 6.0 5.6 6.0 6.8 6.8 6.8

Consolidated Pubilc Sector Deticit -8.0 -5.1 -5.8 -5.2 -4.4 -4.0 -3.7 -8.1
Primary Balance 4.9 8.0 2.8 3.9 4.2 4.2 4.8 4.4
Not Interest Bills -7.9 -8.1 -4.6 -9.1 -8.6 -6.2 -7.9 -7.6

Domestic Debt -3.8 -4.1 -4.2 -4.2 -3.6 -8.7 -8.7 -8.6
Foreign Debt -4.0 -4.0 -4.4 -4.9 -4.6 -4.4 -4.2 -4.0

FINANCING REqUIREEWTS 68/ 8.8 5.6 6.9 6.9 6.8 5.5 5.1 4.4

Cotisolidated Public Sector Deftcit -3.0 -5.1 -5.6 -5.2 -4.4 -4.0 -8.7 -8.1
Official Reerve Accumulation 0.8 0.6 0.9 1.6 1.3 1.4 1.2 1.1
CB Credit to Private Sector 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Other Requirement _8/ -0.2 -1.1 -2.1 -0.6 -0.6 -0.4 0.0 0.0

SOURCES OF FINANCING 6/ 3.8 3 5.6 .9 6.9 5.8 5.5 5.1 4.4

Monetry Base Creation 1.2 2.5 1.4 1.4 1.3 1.4 1.4 1.4
Domestic Borrowing 2.2 8.1 4.8 2.9 2.6 8.2 2.3 1.8
Foreign Borrowing (not) 0.1 1.3 8.2 8.2 2.3 1.4 1.3 1.1

DEBT STOCKS _6/

Domestic Public Debt 22.8 22.6 23.7 28.1 22.8 22.6 21.7 20.4
Foreign Public Debt 03.8 59.1 60.5 62.6 68.8 60.2 57.4 58.6

1/ Annual percentage change.
2/ Philppines mnufacture importe weighte.
8/ Six-month US8 rate.

.4/ OECD manufacture Importe.
C/ US1 per barrel.
6/ Share of GDP, percent.
7/ Including National Government, Local Government Unite, Contral Bank, and

Hon-Financial Public Corporations.
6/ Including statistical ditcrepancy, In history, and requirement vur debt

restructuring operations.
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Tabl1 4.8: Ca" U: Selected SEoomic Jadleatoce
(perent; annal avergs* )

Kby DWIndl¢se 1060 1990 199X-2 16"08 10ts4

Growth Rates

QDP Growth Rat 6.1 a.6 4.6 6.8 C.6
Ccrn.uption/Cepite Growth Re" 4.5 0.7 0.7 2.$ 8.6
DOsntdS¢ Inflation Ratw 10.1 18.0 11.0 10.0 10.0
Real Exchane RMa Depreinatlon -6. 4.0 8.6 1.6 1.6

Ratios to 60P

aross Inv estnot 18.8 19.8 20.4 24.4 25.6
National Savings 16.4 14.7 16.2 21.8 28.7
Current Account -8. -5.0 -4.0 -8.5 -2.5

Export. of EFNS 24.4 25.0 27.4 29.1 80.0
Imports of onPS 27.0 26.8 29.8 81.4 82.6
| Non-lnOr t Current Account 2.2 0.8 1.0 1.0 1.9

Int,ret Payment 6.6 6.8 5.8 6.1 4.6
Debt Service 6.4 6.6 9.2 10.0 6.6

DOD 60.6 70.0 7.0 6.6. 56.8
Forign Offic ial Roesrves 5.2 6.9 7.2 6.5 9.8

4.37 Trade and Payments. Export and import growth rates are higher in this
scenario: exports are affected by real exchange depreciation; imports, by
real GDP growth and in particular investment and manufacturing exports, which
are the most import-intensive demand components and are also the most dynamic
in this scenario. As a result, until 1996 the current account deficit is
larger in this scenario than in Case I; the increase in investment leads to an
increase in imports that more than compensates for the increase in exports;
higher factor income payments result from larger foreign borrowing
requirements and direct foreign investment--and thus higher interest payments
and profit remittances. The current account deficit, however, steadily
improves, after peaking at 5.32 of GDP in 1991.

4.38 External Financing. Table 4.6 reports external financing and financing
requirements in Case II. As discussed above, official and private lending and
DDSR operations are assumed to be as in Case I, while direct foreign
investment is larger. The larger inflow of foreign investment does not
completely offset the larger financing requirements and, as a result, until
1996 larger unidentified financing requirements emerge in Case II.
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Table 4.6s Cae IT: Financing Requiremeont
(USS Million; Annual Average)

1060 1000 1991-2 1008-5 100648

Exports of Goods A NFS 10820 12868 15600 22110 82229
Import of cood. NFS 11988 14818 17556 28477 82947

Not Factor Income 1/ -1141 -1265 -1622 -2128 -2502
(Interst paym.xnE) _1/ 2420 24" 8018 J8CS 880S

Net Current Transfrs 080 676 907 1004 1250

Current Account Ba lnce _1 -1465 -2887 -2620 -2895 -1970

Direct Foreign Invostment 664 762 S66 976 1242

Dieburesmnts of ULT Loans 1637 a872 2585 2844 8117
Multi lateral 749 1287 1056 1164 1276
Silateral 864 1199 1208 1600 1660
Private 205 080 166 159 152

Repaymtnt of MLT Loans 1116 1261 1626 8100 2916
Multilateral 84 878 806 490 64
Bllateral 87 54 400 909 1047
Private 617 728 705 1581 1169

Short-term and other flos 80 -585 240 62 948

Chons In Not Resrvwe -189 -550 -64? -648 -1018
IMP n t credit 126 -187 49 -92 -149
Officall Resrves -265 -419 496 -751 -865

Gap, net 0 575 1161 1864 592
Aortization, gap 0 0 0 86 632
Gap, gross 0 675 1161 168 1224

_1/ Including Interest paymnts on gap.

Implications

4.39 In this scenario, the stock of domestic public debt decreases, as
fraction of GDP, below its current level, and at the same time the economy is
placed on a higher growth trajectory as overall economic efficiency is
improved. In addition to sound macroeconomic mangement, this outcome will
require a major push towards structural reforms that will increase efficiency
and competition in the financial sector, improve the effectiveness of
investment incentives, and stimulate the transfer of resources to the
tradeables sector. While major steps in these areas have been taken since the
mid-1980s--with positive results in tenms of growth--more needs to be done for
the country to fully realize its potential, as extensively discussed in
Chapter 3.

4.40 As in Case I, implementing this strategy will require a higher level of
external support than envisaged prior to the outbreak of the Middle East
crisis; this, in turn, will require concerted and decisive action by the
international comeunity to address the problem of financing requirements and
debt overhang in a comprehensive fashion. In addition, the strategy outlined
in this scenario needs a stronger determination to free the Philippines from
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its remaining structural constraints to develop a more open, market-based
economy. The most recent developments indicate clearly that the progress
achieved by the Philippines In this direction, while Impressive, can too
easily be threatened by exogenous shocks. The solution to reduce the
vulnerability of the economy to adverse external developments is to be found
in the comprehensive and bold economic strategy that has been outlined.
Considerable political will is necessary to reverse the trends that have
emerged in the economy during the past eighteen months, In order to position
it to withstand future shocks and achieve meaningful progress in reducing the
drag of domestic debt on the country's growth potential.
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PHILIPPmNES
TABLE 1:
Notional Accounts Su, _ry at Current Prices
(In billions of national currency units)

1979 1960 1981 1982 1988 1984 198S 1986 1987 1988 1989

ORIGIN AND USE OF RESOURCES:
A.1. GDP at market prices 217.5 264.7 8s0.8 840. 3884.1 540.5 012.684 627.129 708.838 825.707 963.171
2. Net indirect taxes 22.879 26.759 25.928 28.886 84.722 48.92 48.346 62.309 70.231 64.16 80.278
3. GDP at factor cost 196.121 238.941 279.372 311.936 849.878 496.58 6ea.888 574.82 688.187 761e.47 882.893
4. Agriculture 55.5 61.6 69.4 76.7 84.8 139.5 162.619 156.989 170.77 189.988 225.872
S. Industry 76.9 96.8 111.6 122.6 138.2 186.2 200.664 204.98 232.686 277.176 320.436

a. Manufacturing 62.1 84.6 75.2 83.1 96.2 187.8 160.583 156.172 173.539 20?.447 240.377
b. Mining and quarrying 5.8 8.1 6.8 6.1 7 9.7 11.629 12.446 18.6 16.996 16.462
C. Other 19 24.1 29.6 88.3 8e 39.2 38.492 37.888 4S.446 6s.732 63.697

6. Services 86.1 106.1 124.8 141.4 161.8 214.8 249.611 286.16 305.013 368.644 416.868

8.1. Resource balance -12.1 -15.1 -16.6 -28.1 -26.2 -0.7 18.066 86.916 8.076 4.799 -12.917
2. Exports of GNFS 41.5 58.8 57.8 6B.2 75.3 117.7 126.671 156.104 163.472 202.93e 239.337
8. Imports of GNFS 63.6 68.7 74.4 79.8 101.5 118.4 108.606 118.189 157.397 198.187 2S2.264

C.1. Domestic absorption 229.6 279.8 321.9 883.7 410.3 641.2 694.619 680.213 702.293 820.908 976.088

0.1. Total consumption 161.9 198.6 228.6 267.2 307.7 449.2 609.217 607.107 691.899 677.662 719.489
2. Private 143.6 177.4 203.8 238 278.2 413.6 466.173 468.688 533.427 6O4.581 706.626

a. Statistical discrepancy -2.9 -0.7 -3.1 3.6 10 10.2 -3.96 -16.826 7.346 1.8 -0.26?
3. General government 18.3 21.2 24.8 29.2 29.6 35.6 44.044 48.441 68.472 73.071 08.884

E.1. Gross domestic investment 67.7 81.2 93.3 96.6 102.6 92 86.402 81.106 110.394 148.2S6 130.S99
2. Fixed lnvestment 56.3 e6 79.3 8e 96.3 100.1 89.974 s0.8e7 9e.538 128.413 A64.e09
8. Incrase In stocks 11.4 13.2 14 10.6 7.3 -8.1 -4.572 0.289 12.806 16.843 1s.99

MEMORANDUM ITEMS:
0.1. Noet factor income 0.5 -0.2 -1.7 -5.2 -5.3 -13.1 -14.941 -12.428 -5.007 -2.992 -7.698
2. Net current transfers 1.689 2.246 2.6e7 2.76 2.6B4 1.97 8.2 4.791 7.784 10.U48 10.202
3. Gross national product 218 264.6 803.6 885.4 878.8 627.4 697.743 614.703 703.361 822.725 956.573

H.1. Gross domestic saving 56.6 66.1 78.7 73.4 76.4 91.3 103.467 120.022 116.469 148.066 167.682
2. Gross national saving 57.789 88.146 77.6e7 70.96 73.784 80.17 91.728 112.387 119.196 166.621 170.386

I.1. GOP at up (curr. mill. US) 29481.1 36239.8 38647 89882.9 84663.1 82367.2 32940 30741.8 84440.0 39142.0 44310.0

Sourco:--- …--------- ----------------------- …… -… - -
Source: Philippines Standard Tables, IEC, World Bank



TABLE 2s
National Account. Summry t Cons"tnt 1972 Prices
(In billions of national currency units)

1979 1990 1991 1982 1988 1984 1985 1986 1987 1988 1989

ORIGIN AND USE OF RESOURCES:
A.1. GDP at market prices 88 92.887 96.2 99 100 98.9 89.904 91.18 95.481 101.398 107.468
2. Not Indirect taxes 9.0o3 9.01 8.169 s.383 9.18 7.864 7.241 7.569 9.460 7.879 8.957
8. GOP at factor cost 78.947 88.621 88.031 90.687 90.87 8.8646 82.868 88.611 S6.01S 93.619 98.s09
4. Agriculture 22.6 28.7 24.8 25.4 24.9 26.4 26.252 27.11 26.834 27.771 28.887
5. Industry 81.9 88.4 85 85.7 36 82.3 29 28.3896 0.o0 33.205 35.682

a. Manufacturing 22.2 23.2 24 24.5 25.1 23.3 21.541 21.717 23.186 26.261 26.99
b. Mlning and quarrying 2.1 2.2 2.2 2 2 1.8 1.768 1.574 1.547 1.815 1.571
. Other 7.8 8 8.8 9.2 8.9 7.2 5.691 5.106 5.875 8.889 7.001

6. Services 38.6 85.537 88.6 87.9 89.1 38.2 84.652 85.674 38.039 40.422 48.017

B.1. Resource balance -8.1 -1.7 -1 -1.8 -2.6 2.7 5.356 7.758 8.265 0.251 -2.576
2. Exports of ONFS 15.7 17.7 1?.9 17.7 19.8 20.9 19.381 28.68 23.245 28.931 30.091
3. Import. of aNFS 18.8 19.4 18.9 19.6 21.8 18.2 18.9"S 15.802 19.987 26.88 82.6e7

C.l. Domestic absorption 91.1 94.887 9?.2 100.8 102.6 91.2 84.648 83.422 92.74 99.981 10?.329

0.1. Total consumption 66.6 67.737 70 74.6 77.6 77 73.424 78.311 79.188 84.055 88.925
2. Private 57.6 59.437 61.4 65.4 88.8 68.7 65.208 65.124 70.409 74.648 78.791

a. Statistical discrepancy 0.9 0.137 -0.2 1.9 8.4 2.7 -0.774 -1.473 -0.517 1.158 1.1se
8. General government 8 8.8 8.6 9.1 8.7 8.3 8.221 8.187 8.774 9.409 10.134

E.1. ross donestic investment 2S.S 28.8 27.2 26.3 25 14.2 11.124 10.111 18.667 16.926 18.404
2. Fixed investment 21.8 22.7 28.6 23.7 28 15.8 11.828 10.057 12.017 13.874 16.816
8. Increae in stocks 4.2 3.9 3.7 2.8 2 -1.4 -0.702 0.054 1.54 2.052 1.788

MEMORANDUM ITEMS:
0.1. Not factor Income 0.2 -0.086 -0.6 -1.6 -1.8 -2.8 -2.037 -1.676 -0.868 -0.348 -0.807

2. Net curront transfers 0.87 0.757 0.776 0.782 0.858 0.332 0.455 0.679 0.862 1.268
S. Gross national product 88.2 92.601 95.7 97.6 98.7 91.6 87.867 89.504 M4.815 101.06 10e6659

H.1. Gross domestic saving 21.2S8 22.836 22.988 20.62 19.373 14.092 13.464 15.404 16.298 17.343 18.541
2. Gross national saving 22.126 28.067 23.268 19.882 18.731 12.124 11.872 14.407 16.494 18.283 17.734

1.1. Capacity to import 14.556 15.138 14.883 18.82 10.173 18.092 16.825 21.095 20.768 26.256 29.961
2. Terms of trade adjustment -1.144 -2.S64 -S.217 -a.88 -8.127 -2.808 -a.026 -2.4e6 -2.4S7 -O.844 NA
8. Gross domestic incame 88.868 90.073 92.ss8 95.12 98.878 91.092 88.878 88.715 92.978 100.965 108.025
4. Gross national Income 87.068 90.087 92.488 98.62 96.578 88.792 84.841 87.039 92.31 100.SS5 106.148

J.1. GDP at current mp 217.5 264.7 805.3 340.8 884.1 540.6 812.884 827.129 708.8e8 82S.707 963.171

Sour: ---- - -- - - ---- - ----- - ----------- - ----- - ------ - ----------- - -------- - - - ----- - - - ---------------------- -------
Source: Phi;l;pp7nas Stantdard Tbl^, IEC, World Bank



TABLE 3:
Balance of Payments Sumary at Current Prices
(In millions of US dollars)

1979 1960 1981 1932 1968 1964 1985 1966 1987 1988 1989

A.1. Exports of ONFS se87 7286 7518 25 8a818 a 7083 864 7702 808S 9479 10829
2. Merchandise (FOB) 4801 5788 5722 5021 5005 5891 4829 4842 5720 7074 7821

a. of which: Manufacture 1822.9 2141.2 2680.4 2491.9 2538.8 2978.7 2648.9 2808 3486.1 4338 6192
S. Non-factor services 1077 1448 1791 1804 1808 1642 2286 2860 2346 2405 3008

B. 1. Importa of amNS 7305 9147 9564 9487 9174 7212 5944 5868 7861 9467 11983
2. Morchandise (FOB) 8142 7727 7948 7667 7487 8070 s5ll S044 6737 8159 10419

a. of which: Manufacture 4289 4882.8 4896.8 4908.1 4771 9698.9 U144.8 8808.9 4886.3 4020 4910
3. Non-factor eervices 1168 1420 lo6 1800 1887 1142 8s3 824 1124 la0 1584

C.1. Reource balance -1827 -1911 -2041 -2642 -2881 -179 920 1834 204 12 -1164

0.1. Net factor Incoe -223 -489 527 -1044 -869 -1476 -1317 -1321 -1221 -1210 -1141
2. Factor receipts s78 762 1070 1179 1319 964 1058 931 1109 1187 1S78

a. of which labor lncome 38S 421 546 910 944 659 894 698 809 874 1002
S. Factor payments 801 1201 1597 2223 2178 2469 2870 2252 2330 2397 2719

*. of wh. LT Interest (DRS) 490.4 573.9 820.6 920.6 940.8 923.7 987 1188.1 1434.2 1638.1 1910.2

E.1. Net current transfers (pry) 229 299 325 822 237 118 172 236 376 500 478
2. Transfer receipts 234 30a 328 324 242 119 181 239 878 503 475

a. of wh. workors remit. 191 205 254 289 180 59 111 1S6 211 388 880
S. Transfer payments 6 8 a 2 S 1 9 4 2 3 2

F.1 Curr A/C be# before Off Trans -1821 -2061 -2248 -3884 -2983 -1388 -225 748 -e4l -B98 -1822
2. NMt official transfers 128 148 182 184 23S 288 207 206 197 276 357
3 Curr A/C ba I after Off Trans -1496 -1903 -2081 -3200 -2748 -1288 -18 954 -444 -423 -1465

0.1. Long-torm capital Inflow 1108 877 1503 168e 1484 306 8094 1249 457 -59 998
2. Met direct Investment 7 -108 172 18 105 9 12 127 307 988 854
3. Net LT Loans (DRS) 1130.6 1817.7 1494.2 1512.5 1751.7 994 1013.8 401.7 -88 71 720

a. disbursements 2087.3 1852.9 2212.4 2479.8 2574.7 1512.4 1839.4 1651.8 13S8.1 1372 1837
b. repayments 956.8 658.2 718.2 987.8 823 518.4 825.8 1109.6 1424.1 1301 1l11

4. Other LT Inflows (net) -81.6 -834.7 -163.1 37.5 -892.8 -496.2 2068.3 720.8 217.9 -1116 -576

H.1. Other Items (Net) 765.9 1981.8 226.1 918.2 -781.6 1148.8 -8224.1 -1072 -281.3 654 608
2. Not short-term capital 513.9 1857.4 712.7 1280.1 -402.7 1104.8 -8888.8 -1108.7 -139.2 -303 -91
3. Capitaflos n.eoi. 0 0 0 0 0 0 0 0 0 478 312
4. Errora and omissions 261.9 124.1 -486.8 -383.9 -859.1 88.9 642.6 81.7 -142.1 479 s8s

T1.. Change In net reserves -876.9 -955.8 381.9 717.8 2046.8 -183.6 148.1 -1181 268.8 -172 -189
2. Use o IMF credit 92.7 185.8 105 -124.8 108.3 -185 279 137.2 21.2 -72 126
8. Other reserve change -489.8 -1140.9 226.8 842.6 1937.6 1.3 -131 -1288.2 247.1 -100 -265

- -h-------- - ----- - - ----C ----- ------
Source: Philippines Standard Tables, IEC, World Bank



TABLE 4.1:
External Debt: Disbursemnt and Ropayments
(USS millIons at Current Pricee)

1979 1980 1981 1982 1988 1984 1986 1986 1987 1988 1989
__ __ ~~~~~~- _- -- _- __- -- - -- -- _- -- _- - __-__- - - - - -- - - - - - - -- -- -- -- -- -- -- -- -- ------------

DISOURSEMENTS
A. Public A Publicly Guar. LT 1819.8 1881 1604.9 1916.9 2805.7 1442.4 1364.4 1411.3 1278.1. 1371.8 1837

1. Official Creditors 688.8 469.7 908.2 864.1 1179.1 979.4 887.9 738.5 1151.1 1229.1 1831
a. MIltilateral 802.8 820.8 578.9 889.2 796.2 496.5 891.1 840.8 404.6 430.8 747sa of which IBR 210.8 228.7 441.2 250.9 600.3 290.8 282.7 188.9 282.6 268.6 463.4
ab of which IDA 2.5 1.7 7.1 7.7 12.7 10.2 13.8 8.1 7.6 3.1 1.4
b. Bilateral 281 188.9 832.8 274.9 883.9 488.9 296.8 892.7 748.5 798.8 884

2. Private Creditor* 1038.5 921.8 698.7 1251.8 1126.6 483 666.6 677.8 125 142.7 206
a. Suppliers 186.6 56.4 77 87.8 112.5 124.8 170.1 122.2 92.7 124.4 98
b. Com_.rial Banks 830.4 662.6 652 1082.6 762.6 206.6 406 628.6 7.7 8 9s
C. Other Private 69.6 202.1 69.7 101.6 261.6 182.2 91.4 27.1 24.8 10.3 15

8. Private Non-Guaranteed LT 467.6 471.9 607.5 68a.9 289 70 286 100 80 0 0
C. Total LT Disbursements 2087.8 1652.9 2212.4 2479.8 2674.7 1612.4 16839.4 1511.8 1866.1 1371.8 1sa7
0. IMF Purchase 256.8 446.4 286.5 0 808.6 87.1 822.9 268.8 161.1 94.1 802.4
E. Not Short-Tor Capital 0 0 0 0 0 0 0 287 414 114 22
F. Total Disburseents 2828.1 2299.3 2448.9 2479.8 2s88.2 1599.5 1982.3 2047.1 1931.2 1579.9 2161.4

REPAYMENTS
A. Public A Publicly Guar. LT 469.9 216.2 330.9 489.7 586 844.4 474.e 924.6 1816.7 1219.9 1000.2

1. Official Creditors 165.3 93.8 128.8 186.8 174.6 224.1 833.8 629.7 404.6 389.1 383.2
M. Multilateral 88.8 46.2 68 86.8 95.1 120.8 142.2 208.7 269.2 349.9 346.2

ma of which IBRO 26 38.3 38.1 61.3 72.2 92.2 109.8 169.3 219.3 282.9 268.1ab of which IDA 0 0 0 0 0.2 0.8 0.3 0.3 0.8 0.6 0.8
b. Bilateral 118.7 48.1 76.8 100.2 79.5 108.8 191.6 321 135.4 39.2 37

2. Private Creditors 814.8 121.9 202.8 802.9 3860.4 120.8 141 394.9 911.1 830.8 617
a. Suppliers 9s.8 42.9 68.7 80.4 49.6 86.1 4.8 116.7 1065. 21.8 18
b. Commercall Banks 201.6 43.5 107.9 181.7 288.8 17.6 11.1 189.3 629.5 621.2 478
C. Other Private 17.2 85.6 85.7 60.8 74.6 86.6 126.1 86.9 176.1 187.8 128

B. Private Non-Curanteed LT 486.9 820 387.8 477.6 288 174 160.8 185 108.4 100 118
C. Total LT Repayments 956.8 636.2 718.2 9"7.8 828 618.4 626.8 1109.6 1424.1 1319.9 1118.2
D. IMP Repurchase 92 146.8 64 74.7 159.2 242 190.4 802.6 856.7 196.8 196.4
E. Totel LT Repay + IIF Repur. 1048.8 680.5 772.2 1042 982.2 760.4 816 1412.1 1777.8 1615.7 1314.6

Source: Philippine. Standard Tables, IEC, World Bank



TABLE 4.2:
External Debt: Intero;t and Debt Outstanding
(US11 millions St Curreot Pricem)

1979 1980 1081 1982 1988 1984 1986 1986 1987 1988 1989

INTEREST
A. Public A Publicly uar. LT 804.4 869.9 t22 586.5 6B5.8 791.7 791.2 1008.1 1802.2 1516.1 1827.2

1. Official Creditors 14U.9 1)8.7 18 210.3 248.8 822.9 320 457.2 505.7 507.7 823
a. Multilateral 82.6 99.5 119.4 162.8 177.1 22m. 249 820.4 386.9 387.8 444as of which IBRD 81.1 72.8 89.2 112.8 132.8 189.6 176.6 288.9 274.6 289 267.?
*b of which IDA 0.2 0.2 0.3 0.8 0.4 0.6 0.8 0.7 0.7 0.8 0.8
b. Bilateral 84.3 89.2 46.6 58 68.2 93.8 71 188.8 129.8 120.4 179

2. Private Creditors 167.6 231.2 867 820.2 413.3 468.8 478.2 560.9 796.6 1007.4 1204.2
*. SuWpliers 26.8 20.8 19.8 17.5 21.4 14.1 9.1 80.5 28 24.3 20.2
b. Comercial Banks 79.4 167.7 260.2 227.8 298.6 386.3 879.6 413.1 888.4 869.2 1080c. Other Private 61.8 43.2 77.6 80.9 93.3 91.4 89.8 107.8 105.1 128.9 104

8. Private Won-Guaranteed LT 188 204 298.6 884 284 182 188.8 180 182 123 8s
C. Total LT Interest 490.4 653.9 820.6 920.6 940.8 923.7 987 1188.1 1434.2 1838.1 1910.2
D. IXF Service Chorges 85.1 41.8 58 88.4 80.8 76.9 o8 78.2 88 74.1 215
E. Interost Paid on ST Debt 0 875.3 1307.2 1452.2 1016.7 926.9 750 400 as5 841 895F. Tot"l Interest Paid 528.5 1490.8 2185.7 2465.1 2087.1 1928.6 1756 1818.3 1882.2 2063.2 2420.2

DEBT OUTSTANDO & DIS8.
A. Public A Publicly Guar. LT 5081.4 6867.8 7488.6 8788.8 10486.8 11244.1 18782.8 19284.4 23484 23474.6 24462

1. Official Creditors 2184.1 2628.1 8t46.7 8771.4 4774.5 5331.7 6748.6 8163.8 10302.6 10968.2 11822
a. Multilateral 1084.4 1309.6 1881 2133.6 2883.8 2827.1 8478.7 4187.7 s008.9 4776 6178
ea ot which IBRD 781.1 926.1 1829.8 1519.4 2047.5 1884.8 2420.6 8017.1 3746.7 8408 8491.7*b of which IDA 82.2 33.9 41 48.8 61.2 71.1 84.1 91.8 99.1 101.7 102.3
b. Bilateral 1149.7 1318.5 1514.7 1887.9 1940.9 2504.8 8289.9 8968.1 5298.8 6181.2 8644

2. Private Creditors 2897.8 8379.7 4120.8 4997.4 6591.1 5912.4 7084 11180.6 13181.5 12518.4 12840
*. Suppliers 814.5 848.1 887 848.4 408.2 461.6 626.7 898.8 641.5 873 874
b Commercial Banks 1848 2272.7 2689.8 3650.6 4082.8 4188.6 4997.1 S888.8 10840.6 9788.8 10807
c. Other Private 989.8 1128.9 1094 1098.6 1260.1 1264.4 1410.2 1643.2 1899.4 1876.6 1369

B. Private Non-4uaranteed LT 2071.8 2464.8 2760.7 8229.2 8126.4 2711 2600 2294 1516 992.4 874
C. Total LT DMD n72.7 8822.1 10227.2 11998 1)591 18956.1 10882.6 21578.4 25000 24467 25388D. Use of IV Credit 812.8 1044.8 1188.4 999.8 1094.7 885.4 1168.4 1268 1269.7 1093.1 1176.6E. Short-Term Debt saI5 7566 9521 1148S 9808 9402 9092 6486 8792 3888 3910
F. Total External Debt 13280.6 17422.4 20681.8 24U62.8 24293.7 24242.5 2e643 28830.4 80051.7 29448.1 30422.6

Source: Philippines Standard Tables, IEC, World Bank



TASLE 4.8:
External Debt Derived Indicators
DMS RATIOS

1970 1900 1981 1982 1988 1984 19i6 1988 1987 1m 1989

ANCK AND IDA RATIOS
A. Shere of Totel Long-Trn D0D
1. 'ARD a X of Tot el 10.2 10.6 18 12.7 16.1 18.4 14.6 14 15 18.9 18.6
2. IDA as X of Tot l 0.5 0.4 0.4 0.4 0.6 0.5 0.5 0.4 0.4 0.4 0.4
8. ZBRD*IDA as S of Total 10.7 10.9 18.4 18.1 15.S 18.9 15.8 14.4 15.4 14.8 14.2

. Share of LT Debt Service
1. MeRD as S of Total 6.9 9.6 8.2 9.2 11.6 18.2 18.8 18.1 17.8 19.3 17.7
2.IDAD x S of otal 0 0 0 0 0 0.1 0.1 0 0 0 0.1
8. 13DDA as U of Tot l 6 9.6 8.2 9.2 11.7 18.2 16.8 16.1 17.8 19.4 17.7

C. DOD-to-Export. Ratio$ */
1. Long-Ter Debt/Export. 110.9 107.6 115.7 146.8 168.5 172.8 204.1 245.8 266.4 221.4 202.8
2. IMP Credit/Exports 12.8 12.7 12.6 12.1 18.2 11 14.6 14.4 18.4 9.9 9.4
8. Short-Ter Dbt/Export. 82.4 92.1 107.7 189.1 115.6 116.4 118.8 62.4 40.4 86.2 81.8
4. LT+IsF*ST OD Export. 208 212.4 236.8 298.8 2.8 800.2 881.9 822.1 820.2 266.6 243.8

0. DOD-to-GOP Ratioo
1. Long-Tern Dbot/GDP 24.8 25 26.5 80.1 89.8 48.1 49.7 70.2 72.7 02.4 67.2
2. IM Crodit/ODP 2.8 8 2.9 2.6 8.2 2.7 8.6 4.1 8.7 2.8 2.7
8. Short-Tern Dobt/GDP 16 21.4 24.8 26.7 27.8 29 27.6 17.6 11 9.9 8.8
4. LT+,IF.ST OOD/GDP 45 49.4 54 61.8 70.8 74.9 60.9 92.2 87.4 75.1 68.7

E. Debt Service /Exports o/
1. Public A 4urantesd LT 12 7.1 9.7 12.4 14.8 14.1 15.9 22 27.9 24.7 22.0
2. Privae Mon-b^rantOed LT 10.4 6.4 7.6 10.6 6.9 8.6 8.6 8.6 2.6 2 1.6
8. Total Long-Term Debt Service 22.4 18.5 17.4 22.9 21.2 17.9 19.6 25.6 80.5 26.6 24.2
4. IMF Repurcha s.Serv. Chgs. 2 2.8 1.3 1.9 2.9 8.9 8.2 4.8 4.7 2.4 2.S
5. Interet only on ST Debt 0 10.7 14.8 17.6 12.2 11.6 9.8 4.6 8.9 3.1 3.2
6. Total (LT.IMFiST Int.) 24.4 26.6 88.6 42.4 86.8 88.8 82.6 84.4 89 32.3 29.9

F. Interest Burden Ratios
1. Total Interest/GOP 1.7 1.6 2.1 2.8 2.7 2.9 2.6 8.? 4.2 4.2 5.6
2. Total Interest/Exports a/ 7.6 7 9.8 11.2 11.8 11.4 11.7 12.9 16.8 14.8 1S.8

*/ Exports are defined to includo merchand;ie exports, recelpts from soervices and workers remittncs.
Sourco: Phillppine Standard Tables, SEC, World Bank



TAL 5.1:
External Trade by cooodity type
(Volume Index A l I I;on of current USt)

1979 1990 1981 1982 1988 1984 1985 1986 1967 1g88 1989

A. VOAUAE, VALUE AND PRICES

IMECANDISE EXPOR:
(Vol. Index 19600100)
X.FOOD.COCONUT OIL 88 100 lis 100 109 64 71 18 112 86 83
X.FOOD.SUGAR so 100 70 72 Ss 87 a3 13 9 8 12
X.TIM,LUJBER a Lou 149 100 e6 92 104 96 66 64 45 40 28
X.UET.COPPER CONCENTRATE 92 100 100 98 69 89 so 32 82 89 s7

Me"nutacture 8S 100 115 115 128 148 125 118 18 158s
Other Export. 100 99
Mrchandlse Export. (FOB) 87 100 107 104 97 99 96 108 102 111 122

(Volvo - Curr. mill. 6)
X.FOOD.COCONUT OIL 748 567 583 401 516 S81 84n 3as 381 408 377

X.FOOD.SUGAR 212 624 567 416 299 808 169 87 60 so 89
X.TIM.LAIMBER ALOGS 843 278 202 202 228 194 180 180 155 157 136
X.MET.COPPER CONCENTRATE 440 645 429 812 249 116 84 90 109 216 287
Manufactures 1485 2042 2408 2391 2496 0S7 2765 2969 3842 4388 5192
Other Exports 1379 1737 158S 1298 1228 1127 1184 1234 1873 1895 1790
Mrchondise Exports (FOB) 4601 5788 5722 5021 SOOS S81 4629 4842 5720 7074 7821

MERCKA)ISE IPORTS:
(Vol. Index 19804100)
Food 81 lO 1OS 188 109 98 98 89 109 139
Other Consmer Goods 114 100 118 128 120 87 119 1S5 1S7 196
POL and Other Energy 102 10o 96 91 101 80 78 87 88 109 129
Intersdiato Goods 98 100 88 96 91 76 62 69 90 98

Primary 103 100 S4 7s 62 48 4S 78 117 108
ibnufactures 98 100 100 102 102 88 87 8S 81 94

Capital Goods .. 100 .. .. .. .. .. .. .. 82
Total Morch. Import. (CIF) 97 100 99 101 11 84 72 76 88 105 127

go lue- Curr. ml11. 8)
Fooci 37C 512 S81 s686 55 458 489 413 483 702 909
Other Consumer GOOd 808 81 809 388 8w6 236 282 843 4S6 704 779
POL and Other Energy 188S 2248 2458 210S 2123 1649 14S2 869 1249 1096 1397
Intermdiate Goods 2291 26S5 2673 2776 2807 2577 2160 2555 8aS9 4020 4910

Primry 476 691 814 827 90S 1029 781 898 1101 2405 2e8s
Manufactures 181S 1974 18S9 1949 1902 1648 1369 1862 2258 161S 222S

Capital Good 178S 1986 192S 1786 1699 11S0 788 84 1210 1637 2424
Total March. I"ports (CIF) 6142 7727 7948 7887 7487 6070 51ll 5044 6737 8169 10419

COUNTRY INDICES (1980=100):
Merchandise Export Price .. 100 92.8 88.2 88.9 98.8 88.6 81.2 97.1 110.6 110.6
Morchandise Import Price .. 100 104.4 99.8 9S.8 93.9 91.9 8S.4 99.8 101.0 106.0
Merch. Term of Trade .. 100 88.5 84.6 92.8 99.9 91.0 9S.0 98.3 109.4 104.3

…---------… - …---------…

Source: Phi l7ppines Standard Tables, IEC, World Bank



TALE 5.2:
External Trded with Coaodity type
(percentssm)

1979 1980 1981 1982 1988 1984 1985 198 1987 1988 1989

B. SHARES OF TOTAL X CR 1 (CP)

MERl WNISE EXPORTS:
X.FOOD.COCONUT OIL 16.1 9.8 9.8 8.0 10.8 10.8 7.6 8.9 6.7 6.0 4.8X.FOOD.SUGAR 4.6 10.8 9.9 8.8 6.0 .? a.6 1.8 1.1 0.8 1.1
X.TDl.UMBER & LOGS 7.4 4.7 3.6 4.0 4.6 8.6 2.8 2.7 2.7 2.2 1.7X.MET.COPPER alNCEMTRCTE 9.6 9.4 7.5 6.2 6.0 2.1 1.8 1.9 1.9 3.1 3.0
fanufactures 82.8 85.8 42.0 47.6 49.9 68.9 59.7 61.3 68.7 61.8 66.4
Other Export 80.0 80.0 27.7 25.9 24.4 20.9 24.5 25.5 24.0 26.8 22.9
Merchandise Export. (FOB) 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

MEROWNISE IIPORTS:
Food 6.1 6.6 ?.8 8.7 7.4 7.5 8.8 8.2 8.9 8.6 8.7
Other Consumr Goode 6.0 4.1 8.9 4.3 4.1 3.9 5.6 6.0 6.8 8.6 7.6POL and Other Energy 22.5 29.1 80.9 27.6 28.4 27.2 28.4 17.2 18.5 18.4 13.4
Interedisto Goods 87.8 84.6 88.6 $8.2 87.6 42.5 42.1 50.7 49.9 49.8 47.1Primary 7.7 8.9 10.2 10.8 12.1 17.0 15.3 17.7 16.3 29.6 26.8

Manufactures 29.6 25.6 28.4 26.4 26.4 26.6 28.8 33.0 33.6 19.8 21.4
Capital Goods 29.1 25.7 24.2 28.8 22.7 18.9 15.4 17.1 18.0 20.1 23.8Total Morch. Imports (CIF) 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

C. GROIh RATES AT CONST. PRICES:

MERCWISE EXPORTS:
X.FOOD.COCOM)T OIL .. 14.2 18.3 -11.4 8.4 -41.1 10.7 92.0 -17.6 -28.8 -3.8
X.FOOD.SUGAR .. 60.9 -29.6 2.1 -22.8 20.3 -60.6 -81.1 -26.7 -18.8 48.9XTIM.LUMER A LOGS .. -82.7 -14.0 7.2 12.7 -8.7 -80.6 -18.2 -17.2 -10.4 -29.4
X.MET.COPPER CONCENTRATE .. 8. -0.2 -6.9 -25.7 -42.8 -23.6 4.6 0.6 22.9 -5.8
Manufacture .. 18.1 15.0 -0.4 7.0 17.0 -18.0 -6.6- 18.1 17.0
Other Exports .. .. .. .. .. .. .. ..
Merchandise Exports (FOB) .. 16.4 7.1 -2.6 -6.7 2.0 -8.6 7.7 -1.8 8.7 10.5

MERCOISE IIPORTS:
Food .. 24.1 5.8 28.0 -18.0 -11.4 2.2 -9.9 23.0 27.3
Othor Consumer Goods .. -12.6 16.2 8.4 -4.8 -27.2 36.9 81.3 0.8 26.1
POL and Oher Energy .. -2.1 -8.6 -5.2 10.2 -20.7 -8.4 19.6 1.1 28.0 18.2
Intermediate Goods .. 2.6 -11.7 7.2 -8.6 -18.1 -17.6 12.2 80.7 8.1

Primary .. -8.0 -45.6 87.0 -16.8 -30.1 8.2 74.6 49.4 -7.3
Manufacturos .. 4.6 0.2 1.6 -0.2 -15.6 -21.8 -2.8 22.9 15.8

Capital Good .. .. .. .. .. .. .. ...
Total March. Imports (CIF) .. 8.0 -1.5 2.4 0.2 -17.8 -18.9 8.1 16.5 18.4 21.8

-_ _______________-____________-________-____ - -------- -____----- ----------- _-__-----

Source: Philippines Standard Tables, ZEC, World Bank
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TABLE A.1: NATIONAL GOVERNMENT EXPENDITURES BY OBJECT, 1985-1989
--------- (P Billion)

1985 1986 1987 1988 1989

__________________________________________________________________________________

Current Expenditures 55.3 66.9 97.2 112.1 142.5

Personnel 22.9 25.0 32.8 40.8 51.4
O&M 13.2 15.0 21.2 19.5 26.6
Interest Payments 14.7 21.6 37.0 45.9 54.8
Subsidies 1.0 1.7 1.4 2.0 5.6
Tax Expenditures 0.0 0.0 0.5 1.0 0.9
Assistance to LGU's 3.5 3.6 4.3 2.9 3.2

Capital Outlays 23.1 28.4 18.3 18.6 26.2

Infrastructure 5.5 7.8 7.3 8.4 13.1
Corporate Equity 14.3 12.3 5.4 1.8 2.2
Capital Transfers 0.0 4.4 0.0 1.5 0.0

to LGU's, etc.
Other Capital Outlays 3.3 3.9 5.6 6.9 10.9

Net Lending 1.7 15.1 7.1 5.4 3.7

Total Expenditures 80.1 110.4 122.6 136.1 172.4

Source: Department of Budget and Management.
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TABLE A.2s NATIONAL GOVERNMENT EXPENDITURES BY OBJECT, 1985-1989
--------- (Shares)

------------------ _---------------------------------__-___-----______---------__-

1985 1986 1987 1988 1989

------------------------------------------------------------------- __--------__--

Current Expenditures 69.02 60.6? 79.3X 82.h2 82.7?

Personnel 28.6? 22.6Z 26.82 30.OZ 29.8?
O&M 16.5? 13.6Z 17.3? 14.3? 15.4?
Interest Payments 18.4? 19.6Z 30.2? 33.7Z 31.8S
Subsidies 1.2? 1.5? 1.1? 1.5? 3.2S
Tax Expenditures 0.0? O.O 0.4? 0.7? 0.52
Assistance to LGU's 4.4? 3.3Z 3.5? 2.1? 1.9?

Capital Outlays 28.8? 25.72 14.9? 13.7Z 15.2?

Infrastructure 6.9? 7.12 6.0? 6.2? 7.6?
Corporate Equity 17.9? 11.12 4.42 1.3? 1.3?
Capital Transfers 0.0? 4.0? 0.02 1.1? 0.0?

to LGU's, etc.
Other Capital Outlays 4.1? 3.5Z 4.6? 5.1? 6.3?

Net Lending 2.1? 13.7? 5.8? 4.0? 2.1?

Total Expenditures 100.O 100.02 100.02 100.0? 100.02

Sources--------Department----------of----Bud----et----and----Management.-----__--

Source: Department of Budget and Management.
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TABLE A.3s NATIONAL GOVERNMENT EXPENDITURES BY OBJECT. 1985-1989
------- (P Billion, 1980 prices)

------------------------------------------------ _-----______.-------------_______

1985 1986 1987 1988 1989

------------------------------------------------------------ _________--------__--

Current Expenditures 23.2 27.7 37.3 39.2 45.1

Personnel 9.6 10.3 12.6 14.3 16.3
O&M 5.5 6.2 8.1 6.8 8.4
Interest Payments 6.2 8.9 14.2 16.1 17.3
Subsidies 0.4 0.7 0.5 0.7 1.8
Tax Expenditures 0.0 0.0 0.2 0.3 0.3
Assistance to LGU's 1.5 1.5 1.6 1.0 1.0

Capital Outlays 9.7 11.7 7.0 6.5 8.3

Infrastructure 2.3 3.2 2.8 2.9 4.1
Corporate Equity 6.0 5.1 2.1 0.6 0.7
Capital Transfers 0.0 1.8 0.0 £.. 0.0

to LGU's, etc.
Other Capital Outlays 1.4 1.6 2.1 2.4 3.4

Net Lending 0.7 6.2 2.7 1.9 1.2

Total Expenditures 33.7 45.6 47.0 47.6 54.5

Source---------Department----------of------udget------an-------anagem-------nt.--

Sources Department of Budget and Management.
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TABLE A.4s NATIONAL GOVERNMENT EXPENDITURES BY OBJECT, 1985-1989
--------- (Percent of GNP)

1985 1986 1987 1988 1989

Current Expenditures 9.31 10.8Z 13.8Z 13.6Z 14.8Y

Personnel 3.82 4.0C 4.62 4.92 5.32
O&M 2.22 2. 2 3.OZ 2.42 2.82
Interest Payments 2.52 3 j2 5.22 5.62 5.72
Subsidies 0.22 .32 0.22 0.22 0.62
Tax Expenditures 0.02 u.02 0.12 0.12 0.12
Assistance to LGU's 0.62 0.62 0.6Z 0.42 0.32

Capital Outlays 3.92 4.62 2.62 2.32 2.72

Infrastructure 0.92 1.32 1.0Z 1.02 1.42
Corporate Equity 2.4Z 2.02 0.82 0.22 0.22
Capital Transfers 0.02 0.72 0.02 0.22 0.02

to LGU's, etc.
Other Capital Outlays 0.62 0.62 0.82 0.82 1.12

Net Lending 0.32 2.42 1.02 0.72 0.42

Total Expenditures 13.4Z 17.82 17.42 16.52 17.92

Source:--------Department----------of----Budget-------and----Manage-------e--_t.-

Source: Department of Budget and Management.



- 123 -

TABLE A.5 'NATIONAL EXPENDITURES BY SECTOR. OBLIGATION BASIS,
--------- 1985-1989 (in million pesos)

…------------------- _--------- _---- ------------ -- ________
1985 1986 1987 1988 1989

…------------ -- ----- -

Economic Services 20241 28114 25039 26091 45964

Agriculture, Agrarian Reform 4733 5149 7477 8429 16353
and Natural Resources

Trade & Industry 972 603 1001 890 1234

Tourism 152 136 156 256 298

Power & Energy 1345 1368 1778 211 936

Water Resource Development 1468 1594 1395 1412 3026
and flood Control

Communications, Roads and 9081 9051 9184 12945 19010
Other Transportatiot

Other Economic Services 2490 10213 4048 1948 5107

Social Services 15274 21015 27493 31061 42148

Education, Culture and 10722 14838 17040 22022 29559
Manpower Development

Health 3113 3570 4089 5564 7338

Social Security & Labor Welfare 741 826 1005 1147 1576

Land Distribution (CARP) 0 220 369 0 899

Housing and Community 671 1550 443 595 298
Development

Other Social Services 27 11 4547 1733 2478

Defense 10067 11587 12549 18298 20431

General Public Services 10522 10662 12559 15730 18438

Net Lending 12535 15066 7641 4907 2727

Debt Service 18751 28061 69694 71320 97713

Interest Payments 14652 21612 36905 45864 51459

. Debt amortization 4099 6449 32789 25456 46254

TOTAL 87390 114505 154975 167407 227421

S---urce--------Department----------of--------d----t---and-----Management.---__--

Sources Department of Budget and Management
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TABLE A.6s NATIONAL GOVERNMENT EXPENDITURES BY SECTOR, OBLIGATION BASIS,
--------- 1985-1989 (Shares)

…_______________________________________---------------______.____
1985 1986 1987 1988 1989

…--------_---------------------------- ----- … ----- ___________

Economic Services 23.22 24.62 16.22 15.62 20.2Z

Agriculture. Agrarian Reform 5.42 4.51 4.8? 5.02 7.22
and Natural Resources

Trade & Industry 1.12 0.52 0.6Z 0.5? 0.52

Tourism 0.22 0.12 0.12 0.22 0.12

Power & Energy 1.52 1.22 1.12 0.12 0.42

Water Resource Development 1.7? 1.4? 0.92 0.82 1.31
and Flood Control

Communications, Roads and 10.4? 7.9? 5.9? 7.72 8.4?
Other Transportation

Other Economic Services 2.8? 8.92 2.62 1.22 2.22

Social Services 17.52 18.4? 17.72 18.62 18.52

Education, Culture and 12.32 13.0? 11.02 13.2? 13.0Z
Manpower Development

Health 3.6? 3.12 2.6Z 3.3? 3.22

Social Security & Labor Welfare 0.8? 0.72 0.62 0.72 0.7?

Land Distribution (CARP) 0.0? 0.22 0.22 0.0? 0.42

Housing and Community 0.82 1.4? 0.32 0.42 0.12
Development

Other Social Services 0.0? 0.0? 2.92 1.02 1.12

Defense 11.5? 10.12 8.12 10.92 9.02

General Public Services 12.0? 9.3? 8.1? 9.42 8.1?

Net Lending 14.32 13.22 4.92 2.92 1.2?

Debt Service 21.5? 24.5? 45.0? 42.6Z 43.02

Interest Payments 16.8? 18.9? 23.82 27.4? 22.62

Debt amortization 4.7Z 5.6? 21.22 15.22 20.3?

TOTAL 100.0? 100.02 100.0? 100.0? 100.0?

Source: Department of Budget and Management
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TABLE A.7: NATIONAL GOVERNMENT EXPENDITURES BY SECTOR, OBLIGATION BASIS

--------- 1985-1989 (in million pesos, at 1980 prices)

…------…--…--__________
1985 1986 1987 1988 1989

…______________________________________-__----- -.- ----_--- --- ___.______

Economic Services 8508 11622 9597 9126 14541

Agriculture, Agrarian Reform 1989 2129 2866 2948 5173
and Natural Resources

Trade & Industry 409 249 384 311 390

Tourism 64 56 60 90 94

Power & Energy 565 566 681 74 296

Water Resource Development 617 659 535 494 957
and Flood Control

Communications. Roads and 3817 3742 3520 4528 6014
Other Transportation

Other Economic Services 1047 4222 1552 681 1616

Social Services 6420 8687 10538 10864 13334

Education, Culture and 4507 6134 6531 7703 9351
Manpower Development

Health 1309 1476 1567 1946 2321

Social Security & Labor Welfare 311 341 385 401 499

Land T)istribution (CARP) 0 91 141 0 284

iousiag and Community 282 641 170 208 94

Development

Other Social Services 11 5 1743 606 784

Defense 4232 4790 4810 6400 6463

General Public Services 4423 4408 4814 5502 5833

Net Lending 5269 6228 2929 1716 863

Debt Service 7882 11600 26713 24946 30912

Interest Payments 6159 8934 14145 16042 16279

Debt amortization 1723 2666 12568 8904 14633

TOTAL 36734 47336 59400 58554 71946

Source: Department of Budget and Management
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TABLE A.8: NG EXPENDITURES BY SECTOR, OBLIGATION BASIS,
------- 1985-1989 (perceut of GNP)

______.__._..................................................._ _._,.........--.-*.........--_......... __._

1985 1986 1987 1988 1989
___*._______________-_-_-.--------- ------ --- __________---- ---------------------

Economic Services 3.42 4.52 3.52 3.22 4.82

Agriculture, Agrarian Reform 0.8Z 0.8? 1.12 1.02 1.72
and Natural Resources

Trade & Industry 0.22 0.12 0.11 0.12 0.12

Tourism 0.02 0.02 0.0z 0.02 0.02

Power & Energy 0.22 0.22 0.32 O.OZ 0.12

Water Resource Development 0.22 0.32 0.22 0.22 0.32
and Flood Control

Communications, Roads and 1.52 1.52 1.32 1.62 2.02
Other Transportation

Other Economic Services 0.42 1.6S 0.62 0.22 0.52

Social Services 2.62 3.42 3.92 3.82 4.42

Education, Culture and 1.8Z 2.42 2.42 2.72 3.12
Manpower Development

Health 0.52 0.62 0.62 0.72 0.82

Social Security & Labor Welfare 0.12 0.12 0.12 0.12 0.22

Land Distribution (CARP) 0.02 0.02 0.12 0.02 0.12

Housing and Community 0.12 0.32 0.12 0.12 0.02
Development

Other Social Services 0.02 0.02 0.62 0.22 0.32

Defense 1.72 1.92 1.82 2.22 2.12

General Public Services 1.8Z 1.72 1.8S 1.92 1.92

Net Lending 2.12 2.42 1.12 0.62 0.32

Debt Service 3.12 4.52 9.92 8.62 10.12

Interest Payments 2.52 3.52 5.22 5.62 5.3Z

Debt amortization 0.72 1.02 4.62 3.12 4.82

TOTAL 14.62 18.52 21.92 20.32 23.62

Source: Department of Budget and Management
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TABLE A.9s NATIONAL GOVERNMENT REVENUES BY SOURCE, 1985-1989
--- ~----- (P Billion)

1985 1986 1987 1988 1989

------------------------------------------------------------------- __---

Tax Revenues 61.1 65.5 85.9 90.3 123.1

BIR 42.6 46.8 58.6 63.7 82.6
Domestic based 41.0 46.4 58.3 63.2 82.1
Net Income 18.6 19.1 21.8 27.9 37.6
Excise Taxes 13.5 16.4 22.6 20.2 24.9
Sales Tax, VAT & 7.6 9.2 12.1 11.6 15.7
Licenses

Other domestic 1.3 1.7 1.8 3.5 3.9
taxes

Int'l trade 1.6 0.4 0.3 0.5 0.5
Travel Tax 1.4 0.3 0.3 0.5 0.5
Others 0.2 0.1 O.C 0.0 0.0

Bu. of Customs 16.8 17.5 26.0 25.0 38.4
Import Duties 15.8 16.9 26.0 25.0 35.1
VAT on imports 0.0 0.0 0.0 0.0 3.3
Export Taxes 1.0 0.6 0.0 0.0 0.0

Other offices 1.7 1.2 1.3 1.6 2.1
Motor vehicle tax 1.0 1.0 1.1 1.3 1.5
Real Property tax 0.1 0.1 0.2 0.3 0.5
Special Oil Impost 0.5 0.0 0.0 0.0 0.0
Others 0.1 0.1 0.0 0.0 0.1

Non-Tax Revenues 7.7 13.8 17.3 22.6 30.4

Collection from other 6.5 7.4 8.3 10.0 13.5
offices

Foreign Grants 0.1 0.2 1.4 1.4 1.3
ESF 1.1 6.2 3.1 0.2 4.8
PCGG Collections 0.0 0.0 0.2 3.0 0.5
APT Collections 0.0 0.0 1.0 3.0 1.5
Interest income from CB 0.0 0.0 1.8 4.7 6.1
Interest on Advances to 0.0 0.0 1.5 0.3 2.7
corporations

Total revenues 68.8 79.3 103.2 112.9 153.5

…_______________________________________________________________________

Source: Bureau of Treasury
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TABLE A.10: NATIONAL GOVERMENT REVENUES BY SOURCE, 1985-1989
__________ (Shares)

-------- _-_---------__-__--_-----------------------------__-------------

1985 1986 1987 1988 1989

Tax Revenues 88.81 82.62 83.2Z 80.02 80.2Z

BIR 61.9? 59.0? 56.8? 56.4? 53.8Z
Domestic based 59.6Z 58.5Z 56.5? 56.0? 53.5?
Net Income 27.0Z 24.1Z 21.1? 24.7? 24.5?
Excise Taxes 19.6Z 20.7Z 21.9Z 17.9Z 16.2Z
Sales Tax, VAT & 11.0? 11.6Z 11.7? 10.32 10.2?

Licenses
Other domestic 1.9? 2.12 1.7? 3.1Z 2.5?

taxes
Int'l trade 2.32 0.5Z 0.3? 0.4Z 0.3?
Travel Tax 2.02 0.4Z 0.3? 0.42 0.3?
Others 0.3Z 0.12 0.0Z 0.0Z 0.0?

Bu. of Customs 24.4? 22.1? 25.2? 22.1? 25.0?
Import Duties 23.0? 21.3Z 25.2Z 22.1? 22.92
VAT on imports 0.0? 0.0? 0.02 0.0Z 2.1?
Export Taxes 1.5? 0.8Z 0.0Z 0.0? 0.02

Other offices 2.5? 1.5? 1.3Z 1.4? 1.4?
Motor vehicle tax 1.5? 1.3Z 1.1? 1.21 1.02
Real Property tax 0.1? 0.1Z 0.2Z 0.3? 0.32
Special Oil Impost 0.7? 0.0Z 0.0? 0.0Z 0.02
Others 0.1? 0.1Z 0.0% 0.0Z 0.1?

Non-Tax Revenues 11.2? 17.4Z 16.8% 20.0Z 19.8?

Collection from other 9.4? 9.3Z 8.0? 8.9? 8.8?
offices

Foreign Grants 0.1? 0.32 1.4? 1.2? 0.8?
ESF 1.6? 7.8Z 3.0? 0.2Z 3.12
PCGG Collections 0.02 0.0Z 0.2? 2.72 0.3?
APT Collections 0.02 0.0? 1.0Z 2.7Z 1.0?
Interest income from CB o.0z o.oz 1.7Z 4.2Z 4.02
Interest on Advances to 0.C% 0.0? 1.5Z 0.3? 1.8Z
corporations

Total revenues 100.02 100.0? 100.0? 100.0? 100.0?

Source:-----------------ureau-----------of------Treas----------_ry.-----

Sourcez Bureau of Treasury.
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TABLE A.ll: NATIONAL GOVERNMENT REVENUES BY SOURCE 1985-1989
---------- (P Billion, 1980 prices)

1985 1986 1987 1988 1989

Tax Revenues 25.7 27.1 32.9 31.6 38.9

BIR 17.9 19.3 22.5 22.3 26.1
Domestic based 17.2 19.2 22.3 22.1 26.0
Net Income 7.8 7.9 8.4 9.8 11.9
Excise Taxes 5.7 6.8 8.7 7.1 7.9
Sales Tax, VAT & 3.2 3.8 4.6 4.1 5.0
Licenses

Other domestic 0.5 0.7 0.7 1.2 1.2
taxes

Int'l trade 0.7 0.2 0.1 0.2 0.2
Travel Tax 0.6 0.1 0.1 0.2 0.2
Others 0.1 0.0 0.0 0.0 0.0

Bu. of Customs 7.1 7.2 10.0 8.7 12.1
Import Duties 6.6 7.0 10.0 8.7 11.1
VAT on imports 0.0 0.0 0.0 0.0 1.0
Export Taxes 0.4 0.2 0.0 0.0 0.0

Other offices 0.7 0.5 0.5 0.6 0.7
Motor vehicle tax 0.4 0.4 0.4 0.5 0.5
Real Property tax 0.0 0.0 0.1 0.1 0.2
Special Oil Impost 0.2 0.0 0.0 0.0 0.0
Others 0.0 0.0 0.0 0.0 0.0

Non-Tax Revenues 3.2 5.7 6.6 7.9 9.6

Collection from other 2.7 3.1 3.2 3.5 4.3
offices

Foreign Grants 0.0 0.1 0.5 0.5 0.4
ESF 0.5 2.6 1.2 0.1 1.5
PCGG Collections 0.0 0.0 0.1 1.0 0.2
APT Collections 0.0 0.0 0.4 1.0 0.5
Interest income from CB 0.0 0.0 0.7 1.6 1.9
Interest on Advances to 0.0 0.0 0.6 0.1 0.9
corporations

Total revenues 28.9 32.8- 39.6 39.5 48.6

Source-----------------Bureau-------------of------Treasury---------__---

Source: Bureau of Treasury
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TABLE A.12: NATIONAL GOVERNMENT REVENUES BY SOURCE, 1985-1989
--------- (Percent of GNP)

---------------------------------------------------------------------- __

1985 1986 1987 1988 1989

Tax Revenues 10.22 10.6% 12.22 10.9Z 12.82

BIR 7.12 7.6Z 8.32 7.72 8.6Z
Domestic based 6.92 7.52 8.32 7.72 8.52
Net Income 3.12 3.12 3.12 3.42 3.92
Excise Taxes 2.32 2.62 3.22 2.42 2.62
Sales Tax, VAT & 1.32 1.52 1.72 1.42 1.62
Licenses

Other domestic 0.22 0.32 0.32 0.42 0.42
taxes

Int'l trade 0.32 0.12 0.02 0.12 0.12
Travel Tax 0.2Z 0.02 0.02 0.12 0.12
Others 0.02 0.02 0.02 0.02 0.02

Bu. of Customs 2.82 2.82 3.71 3.02 4.02
Import Duties 2.62 2.72 3.72 3.02 3.61
VAT on imports 0.02 0.02 0.02 0.02 0.32
Export Taxes 0.22 0.1? 0.02 0.0? 0.02

Other offices 0.32 0.22 0.22 0.2Z 0.22
Motor vehicle tax 0.22 0.2Z 0.22 0.22 0.22
Real Property tax 0.02 0.02 0.02 0.02 0.12
Special Oil Impost 0.12 0.02 0.02 0.02 0.02
Others 0.02 0.02 0.02 0.02 0.02

Non-Tax Revenues 1.32 2.22 2.42 2.72 3.12

Collection from other 1.12 1.22 1.22 1.22 1.42
offices

Foreign Grants 0.02 O.OZ 0.22 0.22 0.12
ESF 0.22 1.02 0.42 0.02 0.52
PCGG Collections 0.02 0.02 0.02 0.42 0.12
APT Collections 0.02 0.02 0.12 0.42 0.22
Interest income from CB 0.02 0.02 0.32 0.62 0.62
Interest on Advances to 0.02 0.02 0.22 0.02 0.32
corporations

Total revenues 11.52 12.82 14.62 13.72 15.92

Source:---------------Bureau------------of------Treas-----------ry.-----

Source: Bureau of Treasury.
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TABLE A.13: CB NET INCOME POSITION: 1986-1989

1986 1987 1988 1989

I. Net Interest Income/
Expense (-) -18.5 -10.2 -16.2 -20.3

A. Interest Income 8.8 8.1 7.0 6.6

1. Domestic Assets 7.8 6.2 5.7 5.3

Loans and Advances 6.8 5.1 4.9 4.5
Overdrafts .1 .3 .03 .03
Domestic Securities .9 .8 .8 .7

2. Foreign Assets 1.0 1.9 1.3 1.3

B. Interest Expenses 27.2 18.3 23.2 26.9

1. Domestic Liabilities 11.2 4.8 8.5 10.7

Legal Reserves .5 .7 .9 1.2
Blocked Peso
Differential 2.0 .9 1.2 1.6

NG Deposits -- 1.8 5.1 6.3
Open Market
Instruments 8.7 1.4 1.3 1.6

2. Foreign Liabilities 16.0 13.5 14.7 16.2

II. Forward Cover Losses -0.7 -0.1 -0.02 -0.02

III. Swap Cover Profits/Losses 1.0 -.5 -.7 -.8

Overall CB Surplus (+)/
Deficit (-) -18.2 -10.9 -16.9 -21.1

Source: Central Bank of the Philippines
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TABLE A.14: REVENUES AND TERNAL CASH GENERATION
OF 14 MAJOR GOVERNMENT CORPORATIONS IN 1989

Internai
Revenues Cash Generation

Actual Program Actual Program

Total 63.5 57.9 10.4 8.4

National Power Corp. (NPC) 22.2 21.7 6.6 6.1

Phil. National Oil Co. (PNOC) 26.0 20.7 2.5 1.2

Metropolitan Waterworks Sewerage System 2.6 2.5 0.2 0.2

National Irrigation Authority (NIA) 2.0 2.2 -0.6 -0.3

National Development Co. (NDC) 1.3 1.6 0.7 0.9

Light Rail Transit Authority (LRTA) 0.6 0.5 -0.1 -0.1

Local Water Utilities Administration (LWUA) 0.3 0.2 0.1 0.0

National Electrification Administration (NEA) 0.8 0.8 -0.1 -0.1

National Housing Authority (NHA) 0.5 0.5 0.2 0.2

Phil. National Railways 0.5 0.5 0.1 0.1

Phil. Ports Authority (PPA) 1.4 1.3 0.5 0.5

National Food Authority (NFA) 4.8 4.6 0.5 -0.2

Export Processing Zone Authority (EPZA) 0.2 0.2 0.0 0.0

Metro Manila Transport Commission (MMTC) 0.4 0.3 0.1 0.1

Source: GCMCC
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TABL$ A.15: EXPENDITURES OF 14 MAJOR GOVERNMENT
CORPORATIONS IN 1989 (P BILLION)

Current Capital
. - - -_ _._- - - - -
Actual Program Actual Progra

… …
Total 53.1 49.4 18.2 17.8

National Power Corp. (NPC) 15.6 15.5 8.3 8.3

Phil. National Oil Co. (PNOC) 23.5 19.6 3.6 1.8

Metropolitan Waterworks Sewerage System (MVSS) 2.4 2.2 1.3 1.3

National Irrigation Authority (NIA) 2.6 2.6 2.4 2.5

National Development Co. (NDC) 0.6 0.6. 0.2 0.1

Light Rail Transit Authority (LRTA) 0.6 0.6 0.1 0.1

Local Water Utilities Administration (LWUA) '.2 0.2 0.6 0.8

National Electrification Administration (NEA) 1.0 1.0 0.8 0.8

National Housing Authority (NHA) 0.3 0.3 0.4 0.5

Phil. National Railways (PNR) 0.5 0.4 0.2 0.4

Phil. Ports Authority (PPA) 0.8 0.8 0.4 0.8

National Food Authority (NFA) 4.3 4.8 -0.5 -0.2

Export Processing Zone Authority (EPZA) 0.3 0.2 0.1 0.1

Metro Manila Transport Commission (MKTC) 0.3 0.3 0.2 0.3

Source: GCMCC
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TABLE A-16: CO1WARATIVE SCHEDULE OF INCOME AND EXPENDITURES
FOR LOCAL OOVERHMEHT UNITS, ALL FUNDSs 1960 TO 1997

(In eIllIon pesos)

__________________--- -------- ----- _____-_---___________----- - -----------------

Incme/
Expenditure 198 1982 1985 1988 1987

Income
Tax Revenue 3,280.8 4,501.2 0,198.5 6,637.3 0,777.4
Opersting &

Miscellaneous
Revenues 638.2 879.2 1,430.7 1,822.8 1,400.3

Capital Revenue 6.7 9.8 15.3 5.0 8.6
Orants 36a.0 469.6 747.8 734.2 082.9

Extraordinary
Inoe 7.3 11.7 88.8 12.1 30.4

Borrowing 272.6 87.7 79.2 49.7 13.4

Totel Income 4,573.4 S,929.1 8,510.3 8,661.1 8,928.5
--- -- -- -- -- -- -- -- -- -- - -- - -- -- - -- -- -- _-- - -- -- -_- -- - -- - -_- -- - -- ------

Expendituore

Personal Services 1,684.9 2,356.0 8,782.8 4,355.6 4,819.0
Maintenance and
Other Operating
Expense 1,871.0 2,888.7 3,6e9.0 8,484.4 3,e64.6

cso;t*l Outlay 968.8 91.1 1,200.6 878.6 1,118.0

- -- -- -- -- -- -- -- -- -- - - - -- -- -- -- --- -- -- -- - - _- -- -- -- _- - -- - --- _-- -- - - -

Total
Expenditures 4,490.0 8,712.8 0,607.9 8,716.7 9,587.2
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TAULE A-17: ASSETS, INVES7 ENTS AND EARNINGS OF IHE
SOCIAL SECURITY SYSTEM 1/: 1880 TO 1988

(in mtilion pesos)

YVer Your-End Year-End Yearly
Assets Investmwnts E.rnins

1980 8,220.7 8,068.8 779.5

1981 9,968.2 9,711.3 1,018.6

1982 11,834.0 11,638.6 1,270.5

1983 13,936.6 18,638.2 1,577.0

1984 17,156.9 16,449.0 2,67n.0

1965 22,246.8 21,121.6 4,886.6

196 26,165.1 25,290.7 8,961.4

1987 86,664.9 88,422.8 4,866.9

I/ Excludes Medicare and Employeo' Compnosation

Source: Philippines Statiutical Year Book, 1989.
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TABLE A-18t FINANCIAL CONDITION OF GOVERNMENT SERVICE INSURANCE SYSTEM
(in million pesos)

Year Assets Reserves Surplus

1980 9,245.8 8,210.7 672.1
1981 10,943.8 9,789.1 782.5
1982 13,312.3 11,514.0 992.2
1983 14,610.0 12,959.7 937.7
1984 15,641.7 13,961.3 672.3
1985 16,752.9 15,225.3 521.5
1986 19,326.2 18,113.9 (562.0)
1987 22,537.5 18,931.9 1,034.0
1988 24,899.5 21,537.3 1,415.0

S---urce-------hilippi-----es---Stat----sti---al---Yearbook,__----1989--

Source: Philippines Statistical Yearbook, 1989
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TABLE A-19: INTERNAL DEBT OUTSTANDING CLASSIFIED BY
LEVEL OF GOVEIONTt 1950 TO 1988

End of National Local Government Monetary
Period Total Government Government Corporations Institutions

1980 41,181.6 21,875.5 335.9 4,978.5 13,991.7
1981 49,364.6 28,657.0 361.7 6,656.4 13,689.5
1982 57,563.4 35,343.6 431.9 9,855.5 11,932.4
1983 61,114.4 41,841.3 380.5 12,157.1 6,735.5
1984 84,146.2 57,735.1 174.0 13,206.0 13,031.1
1985 116,286.5 75,972.2 182.4 14,003.8 26,128.1
1986 144,351.6 108,085.2 161.3 12,411.1 23,694.0
1987 161,100.3 150,751.2 116.0 9,313.3 919.8

Source: Central Bank of the Philippines.
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TABLE A-20: INTERNAL DEBT OUTSTANDING CLASSIFIED
BY PERIOD OF MATURITY: 1950 TO 1988

(in million pesos)

End of Period Total Long Term Medium Term Short Term

1980 41,181.6 13,533.5 16,683.5 10,964.6
1981 49,364.6 16,476.6 17,616.7 15,271.3
1982 57,563.4 20,085.1 19,579.0 17,899.3
1983 61,114.4 21,727.7 24,971.9 14,414.8
1984 84,146.2 21,086.5 24,153.6 38,906.1
1985 116,286.5 26,278.2 20,427.4 69,580.9
1986 144,351.6 27,595.8 16,976.2 99,779.6
1987 161,100.3 24,252.2 22,997.2 113,850.9

Source: Central Bank of the Philippines.
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TABLE A-21: HOLDERS OF OUTSTANDING GOVERNMENT
DOHESTIC SECURITIES: 1977 TO 1968

(in million pesos)

Commercial Semi-
End of Central and Other Trust Government Private
Period Total 1/ Bank Banks Funds Entities Sector

1980 34,000.2 4,657.7 12,969.5 4,326.6 6,990.5 5,055.9
1981 38,199.5 5,002.7 13,760.8 4,897.4 9,561.0 4,977.6
1982 46,713.6 7,809.7 16,232.0 5,279.9 10,917.7 6,474.3
1983 48,599.2 8,368.2 16,375.5 5,749.0 13,552.9 4,553.6
1984 69,590.3 11,336.6 20,867.1 6,522.5 11,892.8 18,971.3
1985 94,889.8 12,182.0 19,728.2 7,340.6 14,016.1 41,622.9
1986 123,711.1 11,070.1 26,116.5 7,809.8 15,062.4 63,652.3
1987 150,299.6 9,156.8 21,405.2 10,032.7 20,607.6 89,097.3

1/ Revised to exlude dollar treasury bills and Central Bank certificate of indebtedness
(CBCIs).

Source: Central Bank of the Philippines.
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Tabi. 9.1 - MCMIY StPPLY AND ITS ORIGIN: IW TO 16
(in illIon PsoN)

Not Not Non-Von"y Not
End of Mony Foreign Do.osti. Supply Other
Period Supply Asseet Credt D posite ACcount

19J0 22,687.0 (17,808.8) 96,209.0 48,8M2.0 ,977.0

1061 28,528.0 (22,885.0) 117,678.0 61,602.0 0,628.0

1902 28,496.4 (41,601.2) 141,490.7 74,516.9 1,680.2

1068 82,469.8 (74,404.9) 171,896.2 U,871.2 (16,909.2)

1904 u8,629.4 (99,987.8) 167,006.5 90,694.9 (57,456.1)

1065 85,626.6 (121,668.9) 160,745.0 99,478.5 (100,219.0)

1900 42,657.2 (112,514.8) 124,726.0 101,468.5 (181,907.0)

106? 62,090.8 (108,218.1) 108,800.4 110,846.5 (102,269.5)

1906 59,546.4 (04,718.0) 121,941.? 186,20.8 (170,08.0)

Sources Central SeIk of the Philippins.



Table B.2: DOMESTIC LIqUIDO , COMOSITION OF MOE StPPLY AND
tMsx-MOE DEPOSITS: 1960 TO 1968

(tn million Peoe.)

_uae1 -Money
Monoy Supply oepDi@t

End of Porlod Peso DleIosit "eIost
Dom etic Total Currency PSutto Sevings Tic. Sub!tgtutes

Check Toteal Daposit. Dopos t

1980 67,608.20 22,687.50 10,174.60 12,862.90 32,894.80 19,529.90 18,864.40 12,371.40

1961 82,091.80 23,524.80 11,826.80 11,896.0 42,114.80 24,198.30 17,916.50 18,452.20
1982 96,268.80 28,49C.40 12,680.20 10,815.20 c5,207.60 28,919.80 26,268.60 18,65.60

1988 112,962.10 82,489.80 19,607.80 12,682.00 68,86".0 84,089.70 29,276.80 17,106.80

1984 121,216.20 88,629.40 21,797.90 11,881.50 76,810.10 88,189.90 88,120.20 11,275:70

1986 182,882.50 85,826.60 24,068.10 11,780.60 88,447.40 46,412.50 42,084.90 8,608.60

1986 141,189.90 42,667.20 29,811.00 18,846.20 98,608.20 60,567.20 88,051.10 4,874.50

1#o7 159,282.00 62,090.20 85,451.70 16,688.50 108,586.40 70,682.50 82,90.90 8,605.40

1988 194,940.00 59,648.40 40,724.60 18,828.80 18,857.40 89,682.60 48,179.80 2,584.20

Source: Central nk oft the Pht I ippin
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able- B.8 FACTORS AFFECTING MONEY SUPPLY: 1980 TO 1986
(In MlliIon Pea")

- ------ _-_----_ - -_-_-_----------- ------ _-_-------- ---- _-_---------_----_-_--_-----_

Intrnal Soctor

End of Ioney Public Privat External
Period Supply Total Sector Sector Sector

1980 22,537.00 39,640.00 14,998.00 24,847.00 (17,808.00)

196. 28,528.00 40,86s.00 19,497.00 20,881.00 (22,95.00)
1962 28,496.40 65,096.00 85,804.20 29,792.40 (41,601.20)
1968 82,4s9.80 106,984.20 75,527.70 81,450.50 (74,494.90)
1984 88,029.40 188,5s.70 116,986.40 14,560.80 (99,987.80)
16s 85,020.60 157,490.50 186,418.10 19,077.40 (121,"0.90)
16 42,677.20 155,171.00 171,224.20 (10,052.70) (112,494.80)
1967 52,090.80 100,303.40 178,876.60 (18,578.10) (106,218.10)
I106 59,648.40 164,261.40 180,622.80 (82,560.90) (84,718.00)

Sourc.: Central Bank of the Philippines
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TABLE B.4: ASSETS AND LIA5ILITIES
BY INSTITUTION: 1980 TO 1988
(in million Pesos)

Central Bank Commercial Banks
.. -- - - - -- - - - ....... ..................... ...... ....................

End of Total Total Total Total
Period Assets Liabilities Assets Liabilities

…_.------_ ._-.---......----..... --.- -----.-.-. -.-.-...-.....- .. -. * ....
1980 65,447.3 64,943.4 138,417.1 127,709.3

1981 71,571.2 71,042.1 164,614.6 150,565.4

1982 91,691.8 91,169.1 190,979.4 174,248.1

1983 130,371.1 129,817.9 247,928.2 227,956.2

1984 206,026.5 205,434.5 289,150.9 264,492.5

1985 251,611.9 250,970.6 283,347.1 261,770.3

1986 294,810.1 294,149.3 293,418.9 271,013.0

1987 325,185.0 324,473.0 274,562.2 242,516.4

…-----------------------------------------------------------------------------------

Savings Banks Rural Banks Development Banks
…--------------------. …-- ..

Total Total Total Total Total Total
Assets Liabilities Assets Liabilities Assets Liabilities

7,352.4 6,730.8 5,642.2 4,769.5 29,284.1 24,089.5

6,930.5 6,447.1 6,631.2 5,607.8 38,079.1 31,997.1

5,872.4 5,415.7 8,136.5 6,965.3 48,348.7 41,087.9

7,399.4 6,825.9 9,499.7 8,107.5 60,553.5 52,760.8

7,613.8 6,963.4 9,023.3 7,513.0 72,236.4 65,426.1

6,847.2 6,400.1 8,821.7 7,240.8 79,035.6 71,605.5

8,124.4 7,540.9 9,350.5 7,651.6 75,037.4 68,944.6

10,534.1 9,722.2 9,960.8 8,101.1 18,498.8 12,077.5
…-- - - - - - - - - - - - . - - - - -

Source: Central Bank of the Philippines
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Table B.5: TOTAL LOANS AM INVESTMENTS OUTSTANDIM

BY INSTITUTION: 1980 TO 198
(In atllion Pesoo)

Commercial Rural D v.lopmnt Savings
Period Total Banks Banks Banks Sanki 1/

1060 185,602.4 102,064.2 4,620.7 28,459.9 5,457.6
1061 102,652.9 117,789.8 5,656.9 83,929.6 5,274.k
1962 109,704.9 186,607.9 6,923.1 40,068.8 4,690.2
1088 286,286.0 171,56S.6 7,974.0 61,018.9 5,091.6
1904 247,298.2 100,667.5 7,894.0 58,781.5 5,610.2
1066 215,458.8 162,171.6 7,072.5 41,412.7 4,796.5
1o0 169,052.4 163,377.2 7,266.4 12,485.0 5,928.0
196 2/ 148,914.0 118,472.7 7,698.7 14,611.6 6,185.6
1803 168,296.2 130,405.6 8,428.4 15,757.4 6,704.6

1/ Banco Filipino not Included (closed) starting 1986; PAIC Bank not Included
(cloed) starting 1066.

2/ Aftar transfer of s*lected nssetJ and lIibilitIes of on special lnud
ovenrhnnt bank.

Source: Cwetral Bank of the Phi lppines.
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Table 5.6: TCTAL NEsSTHTS IN SECtIrmEr Sy DISTIUXN:
1980 TO 1988
(In mll10on p.so.)

CoWAmrcinl Rural ilvelop.ent Savings
Period Total anks Banks Banks ianka 1/

1980 20484.9 18814.4 180 s6o$ 907.;
1901 2585t.4 15@8.4 170.0 6676.9 019.$
1902 80519.4 16689.1 258.1 10700.9 370.8
1908 84616.7 21448.5 828 11919.8 927.4
1904 42665.1 29676.4 861.5 12140.1 465.1
196 80679.6 27867.6 486.2 10409.6 1166.2
10o6 85778.9 81016.0 475.9 2665.0 1428.0
1907 2/ 8670.0 29208.4 408.7 5570.4 1284.5
1980 50098.0 41660.4 458.2 5788.6 2100.4

I/ BSginning 1059, Includes private development bank*.

2/ After transfer of selected assto and liabtlities of
one specialized government bank.

Source: Central Blank of the Philippinoe
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TABLE B.7: PUBLIC SECTOR SHARE OF GROSS DOMESTIC CREDITS
OF DEPOSIT MONEY BANKS

1980 1982 1984 1985 1986 1987 1988

(Million Pesos)

Government 12,983 19,046 32,983 28,975 32,601 32,166 46,193
Securities 5.843 10,918 15,127 12,256 18,531 20,328 32,347
Loans 7,141 8,128 17,856 16,720 14,070 11,838 13,846

Total 95,842 130,310 158,477 142,547 125,574 141,308 174,281

(Shares)

Government 13.55% 14.62% 20.81% 20.33% 25.96% 22.76% 26.50%
Securities 6.10% 8.38% 9.55% 8.60% 14.76% 14.39% 18.56%
Loan 7.45% 6.24% 11.27% 11.73% 11.20% 8.38% 7.94%

Total 100% 100% 100% 100% 100% 100% 100%

Source: Central Bank of the Philippines
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TABLE B.8 LEGAL RESERVE REQUIREMENTS AGAINST PESO DEPOSIT
LIABILITIES OF COMMERCIAL BANKS, 1980-1990

Reserve Ratio ( percent )

Effective Date Demand Savings Time "NOW" Accts.

August 22, 1980 20 20 20

February 27, 1981 16 16 16 & 5 16

January 1, 1982 18 18 18 & 1 18

September 1, 1983 19 19 19 & 4 19

October 1, 1983 21-1/2 21-1/2 21-1/2 & 4 21-1/2

December 1, 1983 23 23 23 & 4 23

January 1, 1984 23 23 23 & 5 23

April 25, 1984 24 24 24 & 6 24

September 30, 1985 23 23 23 23

May 26, 1986 22 22 22 & 6 22

August 4, 1986 21 21 21 & 6 21

December 1, 1986 21 21 21 & 5 21

June 23, 1989 21 21 21 & 7 21

August 4, 1989 21 21 21 & 9 21

September 4, 1989 20-1/2 20-1/2 20-1/2 & 13 20-1/2

October 5, 1989 20 20 20 & 17 20

November 5, 1989 20 20 20 20

March 26, 1990 21 21 21 21

Source: Central Bank of the Philippines
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TABLE 0.9: DIFFRENCES BETEE VARIOUS ITEREST RATES

A 1 C 0 0-A 0-6 0-C

Sawvngs Time NR T-l I Is

1960 9.000 18.417 - 12.312 8.812 -1.105

1061 9.202 14.744 - 12.904 8.662 -1.660 -

1902 9.617 16.420 15.157 14.422 4.e05 -1.007 -0.738

1998 9.729 15.268 14.8We 14.520 4.791 -0.768 -0.876

1984 9.656 22.277 23.437 27.557* 17.699 6.277 4.117

1065 10.842 21.960 20.980 26.764* 15.912 4.774 5.774

108 7.998 14.265 12.865 15.952 7.e49 1.567 3.457

1907 4.680 9.688 9.203 13.077 8.s47 8.244 8.s74

106 4.100 18.161 12.497 16.721 11.621 2.660 8.224

1969 4.872 15.724 16.255 19.462 16.009 8.789 3.207

Soirc.: CS

* From July 1964 to Oct. 16, isuunce of T-11 ates were on a nesotiated basis.
This was reverted to an auction bel starting Nove"ber, 1S6.
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TANLE 3.10: LOANS GRANTED BY COMMERCIAL SAWUS BY DS NSThY
(Pe)

1981 1932 19on 1934 low 10 1937 19W 19t0.

Total : 252.4 276.6 307.9 522.2 264.7 820.0 859.5 366.6 267.9

Agriculture 13.9 20.8 22.5 28.7 23.9 20.9 21.2 26.6 21.8

Vining 11.5 15.1 14.0 19.0 12.8 8.4 5.5 7.6 16.3

Uaauf.cturlng 05.4 88.7 109.3 116.6 87.2 62.2 94.2 128.9 118.6

Trade 56.6 68.1 C8.3 68.4 41.1 46.4 64.2 69.0 47.0

Financing, Inurance 6.8 71.8 74.8 06.2 76.5 187.9 161.2 108.7 29.0
A Seiness Services

Recl Estte 3.4 8.6 4.2 6.0 2.9 2.0 8.6 8.4 9.7

A. of .ai-Ssptber, 1989

Source: si".rtmnnt of Economlc Rearch - ioometlc, Central S ank of the Ph I Ippl gI.
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Table C.1: BALANCE OF PAYMENTS, 198S-09
(I Millon)

1985 198 197 1986 1969

_-- -- -- -- -- -- -- - --- -- -- -- -- -- -- -- -- _-- -- -- -- -- -- -- -- -- -- -- -- -- -- ----- - - -- -- -- - - -

Current Aeeount -103 966 -5J9 -889 -1554

Mrchandise Trade -482 -202 -1017 -1086 -2696
Exports 4629 4642 6720 7074 7821
Imports 6111 5044 6737 1619 10419

Non-Mlrchandile Trade 0 757 -76 -93 869
Inflow 8268 8791 8497 8s90 4s96
Outflow 3268 8084 3878 3868 4217

Transf-rs 879 441 554 789 675

Inflow 388 445 s5s 791 676
outflow 9 4 2 2 1

Non-Monotary Capital Account 1711 89 S53 642 le68

Long-term loans 2767 81S 242. -829 867

Inflows 8962 2s45 2487 2872 2787
Outflow 1176 1780 2195 2701 2420

Foreigp Investment* 17 140 205 966 854
Inflow 124 Ise u1e 1077 972
Outflow 107 46 1la 91 116

Short-Term Capital (NRT) 1781 -814 52 -205 -a8

Errors A Omissions a88 -102 69 190 425

MXonetization of gold 221 279 86s 814 2m

Unr.mittnble Arrears/Adjustments 56O -- - --

Revaluation AdJustments -8 -72 -150 88 101

Debt Reduction 78 228

Overall Surplus (.)/befleit (-) 2301 1242 264 65o 448

Source: Centrel Bank
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Table C.2% EXPORTS BY COMMODITY
(6 million)

1065 1986 1987 1066 1989

Coconut Product. 450 470 So1 662 641
2

Sugar Products 186 108 71 74 118

Fruits A Vegetables 185 187 1SO 8o0 819

Other Agro-based Products 861 602 o6f 460 464

Forest Products 199 201 248 261 1?

Mineral Products 248 267 224 764 829

Petroleum Product. 80 e6 es 182 95

Manufactures 2765 2869 842 488 6192

Electroncs 1056e 919 1110 1476 1751
Garrments
Textile 628 751 1088 1817 1575
Footwear 8s 81 81 77 9a

Trane/Ooods & Handbag* 10 12 16 22 41
Wood Manufactures 48 49 62 79 e6
Furniture-Fixtures 64 69 180 164 204
Chemicals 1SO 248 245 26 27-
Non-metallIl Mineral 24 18 22 88 45
Machinery & Transport Equipment so 46 78 54 lS

Processed Food & Beverages 106 116 128 164 206
Others 561 562 647 585 705

Special Transactions 12 8 7 27 10

R -exports 40 112 149 60 71

Total Exports 4629 4842 5720 7574 7621

Source: Central Bank.
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Table C-8: IIRS BY COWMODITY, 10-969
- ( lli M I Ioo)

161; 1986 1967 1NS t1"

Capital Goods 786 64 1210 1687 2424

Eloc. Non-Elee. Machinery 669 720 968 1279 1652
Powr Generators 78 So es 689 97
Office & EDP Macihim 29 82 45 69 104
Telecom Eqpt. Elea. Mach 40 41 41 671 761

Land Transport Eqpt.
lxi. Passenger Cars 46 64 11. 144 28

Aircraft, Ships A oaota 20 24 88 128 108
Prof. Scientific Instruments 61 s6 7J 01 124

Raw Meti . Int. Goods 2108 2671 8426 4416 686
------------ -

What 106 129 62 186 107
Crude Mt'ls. Inedible 10 229 290 41J S2u
Animl A Vegtable Oils A Fate 18 18 18 18 24
Chmicals 584 711 924 1089 1215
Manufactures soe 64 957 1286 1?78
Embroideres 18J 2t8 884 87 487
Mat'la. for Manufacture of

Elec. Eqp"'t. 56 640 767 910 eac
Iron Ore, not Agglomerted 56 42 S9 48 so
Others 0 0 0 241 8

Mlineral Fuels & Lubricant 1452 669 1249 1000 1807

Consumr Goods 441 819 647 697 6

Food A Live Animals 820 271 86 879 492
Beverage A Tobacco 76 72 107 22 20
Others 45 56 72

Special Tranueatione 282 242 806 414 812

TOTAL IMPORTS 5111 W44 6787 6159 10419

------------------- m---- - --- m-----

Source: Central Bank



- 153 -

Table C.4s 3EDItU1 ANM LOWO-TUM LOANS
(In l Ill Ion US5)

- -------- - -SeO eai

ITEM IS9 1/ 1984 1986 low 1937 113 1199 2/

Inf low 2880 1269 8932 2006 2699 2412 2311

multilateral n6 471 288 848 0S6 428 sOJ
Pipeline 022 228 10 294 227 1in in
Nw Mnoy 165 248 174 U4 1ei 25 409

Silateral 811 Sl 1090 948 188 1140 112i
Pipeline 828 178 208 872 169 Be 58
Nw Money 888 226 192 418 456 51
Rescheduline 8/ no 879 78a 026 S1?

Coewrciel Banks 4/ 1068 151 2545 1256 3S7 m27 70
Pipeline 1088 151 0 525 2
NMw Mony 0 400
Recheduling 2145 S/ Tal a"7 799 769

Others 150 121 41 Be 10 22 11S
Pipeline ISO 119 86 10 22 12
Now money 2 is
Resehodu I Ina 41 20
Othoer I?

Outflow 944 TO7 1178 1878 2489 2981 2482

u-lttlfterel 95 129 114 225 24 $64 852

Bilateral 79 65 eo2 618 765 574 l45

Cmmereirl Bnkos S0 294 407 742 158 1o8 1842

Others 210 293 62 238 262 880 198

1/ Date for 1988-1965 *r, adjusted for arrers per official concept.
2/ Prellinary.
8/ Refers to Paris Club rescheduling.
4/ Includes finncial inetitutional and for period 1960 to 1982,

Includes suppliers credits. In 1988 onwards, suppliers credits
are lodged under others.

5/ Includes the remched&.in of SI (monetary) and KBS (monetary with
hold-outs) liabilities as well as arrears as of 12/81/84.
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TABLE C.5: NET INTERNATIONAL RESERVES a/
(Million U.S. Dollars At End of Year)

...... .............. .. _. ................... ....................... . . ............ ..... .

Foreign Exchange Net
Gross Reserves Liabilities International Changes in

Year ------ ------- Reserves d/ N I R
Central Commercial Central Commercial (NIR)
Bank Bank b/ Bank c/ Bank

1980 3155 1904 2183 3687 -811 -372

1981 e/ 2574 2297 2523 4410 -2062 -1251

1982 1711 2540 3114 4870 -3733 -1671

1983 865 1655 2690 4526 -4696 -963

1984 886 1837 2696 4277 -4250 446

1985 1061 1915 2897 3338 -3259 991

1986 2459 1986 3373 3089 -2017 1242

1987 1959 2464 2685 3491 -1753 264

a/ Revalued, excludes adjustments for non-monetary arrears computed per NIR definition
under the 1985 IMF Standby Agreement.

b/ Net of dollar treasury bills held by KBS
c/ The net international reserves for li70-81. The CB liabilities are already net of

certain long-term yen liabilities (IBRD), rural credit liabilities, long-term yen
liabilities to OECF agreed with the IHF. The NIR for 1982 to 1983 uses the new
concept of NIR computation under the 1983 IMF Standby Agreement where only short-term
and IMF credits are included as CB liabilities. Thus, due to the difference in
concepts used, the change in net reserves for 1981 and 1982 will not be equal to the
the BOP in Table 3.1.

d/ Beginning in 1976 when an understanding was reached with IMF in connection with the
Extended Fund Facility, change in net reserves equals overall balance in balance
of payments statement (Table 3.1).

e/ SBV adjustments are reflected from 1981-onwards.

Source: Treasury and Foreign Exchange Department, Central Bank of the Philippines
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TABLE C-6s AVERAGE NOMINAL TARIFF RATES
1985 - 1989

Weighted Average Unweighted Average

Sector 1985 1988 1985 1989*

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

Agriculture 26.9 12.6 27.3 27.0
Mining 10.5 10.3 13.1 12.9
Manufacturing 21.3 22.2 28.0 28.0

Food Beverage Tobacco 21.3 30.4 34.8 36.1
Textiles 30.7 30.6 39.3 39.4
Wood and Products 36.5 37.8 34.9 34.9
Paper and Printing 31.9 27.9 30.2 30.9
Chemicals Petr. Coal 17.9 19.2 20.5 20.2
Non Metallix Mineral 19.5 25.4 33.6 33.0
Basic Metal Industry 13.0 13.8 15.8 16.6
Machinery Metal 22.0 22.6 25.0 24.5
Other Manufacturing 35.2 34.4 36.3 36.3

Overall Average 18.3 19.5 27.6 27.6

*Provisional data.

Source: Tariff Commission.
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TABLE C.?
COMMODITIES LIERAUZED tNDER ITH tIORT LtDBERALtZATIt PROGRAM (PHISE 11 II)

1906-1990
(FOB VALUE N UtLLIONi USN)

I9S8 19O 1907 1066 1969

I. Total l 5ort 6111 5044 67t7 6159 1W419
tt. Lib.r*llaed Cemmoditi..

A. Phase I
Totl, comodities lib.rlilz.c
In 1066, 1906 ? 1066 (1220 Items) on 77 1148 1417 1912

Capital Ooods (4 Items) 0 0 0 0 0
Raw Materials (789 Items) 502 789 1006 181S 1794
Consumr Goods (486 Items) 1U4 86 s0 102 116

B. Phase It
Total, commodities llbarel izd under

Phase II (1908 & 1909) as of Dc. 1909
(226 ites) 16 188 187 265 408

Capital goods (160 Items) 114 126 178 270 877
Raw materials (17 Item) 0 1 8 5 14
ilneral fuels (2 Item) 0 0 0 0 0

Consumr goods (25 Item) 2 4 6 10 12
SPL.Tranaactiona (2 Items) 0 0 0 0 0

C. Total, Phase I A Phase II
(as of DOe. 1989, 1455 Item) 812 010 1880 1702 2815

Capltal soods (164 Item) 114 128 178 270 377
Row material (606 Item) 562 740 1101 1820 1606
Minerol fuels (2 Item) 0 0 0 0 0
Consumr goods (461 Items) 186 42 s6 112 180
SPL. Transactions (2 Items) 0 0 0 0 0

MM ITEMS:
tMPORTS BY OAD ECONOMIC CATECORIES

A. Capital goods 760 809 1164 1687 2424
S. R materials 2838 2821 8626 4415 580
C. Mineral fuels 1462 069 1249 1090 1897
D. Consumer goodS 820 273 891 597 898
E. Special transctions 282 242 805 414 812

TOTAL IWORTS 51il 5044 6787 6159 10419
_- = m = =

1/ Pbhse I Include coieoditles liberalized under circular 1100 through circular 1174
covering the period April 1988-April 196.
Phase II Includes comodities liberalized under circular 1192 through eireular 1219
covering the period Decembr 1906-Deceer 1996.

0 Means there sere no importatlons, or thbt thes ero loe than *1 million.

Source: Central Sank
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TABLE C.S
COMMODITIES LIBERALIZED UNDMO IH IUT LIEUZATION PROM ASE 1 & II)

PERCEAGE POItT conW TON TO IR OWN)

19" 1i? to" 106
__________________________- - ----------------- - - ---- --- ________-

I. totsl Imports -1.81 88.56 21.11 27.70
II. Lberalized Commodities

A. Phase I
Total, commeoditles lberalized
In 166, 1907 A 1988 (1229 Itenm) 1.5 7.26 4.07 6.07

Capital Goods (4 items) 0.00 0.00 0.00 0.00
Rnw materials (796 Ite) 8.46 7.02 8.80 5.67
Consumr Ooods (480 Items) -1.26 0.24 0.77 0.20

O. Phase 1I
Total, commodities liberaliztd under

Phase II (1068 A 100) as of Dec. 1909
(220 Ites) 0.88 1.07 1.45 1.45

Capitol goods (180 Items) 0.27 0.69 1.44 1.81
Raw materials (17 Item) 0.02 0.14 -0.04 0.11
Mineral fuels (2 It e) 0.00 0.00 0.00 0.00
Consumer goods (25 Items) 0.04 0.04 0.06 0.02
SPL.TransactTors (2 Item) 0.00 0.00 0.00 0.00

C. Total, Pha- I A Phase II
(as of Dec. 1996, 14S5 Items) 1.92 6.88 6.62 7.61

Capital goods (18< Items) 0.27 0.69 1.44 1.81
Raw nnterial (806 Items) 8.48 7.10 8.25 5.90
Mineral fuels (2 Items) 0.00 0.00 0.00 0.00
Consumer goods (461 Items) -1.64 0.26 0.68 0.22
SPL. Transactions (2 items) 0.00 0.00 0.00 0.00

OMO ITEMS:
IdMRTS BY BROAD ECONOMdC CATEGORIES

A. Capital goods 1.8? 6.44 7.02 9.65
8. Raw mterials 9.45 10.00 11.60 11.90
C. Mineral fuels -11.41 7.58 -2.27 .609
D. Consumer goods -0.92 2.84 8.06 8.609
E. Special transactions 0.20 1.26 1.68 -1.26

TOTAL IMPORTS -1.81 88.560 21.11 27.70

I/ Phase I Includes commodities liberalized under circular 1100 through circular 1174
covering the period April 1906-April 1988.
Phase II Includes commodities liberalized under circular 1192 through circular 1219
covering the period December 1908-December 1989.

0 Means there were no importations, or that thos wort less than *1 million.

Source: Central Sank
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Table DI: NUMBER OF PAID EMPLOYEES AND AVERAGE COMPENSATION AND EARNINGS
PER MONTH OF PAID EMPLOYEES, PHILIPPINES: 1985

(Data for establishments employing ten or more workers)

Monthly Average Monthly Average
PSIC Paid Employer Compensation/Employee (1) Earnings/Employee (9)

2 55,042 2,175 2,063
3 618,335 2,067 1,951
311-312 125,783 1,994 1,876
313 27,836 2,591 2,470
314 14,756 2,256 2,047
321 63,251 1,536 1,445
322 85,595 1,732 1,618
323 2,185 1,215 1,143
324 8,732 1,301 1,232
331 45,641 1,545 1,470
332 19,585 1,230 1,181
341 10,356 2,239 2,135
342 14,191 1,909 1,819
351 8,835 3,073 2,837
352 23,706 4,518 4,260
353 2,326 9,042 8,640
354 371 1,-28 1,657
355 17,884 2,059 1,973
356 10,556 i,731 1,637
361 2,819 1,917 1,790
362 5,057 3,208 3,068
363 5,863 2,767 2,661
369 7,306 1,610 1,510
371 14,992 2,283 2,206
372 3,309 2,494 2,349
381 14,459 2,092 1,967
382 13,358 1,845 1,767
383 37,575 2,790 2,588
384 12,137 2,131 2,003
385 3,872 1,593 1,476
386 583 1,281 1,223
390 15,416 1,553 1,484

4 47,609 3,951 3,435
5 69,834 2,212 2,066
6 147,531 2,272 2,165
7 109,001 2,686 2,465
8 163,013 3,142 2,968
9 328,322 1,685 1,547

Sources: Annual Survey of Establishments, National Statistics Office.



- 159 -

Tab8*. 02 N W tOt POF D 6ALUElPla AM AVSVAB C S99OAftN PM NtH
OF PAID EPLOYM S 5 TOR. PHLIPPV: 196 '989

Maet for e*tabishment. employing ten and mre wct'ers)

Paid hly 'yec 14nnthy AY Mtly rITY*,Hithy
Paid Compencation Paid C oConpenet n Pa;d Camatio Paid Coernestion

Industry Evploye P.r Employee Employe Pr Employ*" Emkploy.. Per Employa Employees Per Employse.
(a) (a) (a) (0)

MINING AND WARRYINO 52.184 2,487 51,790 3,006 48,107 3.255 47,217 3,598

IMANFACTURING 630.996 2.319 671.051 2,713 612.865 3.077 843,404 3.548

Food 120 791 2.347 11.056 2.813 151,920 8 908 166,284 4,064
b'v rto 26'693 3.102 27.250 4'052 34,921 3'805 $88512 4.220
Tobacco 12 330 2 220 12,964 2.509 13.32S 2.792 13 438 2 594
TeEtiI I 70,565 1,736 76.757 1W987 908756 1 983 100m237 2.113
WOariro apparel except footwear 91.t75 1.882 101.242 2,058 136,9s0 2808 141,607 3.561
Leatber & l.ath.r products.

leather eubstitute&, fur
escept footwear * wearing
ap*D-r.l 2.166 1m222 2.886 1 337 3.697 1 400 4. 19 1.354

Leather footwar 80,52 1,369 6,365 1l500 8,154 1t571 9,129 1.519
Wood A Iood, cork prods.

e*cept furn. 44.440 1.606 44.6S4 1.947 47,200 2.527 47,241 2.166
ofun Mot fi wp pis 21.598 1.338 26,636 1.529 82.803 1.506 33,627 1.822oFw met; *Cp alt

Paper & P.99-' Products 11.480 2a355 11.688 2.649 12,381 93772 13,071 4.580
Printing1 j tUhihin

and *aI ed indu tre 16.218 2,257 16,6H8 2.567 180919 1,902 19,026 2,S07
Industrial cheicale 8,705 3.297 9.060 4,638 966S 6,0326 9,934 6.747
Other cheeI,csi 24,600 S,463 24,68S 6.318 26,276 0.617 27,006 9,191
Petroleum refinerie; 2.351 14.517 2,451 14,716 2.590 17,296 2.624 16.367
misc. prods. of Petr.

and coal S95 2 35S 396 2.630 418 3,091 424 3.282
Rubber product. 16.512 2,264 22,685 2.457 26,131 2.9S5 2,0938 3.260
Plastic product. 12.t26 1,809 13,431 2,167 14.296 2,956 14,694 3,152
Pottery chins A earthwer. 2 880 2,097 3,590 2,332 4,416 3,040 4,897 3.454
Clamiss glass product. 14,628 3.665 5,116 4,691 6,298 6,115 o6979 6.948
Manufactur, of cement 6.018 2.821 4,817 4,358 5,925 A 681 6S572 6.455
Other non-mtalic

mineral product. 7,474 1,587 7,640 1,W.9 9,S98 2.564 10,422 2,914
Iron & *te-I basic
motel industries 13,365 2,774 14,378 3.370 16,099 3,648 16,766 4,266

Non-frrour mett 
basic industrie 2.889 2,907 2,S67 8,864 2,761 4,652 2,795 S.127

Fabricated metal product.
except machinery e"uipent
furnitures and fixtures
primarily of metal 16,5S 1.871 18.112 2,151 19.838 2,578 22,169 2,50

Mach;nory except
electri cl 12,352 1,938 12.360 2.308 13,49S 2,733 14.915 2,t70
Elsc, machin. apparatus
appliance, *tc. 40.052 2 869 48 407 8 432 53.651 3 521 S7,684 5,719

Transport equipment 11,t17 2.363 11.485 2,808 15,716 2.858 17,451 3.592
Prof ec.ntS'e measuring
& controllng euipment
n.e.c. * pho Iographic A
optl inst 8.890 2.317 3,172 2,088 3,S71 2,322 3,588 1.976
,anufactur repair of
furnitures fixturea
priaaerly of Metals 6ib 1,505 u6S 1,581 728 1,758 774 1,496

Othor manufacturing
industries 14,406 1,803 12,607 2.368 1.899 2,638 14,258 2.241

aCTRiCI,TY. CAS & VATEI 52,919 4,216 S2,126 4,996 55,201 7.205 6O,028 7,455

CONSAPR.cTIm 58,44S 1.994 70,420 2,075 72,070 2.322 73.338 2,411

HOLESALES & RETAIL TRADE 140,213 2,849 140.790 2,636 132,616 3.029 184,822 3.2Je

TRANSPORTATION, STRWAE A
COIM"4CATICN 118,515 8,085 120,807 4.092 124.443 4,866 126.146 5,646

FINANCING, PMRAJNC REAL
ESTATE A 8tSN13 S iRL 174.022 3,768 179.041 8,956 164.1S2 4,706 191,7S5 5,037

CaWmITY. SOCIAL AN
PGW)NML SB ICE 388,94S 1,974 8e,835 2,231 874,890 2,524 385.983 2.759

Sources: Annua Survey of astabIiehuet. (198547) and DOLR's Estisatee based on the Quarterly Survey of Establishments, National Statietict Off
(1968-049).
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Table D3s PHILIPPINES: LEGISLATED MONEY AND REAL WAGES. 1975-1989)
(Pesos per Day)

Non-Agricultural Sector Aaricuitural Sector
Metro Manila Outside MN Metro Manila Outside MH
LW Rw LU RV LW RW LW RW

.975 10.65 12.94 10.65 13.90 7.13 9.31 7.13 9.31

1976 12.09 13.94 11.37 13.42 8.75 4.7; 8.03 9.48

1977 14.40 15.40 13.32 14.28 11.15 11.95 10.07 10.79

1978 15.74 15.74 14.65 14.65 12.48 12.48 11.40 11.40

1979 20.48 17.17 19.40 16.55 16.63 14.19 14.16 12.08

1980 27.39 19.36 26.30 19.00 22.68 16.49 17.03 12.30

1981 31.37 19.77 30.29 19.32 25.85 16.49 19.43 12.39

1982 31.82 18.06 30.74 17.81 26.18 15.17 19.65 11.38

1983 34.22 17.52 33.14 17.48 27.97 14.75 20.95 11.05

1984 48.47 16.63 47.38 16.60 39.66 13.90 29.92 10.48

1985 57.08 16.22 56.00 15.87 46.67 13.23 35.67 10.11

1986 57.08 15.41 56.00 15.90 46.67 13.25 35.47 10.12

1987 58.27 14.73 57.24 15.74 47.67 13.11 36.49 10.04

1988 69.33 16.81 69.33 18.42 58.80 15.55 47.12 12.52

1989 94.33 21.21 94.33 21.21

Notess LU - Legislated wage. RU . Real wage. Legislated money wage is the
total -f minimum wage, cost of living allowances and 13th month pay. The 1989
figures are not fully consistent with those in Table A4 due to discrepancies
in the original sources.

Sources Edna A. Reyes and Ma. Teresa C. Sanchez: An Assessment of Labor and
Employment Policies in the Philippines, 1986-88, Manila: PIDS
Working Paper No. 90-01, pp. 22-23.



Table D4t PHILIPPINES: LEGISLATED DAILY WAGE RATES
(In Pesos per Day)

Indicators 1987 1988 1989
Average 1st Sen. July August Sept. Oct. Nov. Dec.

IN NOMINAL TERMS

Non-Aaricultural
NCR 58.27 69.33 82.88 69.33 96.42 96.42 96.42 96.42 96.42 96.42

Basic Mini==m Wage 45.48 64.00 76.50 64.00 89.00 89.00 89.00 89.00 89.00 89.00
COLA 9.00 - _- - - -_

13th Month Pay 3.79 5.33 6.38 5.33 7.42 7.42 7.42 7.42 7.42 7.42

ONCR 57.24 69.33 82.88 69.33 96.42 96.42 96.42 96.42 96.42 96.42
Basic inLimum Wage 44.53 64.00 76.50 64.00 89.00 89.00 89.00 89.00 89.00 89.00
COLA 9.00 - - - - - - - -

13th Month Pay 3.71 5.33 6.38 5.33 7.42 7.42 7.42 7.42 ?.42 7.42

Agricultural
Plantation 47.67 58.50 72.04 58.50 85.58 85.58 85.58 85.58 85.58 85.58

Basic .Ainina Wage 38.19 54.00 66.50 54.00 79.00 79.00 79.00 79.00 79.00 79.00
COLA 6.29 - - - - - - _ _ _
13th Month Pay 3.19 4.50 5.54 4.50 6.58 6.58 6.58 6.58 6.58 6.58

Non-Plantation 36.49 47.12 55.25 47.12 63.38 63.38 63.38 63.38 63.38 63.38
Basic Minimu Wage 30.03 43.50 51.00 43.50 58.50 58.50 58.50 58.50 58.50 58.50
COLA 3.96 - - - - - - -_

13th Month Pay 2.50 3.62 4.25 3.62 4.88 4.88 4.88 4.88 4.88 4.88

IN REAL TERMS (at 1978 Prices)

Non-Agricultural
NCR 14.73 15.93 17.37 14.99 20.18 19.90 19.77 19.54 19.36 18.97
ONCR 15.74 17.58 18.97 16.44 22.00 21.63 21.46 21.27 21.03 20.56

Agricultural
Plantation 13.11 14.84 16.49 13.88 19.52 19.20 19.04 18.88 18.67 18.25
Non-plantation 10.04 11.95 12.64 11.18 14.46 14.22 14.10 13.98 13.82 13.51

Sources: National Wages Council and Bureau of Labor and Employment Statistics.
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Table D5. PHILIPPINES: DAILY REAL WAGES OF SELECTED OCCUPATIONS
IN THE NON-AGRICULTURAL PRIVATE SECTOR

Area/Occupation 1985 1986 1987 1988 1989

Philipnines 23.40 24.59 25.77 27.52

Carpenter 22.04 22.17 21.60 22.77
Cashier I 33.34 36.25 36.57 38.56
Clerk-Typist 26.04 27.59 30.16 29.94
Driver 21.48 23.69 25.06 27.03
Electrician 22.70 24.79 25.63 28.50
Janitor 20.99 21.82 22.96 23.96
Laborer 20.59 20.47 22.27 23.93
Mechanic I 23.20 24.66 26.20 28.97
Messenger 23.67 25.72 26.72 28.71
Plumber 21.23 21.82 22.39 23.62
Secretary 29.42 30.98 34.24 36.45
Telephone Operator 23.33 24.93 27.26 28.32

NCR 26.20 26.32 26.61 28.20

Carpenter 21.38 21.27 20.73 20.99
Cashier I 40.48 42.19 40.87 44.90
Clerk-Typist 30.55 30.51 33.27 32.05
Driver 23.87 23.72 24.12 24.62
Electrician 23.20 23.24 24.05 25.37
Janitor 21.40 21.47 21.97 22.30
Laborer 21.09 20.67 21.00 21.81
Mechanic I 23.63 22.98 23.63 26.88
Messenger 25.65 26.90 26.42 29.43
Plumber 22.04 25.75 20.22 22.47
Secretary 32.69 32.83 35.06 37.34
Telephone Operator 26.36 26.64 28.95 31.97

Outside NCR 22.20 23.60 24.75 27.47

Carpenter 22.00 22.38 21.77 23.73
Cashier I 29.15 31.98 32.71 34.48
Clerk-Typist 21.53 23.56 24.92 26.91
Driver 20.70 23.57 25.14 28.36
Electrician 22.40 25.40 25.88 30.71
Janitor 20.80 21.72 22.98 25.05
Laborer 20.47 20.38 22.51 25.05
Mechanic I 22.99 25.29 27.04 30.33
Messenger 22.23 24.21 25.85 27.87
Plumber 20.84 21.64 22.99 24.42
Secretary 26.20 27.96 31.27 35.06
Telephone Operator 21.42 23.33 25.10 25.70

Note: Daily real wages were computed by dividing the monthly real wages by 20
for a five-day week work schedule.

Source: As in Table D4.
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Table D6: PHILIPPINES: AVERAGE HOURS ACTUALLY WORKED PER WE Op
PRODUCTION WORKERS IN THE INDUSTRY SECTOR BY MAJOR INDUSTRY GROUP

SECOND QUARTER 1989
(Data for establishments with ten or more workers)

Production Total Hours Average Hours
PSIC Workers la Actually worked Worked Per Week

2 52,070 29,471,620 43.5
3 776,274 479,967,244 47.6
311-312 141,621 93,522,281 50.8
313 5,382 4,133,376 59.1
314 11,358 7,144,182 48.4
321 81,410 55,277,390 52.2
322 183,892 93,968,812 39.3
323 17,954 3,913,972 16.8
324 9,981 5,419,683 41.8
331 38,359 27,081,454 54.3
332 36,712 23,715.952 49.7
341 11,178 7,209,810 49.6
342 14,425 10,833,175 57.8
351 5,402 3,419,466 48.7
352 18,488 12,072,664 50.2
353 1,701 lb -
354 75 61,650 63.2
355 29,259 13,195,809 34.7
356 12,360 9,381,240 58.4
361 3,912 2,601,480 51.2
362 4,091 3,796,448 71.4
363 3,390 2,756,070 62.5
369 8,805 5,177,340 45.2
371 16,971 13,339,206 60.5
372 2,743 1,665,001 46.7
381 21,147 15,987,132 58.2
382 14,556 9,970,860 52.7
383 44,300 30,522,700 53.0
384 11,938 7,031,482 45.3
385 2,449 1,444,910 45.4
386 728 468,104 49.5
390 21,687 14,855,595 52.7

4 20,109 12,085,509 46.2
5 84,852 61,772,256 56.0

P - Preliminary.

/a Not comparable with "paid Laployees", which includes category other than
production workers.

/b No data available.

Sourcest Employment, Hours and Earnings Survey. Bureau of Labor and
Employment Statistics.
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Table 0: PHILIPDE81 SECTORAL DISTR16UTIN0 II EOOIllN, THIR, QUAt5 19070-l

Agriculture 0,100 7,76 4,458 9,096 10,209 9,940 9,920 0,65

Forestry, Hunting & Fisbing (58.7) (18.5) (51.4) (49.0) (50.0) (47.6) (46.1) (45.1)

Industry 1,70 2,207 2,554 2,612 2,740 6,045 8,845 8,452
(16.5) (15.2) (15.6) (14.2) (18.8) (14.0) (15.6) (15.6)

mininb lrrying a1 54 94 1i3 15 146 157 158
(0-4) (0.4) (0.6) (0.0) (0.7) (0.7) (0.7) (0.7)

anufacuring 1,654 1,651 1,814 1,022 1,95 2,053 2,238 2,294
(11.0) (11.2) (11.0) (9-0) (9.2) (9-9) (10.4) (10.5)

Eletricit, Oster U 40 s6 78 l2 61 OS 97
A Sanlitry St1il.e (08-) (0.-) (0.4) (0.4) (0.-) (0.4) (0.4) (0.4)

Coneructei. 438 4S8 56 664 620 70 8S8 016
(8.4) (8.1) (8.0) (3.5) (3.1) (8.O) (4.0) (4.2)

Service 8,106 4,504 5,421 7,202 7,561 7,610 6,227 6,548
(2-2) (81.0) (88.0) (86.6) (8-67) (87.6) (86.8) (89.1)

Wholesale & Retail tros 166 2,611 2,614 2,657 2,902 8,081
(16.1) (18.2) (18-7) (18.1) (181.) (14.2)

Transport, Stora & 72 01 641 946 1,049 1,092
Comunieation (4.6) (4.1) (4.1) (4.6) (4.9) (6.0)

Financing, tmuran, eaIl an 842 no0 #80 879 803
Estate & Sagines S"I.ee (2-0) (1-1) (1-9) (1-9) (1.-) (1.8)

Csinunty, Soelal a 2,608 8,400 $,516 8,621 8,027 8,977
Per....) Serie (16.4) (17.2) (17.1) (17.4) (17.9) (18.2)

Total rEplowd 1,W85 14,61 16,484 19,601 20,5S6 20,796 21,497 21,649

Toal V_pleoyed k 042 643 1,8 2,820 2,400 2,086 1,954 2,000

Une_lossst L (1 7.7 4.2 7.9 11.1 11.1 9.1 0.8 0.4

MOtS Figure tn bracket give per__ntage. Doe to Change 1n dstinition of service sectors in 1976 no dat
Provided for 1070 Nd 10n.

La Dat for -196-8 ae b_sd on pes uarter referec period, whill- el othr year *re hsd on pes we
rtoroece porlod.

b UnQMPloyest daft bed on pa_ sek rference period.

: Cyst rt end t.8. POPOla: EmplqiMent Prootion In the Philppins: An Overview, Manila; IlO/Japen
groet, .
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TIbIILK PHNLDWPUSESat NlllE MU UMCW DIST nIND OF ACTUmL mSC MJ73 S ED,
-MM UIY.M AM6 WVAVSA LOST BY MUMO IDWIY Ol, in

Uajor Indus"tGry Areupr toe

ALL INClERItES 13!U 100.0 966f4 L3 on 100.0

Aglcultur., fitery and
forer ry 6 4.1 1,642 2.9 16 1.7

MIntag and .uerrylng 5 2.5 9,789 17.J 64 6.7

Manutecturlng 112 56.9 24,440 48.2 604 63.2

Electerlcty, eas g t 18 6.0 2,M00 4.1 14 1.5

Consrtu4tlon 1 0.5 200 0.4 1 0.1

Wholes-al & rftoll trade 6 4.1 1,276 2.8 U4 8.8

Tranpr_tetlon, ters9e and
a,.mnlct len * 6.1 3,628 15.3 62 6.5

Financino, nu nranme, reel
otate end busiases eevricee 9 4.6 2,255 4.0 28 2.9

Comisuantyi scIal aNd
-r"" lerscs 29 14.? 6,009 10.6 62 8.6

3grcet Netionel Conw I lotlon *d NMdlition BUord.
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Table Di 1SLVPf E8s NWIM AMI PERCMIT OiSR811UTION OF ACTUAL 81K. OCTS OEJCLMED,
DNlalm VM AED AN DAYS LOST BY MAJ06 DSUStW IIRWP, 1UW.4s

Actual
Major Indtry Groupu S reukes J 3 i. LP Wre tnvolved man. Prn

Fuoe Prce"nU r LOrOet

109U

ALL INDUSTRIES 6e1 100.0 169,479 100.0 8,686 100.0

Agriculture f ishery a*n forerry 20 S.4 6,241 8.1 62 1.

Mining and Quarrying 9 1.5 7,080 4.2 180 6.1

manufacturing am 63.0 87,869 51.8 2,531 69.6

Electricity, gas A water 5 0.9 16o 0.1 11 0.3

Construction 6 1.0 419 0.2 28 0.6

Wholesle a rtail trade 58 9.1 7,230 4.3 160 4.4

Tranup., storage A cemunic. 52 9.0 82,091 18.9 862 10.0

Financting, nsurance, real
estate nd busines ervics 11 1.9 1,166 0.7 25 0.7

Community, scial A per. serv. 59 10.2 28,271 16.7 276 7.6

ALL INDUSTRIES 486 100.0 89,574 100.0 1,908 100.0

Agriculture, fishery A forestry 28 5.8 7,05 7.9 176 9.3

Mining and quarrying 8 1.8 686 0.7 26 1.5

Manufacturing 282 63.2 52,690 59.1 1,254 865.7

Electricity, Se * water 12 2.7 1,773 2.0 21 1.1

Construction 2 0.5 1,200 1.8 27 1.4

wholesale a retail trad 48 9.9 4,077 4.6 120 6.8

Tranap., storage A c_mmunic. 31 7.1 11,467 12.6 08 5.1

Finneing, lnsurance, rel
estate and business servica 12 2.8 1,541 1.7 24 1.8

Community, social A pere. serv. 78 16.7 6,684 9.9 156 6.3

ALL INDUSTRIES 267 100.0 71,646 100.0 1,525 100.0

Agriculture, fiehery & torestry 14 5.2 8,586 4.7 la0 6.8

Mining and Quarrying 2 0.7 1,470 1.9 .6 0.4

Manuacturing 181 49.1 42,381 5t.6 1I08m 67.6

Electricity, We A water 15 5.6 2,259 8.0 11 0.7

Construction 8 1.1 172 0.2 4 0.8

Wholesale a retail trade 24 9.0 4,854 6.7 a6 5.6

Tranap., sterage & e_Anic. 22 6.2 9,620 12.7 la0 6.8

Financing. Insuranon, real
estato and busone services 12 4.5 8,607 4.6 74 4.9

Community, ocial & pen. serv. 44 16.5 6,579 11.8 108 7.1

Soure s Eurau of Lebor and Employmant Statistics, Natlonal Concilaltion and Mediation Soerd.
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Table M1s: POILZPIqES- NUMtM AND PESNTI 0ZSTRIBUt2N OF ACTUAL STMRMEs/LOOcaurs OECLARED
TORKERS INVOLVED AND MAN-DAYS LOST BY MAJOR INDUSTRY GRO, 10

(As of May 91) t

Actual
Major Industry Groups W A Loekouts OclJrvd &k r ed nn p L

ALL UNDUSIRIES 88 100.0 87.474 100.0 418 100.0

Agriculturo, fiahory and
forestry 12 14.0 2,026 6.4 28 5.6

Mining and Quarrying 1 1.2 1,100 2.9 26 6.3

manufacturing 54 62.3 23,660 70.2 289 70.0

Electricity, gs A water 2 2.3 36o 1.0 2 0.5

Construation 1 '.2 00 e.8 4 1.0

Wholesalo rett Il trade 4 4.7 1,188 3.2 49 11.9

Transportation, storae and
ccinunication 4 4.? 3,343 8.9 0 1.9

Financiog, insurane, real
estate and bunes _ervices a 3.5 240 0.6 4 1.0

Community, *ciol nd
personal service 6 5.8 S86 0.9 8 1.9

/ Preliminary.

Source: Notional Concili tion and Mediation Soard.
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TW*l Dli PUIIPPIUSs, SITA8LIIIINT WIT VIAIIUIAI ON MVIMMM SUASE PLiUMy
OF InCTS By REGION, 190l-9

Region u niF-ir _u ni r 1 XnuiFpv
tnpectd Violeling Ifadpoed Visloatia tIpaet Violalag Ltap.c_ Vtolating

All Reglon 1,441 0.8 12,044 1.7 12,90 21.9 2t,19 25.9

NtR 946 1.5 2,S90 10.I 8,142 9.5 0,089 18.6

CAR Li La / is L La 409 $8.0

x 42 2.4 2,644 10.6 8.2U 44.? 1,078 88.

it a 0.0 609 1. 70? 26.0 1,79 28.2

in 0 0.0 700 J. 1,88 2.7 2,490 15.8

IV 224 16.8 1,56 20.8 642 84.2 2,229 85.1

V to Lk 790 22.0 1,217 17.6 1,805 2.0

VI 81 /b 48 2.0 W 22.1 2,01U 42.8

Vi; 41 48.9 70 54.8 m 21.7 l,16O 18.5

Vill 9 L $# 19.1 W 10.0 1,80 22.7

SX 80 21.7 410 10.0 78 18.0 1,474 18.2

x 48 2.8 in 10.1 18e 2.9 1,92 24.9

xi J2 8.1 448 8.0 2,275 8.0 2,818 40.0

XII is 19.7 24 27.2 85.7 76 84.5

Lj No dato avl lable.

Ib No data eported.

Soupres cream of Working Coaditlene ad Suea of Labor and lpileymmt, Staltle.
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Table D12t PHILIPPINES: ESTABLISHMENTS WITH VIOLATIONS ON
MINIMUK WAGE AS PERCENT OF INSPECTED BY MAJOR INDUSTRY GROUP, 1989 La

Major Industry Group Establishment Inspected Percent Violating (I)

All Industries 27,219 25.9

Agricuitural, Fishery
and Forestry 1,307 28.6

Mining and Quarrying 54 40.0

Manufacturing lb 6,968 28.2

Electricity, Gas and Water 109 48.1

Construction 354 25.5

Wholesale and retail trade 11,486 27.5

Transportation, Storage and
Counnnication 517 25.0

Financing, Insurance, Real
Estate and Business Services 1,552 24.2

Commmnity, Social and Personal
Services 4,872 33.7

la Data for previous years and cross-tabulation by region and major industry
group not available.

lb Data by detailed groupings not available.

Sources: Bureau of Working Conditions and Bureau of Labor and Employment
Statistics.
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