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they experienced major economic setbacks during much of the 1980s like the
Philippines.

What the government's economic managers scem to rcally encapsulate in
the phrase "newly industrializing country” or NIC is for the Philippines to takeoff
o sustained economic growth. This means that the "boom and bust" cycle that
plagued the Philippine economy during the post WW II period should not recur.
It also means that the macroeconomic parameters, €.g., the investment and savings
rates, inflation rate, debt service ratio — should be robust and should significantly
improve. In effect, what the government is really aiming for in Philippincs 2000 1s,
using the currently popular business parlance, "economic tigerhood” like the rest
of East Asia; that is, an economy that "roars” and "leaps” rather than spultters ever
so often. In terms of acronyms, it is not NIC or "newly industrializing country"
that matters but RIC or "rapidly industrializing country."

In order for the country to attain the vision of cconomic "tigerhood" under
Philippines 2000, this paper advances that the country and government under-
stand and situatc the parameters of Philippine development in the context of the
Asian region, rcthink Philippine agricultural development, strengthen Philippine
industry and tradable scrvices, and invest in people, institutions. technology and
the environment. The paper concludes with some remarks on implications on the
social science and information rescarch community.

II. THE "EAST ASIAN MIRACLE" AND THE PHILIPPINES

The Philippine economic performance in the 1980s was certainly lackluster
compared to the performance of the rest of East Asia (and even compared o
South Asia) such that the Philippines has come to be regarded as "the sick man of
Asia,"” which has become a reflecuon of the Filipinos' reduced sclf-confidence.
The Philippine economic performance was particularly discouraging when com-
pared to the country's apparcntly more favorable ranking in the region during
the 1950s and early 1960s (Scc Table 1).

It should be emphasized, however, that the economic ranking of the Philip-
pincs in the region during the 1950s was artificially inflated by a heavily overval-
ued peso, considering that one US dollar then should have been worth about
four pcsos instcad of two pesos if purchasing power parity principles had been
followed. (Thec adjusted per capita income of the Philippines would have been
below South Korea and only marginally higher than Thailand.) The overvaluation
of the peso and the policy regine that propped up the peso overvatuation during
the 1950s 1s at the root of the tortuous process of cconomic development toward
"tigerhood" of the Philippines during the past three decades.
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IMl. THE CHALLENGE OF ECONOMIC RESTRUCTURING TOWARD
"TIGERHOOD"

Therc are thrce fundamental rcasons for the need to restructure the coun-
try's economy. The (irst and foremost is the continuing high incidence of poverty in
the country. As of 1991, official cstimates show that two-{ifths of all Filipinos are
poor and one-fifih arc subsistcnce poor. Most of the poor families arc in the rural
areas (see Intal 1994 for details). Clearly, a development strategy and cconomic
structure that have cndangered a persistently high incidence of poverty over
several decades nced major overhauls. The second important rcason is the fail-
ure of the manufacturing sector to increase its share of total employrient (about
12%) during the past three decades, in sharp contrast to the experience of other
East Asian countries. The third and final rcason is the deterioration in interna-
tional competitiveness and the concomitant lackluster performance of the Philippine
econoniy during the 1980s comparced to the rest of East Asia. This sctback arosc. (o
a large extent, from major slippages in the country's labor productivity, rcal cx-
change rate, investment rate and infrastructure vis-a-vis the rest of East Asia.

Situating the Philippines in Last Asia’s economic arend. While the Philippines
was cnmeshed in its economic and political crises and rcforms in the 1980s, the
intcrnational economic cnvironment changed dramatically. A major capital move-
ment from Northeast Asia to Southeast Asia and coastal China occurrcd during the
latter 1980s, ushering a major industrial restructuring in East Asia. In addition, the
world's more populous countries opcned up (China) or restructured toward ex-
port compctitivencss (Indoncsia, India, Vietnam), thercby rcleasing seemingly
inexhausuble supplics of very low-cost labor for export production. Thus. by the
carly 1990s the Philippines appcars 10 have become "boxed in" and therefore less
compectitive in low skill-intcnsive exports (becausc of its comparatively higher
labor cost than Indonesia, China, ctc.) as wcll as in mid-scale products (because of
the newer capital cquipment, better infrastructure, and increased competitivencss
of countries likec Thailand and Malaysia).

The industrial restructuring in East Asia has been popularly described as
the "flying gecsc" with Japan lcading the pack, followed by the four Asian NIEs
{Hongkong, Singaporc, South Korea, Taiwan) and then apparently by China and
thc ASEAN-1 countrics (Malaysia, Thailand, Indonesia, and the Philippines). Close
on the hecls of the Philippines are the awakening populous countries of Victnam
and India. Rising labor costs and the appreciation of the¢ Japancse yen, South
Korean won and New Taiwan dollar in the mid 1980s, forced Japan and the Asian
NIEs to move to more skill- and technology-intensive industries and to shiftl pro-
duction of unskilled labor-intensive industries offshorc to China and Southeast
Asia. The resulting large capital inflows and technology transfcr to Southeast Asia
and Southern China led to the sharp acceleration in exports and conscquently,
economic growth in these countrics. With a sharp increasc in the demand for
labor, real wage rates have started (o rise in these countries.
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Table 3
Indices of Total and Per Capita Food Production; Selected Countries

Total Food Production Per Capita Food Production

1981 1985 1988 1991 1981 1985 1988 1991

Bangladces 100 111 113 127 9% 97 92 97
China® 102 128 141 160 101 119 125 136
India 107 124 139 154 104 111 g 123
Indonesia 107 128 147 166 105 115 125 133
Myanmar 108 139 132 127 105 126 112 100
Pakistan 105 120 141 159 102 102 108 112
Philippincs 103 9 108 s 10l 87 89 9
Thailand 106 122 126 125 104 112 111 105
Victnam 104 119 139 158 102 107 117 124

4ncludes Taiwan.
Source: FAO, Food Outlook Statistical Sepplement 1992, pp. 10-11.

Notice the mixed performance of the Philippines compared to Indoncsia,
with the former showing many cases of declining RCAs. This cchoes the poor
ovcerall economic performance of the Philippines vis-a-vis Indoncsia during the
1980s. 1t also reflects the difficult challenges of economic restnicturing and policy
change because reform entails both macrocconomic-level cfforts and scctor-spe-
cific interventions for structural change.

The challenge of generating macroeconomic stability and export growth. There
is no doubt that therc cannot be sustained cconomic growth without a stable
macroeconomic cnvironment. The contrasting cxpericnces of the successful East
Asian cconomics and those of Latin Amcrica during the 1970s and much of the
1980s prove this. Morc importantly, significant macrocconomic distortions arc at
the heart of major structural problems that have plagucd much of the developing
world for decadcs.

In order to maintain macroeconomic stability conducive to export and cco-
nomic growth, the challenge is to maintain financial and price stability without
significant currency overvaluation and tradc restrictions. (A country can maintain
stable prices for so long without gencrating much growth because of heavy cur-
rency overvaluation and trade restriction ¢ g., India during the 1960s through the
'1980. This calls for an incentive structurc that encourages high saving rates, prag-
matic exchange ratec management that prevents significant currency overvaluation,
and conservative monetary and fiscal management.
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The Philippines was the only Asian country in the "club" of 20 severely
externally-indebted middle income developing countries. As a result of the world
debt crisis, the Philippines experienced a balanced of payments and debt crisis 1n
the early 1980s. Consequently, the country had to undertake a wrenching
macroeconomic adjustment and economic stabilization took primacy over eco-
nomic growth. Over the past decade, a number of policy reforms have been
undertaken albeit in fits and starts. The current improved macroeconomic envi-
ronment rests on fragile foundations and there remains the danger of unraveling
in the future unless further macroeconomic reform efforts are undertaken.

As discussed earher in the paper, Philippine exports and the country's at-
tractiveness to export-oriented foreign investments in labor-intensive industries
have been dampened in part by the real appreciation of the peso vis-a-vis the
Indonesian rupiah and the Chinese yuan during the 1980s. This suggests that one
policy challenge facing the government's macroeconomic managers is how lo
encourage somc rcal depreciation of the peso in order to reduce the price ad-
vantage of Indonesia and China and to improve the country's price advantage
vis-a-vis Thailand and Malaysia.

However, the peso appreciated in real terms by about 11.8% durning 1991-
1993 (Cororaton 1994). There is a danger that the peso will appreciate further in
real terms. With the virtual freeing up of the foreign exchange market, an unnec-
essarily tight monetary policy results in a widening difference between domestic
and foreign interest rates, thereby encouraging inflow of portfolio capital which
leads to increased pressures for further appreciation of the peso. The recent
expericnces of Mexico, Spain and Chile show that surges of capital inflows can
make tight monetary policy ineffective and an instrument of a vicious cycle that
contributes to further currency appreciation (Schadler 1994).

It is clear that as the country opens up to surges of foreign capital inflows,
the appreciation of the peso can only be prevented by easing up the tght non-
etary policy stance but combined with a fiscal surplus (as in the case of Thailand)
or at least where the government does not resort to domestic borrowing to fi-
nance its budget deficit (as in the casc of Indonesia). This requires substantial
improvements in the country's monetary management and tax administration. It
also means tighter expenditure programming by the government. Such policy
choices are difficult from a political economy perspective as the current contro-
versy with the expanded valuc added tax (VAT) and rccent problems with budget
cutbacks show.

The wrenching macroeconomic adjustments that the Philippines undertook
during the past decade enabled the Philippines to improve substantially its exter-
nal debt profile. Indeed, Indonesia had a worse cxternal debt service ratio than
the Philippines by 1990 (Intal 1992). However, the improvement of the country's
external debt profile was accompanied by a sharp deterioration of its internal debt
profile. Because of the large debt overchange, poor monetary policy has a mag-
nified adverse cffect on the government budget and, through the effect of both,
on the real exchange rate. on exports and economic growth.
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In short, the fundamentals underpinning the apparently favorable
macroeconomic environment at present are not robust enough and the danger of
future unraveling remains. lmproved tax effort and monctary management are
central to a robust, stable macroeconomic environment that is conducive to export
and economic growth. Failing that in the meantime, the government may have to
institute a moratorium on nct domestic borrowing and. like Indonesia, rely instead
on long-term foreign borrowing to financc the budget deficit. The least satisfac-
tory but most expedient policy response to surges in capital inflows is a tax on
foreign portfolio investments as a way of dampening the pressurc of peso appre-
ciation.

The challenge of improving agricultural productivity and food prodiection. Tm-
proving agricultural productivity and food production is a critical component of
economic restructuring for sustainable economic growth in the Philippines.

Among the ASEAN-4 countrics, the Philippincs has the least [avorable land-
to-man ratio. This means that other things being cqual, the Philippincs necds to
improve agricultural productivity more than Malaysia, Thailand or Indonesia in
order to {at least) maintain international competitiveness in agriculture-based prod-
ucts and to improve per capita food production. As a major provider of wage
goods (mainly food), the historical experience of Japan, Taiwan and South Korea
show that a robust growth in agricultural productivity (sce Table 4) helps maintain
food prices, dampens pressure for wage inflation, and helps maintain compara-
tively low inflation rates during the period of labor-intensive export expansion
and industrialization.

The Philippines lagged behind in the agricultural development race among
the ASEAN-4 countries during the 1980s (sce Table 3). Belind this poor perform-
ance are: (1) the low and declining investment in agricultural research in the
Philippines compared to its ASEAN neighbors and even India and Bangladesh,
(2) drastic reduction in irrigation expenditures compared to Thailand and Indone-
sia; and (3) slowdown in fertilizer usage (David, Ponce and Intal 1993).

For any sustained major improvement in agricultura! production and pro-
ductivity in the years to come, there is therefore a great need to raise dramatically
the government's expenditures in productivity-cnhancing interventions like agr:-
cultural research, irrigation, fertilizer usage and widespread adoption of intc-
grated pest management. Moreover, in order to get more "bang for the R&D
buck," the government may need to streamline significantly its agricultural re-
scarch extension system (David, Poncc and Intal 1993),

The coconut industry should be of particular policy concern to the govern-
ment because morc than one-fifth of all agricuiturai land is coconut land, the
incidence of poverty among coconut farmers is higher than among rice farmers.
There is a need to improve the low and stagnant coconut farm productivity in the
face of substantial productivity improvements in the major competing products
(i.e., palm and soybcan) in order to stem the declinc in the international competi-
tiveness of coconut, and there is a need to redress the historical neglect of the
coconut farming sector by the government.
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A major means of generating or raising nonfarm incomes of rural house-
holds is incrcased relocation of industry and scrvice activitics in the countryside
or subcontracting of nonfurm jobs to rural houscholds. cooperatives and other
rural institutions. The case of Taiwan is the familiar example where deceniralized
agro-industrialization makes firms and farms coexist in the rural areas. However,
Taiwan, in contrast to the Philippincs, has very good roads, and communications
and other infrastructure facilities. It is also a more compact island than the
archipclagic Philippines.

Although Taiwan's case indicates the formidable challenge facing the Phil-
ippines in generating rural industrialization because of its poor infrastructural
facilities, the Taiwan casc nevertheless points to a possible strategy for rural
industrialization that can be adopted by the Philippines despiie its current infra-
structurc bottlenccks. In particular, a number of island groupings in the country
can be considered as "mini-Taiwans" (or for tourism. resource-cndowed islands
like Palawan, "mini-GGuams"). For example, Mindanuao can be devcloped as if it
were Taiwan, thereby strengthening linkages internaily within Mindanao and to
the outside world (including the rest of the Philippines) rather than as an append-
age to Manila. (Because of Mindanao's poor transport linkages internally and with
Manila, we hcar the famihar refrain that it 1s cheaper to import corn from Bangkok
than from General Santos City.) Similarly, Luzon, the Visayas and Palawan can be
considered different island economies with their comparative advantages,
product miches, and linkages with the outside world and among thein (via im-
proved inter-island shipping and domestic air transport).

This approach would lead to a more rational, industry-focused and area-
integrated infrastructural program and developnicnt strategy that will allow com-
pact distances to cffectively and efficiently locate industries in the rural areas.
This approach is a logical exiension of the current regional stratcgy of dcvclop-
ing sclected growth corridors (¢.g., CALABARZON) and growth zones (e.g.,
Subic) as a way of optimizing the benefits from infrastructural investments,

Decentralized agro-industrialization ¢ la Taiwan implies a more liberal trade
regime that will allow the various "mini-Taiwans" or "mim-Guams” to trade among
themsclves and with the rest of the world according to their comparative advan-
tages. Rural industrialization did not take root in the Philippines during the 1960s
and the 1970s primarily because the import-substitution industrial development
strategy that was pursued encouraged capital-intensive and import-dependent
manufactures as wcll as a centralization of industries around Metro Manila with its
international scaport and airport facilities. The Philippines thus became relatively
unique in East Asia for a so-called "missing middle." Philippine industrial output
has been produced by the numerous very small firms and the relatively few big
firms; the medium scale firms have been conspicuously unimportant.

Medium scale firms provide the bridge between the large and the very
small firms in terms of organizational capability, technical expcrtisc and cost ad-
vantage. They can provide a stronger anchor for subcentracting because the
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country's export competitiveness in the region. Improving the formal education
system is one means of improving Filipino skills. Formal education is primarily
geared for general education and providing the Filipino workers the capacity to
adopt and learn new technical skills specific to his/her work. What may also be
urgent during the rest of the 1990s is the acceleration and/or expansion of the
scope and depth of technical training of the Filipino workers.

A significant intrease in investments for the purchase of more and newer
plants is the best way for Filipinos to improve their technical experience. Improv-
ing the training facilities and teaching approaches of government training insti-
tutes and programs is another. Finally, we can use the overseas factory jobs of
our overseas contract workers especially in South Korea, Taiwan and Japan as
part of the country’s "aggressive" skills development program. What is nceded is
a well-designed program rather than the current ad hoc¢ approach. In South Ko-
rea, for example, many Filipino workers work and are the preferred foreign
workers as electronics technicians, cutlery makers and other semi-skilled occupa-
tion holders (Cunanan 1994). These are the industries that the Philippines would
likely have a complete competitive niche in the near future. The government can
consciously support tie-ups with South Korean (or for that matter Taiwanese and
Japanese) firms in a modified form of "dual-tech training” (where the training is
abroad). This can be a part of the South Korean, Taiwanese or Japanese official
development assistance program for the Philippines.

With the training of the Filipino workers abroad in the semi-skilled labor-
intensive industries, the Philippine government can also emphasize/gear its for-
eign investment promotion program in such industries. In this way, the foreign
training of the Filipino workers becomes part and parcel of the country's foreign
investment promotion program in that the Filipino workers' training together with
the Filipino workers' lower salary in the Philippines would convince the foreign
firms to relocate their existing plants or locate their expansion plants in the Philip-
pines.

The challenge of investing in people. As the country pushes for economic
take off and transformation, the Philippines would have to invest more in its peo-
ple, strengthen its institutions, and improve its capacity for technology adaptation
and mastery.

The "East Asian miracle” emphasizes that one of the foundations of sus-
tained economic success is a high investment rate in human capital formation in
an outward-oriented economy, As discussed, the Philippines would have to rely
increasingly on the Filipino worker and his skills to propel the country to its
export push and sustained economic growth. The Philippines has historically in-
ested more heavily on human capital formation than most of the Asian develop-
ing countries during the 1950s until the 1970s. Such investments, however, coin-
cided with a largely inward-looking development strategy and therefore did not
become a basis for the country's export drive. The economic difficulties during
the 1980s and early 1990s have slowed down substantially the country's invest-
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(s the current higher education system sufficient for thc demands of the
export-led agro-industrialization envisioned in the next two or so decades? Most
likely, the system necds improvement. Successful agro-industrialization necessi-
tates a stronger and specialized technical education because of the demand for
skill-intensive production.

Will the preponderantly private-provided higher education system respond
to the challenge? As iong as there arc no ceilings on school feces, it is possible that
a better pay scheme and queuing premium for high quality technical education in
the workplace would encourage colleges to upgrade the quality of their course
offerings. However, the cost of attracting and keeping qualificd and well-trained
faculty members and of establishing laboratories and technical research centers is
very high, Passing on the cost as increase in school fees may discourage college
students. Thus, the government and the business sector should contribute in terms
of faculty development granis and co-financing in the establishment of technical
and rescarch centers according to a prioritized list of programs. The government
should also institute a mandatory accreditation program for all course offerings in
order to maintain a minimum standard or, better still, improve the quality of tertiary
cducation in the country.

The challenge of investing in institutions. Perhaps the niost important institu-
tion that the government would have to improve further is the government
burcaucracy itseli. Improving thc burcaucracy is mproving the government's
overall administrative capability to manage the socioeconomic development of the
country and its responsiveness to public nceds. The Philippines 1s now
considered as having onc of the weakest bureaucracies in Southcast Asia.

Strengthening the bureaucracy requires higher compensation of the public
servant, grcater emphasis on a merit-based selection and promotion system, clearer
definition of the role of government intervention vis-a-vis those of the private
scctor and nongovernment organizations, and a morc transparent delineation of
functions and relationships between the national and local government units.

Central to the strengthening of the Philippine bureaucracy is the increase
in the salaries of government personncl, cspecially at the middle and upper levels
where the gap in pay between the private sector and the government is largest,
compared with thosc in the fast growing Asian economies (The World Bank
1993). The large gap between government and private sector salaries has made it
difficult for the government to rctain many promising technical and management
personncl. Indeed, a lowly paid, inefficient burcaucracy exacts substantial trans-
actions costs to the private sector.

Given the fiscal constraint facing the government, a substantial incrcase in
government salaries would necessitate a leaner and streamlined government. Ra-
tionalizing and streamlining thc government involves “. . preserving (where ap-
propriate), reducing (where nececssary), and enhancing (where desirable) the
capabilities of government agencics (or units) to do the right things at the right
time in the right way in responsc to public expectations and policy decisions. A
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Rapporteur's Report

PLENARY SESSION 11

'""The Challenge of Economic Restructuring Towards NICdom: Issues for the
Economics and Statistics Research Sector"

Speaker : Dr. Ponciano S. Intal, Jr.
Moderator : Academician Jose Encarnacion, Jr.
Rapporteur : Academician Bienvenido O. Juliano

SUMMARY

The paper clarifies the definition of NIC as newly industrializing country,
where manufactures predominate in total exports. National goals all geared to-
ward a greater than 25% share of manufacturing in GNP, and a per capita income
of US$1,500-2,000. A better term than NIC is rapidly iridustrializing country or
take off to sustained economic growth or economic “tigerhood".

The economic ranking of the Philippines during the 1950s was artificially
inflated by an overvalued peso. The country pursued heavy industrial protec-
tion, peso overvaluation and inward-oriented industrial development too long
(to the 1980s).

By contrast, successful East Asian economies (Singapore, South Korea,
Hongkong, Taiwan, Malaysia, Indonesia, and Thailand) followed the intuition
of basic economics: economic outwardness, macroeconomic and price stability,
general flexibility of the domestic factor (capital and labor) markets, and an
agricultural sector which is not overly taxed and an industrial sector which is
not overly subsidized. In addition, the principle of "shared growth" was
propagated wherein major equity-oriented programs were implemented.

Successful countries had forged an internal consensus on the economic
program fesulting in greater credibility with the constituencies in the country.

Three reasons for the need to restructure the country's economy are”

(1) the continuing incidence of poverty,

(2) failure of the sector to increase its share of total employment,

{3) deterioration in international competitiveness; and

{4) the concomitant lackiuster performance of the Philippine economy
during the 1980s.











