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Notes on Philippine
Growth and the
Government's
Medium-Term Plan

Emmanuel 8. De Dios

Scenarios for Philippine Growth
I. The Philippines has fallen behind.

Over the past two decades. the Philippines has fallen behind
teonomically, firstrelative lenewly-industrializing countries like Taiwan
and South Korea, and more recently, behind the other countries of (he
region such as Malaysia and Thailand, ¢ ver the last decade, the growth
rale of the Philippine products has been less than 2 percent annually,
while other countries in (he region grew rapidly at rates hetween 6.7
percent annually.

2 A is difficult to achieve o Newly Indusirializing Economy (NIE) status
With the present trajectory of erowh,

An NIE may be defined a5 an economy with a per capila income of
$1.400. The Philippines’ per capita income in 1990 Wik cstimated at
$730. If the growth trends of the past decade persist, namely erowth of
between 2 and 3 percent anmually, the hopes of becoming an NIE are
‘.:-]EM” unrealizable, and the slopan Philippines 2000 becomes a cruel
Joke.

With growth rates of less than 3 percent annually, &s was experienced
in the last decades, simple algebra would show that i would tike a
1G
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Product and GNP per Capita (in percgnt) || |

Country 1975-T9 1980-84 1985-91 GNP per

capita (LIs%)
South Korea 0.6 6.6 0.5 5,400
Taiwan 0.3 1.2 2.0
Malaysia 1.2 (.9 59 2,320
Indanesia 6.4 6.2 i) 570
Thailand RS 59 2.9 1,420
Philippines 6.3 1.3 21 T3

Source: World Bank, World Tables 1992
century for the Philippines to reach the goal of becoming an NIE, starting
from its pet capita income of $730in 1990 (Table 1). For that wonld rean
that average incomes would grow at only (.65 percent annually. If
instead annual income growth of around 5 percent werc to be achieved,
it would still need to be sustained for 24 years to achieve Thailand’s
current status.

The goal of 7.5 percent annual growth contained in the currenl
medium term plan must be sustained for some 13 years in order for the

Figure 1
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The graph above shows vividly ow the Fhilippines has fallen behind, In
the early 19705, South Korea, Malaysia and the Phitippines were not vastly
different from each other in terms of income per capite, I the late 19705
honwever, South Korea and Malaysio pulled away, whilé the incomes of Thatland
and Philippines continged o be closed fo aarh other, By the late 19805, however,
Thailand had also started o pull away.
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|||/ Years Noeded to Achieve NIE Status

A

Hypothetical Implied Per Capita Years to Reach

GNP Growth Income Growth NIE Status
30 percent .65 percen 1000
5.0 percent 2.05 percent 24.5

1.5 percent 5.15 percent Lt

tountry to reach the NIE status (Table 2). Growing at 7.5 percent
annually, the Philippines is some 13 years removed from where Thailand
is today and 38 years behind South Korea. Nor should it be forgotien that
today the average Filipino has not even recovered the avera ge standard of
living achieved in 1981, This job is not made easier by the fact that since
1991, per capita incomes have been falling,

The point to be made is that very larpe and decisive changes are
required if the country is to break oul of its present state of low growth
and stagnation,

3. Poverty cannot be reduced permanently without a sustained growth in
incomes,

Mere growth in incomes will not, of course, necessarily translate
into human development, There are also some features of NIEs that bear
a second look hefore emulating (e.g., suppression of labor and human
rights, rapid environmental degradation).

Nevertheless in the Philippines, there is a broad consensus that
human development has lagged behind mainly because of the failure to
sustain growth in overall incomes. Historically, there has beena powerful
association between weak economic growth and worsening poverty, The
incidence of poverty and the number of poor families have clearly
worsened during the times of weak growth. Between 1985 and 1988, for
example (Table 3), there was a decline in the number of poor families as
economic growth revived. However, when the recession oceurred in
1991, poverty incidence again worsened and the number of the poor
increased by 15 percent.

The poor economic performance of the country also shows in the
slow reduction of poverty it has achieved relative to other countries, .
Throughout most of the 1970s, countries of the region have managed o
reduce poverty incidence by at least one percentage point a year. In
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B 'rahaaa _ i
TG ' bemnw ni lelmsﬂeicm Fwattf Thmahn{dsl L
1 overty thre{lmlcl Fl E'?'l'. P23RE P3.675
Poverly incidence (percent) 44.2 402 407
Ma, of Families (in 000z} 4,355 4,230 4,880
Mer, of Individuals (in 0005) 26,231 25,005 29,5375
M ermo:
Total Pamilies (i Q00s) b.B52 111522 11,990
Tedal Tndividuals fin 000s) 53,207 55,367 63,5549 .

Source: National Statistical Coordination Beard
contrast, the Philippines has reduced poverty by only one-third of 2
percentage point annually over the past two decades. This is due mainly
toits weak record of economic growth,

It has been estimated that even if the distribution of income were
held constant, each percentage point increase in GNP growth would
reduce poverty incidence (poverty gap) by about 1.8 percent, The rate of
poverty reduction would be much faster, however, if growth were also
accompanied by income redistribution,

The alleviation of poverty itsell will entail other direct measures to
provide minimum basic needs that are not as closely related to current
incomes (e.g., housing, water and sanitation, health care, and education),
But ¢ven these basic services can be provided in 4 sustained manner only
if the economy, along with public revenuoes, is growing,

4, Achieving rapid growth will depend on increasing investments and
expirts wherein the Philippines has lagped behind,

The low level of investment is one of the main reasons for the
country's poor economic performance, poor growth and employment,
and prowing poverty. Investment expenditure in the Philippines bas
rapidly fallen behind those of other countries in the last two decades, The
share of investment in the Philippines’ GNP has been declining since
1981. Over the period of 1986-1990, only 19.2 percent of GNP was
invested. This must be compared to 32 percent for South Korea, 28
percent for Thailand, and 25 percent for Malaysia. In the case of the
Philippines, it should be remembered that these ratios are decreasing
shares of a stagnant or even shrinking income.

A clearer picture is seen by comparing levels of investment per
head (Table 4), In the period 1986-1990, the investment expenditure per

22




Kasarinlan, Vol. 9 Nos. 2 & 3, 4th Quarter 1993 & 1st Quarter 1994

Table 4 ]
. Investment Expenditure Per Capita.

P.E-ui]ippine;" Thailand Mﬁ]eﬁ-ﬁm south Korea  Indonesia

1971-75 102 142 288 280 6l
1976-80) 182 178 408 522 fid
1981-85 L[58 2004 &h0 B3 126
|986-90 ) 286 562 1122 146

head in the Philippines was only 10 percent of that in South Korea, 20
percent of that in Malaysia, and 40 percent of what Thailand was
spending. During that periad, (he level of investment in Indonesia was
even higher,

3. An important consequence aof the failure to invest has been the
inadequacy of Infrastructure support services.

As one indicator, the length of paved roads in the country has
actually declined, despite obviously increasing needs. In comparison,
this figure has increased fourfold in Indonesia and Thailand, and more
than doubled in Malaysia over the same period (Table 5 and Figure 2).
Similarly, the production of power in the Philippines has merely trebfed
i two decades, while it has increased between six and eighteen-fold in
other countries, Other important components of infrastruchure are shipping,
ports, and communications. Among the major consequences of inadequate
infrastructure support are high cost of production and the country's loss
of attractiveness as a trade and investment site.

TN ‘Selected Infrastructure Indicators: || -
T " Paved Roads ~ Power Production Index ‘
(000 Kms) (1970 = 100
| <K 1980 1599 970 1980 1980 |
Philippines 135 2T 23.1 [0 2064 2993 |
Indonesia 204 6.5 B4 Sa 100 GIBY. 1R17.8
Thailand 1.1 324 388" [EHERY a5 Bol .4 |
Malayzia 16.0 2000 3500 10080 2875 G114 |
Mot Y T ——————
Frugo

Source: fneal (fortheoming .
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Figure 2
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fi. The major reasons for the failure o invest sufficiently in infrastructure
and provide sacial services are. o.) weak savings effort; b, ) unsustainable
public sector deficits; and, ¢.) periodic shortages of foreign gxchange,

.1 Filipinos as a whole are saving less and less; therefore,
investment is more difficult to finance internally.

The proportion of income saved by the private sector and the
government has been going down relative to past performance and also
relative to those of other countries. Domestic savings today is less than 20
percent of output or incomes, In contrast, for many other countries in the
region, this ratio was over 30 percent by the late 1980s. The weakness of
domestic savings in one of the most important reasons investment cannot
be financed from within and the country has o resort to external borrowing.

Part of the weak financial savings is caused by weak growth of
incomes itself, so that if the economy were to rebound, savings would be
bound to rise as well. But there are other important reasons for weak
savings, and these are; low interest rales on savings given by the banking
system especially to smaller savers; the lack of widespread access L0
higher-yielding financial assets (e.g., T-bills, shares of stocks); and the
altraction of less economically productive forms of wealth, such as real
estate speculation. A pood part of this is tied up o the continuing light
hold of a few large commercial banks over important financial markets.

6.2 The public sector iiself has been a large dissaver in the past.

This is seen in the large public-sector deficits and consequent debt
accumulated, especially since the Marcos administration. Because a
pood deal of these did not find their way into productive projects, (he
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pouniry was confronted with a large burden of repaying them, and most
of these debts were taken over by the national government vnder the
fovernment puarantecs given (o private persons, Included under these
were the debts of financial instituions such as the Philipping National
Bank (PNB), the Development Bank of the Philippines (DBP), and now
the debts of the old Central Bank,

Inorder W repay its assumed foreign liabilities, as well as to finance
I8 necessary activitics, the national povernment has heavily borrowed
domestically. As aresult, a large amountof national government spending
(2 percent of Gross Domestic Product in 1991) goes to paying interest on
both domestic and foreign debt ('T'able 6 and Figure 3). By 1991, domestic
interest payments amounted to 4.5 percent of GDP,

T T&IJ}HE T 1 :.: i fiis
Grpa& Iflumaah:: Eqﬂﬁgs
M Pert:e-nmgae. of Grmnr Domestic Pmduc!
i ' For Selected qunm : H

! ‘J?D 11975 1930 1985 1940
Philippines 219 ¢ 248 4.2 17.4 16.0
Indonesia 139 259 31l 298 it4
Thailand 212 248 20.1 212 336
Malaysia 6.6 254 229 327 323
South Korea 15.0 155 24.3 A k1)

“Source: World Rank. World Tables (992
Figure 3

Domests Savings a8 a Prroemtaga of the GRP
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At present, the government is apprehensive about spending mote
on investment infrastructure or social services because of a fear thal
larger public sector deficits (measured as a proportion of GNP} might
capse inflation, These deficits have herctofore been brought under
control by cutting back on infrastructure spending. But this has obvious
negalive consequences Tor current and future growth. Ameng others, this
spending cuthack caused 4 recession in 1991 as the deficil was trimmed
from 6.9 10 3.5 percent of GDP.

Apart from an inherited debt burden, other major reasons for the
large public sector deficits are the following:

a.) Poor revenue coflection. 1t is generally conceded that the
countey’'s tax structure is sufficiently progressive. But revenue collections
have lagged behind. There has been a slow increase in the share of taxes
to GIIE, This has risen slowly from 11 percent in 1986 (o 14.7 percent by
[991{Table 7)., If it can be maintained, the Philippine effort level today is
comparable to that of Indonesia, Korea, and Pakistan over the last few
vears, By contrast, however, Malaysia’s and Thailand's tax-GDP share s
a higher 16 percent (Table 8),

The increase in tax effort is no reason for satistaction, however, for
several reasons. First, these other countries are not as heavily indebted as
the Philippines and therefore do not need (o raise as much resources.
Second, the GDPs of many of these countries are higher, and therefore,
the same percentage translates into higher absolute magnitudes. Finally,

'T'eihil'ai E

A
R

A&a Perr:entagé* f Gross Dnmasth: Pruduct
[ 19{!3&"1 |

1983 1984 1985 |9R6 987  [98R 1989 1990 199]
Public Sector 1040 85 66 65 24 41 39 69 33
Dretiacit
Of which
Mational 2.0 1.9 1.9 £ 2.4 0 2.1 Aif ol
Covernment |
(MO Deficit
Central Bank 3.7 hF a5 3.0 1.6 2.1 23 y | A
Deficit
M [nterest 1.4 F 2.6 15 3.4 5.7 5.8 a4 6.0

Payments
Domestic 1.2 L8 I3 35 40 ‘44 50 25
Foreign 0.8 0.7 1.1 e SY e R YRS -
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the increase in tax efforts in the Philippines has been achieved mainly
through the imposition of a larger share of indirect taxes (such as on
Imports and on petroleam), which are easier (o collect but are more
distortive than Value-Added Tax (VA'T) or income taxes.

by A large expansion of government personnel cosds has also
‘contributed to the deficit. Between 1980 and 1990, employment by the
national povernment increased by 60 percent, and personned cosis rose
from 3.8 percent to 5.8 percent of GDP.

0.3 Historically, growth has always been constrained by insufficient
~ foreign exchange.

~ This is obvious simply by viewing Philippine postwar economic
history. Economic crises have always coincided with balance-of-payments
crises, such as what happened in 1949, 1962, 1973, 1984-85, and 1991,
Inthe Tast decade, it has oceurred twice that growth has had to be broken
Off as international reserves fell in precarious levels (Table 9). The
reason for this is clear; Foreign exchange is necessary o pay for the
Jimports needed for investments.

By contrast, the high growth record of (he more successiul NTEs has
“been less interrupted by such crises, since they managed to transform
their economies into export dynamos. The high growth of these cconomies
s directly linked to their export success. The main lesson from the 19605
and 1970 is that it ig better to ensure the availability of Toreign exchange

Er IR E TR Rt St IR R SR T R RRER I

Tablag,
. Exporta by Selectsd ﬂnnnhl
cddbidid H." m _....,}_,........ EREERETE s L SRR S0 LA § SRS
— 1970 1975 1980 1985 1990
| Philippines 1060 2216 5750 4S%R 868
| Thalland (RS 2,162 6630 T0S6 23,002
South Kores £30 4,452 12.654 30,283 B, iﬂ'i' I
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for industrialization by encouraging the vigorous export of manufacures
{expori-orientation) rather than by restricting manufactured imports 1o
protect local industries {impori-substitution}.

Here again, the progress of the Philippines has been weaker than 4
first-tier NIE like South Korea, or a second-tier NIE like Thailand.
Ironically, as late as 1970, exports by the Philippines exceeded both those
of South Korea and Thailand, although these consisted largely of waditional
exports. However, rather than promote manufactured exports decisively,
the Philippines resorted (o heavy foreign borrowing. By 1990, Thai
exports were more than two and a half times those of the Philippines,
while South Korea's exports were seven and a half times larger.

As another indicator, one may view how the share of the world
market for manufacture has been captured by the Philippines (Figure 4}
After increasing in the 1970s, the Philippines’ share has stagnated at
around 0.4 percent for the entire decade 1980-1990. This contrasts with
the experience of other countries that have completed the transition
through exports, such as South Korea, whose share in world manufactured
exports continuously increased from 0.3 percent in 1970 to 2.2 percent
two decades later,

In the promotion of exports, several tools have been used by the
more successful countriss. An important requirement is that exporiers
must be given access to inputs at or close o world market prices, either
through duty drawbacks and bonded warehouses, or reductions in tariff

Figura 4
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Figure 5
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Protection on inputs. A more basic presupposition for competi lveness,
however, is access to basic infrastructure such as transport and
Lommunications, To this éxient, there is an interaction between the
urgency of providing infrastructure and the necd to promote exporis,

Al present, the couniry enjoys a comfortable level of mternational
feserves only because growth has been arrested through coniractionary
monetary and fiscal policies {Figure 5). To this extent, the foreign
exchange situation is not urgent, But this situation is clearly temporary., It
18 sustainable only when one accepts the continuing lack of economic
Browlh as 4 normal situation, For unless drastic reforms are put in place,
itis highly likely that 3 foreign exchange erisis could again arise soon
afier growth is resumed, say, after macroeconomic policies are loosened,
Even now that the Ceonomy Is prostrate, many expor industries continue
0 languish as imports rise,

The point is that much of the drive tor NI status and the sustenance
of prowth must ingvitably contain a strong component that emphasizes
Laports, especially of manufacres, At the moment, however, the economy
15 still noy sulficiently oriented towards achieving this. There are two
major issues that need to he addressed: productivity and the exchange
P,
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/. Exports and competitiveness at home depend on productivity and the
exchange rate.

A Vilipino firm’s products have greater chances at a market if the
domestic costs going into them ranslate into kess foreign currency, This
can happen either if the peso is cheaper relative to the foreign currency;
or if more output is produced for a given peso outlay, The first concerns
the exchange rafe, while the second concems productivity.

ZA Exchange rates.

The peso’s value relative to the dollar and other foreign currencies
has penerally deteriorated steadily throughout the vears, and therefore,
the ohservation will seem strange (0 many that notwithstanding this, the
peso remains overvalued.

In assessing whether the exchange rate adequately protects domestic
producers fromimports, or promotes Philippine exports, whatis importan|
is not its level alone, but how it adjusts for domestic versus foreign
inflation. 'This is known as the reql exchange rate. If the depreciation of
the currency does not sufficiently compensate for higher inflation at
home than abroad, then the country's products lose competitiveness.
Foreign goods would then look cheaper than domestic goods, whether
the buyers are foreign (exports) or residents (import substitutes),

The following data show a computation of real exchange rates for
the period 1980-1992 for the Philippines and other countries of the region
(Figure 6). What they reveal is thatespecially in the early 1990s, the peso
wis appreciating in real terms, making foreign goods look cheaper and
the local ones more expensive. In fact, in order 1o gain the competitiveness
associated with 1985, the peso would have to be 14 percent cheaper, But
even (his may not be sufficient il one views the behavior of other
currencies in ASEAN. Figure 6 shows that the country has been losing
exchange-rate competitiveness relative w its own experience and relative
to other countries in the region, especially Indonesia. This suggests for
example, that compared to 1980, the peso has become almost 60 percent
more expensive relative to the Indonesian rupiah, This is because
devaluations of the rupiah have been more frequent than that of the peso,
and the inflation in Indonesia has been less than the Philippines.

There can be no question that the exchange rate is an essential (ool
for export competitiveness, The single most important complication
arises, however, when currency depreciations also cause inflation by
raising prices of imports. The chief channels are petroleum prices, and
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fertilizer, which affect the prices of energy and food, This leads to higher
wage demands to catch up with inflation which, if excessive, causes an
inflation so large that no real depreciation takes place: for then domestic
products may appear just as expensive before and after the depreciation
ook place. Then no boost to exports, or discouragement of imports, Lakes
place,

In the current situation, however, there are some hopeful signs that
if currency depreciation occurs, the resulling inflation may not be as
Ereal as in the past, since the ECONOIY i% in recession.

Social repercussions and resulting price-wape claims may also be
lessened if highly focused safety nets are put in place as part of 4 plan to
[Eeain compelitivenass. For example, ways might be found to control
price increases in petroleum products, fertilizer, and the most basic food
items; tarpeted feeding programs may be undertaken by Social Welfare
or Labor. There should be no illusion that substantial devaluation (e.g., of
Ao 25 percent) will entail large adjustments. There is also no question,
however, that these large changes cannot be long postponed. What is at
s8ue is under what social lerms this change can be achieved,
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7.2 Labor productivity and industrial refations.

It is wrong to think that all the burden of regaining competitivencss
should Tall on exchange rate adjustment. It is also possible o regain
competitiveness through rising productivity. This is something Japan has
learned to do in the face of 4 yen appreciation,

Unfortunately, in this country changes in labor productivity have
been uneven and generally adverse. Since 1983, the trend in fabor
productivity in industry has been downward (Figure 7); the average labor
productivity in 1991 is about the same as what it was in 1970-1971, s0
there has been very little progress on this front.

On the other hand, World Bank estimates show real wages have
also been generally declining or have stagnated. The large wage increases
in 1987 and 1989 due to adjustments of the nominal wages were nol in
step with increases in productivity. Wages rose even as productivity was
declinine. This has clearly resulted in a loss of competiiveness.

As another indicator, one might consider Table 103, which compares
the incidence of strikes and lockouts and workdays lost for the Philippines;
Indonesia, Thailand, and Malaysia. It is evident that, despie some
improvement, the incidence of labor disputes in this country is several
times larger; the same is true for lost workdays, The resu It, again, is aloss
of competitivensss,

Figure 7

Indices of Productivity and Wages
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Table 10

Comparative Indicators on Industrial Relations

Mo, ot Strikes and

Mo, of Wn;l;dayx

Lockouls Mot Warked
Thousands
1580 1964 (EEhAN] (EHLoTH]
Philippines 62 157 1050 455.0
Indonesia 198 37 338 48.6"
Thatland 18 (s fi.4 Hop g

Malaysia Kt 17 24.5 2449

“IRET
Seurce! Intal [ Forthcoming )
The vicious cycle thal confronts labor and management is the

following: poor employment growth and low productivity press down on
workers' real wages and living standards, In order 0 maintain living
standards in the face of deteriorating conditions, workers periodically
strive (o raise nominal wages (.., via minimum wage setting ). But since
productivity has not increased, higher wages lead to a further loss of
compelitiveness and even poorer employment prospects, completing the
cvcle. Owners and managers, onthe other hand, seek 1o squeeze wiages as
far as possible in order to cope. In the end, however, industrial disputes
ol this nature are self-defeating for both management and labor, since
they are premised on petting the most out of a shrinking whole, rather
than expanding the reward itself,

Labor productivity is determined not only, or noteven primarily, by
the workers themselves, In fact, the main responsibility may lie with
managers and capital owners, For the labor movement, however, what is
important (o realize is that wage increases thul are unrelated with
productivity increases can only lead to a loss of compettiveness Lor [irms
and industry as a whole, ultimately affecting employment. The real
challenge for labor and capital is whether they can replace heretofore
adversarial relations with a nationalist paradigm of cooperation for
global competitiveness,

Two elements further complicate the issue as already discussed.
Infrastructure support from the government has been sorely wanting, and
this makes it much harder to demand productivity from all sides. Finally,
there is continuing resistance among many owners (0 restructore theie
industries to meet growing international competition, There is an attempt
to rely on outmoded protwction (o preserve traditional ways of doing
husiness (for example, the opposition of many protected sectors even to

moderate competition from the Asean Free Trade Agreement),
33
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“The business of
government is a
complex one, and not
all problems can be
addressed at one time,
But if the idea of an
economic summit and
a consensus has any
value whatsoever, it
must be found in
obtaining agreement
on how to move

forward on just four key

issues: public
infrastructure, savings,
the exchange rate, and
industrial refations. All
the rest is sound and
fury.”

Some Questions on Philippine
Growth

The forsgoing has sought to
show that in the next three o four
vears, there are only few key bui
difficult issues that must be addressed
in order to shift the economy away
from its path ol stapnation — not o
mention achieving NIE status, In
particular, the following questions
must he answerad:

First, how can the government
catch up on infrastructure and social
services, without bloating its deficit?
What is the concrete combination of
improved tax enforcement, new taxes,
streamlining of expenditures, and
deficit financing that is required and
acceptable (o the major sectors? What
are the means of restructuring public
debt (foreign and domestic) in order
to free up more resources lor
investment?

Second, how can the precarious
drop in savings be arrested and more
finance made available for domestic
investment?

Third, what is the combinalion of exchange rate adjustment and

productivity improvements that is needed to regain competitiveness for
the country? What framework can be proposed between capital, labor,
and government for increasing productivity and radicall ¥ improving the
climate for sustained employment and new investment?

Finally, how can the peso’s value be adjusted to allow EXpOrts o
compete and to protect domestic industry against imports? How can the
resulting inflation be minimized, so that the depreciation is nol wiped oul
by inflation? What are the most essential safety nets required by and
acceptable to the sectors that will be affected?

The business of government is 4 complex one, and not all problems
can be addressed at one time. But if the idea of an economic summit and
of a consensus has any value whatsoever, it must be found in oblaining
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agreement on how 1o move forward on just four key issues: public
infrastructure, savings, the exchange rate, and industrial relations. All
the restis sound and fury,

Some Issues on the Medium-Term Development Plan

The Plan already suffered its first setback last yedr by completely
overlooking the length and intensity of the power crisis, The growth
target of 4.5 percent was not met, with the economy posting a growth rate
of about 2.5 percent

Financing, The government wishes to spend more on its investment
program bul at the same time it projects a declining size of the deficit
(relative o GNP). This can onl ¥ mean either of two things: either a.) taxes
and other revenues must be raised: or b.) current outlays must be cut, It
will be seen, however, that the Plan projects only a slight increase in the
fevenue effort. Instead, it foresess a cuthack in current sovernment
outlays, i.e., wages and salaries, maintenance and Operating expenditures,

Assuming these targets are adhered
w, how can this be done without
provoking social conflicts (e.g.,

cutbacks in povernment personnel

and wage-restraint in the public
sector)?

Inflation or stagnation? On the
other hand, if the tax effort is weak
or if current spending cannot be cul,
there are two possible responses by
the government: a.) it may continue
v spend on infrastructure as
programmed anyway, which means
the deficit ceilings will be violated
and inflation may be fuelled; or b i
miy choose 1o stick o the defici
ceilings which means it may cut back
on infrastructure spending, as it did
in the past. The latter means poorer
growth and a return to stagnation.

Export growih. The
government projects a virtual tripling
of the country's export edrnings. Yet
it is difficult to see how this is to be
done considering the moderate

“The government
projects a virtual tripling
of the country’s export
earnings. Yet it is
difficult to see how this
is to be done
considering the
moderate devaluation
that is being foreseen in
the Plan. The level of the
exchange rate foreseen
in the Plan does not
suffice to restore the
competitiveness of
Philippine exports and
stem the rising tide of
imports.”
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devaluation that is being foreseen in the Plan, The level of the exchange
cate foreseen in the Plan does not suffice to restore the compeliiveness of
Philippine exports and stem the rising tide of imports, Another element
weakemng the projection is the presence of other large exporters in he
region, On the other hand, 4 substantial devaluation risks social opposition
because of the sharp rise in prices il might occasion.

Forelen investments, If exporl prowth does nol materialize, thea
the country must borrow abroad, either in the tormol loans or investiments,
The scale of foreign investments seem ambitious: an increase in net
foreign investments from $76Y million (1992) o $2.7 billion (1998), or
an average of 25 percent growth annually,

Fareign foans, The Plan continues 1o project large net outflows
hecause of repayments of foreign debl. Repayment of principal will
amount (o $2.4 hillion annually on the average, while inflows are only
4475 million — an average outflow of $1.95 billion annually, excluding
interests. No debt relief is being foreseen. This looks sustainable only
because of the projections regarding exports and foreign investnens.
However, if these seenarios should prove over-optimislic, then a crisis in
foreign exchange may once mare be the result,

Agrarian reform. The Plan says little about important social concerns,
Among others, the magnitude of the linancial requirements needed 0
implement agrarian reform is underplayed and s nol [ully treated.

Secial pact. There isa lack of a clear recogmiion of the urgent need
for a social pact between workers, capitalists, and the government. There
is no specification of the specific package privately and socially provided
benefits to the employed and the possible trade-offs and sacrifices the
povernment and the private sector are willing to mike. There is no clear
pronouncement or arrangement regarding the role of oreanieed labor, the
organized peasantry, NGOs, and POs in national decision-making,

The present Plan has been eriticized (o its too ambitious Largets and
certain technical inconsistencies. While certainly valid, that is probably
npt as important as the more basic but missing element — a framework
for ohtaining social consensus on the goals and policies the Plan advocates.
Whether these poals are ambitious or not depends not only on technical
feasibility, but also on the political support it can muster, Offen, a goal is
regarded as ‘realistic’ partly hecause there are no hearers or constifuencies
behind a higher achievement, The apparent failure to mobilize such
support through credible present actions could, in the end, spell the more
decisive defeal for the Plan.
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