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A HISTORICAL AND CURRENT PERSFECTIVE OF
FHILIFINE ECONOMIC PROBLEMS

I am glad to be with the Philippine Economic Society
especially at this 21st annual m&&éing when the principal tepic
is th=2 Updated Philippine Development Plan. The Development
Plan, always an exciting subject of dispussinn, is a document of
potentially g:Eat-significﬂncn to the nation's future,

I know not only from experience but also from conviction

1 ;
. bafore, during, and after service in government that the

Development Plan is hardly finighed after the draft document had
gone through the process of debate, approval, and printing. I

The 'pfeparud document is only the framework wutilized by
government. It is used to attain, with limited resources, the
country's economic aspirationc. Hﬁat the covernment and its
instrumentalities deo with thelspirit and content of the plan
signifies the real mesaning of the implementation process. It
also reveals the pelitical will ©f the nation, as expressed by
its leaders, in relation to its concept of planning.

Eince the advent of the economic crisis, there has been a
surfeit of explamations about what wernt wreng with the economy.
It is fair game for every one to contribute his own _analyiis.
Por if one has been hurt by an event or a condition, the;c must
be some explanation which can be derived, either by introspection
and personal experience, for instance, from a logical study of

the Philippine experience. In fact, the field of expertise



responding to thisoguestion of Why the crisis? has enlarged

somewhat by a geometric facter. Expert opinions, whether
golicited or not, whether of the street or the desktop variety,
ALE Dow LoD mMany. Sometimes, though, it is not necessarily truoe
that. good explanation drives out the bad. Séme spurious
explanations gain currency bacause, chrough laziness and lack of
fignr, they are easier to understand. Heace, if the hypotheses
explaining our malaise have multiplied, it is not necessarily the
case tﬂat we have attained wisdom therchy.

One - school . of thﬂugﬁﬁ, not uﬁcnmman in =ome business,
political , and other disgfﬁntled.?nctﬁrs, follews the strain that
the f#ﬁlt lias in "subservience of the government Lo policies
dictated from outside®, The diatribe about the evils of policies
of external institvutions and Laeir being against Philippans
ipterests then follows. The premise is therefeore the conclusion,
no matter how much embellished the matter is. Articulate laymen ,
including EusincEsmen, lawyers, and e:g:ﬁeerz. ag well as members
cf the sn;tallcd parliament of the 5t¥eets, have echoced this
FEAS0ONING .

This simplistic wview is the eguivalent of the argument ,
nfﬁén stated unabashedlv by government Spalﬁgists, that the
preblems of the present criéis are the result of eXternal
e:annmic forces beyond the ~antral of policymakers and
gﬁv&rnm&nt. i Naturally, =2 sensible, more independent-minded
person would have to reject both explanations.

It is easy to find a scepegoat. BEut even this does not do
away with the probem. 1t only leads to -wrono ~anclusions  and,

therfore, to wrong po!irs —ocommendations.




There are of course some studies that have become reference
points. of these, the Task Force report of some professors atr
the School of Economics at the Univarﬁity.nf the Philippines has
become a major decument. This is a well deserved status, Thie
thoroughness of its coverage and the depth of the effort at
gquantifying its claims has opensad some interesting propositions
thatTwould in the future be debated, Some of the claims it makes
are undoubtedly controversial. This work has done the service of
highliggtjng some of the important issues. This is why this
' document has become a definitive peint of attack by those who
detect different ghosts as lurking behind the econamic crisis.

I have essentially kept guiet during this period. The only
time I was drawn out was when, at the invitation of the Society,
I was asked to be a discussant of tne task force analysis
emanating from the Schocl of Economics. ©Of course, not being the
principal , I commented only on aspects of it.

Today, I think it my duty to oifer anafysis of the problems
confronting us. To begin with, this is as good as any time for
me to speak as freely as T can from a personal viewpoint. In
order to flush cut the problems, I will take a critical view.
Probably, it is the kind of rele that is ekpected of me. When 1
joined government, there were many things that did not satisfy
me . when I left it, I had a feeling fthat Eﬁmething'ﬁas partly
accomplished bot that there were serious drawbacks, SoE “lLeft
government feeling just as dissatisfied as when I came. I think
this is a healthy attitude. Or else, one could become an

unbearable apologist. Many of my former close co-workers 1In



_government will recognize the views and comments to be made
shortly. So, one can a2t leazt say that I am true tc my views.

Originally, I had wanted to gi&e a more exhaustive
historical insignt into our present econgais problems. After
giving that a little try, it agieared that to give that topic the
justice it ceserves would need ancther occasien. It is. therefore
more appropriate tc cite instances of recent history wherein the
policies were not set cozrectly or when departure from soperior
policies was made.

This' presentation allows us tc place a perspective why some
of the dracconian economic policy restrainis now being imposed to
restore economic adjustment or recovery are being taken. It
shows why the medicine is much more bitter than it would have
been at muoch earlier geriods when the measures appeared mest
eangible to take and why, alsﬁ} predictably, one cannot expect
much progress in the next three to Eiue years even if we are
atoning now for the "sins of the past.”

Indeed, the next few years will be very Gifficult years for
the economy. No one spnould be celuded into thinking that the IMF
loan and the restructuring. of the external debt lwith the
country's creditor banks and countries will give any guick order
of recovery in the future. There are essentially tWC COmMPpONENTS:
one is the hard business of restoring crecit lines and foreion
exchange inflows through the sheer economics of readjustment.

The other relates to the “confidence gamne.™ This iz m®mot
only economic, In today’s context and tomorrow's (meaning, the
next few years), it is essentially governed by political factors.

nny  news and pictures about large demonstrations in Hanila -and




?bl enpcounters in the Scuth shake up the confidence of some
ﬂtﬂisiun-mak&ts about our foreign credits. AaAny speculation about
the President's health calls to mind the present uncertainty,
until 1987 at least, of the succession gane.

At such times, the telephone wires keep burning and it would
seem at least that PLDT is making good international business.
It is a fact of 1life in ogr opation today that political
confidence comes as an important issue. It displaces even the
essential economic issves that we would have to squarely face

-
later. Basically, therefore, we are facing new realities and our
political institutions are under test.

Let me begin first to assign a weight to a political event
that has affected our country enormously last year. The assassi-
nation of Senator Aguino has done an enormocus damage of setting
back a large part of the timetable of development in the nation.
This event alone scored neatly in undermining the credibility
before the world of the present government, whether deserved or
not. It took away the confidence that was already shaky at that
point and made it a large event of conseguential dimensions, thus
aggravating a crisis that was already showing its head.

As long as appropriate discounts for political events are
made, we might as well alsc assign the due weight to the role
played by the international economy, to new protectionism from
industrial countries, to the oil shocks, and to international
economic recession. ALl these factors influenced the
constriction of Philippine economic options ard , as a
consequence, performance, But, as the many have asked, how come

some countries, including at least one in the ASEAN region, have



performec relativelvy well? They faced relatively the same
influences and they also had suffered as much from the oil

shacks.

Philippine economic malaise

The present economic crisis is a manifestation of the
seriousness of the Philippine economic malaisze, what is this
malalse? The cumulation of economic and other factors that
contributed to the crisis is like a convergence of the many
tributaries anﬁ. streams into a mighty river, A review of a
Common . trait that can be kraced to economic factors will show
that in many instances; the problems that arise are the result of
a cumulation of situvations in which interventions in the market
system made the economy less efficient. Daviations from the .
price mechanism as the prime Elemént of solving essentially
market proklems have aggravated national problems rather than
lessened them. With the worsening of some problems, the ability
of the government to cope with other more basic duties was also
affected adverselyv. =

In one sSense, the resulting situation deviated from the
actual directicn G£ promotion of free private enterprises. The
existence of too many regulations and controls has ﬂi;tnrted an
essentially private enterprise economic system with too many
hindrances to privete initiative by impeding the exercise _mf
initiative.

Econmomlc <rises have not been an snoommon phencmencn since

independence . These crises were often signaled by large balance




of payments deficits. The balance of payments gcsition served as
a geuge of the state of hesalth of the economy. It reflected oo

the nature of domestic economic balance with that of the

international. The ipflutntcs cperating on an open economy wounld
somehow ewventually give way if pressures are continually being
exarted on prices or on imports.

~Persistent balance of payments deficits indicated that
somewhere in thelecunnmy, imports kept exceeding the earnings
from exports, and that insufficient voluntary capital inflows
-could ;é found to finance these deficits. 2 chronic problem
existed when these deficits occur recurrently. Therefore the
analysis of the malaise must first take a leok at those facrors
that have caused thé persistent deficits.

Wow, any sensible economist (or doctor) wonld recognize that
tne  symptom is only . a cloe to the possible disease. There are
other more important reasons, Like any Jood mechanic trying to
analyze the Yeasons why a CAr fadis v upiimize performapce on
the basis of manufacturer's claims, it would be essential to look
at those factors that are responsible for the economy's below par
peformance ., As in many things; one could look at this probles
from any particular angle.

A FKeynesian schooled in the abscrpticn approach would look
into the levels of aggregate spending and determine how much of
that aggregate spending should be curtailed to restorse ECOnomic
balance. e some extent, thisz is the model that has underlied
IMF-dominated adjustment policies which many developing countries
eriticise . By their nature, Lhese measures are short—term and

guite cutting in their impact on the economy.



s structuralist would look for the real factors that lurx
bsehing the balance of payments deficits. This would require =..
apalysis of the internal structure of the ecanomy, pinpointing
cartain structural difficultics which make economic pProgress
difficult. By and large, the Worlid Bank of late is associated
with tne schosl of thought may be ascribed tc a .structuralist
pasition. Structural problems of the economy reguire a long texm
adjustment solution.

comeone who bhelieves in the “dependency" theory would look
into the power relations between countries, especially between
rich and- poor countries. This viewpoint is moch in ' w-oow
especially among nonecenemists who find the explanations ol
sconomic . theory sometimes too abstruse. In fact, however, much
of dependency theory is devoic of sconcmic theory, it derives its
strength from historical and psychological relations of  power.
This probably explains the ease with which others, notably
noneconomists, and those whose traininmg 1In economics is enly ~~
the fringe, absorb this &xplapatiﬂn guickly. It is an easy
~xplanation like the imperialist-dependent country relations.

It is possible tc weave oneself into any of these
rheoretical constructs and explaio the Fhilippine gonrTl
malaise from their respective viewpoint. But avoiding all ~these,
there iz a much simpler route which has the most powerfal
explanztion for the nu@ularian of problems that the sconomy has
encountered. This is the role of the market mechanism.

The market mechanism can play a most constructive roie 11
relieving government and policymakers of cumberscme problems.

Many allocaticn problems get solved in an impersonal way.




Providea efforts are @made Lo see to it that a competitive,
moletion is being arrived at, many of the intractakle proolems of
scopnoxic development can be solved, very.ﬂften, the distrust of
‘So-called market sclution is pot really a distrust but one bDorne
of ignorance. Some policymakers are afraid that the market
‘solution 1s the one made by monopelists using their wmonopoly
. B over powerless pecple . If monopoly is the problem, the
market solution should promote concitions of greater competition.
Sometimes, however, the greater mistake is to attempt to
‘diemantle an otherwise competitive setup, installing a public
monopoly  which in turn becomes the source of market oppressicn
and scarcities. In a market setup in which competitive forces
are in operation, as any economist knows, excessive profits are
&rased, more goods becomz available in the market at relatively
ChHezpEr prices. Y

The message of the market was lost along the way in the
development cconomics of the last 48 years because of the alleged
eXxcessive przoccupation with “p}anning." Yet, as W. Arthur Lewis
and other distinguished .conomists would rumind ws, there could
be planning with the bhelp of th.e market. The market simplifics
large probloms. In fact, the mossage of the market, as a prime
allocator, is found in the succuss storios of many countrizs in
the ILsian roglconh. Thes< countrics are lod by Japap and now with
the so-called MICS or newly industrializing countrics of South
Korea, Taiwan, Honglong and Singaporc.

In the Philippine case, therc have bech times when shifts
toward bettor pricing policies have oocnrrec. Over time,

decision makers reverted to policics that contrived situations



out of a competitive market policy sSe<tting. There 1§ &
persistint tendiney to postpon. mark.t-liberalizing decisions.
As illustrated shortly, thure have been policy dircctions away
from market-directed solutions. The prolonged clinging to price
controls and the introduction of trogulations which increasad
monopoly power of som. state and private opnterpriscs reduced the
role of the mark<t mechanism and introduc..d monopolies In - the
Philippin: setting,

If the policies woeXr. morc market-dirwcted, th: <conomy would
have becn ablae to rwalize the virtves of cnecouraging venturss in
agriculture and in induostry which would have buwnr morc labor-
using. This certainly would have cncouraged a surge of cxXports
basad on comparative advantage during the first and second decade
of cur indepondonce . AS wo 211 know, by the end of that first
decade of induependence, capital and sntr._pr.ncurship in the
country was alr.ady sticply <ntrenched in ipdustriés that were
supposedly replacing imports by consuming, instead n!faﬂding ol 8
pur scarce forzign =xchamg. reSOUICSS. 4

When Milton Fricdman visitod. Singapor< in 1986, be lectured
on tho ralhlﬁf freo enterprise and the pric. mechanism in Sobe
countriss, including Singapore, as a major factor rosponsibls for
their rapid development, %Whercupon, the Singaporc wconomists and
public officials pounced upon Fricdman Ffor his ignorance of the
fact that Singapor.'s govecrnment plays a very strong rele in  the
countey's duvolopment p@licy, for instance, in the promotion of
forced saving through the contral provident fund and the housing
program, In this <xchange, it scomed that what was lost was the

flavor of the rolw of Singapors's scconomic policy in  promoting

1g




petitive wnbterpris., which 1is tne basic ingrcdient of the
SStrong rolce of private cntoerprise in toat scconomv. In 88snCw,
fangaporcts distinctive policy with ruspLﬁt toprivats enielprisas
& o0 enconrage it by action and by inducements. Allowing
compstition and granting no spocial favors are principal policics
that the government has kept consistently.

~Popular analysis of oeconomic success storics of these
countrics often citz cultural and political factors in addition
Eo special circumstances a2 dorinant cxplanations. wWhen they run

-

cout of argumsnt in a conparative discussion with ths Philippins
cagL, thoy edvance the (lavel: of sconomic, O industrial
development as being differcent, thus elevating the matter Lo a
recuctic ad absurdum. HNot toco long age, those countrics ware not
unlike in any of the initial conditions. Wh-n thes economic
factors arc amphhsizud, theé role of. government (ospecially in the
cag: of Javan, Koree, and Taiwan) as bsing supportive .of
industries through protoction, is moentioned. Yet, in the
Philippines, government prmtu;timn of industry has been one of
the meost outstanding features of industrial policy promotion.
The professional conscsnsus on this for the last twenty Years was
that protection in fact was too much and neaded reform at its
V&Y COY¥e.

A major teason for the =trong compstitive challenge
umanating fres thess conatrics iz to be found in their roliance
on market forces whensver there are economic adjustaents to  be
madis . For instance, government procur<ment in Japan is a very
compartitive sndeavor . In inspstrial promotion, domestic

competition is @ major market phoenomuenon. So is the competition

| 85



for G&XpOrt markets, once relative gaoidance through NMITI 18
Geterminid. In all thess, sarket forcss are allowed to work morc
fully in cpcouraging an cavirepment of cc#phtitinn. This iz onc
r<ason why the rate of privat. bankreptei_s in Japan  arc high
aven during times of prosperity.

By the ‘sam. tokim, ‘Horsa adjustod exchangs rates of its
curruncy frecly as often as necesSsary, whehevel oo iptcrnational
valuc of the won bocam. out of linc with what was considered 1ts
competitive walwe in rolation to export industriszs. Theirs is an
cxchangl - rate policy dosigned to price thoir Jxports cheaply and
in cffoct comp-titivily. This automatically adjusted 1mport
prices also, by making thenm, through the oichange rate,
expensive . Their cntorprizes face uniformly competitive

pressurcs in thoir domestic and intirnational operations.

Probing the Philippine cconomic malaise

It is vseful now to deal more concrotoly with the Philippine
case, Induced by doemand in the U5 market, the Fhilippine rapidiy
expanded during the colonial period. That puriocd produced én
pnbalanccd development which was closely linked to the fortuncs
of tha US business cycle. Towu1G5 che ond of Amcrican rule in
our country, the —conomy was highly geared towards axports.

The country nooeded to diversify the ccopomic structure.
" This incliuded diversirfying industries that carncd wiport
TUVeniss ., it was a major task of ccomomic policy to dev.lop a
framuwork that would make the rolationship with the US ¢conomy on

a hcalthy ané more divers. footing. This meant diversifyino




to other products in addition ko, but nek in place of,

8,0 prinary .xcorts wilch alteady hadl 2n cotrenched market.
Th: principai cls=.vwas miss.d. Th= é:adg adjustment program

1945 to 1974 wiich includoed preicrontial trad. with the OS5
EGen by some pelicyrmak_orps not as an advantage but onw that
a2 rilaticnshipzg of zconomic ‘dipendesnce upon the #S
t was a setup tnat favored the continuation of primary
®xport dipwndenc.. 50, they decid.a that thire was a need to
develop industries that weancd the cconomy from the priferential
-Ifnmeuuék'as SooR 25 Dossiblo. The przaferential trade agre=ment
Was Sven largely as a 0§ imperialist deosign to continpe trado
domination ol ke o constyy. whativer may have been any
impcrialist ocesigns of & former ruler, the country had <nonogh
gptions to tak. cari of pou divections for thes future.

The Spocial or_ furcntial tariff patterns favored Iimports
“rom  the Philippinses into the American market. The grand
opportunity to <xplor. new oxport poszsibilities prusentecd jitsslf.
This woula have meant developing an  indgstrialization strategy
bassd on comparative advantage, but the opoosite was undertaken.
The gowvornment, through the policiys of uxchange and import
contrals and protuction, decided to promots import roplacing
industries instoad. “his shortsightudness produced the contrary
effock.

TH. wxuericnce of the East Asian RICs (newly industrializing
countrizs) presented itsclf as a possibls pattiorn that should
have boen iollowcd. That would have bech somcwhat more painless
i the Ca%e oOf the FhilipDincs. The mechanism for 1t was

availabls == the so-callod Bell Trade Agr-ument and later, the
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Laurel-Langley agreeibent which rovised the former, This was
unigualy 2 FPhilippine advantage. Gther countri=s had no suca
preferential mark .t to work with, excopt later in the 1366s and
19765 through the aenaral system of preferoneceE (GSP)Y of the
DHCTAD, which, comparcd to the Fhilippine prefercntial trade with
tha U8, was a fairly limited form of concession and from which
the coantry also bencfited.

The Philippine opportunity WA % unorecedented, The
prafaerential trade agrweinont was with the most prosperous, openly
trading , .anﬁ lérgcst single <conomic markot. Instwad of ‘this
uppnrtuniﬁy, Philippin. policy makers saw ghosts of the depéndont
relationships that woere unequal and poreeived Iincorrectly the
possibilities offor.d by the cpportunitics. Have we ©ver® heara
any veice tnday_which dees not blame unegual relations with the
L5 as a8 causc, partly of our underdevolopment? In my view, those
who nourished the policics of contrels and import substituting
industrializaticn of the past still decry this pattern.

After independence, a serizs of grand policy mistakes
followed. Thess could onfy be attribotod to SILOnCous
perceptions of our wconomic problems, Consecgently,; tha years
whittlsd away risources and natural advantages bthat were in  our
hands. many of our countrymen who tind to blame outside forces
for our cconomic proplims should attempt to raviow tﬁiﬂ phase of
our ecconomic history and the arouments put forward to protect the
policy cholces in those days.

what we tried to do in the carly 1970s, to gain as much
labor-int.n=ive industrial .xports to the S markot, was to move

two docades too lat:e into the strategy of trade and development
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P8 ident by th provision of the B.1l Trad. Act. This was, as
rrectly. pointot oot by many obScIVYorSs, an Iniriagenunt ol
Ol 1o ine  SovueTelignty oy o conntry that was suppoescd Lo e its
Bbencfactor . It was olear. that sucn Infrlng<sseht was Instigabed
Ehe nood o folly piobtoct the “Iator.st of the nationais ol tine
;nrm%r colonial ruling cliass in the noaly indupendont covntry and
BeEtitut.d a mistrust of the fuburd courss ¢f developmont.

As an Independunt Country, we Were oot short of mothods

ich made us achieve whaT We wanted to do as poiicies in  any

par
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CR . The  InGy SeoTic o T action ol in@posing Lh o RChRarse - ana dnrprlL

ConErolss PO prsSeT Y b il O Db P BF R 15 ErTie. SUCTE SOWO TG LD
ack., e Faots 15 Inbtorosts oanplaifed: 40 thodr aove roeserrt  aboul
thoe g . End they  progintod. cA-VBeestisd [Dont o whod WILWSE W
congigvrea by thois Tt A o witnin: ti framewirrk a3l th

negotistions to revise tho Buoll Trad. ack,

1 atfsch to Tofelgn cxohanig policy =— the act ol delaved
adjustments in the value of the pesoc - as tha @oOSLT  SErioos
coonomic policy orrer of our indoepwend=nNc.. in these days;  tha
CORmon Wisdom antnyg «CONOMists In the COuntry was Tthat ws el
Ehose SasuEes o conScerve CoELUICcS. In adopting stringent
cxchange and iaport coptroii, we Lod aursclves into the domaip of
the: pernicicus cousing of all Linds of pric_ 'controls Wgat  w
wold £ind DECISCIVOS ncoantoring theocghout our independent
hizstory «v.on doring the prosoit.

In attempting o cond.rve ECSOUNECES, TReY Wolc practically
sguandcr.od. ThoBe FoSOUTC.S% Woere oL prup rly and fully priedd
Ehrough the marketa 1i oV TTHienE :l.:-i.j:i"':' had insisicd on Eh it
DIOpUT BRLE.T valoos, oo ToBoLIoos would net have boon COnsSuMcd
LEeT  Lenoaoh Srkher EDrough Cbhd mechenisn of Tl
naterials 1o nowly [Fromcl ‘ndunteri e or eimply through outryght
XTHUROLI LOT . (oT COnsSunGtion. P B ome g A L VLl gt = Tl o
mad.  chiea el o FRECOah. BN ove I VAT G SERCRERL TRy B e DU L
pelicy wishod fhen to roggin choeap 0o fold ko preforred USIES.

zaliocabion of  rosgnIcues,

Jrn

Thy result was MASSIVe #
Som. partics wha coulst, thrcegh closondss to thy powers in
govornment who approved licuns.s to import, ‘ot their ‘forsign

cxehanoe ans import allocations ratiet choaply. The assembly




ERRT thov Lallt weie thought fo b the boginnings: of a

Ertastrial 1 rat Farn £ ¥ el Teok  Bocy sty Faraa iy Tard By
LT aoid Lhsh were Inpoytod; R v Ty CDOTTOWIIH) CoRpITH]
BNy Cneanly, Of ratod woich @gr. lowoy Enaan the Scarcity

Bf cagital, thnrough th., devulepnont finance instititions

Ly g thmsnl.

Henc , ol i IincosEries Tecuover Fhe  palghost  form od

tion throwgh the control of competing JIopocts, Eh

-.]_m..,_-r;t af cheap oredit ond-of forcign exchang. . Efl" EhIs
"

y Ehuy wers nurturced fo monopolize & limitid maurkeot. when

Foreiga wrehangy roscuvrcss hobams scopgo Botauss T Erade
En wis largoly consuming for.olgn cxchang. a2a0ad not grodacing
Bt 55 thi posistont balanr. of payments duficitsy, thds.
FEF fes “hicsar  wory dulncrabile. Too1T raw mhmaEterial "Dasd
Eac orarasiy,. oF wore o oat off. The Tesult 85 Ehat Eh.

ipdustrics flouaderod and many fallod to fprvive harsbor

Tha <consing of cconomic controls therefory had thear hoydey
the carly years of logh pundonce and have boen MUrbtor.a bo L
Sresant . S wild B shown in the fellowing; thoir -wEcly
Fnnings ard thodir eop®irnagd serelval in tho oA cnoeic | polisy

._Ekaqh el today Dogan with good 1Rl i A i o

LS sLeld Lrrt ot T ors St T 5 L A ol ST LR S ntions

GOV ENMCTIE actions ar. initiat.d with good intentions buehiind

o4 5 LT Bhis is osSpecially tri. (rior to the adontion of any uw

Boalicy before any voStod yroups gul <dtablisied.




Soie  undesirable Tosults may accompany a perticulor ocolicy
becaas. it Ry L. inaduguate G Gisdifcciid. The policy maEy
actually ond pp achiuwing & rosult ooall.ionk  from what was
0 5 o e Fr BN aoditn i if loades Fo S0 ~TL.CLS [hAEk arc HOot
i o L

with risSpect to the pporation of the markok, this is how th.
DELESENS Aarls.. fher. is dissatisfacticn with the reseltaing
situation in a particular s.ctor. This dissatisfaction luads
somctimes to Eie joke that the government ropoal Lhe "law of
spppiy and demand.® This gissatislfaction som.times 18 poroCived
as ap inciFiciunt or crioel rosglt of cortain factors op.rating in
the market. Perhaps the prescnc. of monopolins or  ineguitabl.

L]
distribution of buncfits ar. toc obvious ip thon way activiti.s
Bl DulCeEiVad.

Oon the ground that it g A poblre dubty oo Amprots B Sutup,
the govoernment S.ts up its oun intirvention. That could Be in
trying to influcpe. JdirccEly the roasonatbl. prices  ©or margins
that grivate ontorpriged could Do mady to comply. with. Sch
pPEIC=S may b. on gools or on faciors of creduction. = Thuy could

be price controls or Gustatteou Luyinyg prices of minimom wades,

]

n thc cag. of labor, and marxifug lencify FEUwE, in th, Case ol
-

redit. o long a3 the governine iRt el iees the mabket in sitfing

n

these mrice targoEs; things would go all riaht .

In principly, & rogiistic intorvention counld fvad to  this.
Eut sost aolten 10 docs nol. The Domobatialn 1% always thoros Lo
i-lay any doesirable onande. Ohce conEEols o sprices afc

ustablishud, PruSsur. groups ar. polarizeds AL oy CXErodc B




Who 1nsist Op asirtainimg the saz. poli.s or delaving any

or i roogornge L L atunt of any procogos adsesthent.s tho g

e othor group thad sogic Scok sltoraticns 1p current ol iey s
g ettt or urowp ¥8 acroally adviesclvoabfoctic AT TR T
A market adjostmont woolil by modh steslor o zttain AUt wWith
Eontrale. an Fored,; Eho  EltastietEs mad. a3r. in hiodonometiwitils
such &s th. roduction of th. sual ity of sirvicse and the 'roduction
of otfher associatud costs, such as thos. in marketing. FOr
instanc., serketing costs could b. shiftud to the buysts or obhor
'unt«_rprisiﬁ Op-Zatling in th. gdistribotion system. Thire can b a
ghicrtening, for instance; of wording capital crodit. Swch hiddon
adjustments <ventually lcad to guality inflation which Is not

¥ d : ¥ :
Cevea Lo oy pr1de poduiablon:

- L T B R

wWhen @inLoom Wwages worc Sct initially in i%51. the idca was
to tﬂ;E: 8 workIng wage to& Macraabive™ lowels This Tovwel was
determin.d by the policymak.rs, dhich was thy Congross. what
constitutus a ducoal working wag. is an impertant oucstion of
publie policy. Eut it iz an intractabl. oa.. This MDLasur-
e~flicts from fhe #ore fundan.ntzl and. troctabl. cuostion ol
promoting the caployment of wv.ry onoe Se.ding mploysint in  fhe
Iabor Eorc.. sty thy dnrtizl andustrislization: sot off in the
ESSha (I hesitaty booase the tordy 0 Mibosis GfTR)L COOEXGEYEOCRER
MED=,  desd b bBe existing policy B chooss: dapgort: replacing
activitice and to shun away froa the wspori-oriceted  laber
intensive industrics. The Einimom wage anc choap credit worked

Eogether fo o favorD mechanized oporabions in dAngustry rathdr Lhan



b direatoef USc O3 AOLDTT . b b T kel £he S attitudd. Wk

promotded 30 fhe nodornlzod SoOT0rs Gl ajriesnltolv.
whicn T EElteariil. Hee t:rhg £ CREp it el LEROL i prd G TS
ATIO SOV ETle Tt Mew By Ehoe olypootine - T5 b0 Sodna L Wi B Sifleoct

torm of NS exe .  mEDEsLIE Lere AL R Ay [Fnochia o al lowancas;

e o This packag. LS B8 Keo DL Ww1Dd QorL&1IT HOTLES i P S 1 e
b Ehs pasl [(Eho Wl L = rganized [abor .and rodabivid?
1 - r - - i T - 1
Wl d Lo &l [E e TR o SR Y privaty seolor, rolalwecd T S0M

CcET.NE by goveIDment, undertake wnat looks ITaks a Bilat.ral
monopoly DbDarugaiaing  process oo that wad. packady . In +this
Bargaining, fh. millions of unomployed, or LEos cimployed  In
marainal oeocupations arma thereliore wanting bottur omployment and
the: thousands of cnterprisces that can 11l afiord to pay apy mor.
il - B INCT 2REeS Ar ol A4 From ERis @ Proscss. TE £
government did all il ceuld to pollice thw implementation of what
it orders in the First place, 'Wwany moIx <RITETISEes woild g0 OUL
of cp rations.

As 2 ConScau.nicue & larngs amtunt ol mowW CanciRlolim. ot rosalts.

It §s far bebftoer o7 QOVLImcint o pretind to dimplement laws ' Dy
Sustifying ana S.iting gp a lakgoe burcgucyacy I addition T

formaily studying the mabbtor sueh A% expandiiny Bl MinssSETy Gl

labor ams 1t£S boYeaus. THIE Sometiines alloes the slowdowp<'ofl T

imploesicntatron. PEOCGSS. Confronted wikh Ll ] doh e L ErRTg
ancnployment rate, &5 Ehoe oho CXPLDIoBGed 1IN CCEh el B LR e 4 T

SIOALCE TG abton Finds pEEal T teeind Bd SlGsy T S ATt
FRrning doalt CETE CEETERG Pgll vamd Biract smplomiRtataone ol i
wage laws. In this way, 2 gro&ter disrupltron in mployment- is

avoaded . Bat - th e on. Trusult of ERIsC Ie Ericas cortemph




for the law ane radicaliucs all the mor. th. labor scctor which
complains of wxplodxtatioca. Hamiod, it contributis to: ‘the
breakdown of respect for gov.rnment ard its policics.

Yet, when ti. propos.d wage package is prescunted to the
Fresident of the Philippines for his ultisate approval, much of
the bergaining process for wage sctting has almost come to an
cuda The: approval, which is cxpocted, buccmes the apex of =&
political prncusg. It =levates an econecmic isspe  dinto the
political arcna, The presidint can disapprove the scttloment or
Ectorn H'I:k;is to  the bargaining table. The course of least
resistance is to show the concorn for 2 sound bargaining process
and theroefore tC approve what is prescnted as the bargain, The
wage bargaining and indexation, whien comcs with the proc=ss of
technical conputations by governmont in sarvice of the
ncgatiating process, has  put the president in seme sort of a
political trap. He would be facid with prodetermined figures
that ne would in the und have tc approve.

In short, thc cconomic procass of wBge=8ctting has become
politiciz.od. The same politicization of prices occurs whHGRCVer
the government Steps in and mendatos pric. coilings and floors,
in order to oxpress a policy adjastment. The <xpirience in
this regard is very wnfortunat. in th. long rua. We shall now
demonstrate this with otner oxamples of interventions.

It can boe argued that the ill «ffects of one policy, in this
cas., wage policy, can be offsct by other policy intcrventions.
The record of past policigs, houwwver, had bsen to ¢xacerbate the
biaz of policics against .mploym.nt criation, which is the major

i1l Jffect of minimom wag.s. Evin todav whoen great strides have

22



been taken to oo away with somc of bti:. oth.or updessiraclic aspeCis

of .conomic pelicy, this pias against wmplovoent is still a major
gafoct of oecrall cconooice policy. Ia Sipgepore, whoDe @ hahb
WwagL_ I& a major qunrnmmut policy, a larg. componcnt of the high
wEge is captor e In  the fora of forcod savings. Th.

contributions to the central zrovident fund has reachud about 25
percent of the gross wage, contriboted Cach on the part of the
work«<r and of the cmployer. it is another mattor to discuss theo
relative -officicncy w«ith whicn Singapor< has us<d savings. But

thoss twe aspects of saviog and invistment oxplain the high

productivity cxpericnoed Dy this countrv.
: s

Intoz.st rat.e policy

Good Iotonrions heve koot dnterest rates wpnoer control dEor
MANY YwALS. This can be tracew in fact to the antiusury law in

efficE. afine by o Firsk decade of Anorican colonial rule . s

h

carly as 1976, I argucd the meed for a fundac.ntal reform in this
ar-a so that the r.oal interest rat. would always be positive.,
And it was only towards the <nd of my work in the policy making
cnd that, intorest rate r.fozas fimally toeok hold. It~was not
persuasiv. cconomic argum.nt on cur part which workcd. World
IDtCrest  rates Soared. The coontry was ongolfed in a HﬂEld in
which rcapital-rich ccuntrics alsc raised their inkorsst rates.
The succussful cconomic miracle cases in our rogion spearthsaded
initially by high interest rates added to the wvalidity of th;s
poliey diruction. H;nch, the only succeszs was in bringing %%

discussion to the opuin.
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While tho wxchang. rat. sought relatively market—determined

lavals during the puriod of @managed -xchange rTare floak,
intirest rat.s Wor.  Ccheap. The int.rost rat.s at which the
P Danking systed and the stat. financial wnterprises could dispense
thoeir funds wire unrcalistically low, sometimes «vin negative
when the irflation rate was taken into  account. Tharofore,
borrowing from goverament financial institutions, Wwas an
especially lucrative proposition if a project could be developed.
To obtain leans, ther<fore, it bhelped to have government
-cnnnccti;ns. End the largi category of “projects ander
‘government boehesSt" e¢ven in the portfelio of these instituticns
‘indicate the magnitude of this problem, Today, thisi government
ibchast projects ar. classifi.d largely as nonperforming asscots of
‘these institutions, It will take chormous writc-off losses for
thesc institutions to put  themsulees back into operating
apability. &nd in tne process, they would necd new infusions of
govocrpment copitva

On the other hand, ther. was a fr.. commercial paper (moncyl
Brkct in which interesSt rates practicaily floated. The
igovernacnt contrsl of intwerest ratos led to this highly dualistic
Sctup, wnich was the patoral rosult of financial repression in
%g = formal markets,

The: wast. of domestic capital has cumulated ov.or the ycars,
: prosont ostate of thf state financial imstitetions that have
Emdcrtaken this iundipg iz a tostimony o the ill-advisad
olicivs of artificially dupreseing inter<st rates in the thoughe
t this would inducc cepital formation and produce the kind of
Eprises onecded by th. mation for cconomic development. Tha

L 1 1 )
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policy had wmanagid to Jake soi.  individuais only richer by
borrowing low cost dovolopgnant loans. It has- bion a jokc im Ehe
garly 19%78s {wh:in 1 was ncew in govermmint) that somd  Siggery
loans hac financ.e somc houscs in Forbos Park. This may bo an
sxaggeration with & grair of triih somewheri.

SomEtimes  PEIs wEs dones Tmorsd  moch iR fornsE o of e
<nterprises that thoy hac st upg. The. capital and raw satirial
procurct-nts UsS.d in TURRINYG thes. ohteprises and bthe dovieo of
concentrating managemunt to thelr associstid cooparnies  have
sgucezad - mEhey | and capital oot of thiso oxisting ootoerpriscs,
al=so, the high rates of roturn in the mohey markcts chamnalod
private Tunds, incloding  thozi sbtatioes akE Ictiicost | Fromh ok
formal sector, 1ikd tre governmental financial ‘Iastitutions.
This produced additional fortunces for thos. who had acc.Bs to thi
fow cost funds. IT interest rat. calculaticns had Bown mbre
ECVeTL, sSom. of those projects would have been vas.ed opt by
calculations of viekility.

The frioamvirats’ of factor pricimg policics’ which ' were

contrclicd by govarnasnt —— mirimun wagos, IRLEYSE Eatds;

o

forcign xchang. and import cortrols and, latér,: a ' managed

cxchange rate float -- was spdertaien thirofore bBecapsl of good
inEertions. Thuey WeFe Ehet “eEnlt . of an actdvist and
Compassionate rol. fhat Jgovornmont Sigfidod o updortake in

handling the Sricing matters wicth respect o various perGeived
needs in the main affeckbed slctors, Thoey may have been deviesd
ag short-tirm policies initially, But thoey cventueally crwated
monsters’ for tho long tora, TheSs Are the monsters' that Ehe

present and future govermments will have to grapgple with. Thiir
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costs to the wnolli nation, as the groiswnt crixis is showing, arc
paintul. Any ‘oni wbC fails to boli.wve this will ondy pave to
roall the travails of the nation sinc. the lazk fow years  while
our niighbors in ch. A3EAN ar<e having an upnroecedented suzgse of
growts., And wceoar. cmbarrzsiaglyosouth of thoe wost progrossive
countriss in Tast Asiz —- Taiwaa and South Korca. The problems
that wropnc policics have anc=nd<rcd and cumplated oWer thoe Yoars

cannet by wiped out overnighbc

fiaristing intervontions in the food tradis

By the same tokcn, good inteptions wer- Initially tho
reasons for iptervention in food distribution. In the early
years of the roepublic, govirnment interventions in food markueting
took the form of imperts of basic commoditics. Thes- commoditics
Werw put for sel. at lcw margins into the comgstic market, Among
thoes. commodities wiro. Tics, oorn and basic consvm:r itcms. £0C
almost o decads, the country was fid with imported sardines anc
cornud bewf. Thu%e procassed foods becams basic consumasr staples
to be ‘bought in tho locel EtﬂT;ﬁi The way goviramsnt marketing
proanixwarions, including thoso for ric. and corn, whittled away
procious foreign <¥xchang. ard discouraged domestic produoction
Incentives it theS. wad., goods,

It was a step in the right dircction wher inport-crientsd
bric.: stabilizztion policiecs were ridiricted towards domostic
ProCurumont . It was howsveX a stuep in the wrong direction when
the: government, rosponding o short term CrilsScs, Such as
calamitics and 2il shocks or oxchange rat. adjustoents, stepped

in to put price contrels end hold them long, Thi moment the
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congrols ar. put in, tne rigiditics of grice coilings in rslation

Lo incroasing  costs of production bugan sagping Froducyr
Flexibilicy. Sincs @#ojustmcont In price ccalings 15 8 perioalc
basig, ‘rrodociEs ‘arls pot info ancirtain cost opositionsi The

timing apd oxtent of the adjustwients ar. not piedictable. Hount.,
when fimally those ari mad., thoeri &r. guantbtum Josps that only
fus=l inflation.

When pric. controls wor. imposct,; they were doisigned o, bo
tomporary. Buf Ehe "Treapoiary™ in. goVEInmeLL Sesms to obe  much
longor: than CoOMnCn plnplu RoEmally cEpect. Host piople would
mova  ontof whaL thoy comnccive to be poor porsonal pclicy at tho
carlicst opportonity. ?his svems to be the Casc oven when
Seqmsnts’ within govirmoent recognizd the meod EC mEkEes b
nECceIsaty adjustments. GoVLENmMent  Just fakes longer tolsee 1ts
oWn mistak-os. This is probably ong of the norme of governing
that can oo Llovated to &h. zane lovel as Parkinson's law.
Hoagsares: Justilico '‘as:. ‘tomporary take: Too lIohg o) cofrech.

Covecrnments try to overlook the urgency of mcasutrus for whom soma

cstablishod vastoed group guts o cstablish.d to  protact its
: A |

inkGrosts. This might be the way of tryieg to wish away thoe

problam, in the faze of thize protactive maigsurss of market

ITE rventions, tn_.immhdiatu vistued followings come in.and grow
ih 5ize Lo moment they arc allowid toocopbElnud .

For instanc., pricce controls are casy for any government to
T P i I¥f co=zEs J1itkle Iin direct budgetary  expallSe.- Sut

they bring up & wholy mess which costs private citizens and

busin.ss.s much more than is realized. Ancther porpiciocus impact

15 that they tomporarily give Soife POWel o gQoVer hment
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burcancrats. Comotimes this l.ads to opporounitios for
Corruction . The gogdy oo rais. price co.ilings ot to closc the
Storos of TFprofitoers™ give discretion tﬂ.plﬁCi5L1f the groups in
lg!u'u',_,:n-.*;.._nt that sbhould Tot by alloned  discr=tion 1D the
impl siontation of policy,

BoTvover , price contrzols stifl. private idnitiative. They
Cr.&tie  a gap bétwewen govornment and Ehe gen-ral public, soch as
wheni S.llers cynically t<ll boyers to purchase their pork from
the price stabilization council. They unduly induc. social
_tensinng”amnng citizins such 35 when the decrood contrcls ar; out
of lince with actusl prices and buycrs .and sellirs get nsatea
cuar-lling gn  the relevance of government—-announced Prilcc
ceilings. For instamc., in long=torm relations, the moet
difficult social tunsions wor. probably gancratsd between terants
and landlords in r¢nt~¢ﬂntrﬁllkd dwzllings because 0f thelr

inturmittent, long—tore relations, This lcads to the pext item.

E-pt contraol

Good int.ntions also brought on the policy of "ront control®
for apartment dwellers ronting at less than Fipd per month. Renk
control brought a strong wodge bobtweoen ducllings offered for rent
‘at thiz cutoff level and housi:g for other relatively poor
famili. s, As a result, an artificial housing gap musroomed for
middle income housing whereas before, such Qas not as acute.
Another major result iz a heightoning of scocial tonsions in pooOr
neighbornoods potween tenants and ownars. Today, thirs can only

be a much larg.r housing shortage in the. country.
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Thi= - solation to the runt control that wes applisd soms =ix
vears ‘age - te  alluviate thy mattor was to allow a 10 percent
iocr-as. yiarly for 'a period of five yhar;+ Diofore that,; the law
providid -a compi.te raot froosa, This could only tomporariiy
alleviate the sitoatiocn. viE EDe Years, th- investment in low-
cost housing was undertaken by the fforts of proprictors and
middl. «class p.rsons, These investors in property included
govaramn.nt officials who pur their retiromont moancy into
inexpensive housing. The —¥periénce in rent control and rising
urban property . taxss have jointly crcatoe the disincentives to
housing investacnt of this type. Mow, for th. brave souls who
still want to build apartmonts for rept, they specialize in
highcer rental dwllimgs so that rent contrel loevels wonld not
re=ach then, Eut will assurances thiat rent control w&n;t be
imposcd  again boe sufficiont to make persons with <xtra savings
go inte this low-ront housing industry? It will take & lnné time

before people would allow themscivis to get trapped again.

wontcol on cducational foos

Asid. from the r_gulation of standards, th. gevernment has
intervened alse in trying +teo dircctly contcel Ene cnsf of
coucation, wspacially at the tertiary lowel. The firse arca of
dircct influence was in imposing price coilings on éducatiunal
supplics. This was intcndod as a consamsr pric. control am.asurc..
As a2 risult, the guality of scpool supplics has bicn adverscly
affccted. Controls - created incentives to alter the =iz<s and
natore of the pap<r us<d in the manofacture of school suppliis.

Produc<rs moved into the production of highly varied items of
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school snppli.s with smch higioer pricis. e overall roesult was
& ‘higher-ocst of =schooil Eugpiitﬁ-

T 3 VRS oy R o 4 f e M L Ty e ] t.;tiﬁ;y educational costs led
[ 7 v e T i o 4 ot o R a1 Tl Y ¢ S A b g T, It - o T o S 3. pakt
HEDiCwESarily o Sovoero gtidin oo tho privats higher eaucational
BYghim. This @ Aig deonstratsd by the poeinb casce of  the
Univeesity of the East. This uriviersity's probles £2rosc boeczuss
of =2 ligal problum st.aming from the provisions of salary
payments to profussors in view of teition foe controls impos.d by

L

the governdont, - whily the enbry of the pebarisni group provided
& differ.st cclor, to the OE ~_1‘::'15'::":1.,_,.' th. financial problems
aighligntece by the situation -xpos.d the dang=rs of tuicion fue
SOnTESL -0 I tho  praveats | cdusestional S TOE a5 buzin.ss
eséablisnmhnts. The privat. school scctor, «specially at the
tertiary lowvel, has opwer the years provided & mochenismo for
absgorbing intoe the <ducetional s.cter Filipines who could not be
accommpaated py Ehe publicly suppc: el Glgher «Oucstion sysbem.

Tuition foo controds aros. owt of the Lest intentions of
well-mcaning  individoals who  wantoid to redoce the cost of
vducation . Fricuvicontool hore has affectwd the 2ffictivinsss o
randaring Cimdrovéed ssUEvicis in cwoducation. The guality of
twacniong soffferod, spremisas detordiorarcd, anc: overall, if only
e could SeEJeCct th. matt.T 0 MOr: rigorous study, theres conid
A be.a A goitivral deeliin. of ‘seivices IR othe cducatijonal
sector .,
J The  current liberalizec regulation pow baing vadertaken to
Ellcw schools to rais. thiip foos could only b a Ltomporary

Eali 1. The idcal sitwvation is to  diérogelate tuition fees
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complotily while the «Jucaticpal avthoritice continuc to enfored
stanzards, Thexr. is _mocgh codg.tition in th. DECGCLSS tC Keop
tuation it - in ehoek. .3 s O 4 0 is ~nough markcet
éiff.r.ntiatior =mong standisds in the diffirent schocls so  that
caaliry comp o rition, A ti. fac. of oost real¥irios, Dontingss
within the schoel systen. hhat is importaat is to saiotain
mirimonm Standaros.

“ Ph. tuition f.o frocz. has provid.d som. sSasctors, notably
the Tadical stud.nt scctor an issu. to capitaliz- on. Yot in
many coﬁntriLE wilcke it is customary for poklic universitics to
charg: pertial co=t of (ducation, tuition fo: ifcriascs cscalate
dupending  oa pric. and cost chang.s Bs perceived by univ-rsity
autnoriti.s withoat int.ifvr.pc. from th. authoritics aﬁd alsc

withoot giving way to student outcrics, boycotis, and barricados.

Trend towards monopolization: public and scmi-public monopolies
or near monopolics

ne snould now turn to otner govornmental policies which led
te the moncpolization by putlic and s.zi-public authoritios of
Bom.- industri.s. GEconrs., the cases of th. sugar and :ﬁcnﬁut
industrics ar. alrcady unn;rstandably- well discassid. Much
dehat. on the: m=rits: of thosc ag.noics and “mark.ting
proanizations has boon amade and thore is liLtiL Dacd Lo
claborate . MoruoweED o -thers will b niw lignt shed probably when
th.. Batasang Pambansa. tak.s those two industricss tc task throegh
public hearings that arc being schoduled, The agéncius  and
ma:kutiﬁg organizations that have b.cn estabplishid do not roguir.

any prolong.d discuscion.
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Thuzr. ar. only two poinks of iptir.st that @mey S wWoOrth

ahg diato account on the rol. of governmuntal moenopolics din

The first peoini is acgeovatsbility. ACCCulitability refors |
essentially te saking appropriate rocovds of accivities: and
transactions 5o that officials can be rodered zesponsible for
thaizr  actions. che  could dofine accountability here In  the
"prblic" suense, but it coeld simply be "industiy™ accountability.
If inde.d these tve mopopolics wore scét up with the interist of
the  pecple in Thair Icvspective dindnstry ab hozrt,  then  thoy
shoulg, b able toc satisfy ar olon.ntary sons. of accountability
to their constite.nts, It 15 an <lumuntary rul. for any group
withy ' a  public purpos-. to kiwp a record -of their  operations,
including thoeir resourecws and thoelrl Ccxponscs.

The - sunswe  of Tpublic® accountubility. cannot be dismiss:od
lightly _ither bocaus: gevernsmcnt funds or public rosourcas hav.
beon lxpencod dn sueporting thoos. Thes. twe monopolics can
SUrvivi publis eriticisms avout thoeir operaticns or problems, if
cthicy ar. to satisiy th.. accountability critdricn.

The - sccond point is centralization of the decision-making/
PLOCESS . ponopolives  world be perfect sstops 1 mapagasmont does
Eict) cornmit any. Lo, bEhat is,  1E thoeyihay-, cwrfaect  Judgoonb,
ny docisions affecting thedr operations would oo in -consonance
#rh thye public  or indusrry welfar. in mind, in short with
Saccountability" in mind. Bat suprnosing suchk were not the casc?
er~ <an alsoc B ;rrsrs in Jjudgm.nt bocanss of risk and

erEainty.
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dben o moncpolists. commit Ewdin horRest <Irofs, they arc
eentreli=.d and thordFor. woey costly, Copntraliv.d mistakes arc
the Wworst that' coan ha.p- to-a darg.e Indugstly: poon  wioss
livalinoes woalo doipond sany tradirs apce prodoc.is and aillions
of workerz Anc th.ir familics, It iz far bottor if thero - Sere
suvueial Indoepondent docisicon makors whos. mistakes cancel «ach
othicy oot. ir this' case, the componupts of the 1ndostry
concerned ond opeornjoving or sufforing what the Taverage™  wouald
havie tawkon,

The . théor=-tical justification ‘for a moncpoly is that it
=njoys wconomics of  scale accaus. of =2 falling avcrage cosk
curve, 2 monopecly erisss naturally und.r this condition Since
any increas. of output or of sirvice iIs accompanicd by a Ialling
average unit production cost. further, the activity may affcct a
larac part of the paticns) welfar. (5o that somc monopoly power
conld’ ~“in CFact Baowialaodya In this ras., a poblic interest
viswoolint iz involu d,

In arn importoct market, sSoch as in a trading sitwation, in
whicih som. merchants or traders ar. porceived to boe taking too
skrong & position and are in fact _xercising somc monopoly power,
the timprztion is for governm. nt To sobkstitotd “contricl™ of the
prociss for rogulation to  insare competition. This is ' =
perennial  trap that govoernmoent faces. And ocurtainly the
Philippin. uov-rnm.nt hes faced this probl.m many times bofore

and: now.
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BL o limple gf food fafn. bing dlZEricobticn Dy goV _ Cifc It )
the Lokional Food Ruthority

Anotner oxampls of a goeveraneat agorey  that  gradeally
eXpand.d  its control ovlr s.gments of the food incustry is  the
ﬁatianal so0c Avthority [RFA). initially, =th. eztionpal OGregins
Buthority (hGA) was croat-d to intervepe in En. grains busin.ss.
This wes a price stabjlization agency dosigned to assure that
g:ainm supplics for domustic conspmption would bo assur.d and (o
stﬂbiliét &ns imprﬁue the incon.s of the country's Ffarmers of
stapls —grains. Domostic interventions im the procurcment of
ﬁ:aina c;n be jﬁatificd for rcasors of domcstic food Scourity.
This roouired boyving grain at the farm level at a gurantecd
prica. This has the offect of assuring fara.rs about their
revenues from harv.sts. At the national level, this gives to the
government effcctive concrol of a part of to. yoar's graing at
govertm.nt warshouscs,

Tn +the mid=V&'s; ‘thy BGA tcok owver +the  Ffoll ismporting
program for wheat grains, The idem was Justified partly to
improve the bargaining positicn in sccuring wbhoat supplics f[rom
other supplicks which arc oftontilacs grains aarkcting boards
controllcd by the goverinmeant. f.ncw, it mad. sins. to nave the
government step in, ovobk if only to put ths: woight of governom.nt
b:hind qrains purchascs zhroad. Thoere wore also r-asons advanced
by goverameat. One was bto reduc. the trading margins onjov.c by
the flour milling industry. with bulk purchas.s assurcd, it was
argusd that botter bargains could be struck with the supplisrs.
The resvlt was that the agency took over a large part of the

grain marketing program from the flour milling industry.
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The (WEL ook svYor aSGsEonins. e wheat trading dperetlon

ig iaoeh-simplir than Jomeslic grzins produrah.it. Tho act i vty
yiclds treding prziits onlik. dodcslic graips Drocul.m.nt. One

major impact on the Flour @iliing indesbby wis Ebat On. parc of
their woperation whicn tendod to cushion thom sgainst loss.s 1D
bad times was tekop away fros knce Fleur millipg industry. Thas
was lost by fiat ane rasguiation to gaviTRGORL.

Tl roason for tho takriover of *hy wioat trad. was btolraducs
th: ' prici of whoat producos byt reaowal of the middloman and
trader anc by buli purchasing from supplicrs. Jia this ocan: that
wheat products have, escocially floar, ruomain.d low and stabler
The whoat grains isport momopoly did not necwesserily wips out the
marketing gains of m;ddle_n. It transferred part of . ithesc
merkeiting gains to the public sccbor. Thioge gainsg werd pot Intc
the public weal by the constroaction of & largek oetwork -of  grain
WwAarzheuscs. In . Bhc 7 I8T4s . -the NGE - did this. as tha - aguency
gaindd mory iand odore powel i Over the privats. sucter which. ir
ragulated, howsver, 1it' becam. thd problas xather than the
soloticon. -

in 19%1; the National Sroins sutherity wes convorted into =
Hational Food 2uthority. Only too conscious that sech broad-

-~
ranging agency was returniog thoe food industriss Dacle kg rEveEE
widening cevirmmintal grip, 1 4 1ob rocomnons thils acticn.: Bt
it twas nonothe less crested beeags. the pressares for having a
breadir networkiof control and fugulationsfor. thu food iﬂdﬂﬁtriLE
originated from groups in govirnmont W wEN R A hans. ardiTeEst

irflucno. on fcod dissribubion, Th: NFA powers are: S0 Droad-

Kt
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ranging that it was only a matter of tise that the agency would
eXsreiss thomin order tol rogulate the food'tracss

The Twesult i3 disastrous to the induztry Znd to the q;ngral[
censuming public which wor. both the r.ason for its coming intﬂi
th: industry. Perhaps a simpl. referenc. to & lotter publiﬁh;dl

in the Basiness Day on Novenber 14, 1984 will discribe botter the

gtats: of the flour millipng and baking industry. The lstker
apparsntly could have bueon written by someOn. knowlcdgoable about
thie stat.e of thoe industry. Considuring its delicate nature, it
conla ha;L been psuudonymous in identity, porhaps in the contoxt

of the first paragrach:

To openly disagrec with NFA fin. a  puoblic
conferince} would mean a big reduction in their wheat
allocation.

Main caus.s of flour shortages hav. beon traccd to
HFA's wrong timing and incfficient schoduling of whoat
shipmonte: availicg of choap but inefficicat shipping
companics; and importing more soft wheat which is not
Nueded in the merket. The said soft flour is now boing |
forc.d on reluctant bak-rs,

How, when wisat supply is mor. than <nough, NFEA
has no mOY< roason to continee baasling flour
distribution. BEA should pow concentrat: on its
original function #s &  rogulatory beody and take
necsssary steps Lo ccntrol the rapid incr-as¢ in the
price of rice and corn which WNFA scans to  have
Beglcotod

1f HFAE wants to reis. rovenuces or minimize l10SS5<S
becausy of in.fficiuncy, it most streamline oscrations,
rueducy drastically their reproscntation expanses, PR
“EpenS.s, and other non-relat.d exp.nses. It must
watch closcly the spoilage and pilferage of goods in
HFA and PTI (Food Tcorminal Inc.) warehouses which have
contributed to th. big loss.s of NFA and FTI.

Claims mad. by HFA that 99 pircent of moembers of
the FPederation of Filipino Bakovrs Association arc happy
and support the allocation is not tru- amnd grossly
exagqgerated. Cnly thosc bakers who haue big
allecations and spocinl privileges <njoy the 5F$t¢M-{
[iost bakers ar. cowplaining ....
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HFA must pot grab the livelihood of Iegitimatc
businussacD. This is inconsistent with our govoernmunt
policy of seriling sik>p and fr.o. ontirprisc.

The BEFA wXpuricnce eocalls wothing ror.  than what is

pradickabl. from aoy bighly contrel fzed Orgenizotion. WHLT: - 2

Igovirnacnt  agency  ongag-c o cuntrel a particulor tradc also

diciges to participate in that trade, &the rulos of participation
E E

heCoowg more coontralized a2nd are built-in in faver of the

|
lregulator cum intervonor. The centralization of prooccdures and

controls, which cmanct<s from a desire to directly aficct many
aspuéts of an operation, oftentimes degen<rates into a disruption
of alrzady cxisting channcls of distribution,

Ths food toeds at the rotail level is onz. of . the most
decentraliz.d sconomic activitiag. It iz moIe OF lesxg
competitive. Many practices of trade developed over the YeaIs
through . customer rolations 3iso exist Dotween suppliers and
retail.rs. Thesw= relations =2r- oftentimes linked through a2
network of informal crodit. The smallest anits of ratail, which
belong to the sclf-employcd family workers, aro the oncs that
giffer moest  when the gov.rac.ot takes ov-r & function and

-
disrupts the syst.n. Thosc small traders lack th. r<sources to
dasd @drectly with, the HEA. Yut, bacanse of the gontralization
of proccdures of scourimg theirx flour allecations, for ihstance,

they zlso losc thelr crodli apd aoccss LG supplivrs.

The kediws program analyzod

From the control of food distribution at the wholesale and
regulatory level, the WEA now has gone to the retail lewvel, To

help reliove the orban consum.r from the reatitics of inflation,
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the: LFA ceused the cstablishment of small roctail ontléets at  the

community lev.l. The rusults are the moch pabliciz.d kadiwa

storez; which are designed to competce with retailerss Th=
eltimate impact is to codpite with the backbons of the community
retail storc, which 1= the most labor=intengive fFfamily labor
establishment -—— the small sari-sari noelighoorhood store and the
medimm sized grocery.

By soitting up ‘the kadiwa, as part of the distributive
network of the Food Torminal Inc., the NFA hopod to reduce  the
prices of prime commoditios that enter the common food baskst of
the consumer., This intervention gows  in direct compstition with
the private sictor, Although the private saectoer storss will
gurvive the compstition, eventually, it is likely that the
kadiwns 'will not surviv. it, because its operation is based on

sobsidy and that subsidy is not infinite. The kadiwas arse also

ob=urved te . be opzrationally ipzafficient, inliké private |

retsilers. -

In ‘order fo set up and euppos-t i the kepdiws storus, the HEA,
through its swbsidiary the FTI, had to increass investment fnr
new buildings, new transport wguipmeant, and ralse its: working
capital to hold invintory. In addition, it had o hira
additicnal ManpowcTr. Thi financial résources of the authorxaity
which ‘wer. originally designed to overses the domgstic grains
intervention program o gssurs th. country of adequaté rice and
corn supply ciw also effected by this new cxpendituore, perhaps. in
reducing their extant for the grains procurement. The scarce

managerial manpower. of public authoritics couwld be diverted

towards attending to the other problems not germans to regulatron

s

e




and to girect’ agency op=ratigns. This: rotail distribution
activity compet.s with the livelihood of the poor <nd of the food
ri-Ezil diztribation DCiwork, the wery Dbackbon. that the

govornment  wishes  to help witn its so-cell.d sariling sikan

progrom.

The kediwa Storcs ar. State onterprisos competing with
privat: .ntorprisc. In 2 SolS., thay arc ¢ unlike the private
ELOTes, The =mall, privateiy owned stores are normally filled
with stocks of goods for salc. They vse their space relatively
5 P [ in contrast, th. zadiwa storcs have sore impty shalves.
Thi- fr+sﬁ food that thoey carry 1ik. wegotables oftan ot or  dry.
The xdat thoy carry (like pork; may also reach tha limits of its
freshness. While some goods 2re scld choeapur in the kadiwa,
@specially canned goods, than in private soctors, which are
mostly filled with stocks of goods for sale, fresh food 1like
vogetabl-s often zot and zany shuelves remain .mpty, Seme cann.ed
goods 2nd othor prepared foods ar- sold cheapur than in  othor
privat: storce, The avDove comments ar: not bascd won hearsay
alonzs for 1 have mode porsopal visits in some kadiwa stores.

The illusion that kadiwa goods ar: cheaper s only
momentary. Kadiwa eplirations reflict on the ircomc and balance
shaGt. statam«nts of - the NFas énd its subsidizries. When the
cXpanscs ' on buildings, —cuvipment and parsonnel are taken into
eccount, certain - lossss arc fouma to be inuvitablg.l who then
ultimately - pays }ﬂt the costs of these overnoad? Although the
REFA wiil deny that -ther. are direct subsidies b2ing paid to
finance thoeir cporations, the kadiwa program is sustained becausc

of the opcrationasl capebility znd overhead facilities built by
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the HPA and the Pii. nhiz iz uahoxc, . in the Einal anelysis, Tho
subsidy componont ozt Do dErived.

The xonl justification for thy kediwa program 1s pnliticalﬁ
rather than cconomic, on - surface, Jt shows thy concern. of th¢H
governm.nt in bringicrg dowd diroctly tﬁ» prices of goods of
common consumption, Tyenson cthis mocount . the results are pot
prmmis{yg. whon it.@s do nor oppuar in the shelves of the kadiwa
etors bocause of scarcity and thues. are availablse im  tho other
storcs, wheo  gets  the bBlame from the pooplld Naturally, the
goVErnmeant .

NER reDros-nts an importamnt cxampl. of the growing
interventions in businoss which would otherwise be botter left to
the privaty scctor., Here is an agency which has 2 direct contact
with thu most commoen people, the consumers. In offect, it has 2
largw contact with the daily lives of the citizenry although this
may not b realizoed by many. The food trade is largely compos<d
ef wory small firms. Thos. firms T.present 2 largs Segment of
the gunzral poptlation, most of thum employing only themselves or
fzmily.uﬁrkgzs. o offect, thoy compcke with. the largs segment
of the poor populaticon in thoir businiss. The KFA Dbecame a
mammoth regulstory and competing enberprisce to Lhe  wory sectnxt
whose oporations it was suppos<d to bholp roguelote.

This cxampla of 2 changing pubiic aﬁ.ncy iz not an isolatcd
N . The éaﬂt ~Xamples ar. repeat.d in meny counkrizs in which
well-masaning cfforts are made to intervenc in A sopposidly
significant trode dealing with basic consumer food cssintials.
The lessons from interventions of these typo on ginmeral public

wzlfarce saould be wull knoum by acw. 1n the 15568 =nd the 1968s,
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th. ccuntry also saffor.d from misallocztion of rosources of
mearreting no-Dcios whosoe originel dosign was t6 protect the
consuming public., The  Y.gocy of thiz _xparicac. 1s that they
crapted production’disincentivis Ip thoe privato soctor. Theic
owver=11 long—-torm 2ffict is to make food sappli-s 1l-ss raaaily
availablc. To soma  oxtent, @mizmenagooont could «voen cavse
instability of soppli.s &nd chersfors Ifoad: to contrived
gcarcitiis. The uxample of flour and pin de sal 1% to0  CUETreht
o forget. In the znd;, thireforl, Tood pric s arc higher in the

long run.

Deviations from Competition and Upiformity: Private Monopolies

Ther— hev. Deen cas.s of cxclesive priviloegis within the
privst. - s.ctor tast have no public otility Justification. Th=
oecurr=net of theg. caswes, howovsr limitocd, has ondermined
copfidence within the affected svgmonts of th. privatd sector.,
Whiic they may have been isclated cascs, the: fact that thay havc
aceurried has given ris. -to th. charge of doudnle standards: o=
for special parties =nd anothor far.thu guneral public:

Soms commentators, including the criticzl pross, have lumped
this uwnduer the topic of "cronyism.™ A large segaiat of  tho
deadweight loss ef the Philippinc cconomy can be identificd with
somc prosinent cas<s that have buesn associated  with this=s
phenom.non of “crony capitzlism.™ But the shonom.non .(xtends to
a wic.r set of persons ené =ntitizs whin put in tho Ccontext " of
SOME GulluIl policice, The biggest industrial failore, the

Maorinougu. Mining and Industrial Cerporatien, for instance, could
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not bove gua:ifi=d uvnder the categery of cronyisa. It was a bold
industrial wenture aistim.2 with the whergy crasis ond tos werld
rocegslion of the Jus;

The: practice oi scecinl favor may pavi boup cncouragisd by
the =bssluty. matuar. of  th. dicree-zaking powcr. when tho
ingtitutional cbucks  ar:c pot fully in. glace or when Ehere is
confidocRCe. | sucn  poder could be relicd upon when . néecdoed, the
practice of fovor could spread, Certain perti.s close to  the
ruling cless wers  able to mapipulzte their asvantage at the

-~
cEkEgense of othate,

yvSach. actiens, have .pout the - leadership undor long-toerm
disadvantege. Prerhaps in rotrospact, in the light of what soms
of the &xecsscs had brought vpoo 'the neticn when the oconomic
crigsis struck and -xpesed the problem in tne opin, such practicc
corld oply - have boen regrebbed, They happen bscauss of the
tolersnt  stmosghor. v, favor of the close | circlis | within  the
ruling group. Such tolerent wi.w could not hoppen if there were
mors dnstitotional, <hoecks funetioning well withowt cxcoption.
Ent skher  scamed to e Enc crux of . khe  matters - Institutional
checks simply mosnt dhat tie prop.r procedurcs of  getting the
relevant agencie=s of governmernt pass on thiir rocommcndations
befors, any cecision is kabon. This orocedur. is standard, but
EXCepEIons Enulj, and .<id, ocohr,. . o fect, for speoial groups, &
bypaoss of -this cssential proc.-aur. coald only —xplain why Somc
wXpictud resulbs 4dxd  bappen., I thas:  Circoamsfancoz,. the
mstitntianal precess of advice and cocrdination was l-ft with

situationz of fait agccompli.
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In z=ny goveram.nt, it is not vposual for asny groups with
spucizl access to thos. 1o golitical power to premots their owm

interests. Horazlly, howsvcr, it would be difiicult te point any

ceW¥idcnce of spocial  faovor. Silint petroncge 15  the most

effsctive norm, Th: cxurcisa of patronage need thercfore not
appear in the books of government. Under the sttting of absolute
dicraees, wihen theS. 2r_ not cerofuolly evs<d, ther. conld be lapscs
that wenld 21ow speoizl discriminotion. For instanc., SoMe
officers of governmont b2ve to perform certoip: tasks that oo not
i accorcanc. wWith oxisting policy. fnly a direct order from
higher zutherity -macles lower efficicls to deviate from standing
poclicy Ehrough crooption. Sometines those ordirs taks the form
of 2 docroy oxr 2 latter of instruction.

Some: groups in the private scctoxr thorefore have ligitimate
gripes whon they complain of discriminatory tre2btment against
them. 2 govoernmunt must show fairpess to 21l concernad as a
matt.r of cquity. This is > lcogal, Dot an cconcmic point. B
government which rolios more on the impersonal workings of the
competitive market cen assure its citizons of fairness by
minimizing govormmental interventions, including the giving of
dirsct favor.

Some of those special fovors might be simply wuender  the
euphemism of “corderly markoting arrangoment,”™ 25 in the case of
the sp.cial private company sct op as a dJoint wenture of o
privet. «roup with the Bur=zu of Animal Industry toc have the
moncpoly of imporis for m.ot from Rustraliz and New Zealand.

Like £h: takeover of th: wh.at import industry bBy NGA, thi-
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@.2rcare transforr.d Lrivse. tragding op.raticms o a spocial

T wobdds BE o Lwss ntial hoostody  how 2 cligar rré panhr
mznofacturing ‘vontos. got oxclusive tnx fre. privil.ges o IMpOoTE
qigar_tth papge1, thircby confurring upen it th: absolut. powsr fo
eneck  off anvocompstition indokhs sxma ficlkds Tnis ent.Yprisc
produceg onormous profits in its operation singe tre domestic
cigarerte meanufoctaring company i1s 2 l=rgs industry. 1t =
thorefor. mnot stronge that on this basis the -owncers of this
company w:rh abl_ to bonila & larg. industriol comglomerzte which,
incidentally, ccllaps.d. It di® aon iIntoresting roscarch o
discover if the saau profitable cigar<tt. Ffiltcr coapany was
inclodod anong the bankrupt'Lnt¢rprisus in this conglom.rate that
wos  takoen  over by governa_nt througn the Hational Devslopment
Emmpeny-.

Ender the Lxcuse of providing cheaper nians of docatiopal
comrunications in thi rorazl creas, o black ond whitcs televizion
manufacturer was Given sp_cizl duty-fri. import privileg.s. This
affected the com.stic market of the tolevision manufacturcrs that
Weta supposcd to recliive proforintiol troatment unde.r the Boprd
of investa.nt.

The Ministry of Transportaition and Cousunicztion should
stucy tihr ratsostrocturce for ap wrxclusive franchises, =2 closed
COGDaAnY 5 that is in charge of satollite cp@mqu;E}ians
transmittals into the country to doterminm. if such ratss of
tariff sre Folr ox xoroitzmt aod if sach Izt structure as
conducive: towards puttine an inoxpensive link to the domustic

tilccocamunications ceptery  with: ok Iinrirnzsticnsl sakell it
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telocommunications, given the roiveletionery tucknological changes

(25

Im the o TILXG, Is the countyy payiaog too hRigh @ bill from
gat-llite~transmitt.d t.l.commuricationss

5 e liprat.od éosc in the Eor.gr of Costosns sSCme y.ars bicok
fi2s cthat of & soft drinks botti.r, on. of th. big colas. This
CORpany WoE given tax froo importation privilic.s for pottlos
manpufactur~a from 2 poighboring country. This was disigned fo
give the ‘col: distriboter som. compotitiv:  =dvantags . The
bottles that woere Ioczlly producced woire toc  eXxpensive  end
mampfsctured by a conglomersts cousin of the othor cola-bottler,

gpecial laws or. crosted to enable private companics to
obtain cortain priviliges from government on = nondiscriminatory
basis. Under osteblished procedures, these bprivileges are
administored by sp.cislly cisignat.d gov.rnmznt zgencics, sech as
the Bonrd ef Investacnt apo the Fariff Comsissicon. If xthesc
agencice ere gaigdad by policics that allow competition and thoe
JErkit systim o preveil, they can teiler thoe policics ‘=0 that
thuir sctions wo:ld proméeti rathoy thap redoce competition.

¥or too lonmg, the proposition that a country like ours
cannot  tolerot. compotipg oot rpriscs becsogce of o limated
domcstic merk<t §as bion interprot.g Eo Icaﬁ to allow Eou
compotitors or only =& sonopoly. FThig Lvads k& an  undcsirablz
rusult. It allows =nfair advantag. to bé derived by = proaducor
ovaT 2 Ccaprtive mark=t. The compctisive selnticn iz to zliow Sonk
dugrae of tariff protoction whilo imports zrs meds to campcéﬁ
with th. domestic manuefacturc. The ‘efforts =t tariff

rastructuring are clearly inthe dirocction of improving the sotop.




For ywars, I hav. zrgocd in faver of this dircction, if only
to imprewls the systom of prot.cticn anc to r.@move tn. distortions
that havc beon found to oxist bucruse of un.gusk pfnthctinn a2nd
the: high  cost, coor goality local import substitutes thrt our

industrinlization program hns promotod. This should have Doon

aAcn.  #ach mor. quickly and bHefor. the mid—T7¢5. Iny goveromonit

tokoz yer go slowly k6 convinew and cwen ther only if some offer

of » guid, kike = big loan from the World bBank. is zvailable. Py

de  what ig good for the <conomy in gonersl should not  reguire
waiting. E.

Bpt | this  i= woiter onder the bridg... i & glad to  scoc
extent tﬁat the Steps ar. currantly being teken. Tha only
unfartunaf; thing: 1is that it gives cr.dence to the charge that
the measores were tokon on the gooding of cxtirnal institorions
rathor than bocsus. thoey were desirablce to begin with, as inds.d
they ware., From DY oWh Viecwpeolnt, their desirsbility had never
Eecn in gquisticn.

The: ¢loment of monoocly privileges i1s still allowsd by
JOVoInm.ont te be cxcrcised under the guis. of protection, While
chHSrmees itcentivos 2r. Alr.cdy owsilabl. o holp auk
cnt_rzriscs, corbain priviicg.s, Eike: reguiring teriff
c.rtificeticns pricr to importation to mscartair the availasbility
of domzstic substitutes, arc given to agencics. Thase agencies,
in turn, would moke & ducision bassd on inforamtion suppli=d oy
the =affictes coxpany ~8 to the svailability of adeguate local
zupElicsi .

Tk the cige - of  thi » largust papor and Dewsprint

maaufzoturer . This company hes been given wirteal conopoly, ovar
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the  newsprint “Satket in' "the " cobobry. TiT was when ogr
nowEpnD.IS R ameng’ the bost fpresonted ip the Bsian
journzlistic mark.t buecoasc, thiy wer. at liast printed on - good
newsprine. Gk’ the  gov.irnmont his given this corpany  virtoasal
moncpcly OVor nowsprint production nnd distribmtion. In: o Tty
there was a3 time when this company was alicwes ko import the
nzwsprint which ‘teguther ‘with its productiocn o controllod tho
domestic merket  ‘for the suepply. Hiwsprint imports are @pot
s1lowed ot times and thoir Sariff rates are already high. hs =
riepit of this, the lowsl nowsprint makor had little incentiwe to
jmyrove the guality of nowsgrint. And today, the ehilippincs has
th: @istinction of having the worst newsprisc on which cour
n_wepap.rs and other scnool Susplies are pricted among ASEAN
| CCUntrics.

Jast r.cently, the new Pailippin. cocochemical vontore wis

fe

given the oxclusive privildg. te idpory alkyl bensang,
poetrochemical product wsod In the productica of s?ngﬁgtim
dutirgonts. Tf ofe Dof the paticnce to riviowthe dnriff ceds,
it wenld bo casy to finé provisions of tow folklowing kind: . a
comaadity import ‘would bo oepkitlid & lower rote nthtcxiff 1f
cirtitico by toe Scard of Invistomint.

sitimatily, this procidurally mceafis  thet the &orrd of
Inv.s¥ront, with consultztieps or judgment oo its part, wounld
&t rain.  if ocoopany X is capable S supplying  the computing
doemostic proguct .’ I# the produc.r is porsuxsiv. <ocugh, or -if a
burcsgcr st Soter@mines inceoendontly that in any case the product
is prosuced locally, the inports could be judgedt as ONNGCLSSArY

and  oastoful,  dven i thi price is bebtor @pd tho guality: morc
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segorod, In suchk casc i ruslly so much BItely AF =etocl

£
-

i

i

&

tariff rat.s, CcoEpcnsoting taéxis, and oetidemey Jduoties [iF

cumping  coeld bl proven) cculd bBe o pepliot. given 2 provalling
cxchzpgs ¥ate which 15 presoacolyipot overvs bacd. This ix _Ter
from the so-calXl.d “frec trod ™ solution that some carcless

-

critice on th. scanc nerp 23 the moin objuctives. of the tariff
1¢5tr;¢turing PEOGL 2F.

The priec mechepism would therofore play its rel: and no
aoverndmt rogulator newd wVor control the process through his
signrtore or asscrt. It is monspoly power f the regulator, or
as transfurr.d by this rogulator to th: private coterpris., which
rsduc,. s Lthu cdmpttitivL wrgs and thor.fore pepalizes the wholo
country in the omd, whem o company, which is already given
gonorons tar ond ofhor inveostrent AiDc=nEives; iz further ogiwven
additicanl control over the 1if. and doath of companics consSuming
& product that it gprocuc.s, through privil.g.s granted by the
gtzt. or its instram.ntaiitiss, it crcotues conditions that maks
them nutomaticrlly carn profits oven without helf-trying. The
instrumonte of tarift protection or ontidumny measur<s shounld bo
mads o fulfill cortein tasks, - #obk the powir to ditirmine the
fate of oth.r compoting us.ers should pot be 1ofE o them or €O
the et=t. baroapcrat. This is ths kind of power which is
promoted by toe use of tarlif coertificetion procedorcs which!

-

those  in the privot. s.cter who ne<d imports to sustain part  of |
: I
their opcratiens =211 too woll undorstand. ’

BA




The Flenning end Implefsntrtion frocossogs Resources =2nd Publie
EXpondicere JonEral

cudor Martidd I3, EhOChHpAcity -i0 Jldo¥SEL SEBIic riscurces
Cooprsdil:. goVernmenl crogroms boiolm, & By ) TEoarl s i She  ITFfts,
crg-pizetionsl chongos i Eal SIaGhing SSohifiry mid.e ¥E VNS r
tC strosmlin Ehe Sctivitics dnd fondtions &f fatorndont. T
plennicg machipeszy wos strongthoencd. Compascd 8 frovViods yiars;
there W3S gr=ater oeordinatin. of the SConomic PrOgLatiS.
Govornment corporations Sofe rowitaliz.d ond so8 noW oS Weld
Crvated. Thess - Cchangw® wor. designad bto corry the mapdate of
dovelooment more <ffoctively.

Toz ‘texeble rosourc.s of governm-nt inproved. Chonges in
the odom-stic Eax systom woro made, A - loTHLPe D 0L Lo T ERX

bz “was dchicves, ocobviring for ifstsnol ., o widar fFizsld of

agricultur., trzo., ool prenorty ownorship and other hitherto

untax..d sreos. Ths pasys For the Xi0d oF Sedicst:d ) DD-DOOSoRSY
v L Yo pment thot o B T [ T S gun aurthoritarizn

governo.ots Jin Eost Aszin thot 2re now clissific? 5 HICS Dicame
availnble to as.

whot wont wrong? OO EONe wEELTE . ERUCERIIOT nf‘palicy to
B8 The parket more TEocEively, wiich is the thome of whiat has
Poun said so for, has =2 big story to £ .I1. Bur ~ll that is not
enfficient. “ony .other focltors converge Togotkher to concoct &
Eimd of "witchos'! Yrow™ In the —morging sege ©of pPhilippine
contenparaTy- hastory. shifting prioritiis, chongling expunditore
strafegice, towuring poraonalitics: 211 of thesc contributed o
thiz concoction) which led o th. rosults. e sShall bricily

diecuss =spocts of this brow by relating it to the planning and




implonenting proc.ss, In this wny, it 18 possibl. toc oxamine tho
efficts of thes. dev loprents on the oaticn.,

Th. improv.ed capacity toe raisc financizl roEasorc.s through
taxus o9 cth.r forass of saving was not matched by the sa2me
Gl sty cf céntroel over public wxpenditurs and  privats
inULRtmant. Among tn. iFportent roasons for this phenomenon, it
is Fﬁﬁﬁiblﬁ e rofer o two: (1) cvorconfidence and (2) doficks
in the gonohiic decision-moking mochinery. Thes points roguird
=izboraticn.

The governoment in the oarly 785 wes in possossicn of viable
goveramental pregrans deosigned to roise ‘the levil of the public
znd privafc investment. The country built = geod cradit standing
from cxternal creditors =nd forwign investors. Public confidonec
in th. devclopment ori.atation of the government was built by
democnstration. Such cenfidunce alsc omerged somowhat from that
unguantifisbl: variabl. that can bo agzociated with the tcorm
*politicel stobility.”

The initial results of martizl low lod mory tc believs tharx
sconomlec discipline and progr.ss weri at last tc follcw. Inspite
of the oil shocks, the progroms designed tc imarove the overall
infrastructare in transport, agriculturs and irrigaticn, pow.r
znd industry continucd te dominsto the plcturs. This gav: a
cchurently confidunt oicture of the way the -concmy wes being
mrnaged: goviernmont investments wer. boing mzde for productive
ackivitics. Thog, the dirdckion of Ecse invustané pProgrimns
=ruded cnnfid;n:;l amcng loczl business. Among internztionsl

busin.ss s.cking oppottunitics of profitnble sxponsion ovirssas,

Sl




th. Philippines w&s bhocGming an atfractiv. proposition. In such
conditicn, privat. investomont was growing.

it this poirt, the country's internstional cr.dit roating was
in gocd standing. Lomns for many projucts including thoss in the
private sector bocame Cuch <asisr ©o th:iﬁ, sgpucizlly 1f thase
wers cotalned undir goVLrDmunt guarantec. Ihe public borrowing
progrom was worked out with the inkornational public agencilcs,
the worlc Bank 2nd ¥he Asian Devolopmont Bank, 2nd the bilstersl
poblic SOUTCuS, principslEy the deve lopam ok RETlSTranCcT
ipstitations of the United Statss, Japan, =g okhér friendly
countriis. Thusc lozns wore larguly dasigned ke finance piojwcks
identifisé in  the Developmont Plan. 211 of thes. loans wers
basically prudent 3nd well within the long-term repaymeni
capacity of o growing cconouy.

“Owerconfidence® brecds’ forther oxuberancs. ORG:  vely
infigontial socter in cthe goverament arces to  affect the
dizcctiaons of public sponding, Thiz was B =sector that propagested
the fthem. that firsac. - is only money 2nd that @mooey s no
probicm.  Ergo, ther. ;ust b. concern for bomuty and cloigance,
whatevsr the cost. As -ny cno will recognize, that is hardly =
thaem: that could b atbriboted to the p;im: minister or to- his
co—vcrkers in th. cconcmic Lanigom.nt toom. =

oh. roesuit of thi= misdiricted activity wi2s the undertaking
af ﬁFnPLﬂﬁuﬂtiUL invastmonts associated with FhL govsrhment,
arising ecut of ccmpeting progroms of cxpenditore that were
Neither found directly in the budget nor &v.r conceived in the
dovelopment plan.  They wtilized governmont rusowurces, through

support of programs undortaken by public corporations whose
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fepcing wos reised eitber tarcugn oquity Junding by govoernsont or
rhroagh bend fincnoing.
If thnars 8 ooy migativi foflucnec on Eheicoadirsrating of

the cosntry shigh coald ki attritetic 8 A #assor thsticould have

[ 3]

bein controlles 5 Ehis

control of the lesdirskip, el

& the Fucter. But theis wis only poder the

'+

s s oior ERESC his igiven the
CoUntIy tha dmoge of Cxtren.  profligoovibofor. Enl world. This
Imag. Y38 very haro to o roconcilc with tho ralative powsrty of «thc

I

Bk

fiomanu with the <fforts to fincmes the dovelopseot progrom by
-~
supl.mentation fros for.ign savings.: With widispread travels and
ratinu s, wlogant cuolibrations apd festivals, high: profile,
Fﬂﬂpﬂﬂéﬁlf peogple-oricntes programs involwing osxpensive.. public
subsisics, the mori uvas B0 o Bhe moES wos said. and the résals
o not compiomentington the divilicpmint eiforts of the notica.
A8 o T~Sult and oot too. primaturcly, th- bBftion isiPgiftes™
With ‘#nl intorvotioncloconventicn cinter sut  of SEoportion:sto
nigdl ) 3 darge Fila polace thitidsia wvodio imitction  of Sthe
FRrchn.ncn in -albens, many spicialized hesnitels clustered
togotim  bDub Ddesagned: 0 carssScplittd crgans of 0 theo o honen
anstomy. Thatfs 1% ¢ government-cwned univeorsits tbat is ncthing
DEtd @ public Jmbaraseaint botiy boforc cor puepliand befire tho
WET L this is o univers=ity with ne facolty dsséntially, bot
R chs - Ras b..n crdowid with first rats EniLﬁingﬁ =nd  toe  bost
Spora - fatilabal Thie Iz thi samée wniversity catensibly
tetEblished for th. common pocpla ina sotting Ehot is SUPDUSed
o R (e R o :nnrvatL Ehoad 13, Bow wie E¥nd: the | further

abrrsssacnt  of  its promiscs being used Instoad to cducats the

childron of the very rich Filipinos and foreigners in the country




urdsr  the -ocuszievs of tRe xclusive,  aliip—sponscred Brent
Schocl . Brd E courgloEhds wRivorsityonEssastab T Iseesdl by Lk
SRl GECED Eriing  Bo O3l fhat thnvienuntryls  Srogramns’ nust
addrisscthe =il Rosic Doods OF GG patEals

Truwsl Projuects 5oy So.m pigneb-sired in itnodir dxrcct offect,
écnsi&hring ths totel megpmitusis ©f giversscnt snd-reskings. But
they have = larg. indirsckt: impact. Coe 3id. offoct is that 1t
hrs  oncopraged . o cultors of cxtravigancd in @My ways within
o o (1 8 Whop crxamples &y avarlable  for  tho farthfal
followirs, imitzotion bocomos. 2 Cchiop ond oec.ssible art.

These BCctivitics oust surely nave cost the cocuntIiy a margin
of hignhé cogt in Internationzl credit ciccles. The ! toombl Gak
PRilicpine dubt over LIBORTEN the internaticnzl fircmnco  market,
whick ' rose st ckher factors padymade intornaticnal londing more
difficule, ‘c=8ld hav. bros o sffoet.d portiv by the nigh profil.
cXtravaconce in sScmi Saoiirs ifjgavhznmhnt. Thy goveInment ecald
nét ‘fingncioprojocts ofr largs siye which ar: inort ovin monticned
in:  tho dowolcpmint plapiae, at thoe same Siamc, plce: beforc
intsrpational lending institotions Eoot CoOTECERALEE A
finzncing for dovelcpmernt projects (which wis gotbing aifficult
; S e i - TIE Zivern ) this cEtenEsticps sirpoticn,; ipEcroaticonl
lenders! wonlad fiot give  fhii counbry 't brilcht Tatinga Hottels they
Wulye  constyained te tightun thudr terms,  imnlying higher rask
Drcoinme,; for lean syndicaticns invelving the Philippipcs and 1Ls
instituticas. '

f _iEnores, Ethut govoernnents all owvor the world arc guilty
cf =usrsicing aborrabions in-thuir cEpaepditers. systems. such

rherrcstiocns ari cbvicusly justified in scmc cther contexts, for

g




instanc., political. This. 2C. the ar.as thot are normally nct
trecded by th. cconomic odviscr. In any cas., they affect thc
guality of the turf in which the wheole governm.nt sporat-d.

. Mzny projocts undogtsken in the private soctcr doring tho
1570e, cesccislly thes. that reguire o lorge guzotosm of espitel
invcskmint as the lotur oxocrience revoaled, had been of poor
SRl ty.~ It is fzir %c strts that some forter.s were mades by
thess: whe only ipitisted proj.cts and procured machinery rather
then by rusBping <nt.rgris-c. In scme cases, the viable opcrotion

-

of - the ontorprisc was not 2 maj-r ccensideraticn of the project
proponcnt . This cvxplainod part of the procbloam within soms
scogmetrts of the privote sector, ospecially these #1th accoEs o
larg. lcans and guarantocs. Thig .is not to condamn the privats
sector but to point cut that some socmeont wes Jors interested  in
the opick profics from procuriament. In SChe ChS.S, it Séeamcd
c2gisr to doefault co the chligaticrs and leave £ the governmont
finznciz! institoticns the preblam of boldinmg th: bag.

Phis ‘was, of coorsc, far from the iptentions of 1ihe
govarnm.nt. Th. DPrivote projects were sonposed 5 add to the
productive copocity of the private industrizl sectcr sc that the
CCLnCmF  Ccould bs SLrCngSEr. prime Minigter Virstz had trisd o
gxploie this meatt_r in what termad cut to be 2 5t:t;m¢nt toco
difficult fcr = man of his cosition to makl, whon he appoarud
about tws months 2gc before the Philippine Chonodr ¢f  Commerce
znd Industry.

Reglict is tsc streng ~ term o us..  Overcenfidencs anc
misjedgment would be more apt in failing tc -stimate scen  encudh

the dmpact of the impénding preblom. The signs of thdse were
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alr acy lovgoe cucing the Doiey Doe [1l3sco, whichk v2pfoned during
i 8 R P S - (e R T s - This Sff it had csascd the
SEV_rnmont € pndoirtokc dld_fsive mensures chot woero strong buat
h';Jl; eErsng | ohTobin To Sur. e T problarng oot oy then had
cumulitod,. On. sizo-sl that could nove holped Dut Gid pot wis th.
;cuntry=s Zerc1gn eXchnags £I8_rics. Thay turn.d outi tc b woch
Yewez: fthan they wer. Foporicd o boe. The moghiivdds: wos  lazge
cOCEgh == latir roporits put it at pbent o, hililicn BE dallors —
= tC -orenty a8 scad-doelteding cffocten the  onality of  thic
P st it o 1 T P P e s R o R e a8 - s

If th. sighals wer. preogerly read soon cnovga, the painful
Mo SdE S ft rotronchments anc Zdjustmeonts woould hove oCme sochor,
o, Thie add.d oressere =f salveging private compenics that did
Got monige their =2ffoire oirrcctly actoally reduccd the Fiscal
fioxinilaty ef the govornment. Elrcody, the leglitimats
d_vulfpmunt orofocts: o the hipgilna had suiiired slready by

2 T 2

Cisrupticn cf plouning -nd cocrdinaticn

It 35  now ossentizl ©f go to the moin  peint Sbout  the
disrupticn of the <conomic docisicn-maxing functicn. one offeot
of the cnlarg.mont of fhe ¢overnmint sachincry and the Lxpansion
ef o Ehe public corpurite Scebtr iz the «wcr.aricn of diffiront
conbers ol codrdipatichn . The sitimat. cocrdinoaticon shonld hGavae
boont duireiscd within the BEDA and the Cabinet. In the 1979s as
waxllas today, the . norfal instituticnal controls hasve alrzady bein
in plrce, «ither by development ¢r by oast traxditicn. if thuze

comtruls. ere Teliod cupons In khe  @SSeSSWeDT I govornmental
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Srctoas s - ok ogrosk T Sear.- of Sonsnltsticn ong Actountebilivy in
o T - 00, Y i Tt ot e ety o B Fhuss SR SR NLEY <esuntial
strriost s that daprov. the scundnogs: cf  roblic uapdirtakings.
?u: thige Stups Z¥c ot tiic cost cf sposd ip JduCiZiso-MzRINg. At
b beoinming, coordinaticyians rolotivoly sErchg.

2nis Tora of coptrcl wre wopx.acd s the 157ws ¥cllad. om,
Strong.r cersonalitios In oo gov-ron.nt bogan £S gain auch' RCrd
A rsE e ans hee . Wislse aabhtraiey ForEnciy Sut  proech®s Sand
Erocmogals. oy sllowine the byisssing of this festitotional
_nctw:::h of: The CoNGEnEo ot o the ploEning 26 Sooision-meExing
ZECaisorys which Bugan  sassiciously Serly. can Ens dechd. s
] i P Ae norosult, aany s institutions wire ostablishod.
Coy ¢ th, s. dnstitiricee covyi o sowors ona-fanciicns which ran
oty i O L U T o, I o B IO 0 e B et O R G 0 e T i

FEY - inarens..,  tho st commcn vidlDtions wors  thosda jthsl
pertoiified to ta¥y Chororicns ond fho PORSE TC SODT . Eventuznlly,
bnoms Sooroes Welec Corroctod martially, to copfors with financial

rE ©f this

5]

pelicios. Rttt Fipamcinl slctor  Wms oINS o
proil cina Shis wos tasior +o srovent bicaus. the dirsct costs of
tZx o mpricns. o  govornsontsl oporaticas throege 8 -odrop e
revonu.s or loek of control of borrcwing ~urpnority could bo
forianze aaore cuickly. E.fice, the dinistry of Finane. wos sble
EL o RnoCl E0imc ol those rohl.oas inte the fold. I€ wes hardor €O
meritor the imglicoticons of changes in the comzosition of cabinct
e e Cesignod. Ba ¥ owiet cortain ocrcblohs espoca=lly in
cog s whon  the cooraination Proc.ss gobf wookoroll. sucn  wouold

hapwoa whon the losd agopey foalad te duad cr tocx it wpon its.1f

- alar P E Lt ol ey B ol o ' o
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Bs od= 2B it mey Bionm, sSuch c2s.8 often cocur. 1t was
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pr.oozing Soctirs,  RaACSC orovoszles were nckE  Troperly Bl wved
throngh. dicussicn and debat.e, that o larg. bort of the work "of
th. ®@-jor coonomic Gfficurs wer. tak.n bp in what conld be
;upnhmistic:lly call o “farcfichting.” It is @ large
mis>llccaricn of time when the ;=j6r. oconemic cific.rs  fro
fighting firis rzth.r thens man-ging lopge issuds and strategic
prochblems. Firofighting ceuld o be redocsd by appropriats
coordinaticn.

Perhips th. zbsclute d_cro.-mnking pow s  had soncbimcs
CRCoLTnO LG £ CLY¥PrE5Sing of institoticnal cooEuititicn,
PIC-URwtS of © Dow  lows edn  boe  wIrY. iEperioinge apd blae

"emgsyfooring™ con thoe dnstitetiipzl ootwors of ghe  DbDurusacracy.

rf

It mes-thorofory ooy tasoting for bighor suooarityy Givieo. LDhis
CrssaTs ko deoide bolore scand aduics opwme O LES ToSOrhed
Th. rosulr of this was the promrtur. boiides of Cxpenditoris
DY sSoum. goviInm.nt cdrperisticns ahoad of  thds: that wounld
noturlly heve come from £he nirmal invosto.nt sad  oxpendituras
pipolini . ThoeI< WeI- chs=5 in which luss disizzole pr@{gcts or
activitics would gct the floancing 2hozd cf those piapcintsd in
the wvovelcpment plan. Roeccgnizably, in =oy gevoramont, tocr. are

pushes pnd pulls cverywhor. . Bul when the tugging and pulling

PrE nct withio sight or contrcl ¢f the cCcoOrdiadting agoeRCics,

shers e ne offoctive rodross or daefonans, Thus, instact
BppI.vals for szcm. projocts heppon.d. In'a way, the "fast gons™
in wusSters plays cutshcct . 516w Onces. T Sicw tnes Faii tC

gut TRl iR Of Y- EcuTooE.
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SNALTER Ty U Eosourcist it SRoul o Rsdn fth, E bacdeevgeol rhgoahad

TECYVICes shoinlo hov, Bréwn in coality s Sell o gesnviry. uLr
time ™ cthe salarics of giverem o nbt copléycss Goeo S tdricrnba Sib

i S T T s b o o e 3 S Thusi workors din  thoss

Irs

RINISTr i havi saffored mech merces Tod fo o scarwxtent have owen
s

Iagoud behind those of “the average govirbment 1l sclcrios.

B high point inm 19%7% wes rooched abol thoe Sinistry of Hoon
SUEEl i nts  wis Ccrodtud. nvasateally, | Hhy coordinniion ol 2okl
OO Pregroas of gV Coont B L I o b 2 w41 By

SCHCtiacs, Ehe PO ¢oBLurs govi ‘cinflicting commonds, O Scile

wxtont . TH ot cage . Yoo flog ef hoogotory rotioeeis Smogydd dnes

(=7

| o s i o L BBk o e Inrg.r ‘huedgstarny ficws YWole D iy
funn.}id  Eeprcasgn thils picistry, ifoclocing Bho ‘coardinsticn OF
gome BuSgUtary ooriviitl 4 of soveral'ministrics, Tod SEVSEal oW

corporntions thet erirgaa undar its wing,

pis wLEE marks ths ffest tiac that w. Hgoln-are’ Inpertaing

k1

ric.., The climetic foctcrs of 19d4 hos ployed »n important part.
Tyoneonhs of lorge domzge hit rice growing rogloes, 3uk meEc than
this is iovelv.d. The ric. yrcwing progese of che gov.rnment has
cuffir.d from relotive inptteption bucous. in the last fow yerxs

meeh ef the sosport pd funding for prograuts hs bedn diX-octed LG
the preégrams that wore pushed under the @inlstry ©f dusan
setillanants. Sipec Hid=I%cl, a1l of govirnaont we2s talking ana

chonmeling rosturdsls, cepocizlly dn the raral - ardas, IC RER
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Fig Tihetd progr~ns. pragicicnzl-pregrans such oo Tice growing,
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snich Troetuivets so much inpetes from govornsconisl suppstt before,
Bogen: to gef logs Sthenticn. ip Izet, ke cxpansicn sarvicos had
boer porbly ~sfect.d bv the soafting prifriti.s oRa  DRIgroms

being Siwelipid o Supnort the XER progroes. Evohothe KFA, witich
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nas beer: moch discusscd, was dovoting mers
programs like kadiwe and whont procurcamcnt,
o dus tismes eshy-cnrlysts will have o £0ED the-ir SEramEicn
ro rhdiEcinter.sting, and vozy usfortencts, poass i Philippine
eCiniaic’ history. Those in thoe ficld of govermuint snd puoblic
admiﬁistr;tinn, with thu biip <f ccopcanistz, wcoeld hawve 3 fi«ld

dep. onzlvyaing  this £opic. fhe Botsgan hesrings con the 1984
bodg<t,; especisily in ccnn;cti;n with thi= sisnistry, and rocont
nows sbout scme corporcticns mnder it, have brought into the cpon
ser. intor.sting sctiviti-s that may show only too tip of 2 large
icsberg. Lithin *nis ministry s th. congloimeration of th. most
dispensable public corperaticas in dhe proesJant gIV.IDacht. They

have cest thy nntion a considersniy sum. #£nod if ligoidated today

te sove for EnG fubtre, suach liguidatico will still cost Lhe

- T
nzEioey Mo .
Copcinding eod. Parther Romaris =

many foctors cxplaio tic Prosent Cooncmic CIisis.s For ou: to
address  our vroscent procbloas correctly, ‘wo must focs bhe [OOCS
Fhct ooasod thidh

zxterntl  clrcumstances ‘h:vu“madm o= cedpbmic  peEformanci

luss favirabl.. te growth, They W.r. not sufficicnt BC causs =2




erisis if strogs Sdznstoonts wirs Eadce o aarly  onongh. such
adjusta.nts  ctuln bovs pode guodiogs of thy: skt acchanism ot
sclve fzng of the =Ccdnomic oriblims. Political fockcors, such as
the cssasginoticon of Senotor Aguing and dits nficrmsth, cRpus.a =
coisisief confidincs wditn =2 wide Seccpey

The bogilc health of e oconomy hod bionccrodods by yuars ef

Iie

inzttepticr ©o  the post criticol preblums regoiring s=cconemic
refcros  and b the postoapuemont of policies hint weonld have bocn
helpfnl, The 2etin. purseit «f unpocdisscry market interventions
Pl re] th;xmbﬂh¥ulithiLﬂ uf seworel seritical soctors, rather than
cocmpirivicn,  confurred  special erivil.g.s bo cortain sectors.
This in - forn holzs.d te stifle ipcontives andocontributed no las=s
ECabna frestreaticns - and oo fficicpncices-dn the privsts BSobor.,

Foe! add doothess; Ccertsinssactors of argarnmsnt Followad | a
Ferallil  and compoting program of cxpoendibers which wes wasteful
by &ny .conimic’ stonderds. This s Gcoc Dy wosting governmant
CSSCMESCE in pred.cks of littic sccigl Epnd gctrnomicproductiviby.
Cempetitiun with productive dnvostmencs of this orofligate
pECgram. peducod Sthe o cff.ctizopsEss: o govoeroasnt offopts . in
saveral L Y Thase projects zxre higilighted by th.
arciitoctarel wende©s Shat weie Tushed for #strroclirthn  Manile
2ol thEe iworla tioESd.

In additicn, there is 2 tendency to undortake ill-cenceived
nnss SrLjucts; for: dnstince .- A0 ithe .guailsg =60 Slivelihosd
genmeratiin,” 28 £ that torm wore only recyntly discowvdrad.
Thags pragjects odgporodh. lossens: of  pagn o LaXiUrss. Chatchy
Zerunyms accompany  these projects so thot thoy cculd partiy b

illuminated through high prcfila publie rolastizneg - dkdia

1



advortisiag. I the end of cturse, trué aevelosmint proécoeds
znly Cwhins pocple hove dmpaivdd chploymoct snd incdmc oot whon
Elho bhaghn e Boarn staforobiomel i T minnina ol sinsd.,

The Sovddopmant  pragram Lhich ooty free’ the flanming
sectirs of th. governmoat hed-boen gunirSily of scond dirceticn.
Beczus. the competing progrems of wost_ful s_ctors of gevernoonk
frd Jdged Cor ischic fundingl for cbfhox moDe Prodootivs - Investmont,
Ehe - evirags DroduckEivitys of goreromoipt  ruscurces) ol The
affectiveocess of govirmment sufferod fo uncurtsking -its task | for
incre—asing -ccncﬁic and sseind proéactivity.

The: dack  cf Faith o in #hi possibilitivs of thl mnrkst is 0 o
maicr failing of Phalippine coonokic peliciss in the past. TE
the m:rk;t hod bodn mire vigorcusly ©oli ¢ upcy  dn the Yulls
fcllowing indcpondincs, ‘instend of “the unfortuenots policizs of
wECHDBS.  anc | imaTt ‘contrcls ond th.  pesticho of gat:h-ﬁp
sclutizne feor _vory ocuvbepic prebloms that hod wcourros, it is
13k ¥y that the Philippince cconomy weuld look wery  aifforsnt
today. Thorve would bo gruator naticnal prigriss. Tho cumulatién
of ‘massive waste of cnpital in the ccencmy is similor t¢  having
Icst o costiy war through the partisl 4. structica cof th:Lnaticn's
profuctive capacity.

wnch talk continuces on the preblenzs we have in dexling with
extieranl. Institatiins, Iike tho IMF, for the sritical <sconcmic
adjuegtment that ‘hes ¢ be doc.. This dcsirves o fow pointed
Girect comm-nts.

Tirst, tho s;bstnntivq problem ERat we oo bddzy mmcunts to
= lzrg: wconomic crisis. Edch et ehis crisisadis of ERL  Soum

making. It Ix wot ther of othor: soxtirnol Cipstitoticns | | 2nd

b2




CCUntrics, Thoir-inucivemont 18 Ehst Ehoy gitiemtught I8 £hoON
ety HIAI o e 3 0 - 8 \ The crisfa con b, Erac.d o Cortain Ccencrotc
stops undertokon By the noticn's givirnmont in rospioding o
chall . ng-s, T, crpnb. tric.d to historical rocis ond. an  toas
SuTisw Ehe calpability extonds to o long 135 13 SLC1siCDS.

ahor: wag  lack of trust in marxket scluotiins, which wiwld
hove -rolicved tn. barden of govornment in  nansling intricate

-
proBlems  2n8  kupt  the govornment busy where it mebter.d -
pravining bagic services +f public invostment in oo o
e I

infrasktructure, Feeping gpublic hecitn, edoccticon and peces and
crdcr. what the Govorament did was o und.rtake UNDLCaSIary
;xpansiaﬁ in Som.e Sothors, The faith in market sclutions wowld
have whccuraged rather thar inhibited the privite SoCctor. it
wonld have mode the country better develiped, in 1ndustry,
agriculture, And comm.crce thon W ors today.

gipand, tha responsibility of government £0 sec to 1t Chat
tho noticn, ancleding the guvirnment's total fiscil prigoams;
Iivw.: withip 1rs @Eians. This ~lsc rognires that gowornment
cntitizs .anst be fully sccountable for thed:r cchiins. We muskt

learn  te contool tctal soending, t¢ have a very respomsible

figc2l

1

clicy. o must mpak. ainistrisE #nd government
cerporaticns and  somi-public minopcli.s accountzbl. for theiz
activitics. aopriprint fiscz]l rTestraint h=s +tc align with
figrociel and Donetary pruddnCd. The problem ariscs whon  toc
much lipscervice Is poid to controlling thir SrPCiESES ;f government
spending wWikeh . is th. public nas found ot in recont Yearls, Sohc

soorcrs of goverament 2r< allcow.d thdilr Nerry way in spending not

tnly oo westiful projecte.



only roecently, if cne is chscrvant oncugh in the vicinity cf
the Marncrizl Circlc in jmoezon City, = now stccial hospital  is
harriadly boeing constraoctad. This 35 fn spite <f the cwverlaoy cf
gsevernl goivernment Beilt hogpitils constructed in this ares” ‘ond
the fact that th. nction is in 2 docp cvoconomic ©risis with & hold
crder OR amcst now government programs., Incidint2lly, Ethis aria

as originzlly the site for a goveromont ceatzr until thesc

hiospitals preompted the spoci,. This oW Ccontel is gecgraphically
butwesn the heort cootir 2nd the long contor. T commend that we
askx the budget ministry how much iz the government subsidy
2llctzd €5 this cuntzr for 1584, This is the kidney center, the
neWwist - the nebwork of ecxpensive spucialized gervices
hospitrls.

Euven © if thore wore .nc conditicnality atrachoed ELo tho
extensicn of puew loans fer the cecncmic adjustment program, thoe
gevernment pecds  to domcnstrate sinc.re restraints in  spending
sspecizlly in casws whire 2n act cae be symbolic and thorefors
meaningful - Tha IMF facilit} =nd the  rosrrocturing cf  thae
external debt which hzxs boon nogotizted can anly p;Evidg SLM-
tamporary rolief. There is mecd for sacrifics tocgothor with ab
ultimat- straotigy that is scund., B gr.ot regord for Erul Jccnomy
apd eCibuanic effoctivensss woenld be poeded in the YVGETS et o
Therefor., thor. shculd be no rein for wastefdl sponding.

—~haticnbuilding has its ups and downs. TLRE-Tary Sctbacks,
sncn 25 the pres.nt crisis; can glve suVverye lussns for us. " The
pitfrlls can be oveidad 1f thoy are xncwn. Sueme usciul roles may

hepafully result 'which csn save us. An cptimistic lock at  the
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presint econditions weusld be to imzgine that w. Love bocn deoslt

A

wernd. rhak iR fige,y -Bos tought us on beporiant lasson. After

Hoatiogssfhe bedy concrEchbiarle fgoin sy porbros sibn grester Uigrr.
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