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PHILIPPINE IMPORT FLOWS FROM JAPAN AND THE UNITED STATBS 4
: "1 ACCURACY OF TRADE ‘RECORDINGS * SRS
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"Romeo M. Bautista and ‘Gwendolyn: R. Tecson*
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Toe Trgtudiées ‘of Philippifieeconomicvdevelopment have neglected ’to
inquire on the accurdcy of recorded foveign trade data’to a 'swbprising
extent, having utilized on'faith the trade'statistics ¢ompiled By the ©
Centval Bank and the ‘Buréau 'of Censis and -'Stétfistics.y’{ ' The "intimate :
link between tradd pérfdrmance and''pattérn of devélopmént: that has?rucs
emerged 'fromosuch §¥ud1es would séém™td suggest the' need for d mare sl
careful scrutiny’ oi thé officiallestimates of trade flows than Was™ o

actually been doz;f ThlS may well apply to most small open economies

for whlch resear flndlngs are made and pollcy dec131ons taken on the
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‘ba81s of offlcialgtréde data w1th llttle regard for the quallty of such
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1
recordlngs : “
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fﬁThe?objeétivefofithis“paper?is to eéxamine the ipelisbility of:
Philippine import statisticd and the-faetors standing in the way of i
accurate recdording of import thansactions; A recurrent finding in o
studies of a similar kind is the substantial divergence existing between

bllateral country recordlngs of trade flows. Amcng the reasons often

LSRR TS ST sy il o :‘\‘.s_;_ Bt T TR
cited are: dlfferences in commodlty coverage and c1a581f1cat10n, tlne
S mb wtel s NI SECE T R

1ags 1n recordlng, transport cost and other charges (1n the case of

ol }.I_.’IJ,, RSN [EEASSIVIN I

f.o. b valuatlon of exports and c.i.f. valuatlon of correspondlng imports),
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dlfferenceexln the.metnod of deslgnating partner countrles as te pro-
venance or destination, and exchange rate overvaluation. Divergences

may be expected to“originate ‘also from caises that exert their influence
in a random manner. It is argued here that the inaccuracies of Philippine
import trade data are neither random nor can they be adequately explained
by the major ‘soubées ‘cited above! One would then have to’grant that a
systemtic bias ‘in import recofdings exists, éffepirig an incentive to -
deliberate falSificatioh of repotts.’ One such bias’ that is most perti-
nent infthe‘Philinpine contéxt is the tariff stuubtupe prevailing in ‘the
country during thé'1960s. “The hypothesis weswantito test is that a

large ‘part of tﬁeé&mpbrt datda undervaluation' over:the period 1962-1969-

has beefi iﬁduced“iy the tariff duties levied on tHese impérts.: i
Aot T oo o IR

t part of the paper is devoted to ‘an examlnatlon of

g s o ..:i~;,»,_r~.

off1c1a1 estlmat's of Ph111pp1ne 1mport trade W1th 1ts two prlnclpal
7%
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trading partngrsi Japan and the Unlted States, over the perlod 1962 1969.
Dlscrepanc1es;betueen bilateral sets of recordings are analyzed 1nd1ca-
ting the' overail magniquES of undérstatément’ and overstatement of
Philippine trade statisties relative to bartner country data. . Period

totals aré’ presentedito Mmifimize data differenéés due:to time:lags in:

20 S E VE H v, SRR o . g o . Bypr e

“pecording,
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Prellmlnary 1nvest1gat10n of such dlscrepan01es havxng shown

g sy T " N
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ev1dence of apparent 1naccunac1es in partner country trade data as well
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an alternat1ve method of approx1mat1ng the true values 1s presented
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The divergénce of Philippine and partner country récordings from the
" alternative data set thus derived is then discussed in terms of the

| 'ai'ffez»iﬁé mplications of the threé alternative sets of estimates on -
the trend of Philipplne 1mportsaiﬁ‘the aggregate. o e

D TR A ORI S S S SRR SR+ 3
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t oo \Totals" op, "aggregates' tend to.coyer diiésr'@?apc:ies_an@; can
cel oyt opposing errors at finer levels of, aggpegations hence examinar
'v/@n-oiﬁéssm@ﬁ% data will not-give. an adequate accommt of the extent
of data inacrupacy. Comparisons of data are.thus carried out at, the
+1-5,2- and 3-digit SITC, levels with a view to. identifying.import commo-

dity groups that baje contr;buted significantly. te, total d;scpepanc1es.

=

Comparisons are deeped inadvisable beyond the 3-digit level because
3 b

of the likelihood Bhat an extremely ‘high :ﬁéi&éﬁcéﬁbf"a%aaéépancies will

ly to dlfferences in- recordnng deftn:tlon and cotmmo-
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be attrlbutaﬁla si,
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- In;theslast part of the paper. the relgtionship between tariff
_Fates and the observed differences in pairwise,recordings across commo-
dity groups: is examined statistically using the thpee plternative dinm-

:“'Port @'ta Set‘s.' CLINILT e B RN CER IR TR AL
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The use of an idantical method of valuation of trade flows
1“ Eoev SRR e .

ellmlnates one of the nore obv1ous factors behlnd data dlscrepancles,

that-of transport cost and other serv1ce charges. thiipbiﬁé idpé%%':
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data-are-valyed: ¢.i.f. as most .published-.impozrt.fig_ures are, while cor-
responding exports from the United States and -Japan are in f.o.b. values

'These are available in the various issues of the Commodity Trade Statis-

tics (United Nations) .and-Foreign Trade Statistics of /Asia.and the Far

/East (ECAPE) The standard procedure in convertmg c.i.f, flgures into

f o. b uses a 10 per cent margm Th:.s assumes away poss:.ble variations
across commodltles 1n the r'atlo of transport cost and other related
Freahha o il 1 F -

charges to total cost of the 1mported good However, 81gnlf1cant depart
ures from 10 per cent of the acttal mar-gln between the c.i.f. and f o.b.
values have been obserVed, the margin tending to vary 1nversely w1th the

value per un1t ;velght of the commodlty (Moneta, 1959)
BISERENS § . B . . ; (R
CERer oo Fre:.fat and insurance ¢osts of imports-are available in the

Foreign Trade ttatlstlcs .of the Philippines; . published by the Bureau.

of the Cens nd Statistics. These margins are’used to adjust annual

c.i.f, —val‘hecglmports at the 3—dlg1t SITC level into f.o.b. values,
R -y ,
mstead of. the unvarymg 10 per cent nargln. Pemod totals show an

S 413 S iy B

f o.b.-c. i.f. ratlo of 0. 898 for the Unlted States and 0. 911 for Japan,

,t.‘ L e y . ‘.,..

1nd1catmg a sllghtly conservatlve estlnate of dlvergence in pan.rw:.se
record.mgs for the latter, and a discrepancy 0.2 percentage points higher

for the former in relation to the: standard 10 per cent margin employed.,

aw [t -+ Philippine import data.and corresponding export figures of the

United- States, and: Japan; are shown in Table 1 in f.o.b. .values over the

pejpioq?!_;19652'-1969;._zgg Annyal.and pernied totals show substantial divergence




betuween bilateral recordings, the abséluté amounts being higher in"the
case’of imports from Japan. In the dggregate the divergencé- répresents
as much as 16.62 per cent of the value of Philippine imports from-the’

United States and 27.37 per cent of imports from Japan. »

‘v w81k another iliustrdtion of the degree ‘of discrepafiéy bet-
ween pairwise vécordings is“evident in the import ratibs given in the®
last ¢olum’of Table 1. 'Thése’show a consistent understatemént of -
Philippife - impérts rélative 6 thé exports of its two trading paftners,

the departufés’from one of thératibs being greates’'in the casé of im<

Iy

ports from Japaii; except in 1966 7"
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Imp11c1t the approach of evaluatlng the accuracy of forelgn
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trade data by meiz of a comparlson of bllateral recor'dings of trade ,
O n o * X SR "EYL- L o1

flows 1s the ass tlon that pa1rw1se recordlngs refer to the same trade

ISR 2 Aniddy ol oo
transactlon and ﬂhus should be equal conceptually ThlS 1s presumed to
s : LY 1 R > v,
be the case wﬂbre an 1dent1cal system not ouly of commodlty coverage and

cla531f1catlon but also of de31gnat1ng tradlng partners 1s used Exports

< . i

are then credlted to the country to which the goods are con31gned (coun—
try of last consignment) and imports are credlted to the country from
“which the goods were first consigned (country &f first consignment). In
“th& event of a difference in tsading partner designation, ‘as for’irstance
when impérts are recorded by countdy of préduction whilé exports are by
country of “last’consignment, the (bilateral) ratio of pairwise vecdord-

ings'can li¢ anywhepé bétweén zéro and infinity;gf'”s67tﬁét divergencs




from one (or. from 1.10 for wadjusted c.i.f, import ratios) cannot- be
immediately taken as a sign,of errors and deliberate falsification of

trade -data ,(-:Luey,- 1971)~ T . A B T

In thé:ﬁfééent casé, howeQér;wsuch anvaéymméfricaiﬁﬁéthgéidé
recording origins and destinations -is-ngt _expected to constitute a major
/éghrce of data-discrepancies, becausg..of the relative wimportance of
entrepat'tradingubetWeen the Philippines and her two trading .partners.
.The -United States records separate. estimates for nationaluexports;gnd
re-exports. by country .of last consignment, the latter averaging only
about 1 per ceni of the value of national exports to the Philippines.
The export data?presented here consist then of exports originating from
M“the Unlted Staﬁgs as the country of production and are recorded accord-
ingly in the Pj llpplnes. Unfbrtunately, no separate entrles for exports
.and re-exportg ape a;allaﬁle fﬁr Japan which records export data by
country onLast con31gnment but the geographlc prox1m1ty as well as the

fact that Japan s not a major entrepot trader tend to rule out the

p0331b111ty of deflnltlonal dlfferences explalnlng a 31gn1f1cant portlon

of observed dlscrepanc1es.

- On the-other hand, imperts of the Philippines . are recorded by
wnocountry of production and make no distinction as to the value of .commo-
dities that pass: through other countries. However, one can. infer from
the-records of entrepdt traders. in: the area, namely, Singapore angd,

Hongkong.. The formérviswnct a major exporter. to the cowntry, total



“of 1mports from thqltwo ﬂﬁ]OP trade partners.‘ Moreover, about 30 per

exports to the Philippines ambimting to only $32.35' milliofi’ br 0.46 per
cent of total Philippine imports for the period!’ Hongkong'is aimore’’"

important source of imports, having contributed around 1.19 per cent of
EE AR RIS S5 I TR S : AN RS N P

total Philippine imports for 1962—1969;7 -exports are valued on the

FRUAR Y 5 il

average at around 1 5 tlmes natlonal exports to the country Agaln there

: N T o r
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is no dlrect_means of flndlng out if the bulk of such re—exports come'

SRR :1 NE Eob o o SIS FR I

from the Unlted States and/or Japan, and are recorded as 1mports from

DRI S

these as thelr countrles of productlon. Or even granted that they do,
‘£ LI VLTHI QT RIS RISISEGIEE)

there is stlll no compell;ng reason to suppose that these re—exports,
AR : ERNER R S ! HE Nep Dovsioees TSN (T fiey oReyy

DT o

can account for most. of the observed dlSCPeanCIGS as they constltute

WL \ t \1”

only a llttle oversi per cent of the total understatenent of the value

nt

(cent of such re-e: orts belong to the SITC 5 oategory, and around 29 per

Y -
1.‘

cent to SITC 6 an‘ 7. comblned As w1ll be seen in a 1ater sectlon, how-
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. ever, most of thefdlscrepancles‘(as much as_SO to 80 per cent) orlglnate

ML : TE RN A TN ,l i

from the latteb two SITC groups and only about 13 per cent are attrﬁbut-

table to SITC 5. Another sallent objectlon as. 001031 et al.,(1972) have

Il AR

ss:Lmllarly p01nted out 1n the case of Thalland and the Phll;pplnes, 1s

O
that con31der1n$ the method of tradlng partner de51gnatlon, pne can

Pty ey <.,’-F_3w R REES AN

expect the 1mport ratlo, at least for the Unzted States, to be greater

L3
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than .one, s1nce the denomanator con31sts only of nat10nal exports whlle
« 3 )‘ ,’,-..' i e )‘Z f \4.!

the _Duperator ts the Sum of direct and 1nd1rect 1mports from the Unlted

l"."»“~ o RPN CA e "“"11

State ThlS 1s ev1dentl not the case w1th most of the bllateral
§ y SEE - ‘;

J

ratios presented in Table 1. Hence, it is unlikely that differences in




trading pirtner’ designation can explain away a fajer portion of the

divergence in country trade recordings.

One other p0531ble source of dlsparlty of bllateral trade

co b
il :»(/.

data J.S exchange rate overvaluatlon It is poss:.ble that the data-
o 1114 '.‘:’.’t . I

collectlng 1nst1tut10n (such as the Unlted Nations), in convertmg data
in domestlc currency :Lnto dollar equlvalents for 1nternatlona1 compara-

blllty, may be us.mg an exchange rate dlfferent from the free market

4

rate used by developed partner countmes. ThlS 1s a typlcal occurrence

for countrles under exchange control and mult1ple exchange rate systems,

when offlclal and‘ free market rates may dlverge cons1derably. AgaJ.n
Il ] i ; Sy 3

thlS factor 1s net llkely to be a major source of dlscrepancy 1n the
/ Phll:.pplne case gae to a number of reasons. Trade data submltted by the

domestlc data- hermg agency are expressed m dollar values and hence
do not need gonVerslon 1nto dollar values. The tlme perlod under con-

- } }

s1derat10n has 3130 been character:.zed by a pol:.cy of decontrol and free

ﬂoatmg of the peso pmor to the formal devalua+1ons of 1965 and 1970

Trre

during wh:l.ch tJ.me the offlclal exchange rates can be assumed to approx:L-
S St i sl D A CE R S

mte closely free market rates. Fmally, a test mvolv:.ng several As:Lan
[P T Ny A A T8 "
countr:.es to determine whether the use of a free or black market rate
B ST SR SR IS A4 i e ey i

:mstead of the OfflClal rate would mod:.fy the observed discrepanc1es

g r‘ L

showed that for the Phlllpplnes (as for Malaya, S:mgapore and Tha:.land)

adjusted bllateral ratlos w1th the developed countrles (DCs) chd not

..;J

d1ffer s1gn1floantly from unadjusted ratlos. ThlS is 1nterpreted to
i CodFLer PEoL : { qoanLd




+indjcate.'d similarity of conversion factors between the two groups of .

dountries * - (Naya and Morgan,; 1969; p.u461).

Ma ximum "I.'rade Values '

snLUe

In 31m11ar studles, it has been customary to assume that DC

RIS R ST

partner trade data represent the "true" values. However, a cursory

f. RN Es G OO0

examlnatlon of bllateral trade data at some more dlsaggregatlve level

would suggest that relat:we underreportmg of trade transactlons also'

characterlzes the recorded statlstlcs of Japan and the Unlted States.‘

In F:Lgures 1 and 2, Phlllppme recorded J.mports cumulated over the perlod

\

1962 1969 of Y- dlg 3 SITC commodltles v‘alued in excess o one mllllon

i

l“\’
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U.S. dollars are plgtted agalnst correspondlng Japan and U.S. export
data, respectlvely% Quite consplcuous is the large number of pomts '

whichsdeviateisd

K}

f1cantly from the 45-degree line of exagct, correspond-

SRR

enée son both side§, i suggestlng' that relative understatement in trade. .

' 3
rdatais>mot a -rPonopoly of: the Philippines. The scatter diagrams provide

i

grounds: for: supposigxg that the recordings of the two [C trade partners.

are also subject to imaccuracy and can stand some improvement. = . .
T R : : roovE o n Jdinin-t
Most of thls type of 1nformat10n are 1ost in aggregatlve
e ) ey P o
appmaches smce, as borne out m Naya and Morgan (1969) whlch compared
Phlllppme trade data at the 1—d1g1t SITC level wrth‘those of 1ts four
leadlng trade partners, the record:.ngs of commodlty—by- connfry trade
R B /

statlstlcs have dlscrepancms much larger and of w1der varlatlon gene-

rally than those for total trade. Thus relative under-recording of
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trade partner statistics at the:3=digit level will riot /dentribute:to but
will reduce the discrepancy dt the 1-digit level, if there is a general

understatement of Philippine data at this higher level of aggregation

relative to the trade partner's statistics.

REREEY M

The upshot of thlS dlscussmn is that in cases where IC par't—

ner export data are lower than the correSpondlng LDC J.mport trade statis-

tlcs, it can be assumed that actual under-reportmg to at least the o
,,,,, - S

extent of the observed dJ.screpanc:Les has taken place 1n the former, pro-

T

"‘Tf

( Vlded that there 1s no mcentlve to overvalue 1mports m the LDC under
/study The latteri does nort seem to be a 11kely pOSSlblllty in the pre-

sent context in view of the hlghly protectlve Ph111pp1ne tamff struc-

ture 1n the 19603gwhlch gave mducement to mdervalue 1mports.

"Wheve  Xhere 'is such an understatement of DC partner:data;-.a-

thirf'd»metho&f“of;éséimting*the' magnitude of the LDC import flows-would
b’ to coﬁ'si‘dgi\ as ;‘hbr‘eaccurate the higher value from the two- ‘slqurc.eﬁ;‘;at

gotme’ level 'ofr ‘coi!‘in“ndity'f’disaggregation. For reasons. given: earlieny; we

make use here of the 3«digit SITC level. Philippine imports:of amy. .-

3—dlg.1t commod:l,ty r from country i (i= Japan, Unlted States) in each
r.year\ ma& be estlmated h\ax ,,tMP J . X )twh%ve and )(r cenote |
Phlllpp.me recorded r mr[\)or't;’ from 1 and i's recot*ded T e;;orts
to the Phlllpplnes, - j;epectlvely. ’ 'I‘he estmate of total i’hlll}gy;lrxxler
mports fron; ;oo\mtxf;f i vm» each year is then glven by Z max (Mr., Xr )
GhOOTONIOIASY rab O ! RS R0 TH RO T P

malh Vo

p ke by
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Annual as well as period impcprt ratios and partner country
YT
export ratlos usmg ‘such’ "max1mum trade values as reference figures are
‘seéﬁ“iﬁ“Tahieiﬁﬁfc"dEﬁbﬂstrate a’éreater;degree“c?uuhderstateHEnt of

rrrrr

T.l“e*}e-,r'théless partner country d“ata are also understated relative to the

Mhaximun® vl s so that Philippine ihipor*t ratios brg cor'x‘s:i:ét'entjly' lower
'“thaﬁ“thdge”dfiTabiegarﬁhere:DC'bartner data are’used as reference.

ETGR A > U S WS SR RIIERY s b S (R

It 1s of some 1nterest to _compare average annual grOWth rates

durlng 1962 1969 suggested by the three alternat;ve sets of import data.
Based on the maxlmuﬁ values, Philippine imports from Japan and the United
States have expandef at the rate of 21.77 and 2.80 per cent, respectively.
Using parf£££°éaﬁn y data, annwl growth rates”cf’lmports from Japan
and the United Sta}is are 21 57 and 5.35 per cent respectlvely, whlle
comparable rates gre 19 .57 and 4.29 per cent as 1mp11ed from ﬁhlllpplne
//data. Tt woula appear therefore that Phlllpplne OfflClal estlnsteswslg—
n1f1cant1y overstate'the 1n¢reaSe ‘in imports from’the United States re-
lative 'to the maximuii valies, but inderstate it reiative to partmer =
cdﬂhtr& recordings. tﬁu the cther haﬁd, Pﬁiiipﬁiﬁe“ié£6r¥§f%§5a 55§éﬁaf
appeared to have grown faster than what Philippine and paithE‘céuﬁéry
data setsuinddcateewthewgrewth'raterhagéggjbeeu,most understated in the

Philippine set.
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Disaggregative Comparisons

The relative shares of each commodity group, (1-digit SITC) to
total Philippine 1uports from the United States and Japan are presented
in Table 3,,lbesed_gn‘Philippine,as,well as partner country data.; In

z/éziher casenfeehigggxﬁgge'trensport equipment (SITC 7) and manufactured
goodsis%geﬁifiegAeh%ef;ypby metepial (S?TC,G) are seen to dominate con-
siste;tly Philjpgige*import trade with the two principal trading partners,
contributing jointly more than three-fourths of total import flows. One
notes the relatlvely iarge dlscrepan01es between Phlllpplne and partner
country data 1n the percentage ‘shares of the two prlnc1pa1 1mport commo-

ZN_J
‘dity groups. =

3
B Ihe”g%;fgepanciee of Philippine import data relative.to part-

el
. Ve

ner country stat' tlcs for each major commodity _group, .. represented in.
Table 4 by the \Qlﬁes of mport and export ratios, confirm the, initial
hypothe31s tﬁht there is indeed a wide dispersion in commodity group

! s
reeordlngs wh;cheﬁlsqppears ;n the aggregation process. For instance;
import figures for two commodity groups are overstated relative to both

partner country data, i.e., SITC 3 and 9 for the United States and SITC -

“Relative to the maximum values, i%%eLobserved‘meghitudes of
export ratios of the trading partners are seen to be neafer(unify geﬁe~
rally than the comparable import ratios of the Philippines. However,

taken individually, there are some commodity groups for which the reverse
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-ig true, implying relative understatement of DC partner-data. For ins--

- ¥ance, mineral fuels:(SITC-3) would seem better recorded-in the Philippines.

Sep o imoey o moepe e

TG INES A Lo PN AR : : s HE R S

Average annual rates of 1ncrease over 1962 1969 1n trade flows

vl S

of the domlnant 1- d1g1t SITC groups 1mp11ed by these alternatlve data
set§ are given in Table 5.° It would appear that imports of -manufactured

goods (8IT¢ %) from Japan and of machinery and transport equipment: (SITC
both
7) from fJapan‘and’ the United States have growh: faster than. what Philippine

-'data suggest. “A slightly smaller negative growth rate in’imports of

SITC 6 from the United States is recorded:in the:Philippine: data set.

-

Wy el Gt d ;~_.<.,§: . R o G

It rena1n§ to 1dent1fy whlch of the comnodlty 1tems espec1ally
s (V7 TG

at the more dlsag gatlve levels (2 and 3 d1g1t SITC), stand out as the

-

PR B Y LT [ NN "
major sources of o%erved dlscrepanc:Les. Whlle relatlve under-recordlng
- . AR IR S B [N T i

T

1s a much more.exgenslve phenomenon than over-recordlng of Phlllpplne

. /

data, overstatemegt also appears at less aggregatlve commodlty grouplngs

//6umulated at the‘s d1g1t level and over the perlod, 1mports from Japan

¢ ~
SR DR P A0 T N

have been overstated by $73 53 mllllon, somewhat less than the overstate-

E g e (Il OTC ST CTREN B SEI T NS

ment flgure of $1u3 78 mllllon for the Unlted States.
wiliks s : RN A

Table' 6 presents’the distribution of datadiscrepancies at’the
1-digit SITC level 6f Philippine import: :recordings during 19621969 com-
‘paved ‘with those of the two partner countries. : The figures pepresent’
amounts and percentage shares of relative understatement and overstatement
of Philippine data among 3-digit SITC oommodity'items cumulated for each

major commodity group. The two dominant import commodity groups SITC 6
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and:7 are observed to account for 78.96 per .cent of the total understate-
w-ment:and 56.30 per cent of ‘the total overstatement in imports . from Japan,

wh:Lle oontmbutlng 65.43 and 48.87 per cent to the total understatement

.;r L

and overstatement respectlvely, in 1mports from the Unlted States.

IR PR [
By sl sty . Lo B + RPN

Lo o Theiprineipal sources of discrepancies at the .2- and 3-digit

SITC: levels-of - imports are presented in Tables 7 and 8, ° respectively.

EE RS
IRRROL

. Textile yarns, fabrics (SITC 65) .contribute 22.05 and 18,68 per ‘cent of
total understated import:values to Japan and the United States, respect-
ively. At the 3-dig‘it:levelf it is'mostly attributable to textile matep=
:Lals, woven (SITC %30) from Japan and to a large extent cotton fabrics

B
(SITC 652) from tlr Unlted States. Iron and steel 1mports (SITC 67) are
the sejc:;nd most i portant source of‘ 1mport data \mder-recordlng in Japan,
haV1né peen accmited for mamly by universals, plates, and sheets of
iron and steei (}ITC 671&) Imports of machlnery and transport equlpment

I o

(SITC 71 72 snd 73) llkewlse are major' sources of understatement in

L] . ppe

1mports fmm both tvad:mg partners respons1ble Jomtly for about a llttle
-over 21 per cent of under—recorded values. Ma:.n contrlbutors at the
3-digit level are SITC 711, 718 and 729 and espec1ally 722 for Japan and
SITCi:719, 722, 729 and: 734 for the United States. Cereals and cereal
preparations (SITC 04), explained mostly by wheat imports (SITC Ou41) ...
also account rather significantly for wnder-recorded imports from United

trStates. v Lo freaotocte f o S S R B L KX LONE T

foviioy
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'f*//bn the other hand overstatement of Philippine recorded imports
from Japan is largely accounted for by iron and steel imports -(SITC 67)
becausé of ingots  and other primary form imports (SITC 672).. Again for
both partner countries overstatement is large in imports of machinery
and transport equlpment, explalnlng about 22 per cent and 35 per cent of
overstatenent at the 2-d1g1t levellln.lmports from Japan and the Unlted
States; respect1Vely. ‘Tneee are mostly in the form of agrlcultural o
nachlner; and 1mplements (SITC 712) and netal worklng machlnery (SITC
715) in Japan and road motor vehlcles (SITC 732) for the United States.
Food 1mports too are overstated' as in imports of flsh, fresh and s1mply
‘preserved (SITC 03}9 and cocoa (SITC 072) from Japan and the Unlted |

s YL

States, respectle.y ,

-&idefiﬁéﬁordiné oé Impo:"ts?*and” the Tariff Structure. . .oia .

o ’ ISR L N \# { R S A I A

I

The ghlilpplne tarlff systen was made redundant 1n the 19503
_ . P
by the ex1stenbe‘of rlgorous controls on 1mports and forelgn exchange.
u&&adual llftlng of controls began in 1960 and was completed in 1962
L LG ey
usherlng 1n a perlod in whlch tarlff pollcy was used to(lnfluence the |
direction of the country s economlc development. In thls sectlon we -
examine the hypothesis that a 31gn1flcant portion of the observed o
variation ih discrepancies’across’ commodity groups can be attributed to
_fhe’ tariff stricture. The higher the tariff rate on individual commo-
dities or groups of commodities, the gredter the incentive to inder-

report the tHué value. - It 'can thus be expected that “imports which are
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less“heavily taxed will be:less seriously indersrecorded;  they may even
be:feiatibely overstated in the importing country's statistics if the .-:
incentives tofdhdeﬁﬁalue'exPOrts*(dUe”to existing export taxes) in the..
partner country ‘are s"t’roﬁ'ger."‘- E TR A VPSR oty o {ye !
- It 1s 1nterest1ng to look flrst at the 3~ dlglt commodlty 1tems
. . oo .
1dent1f1ed earller (cf Table Ba) as the pr1n01pal contrlbutors to the
understatement of Phlllpplne 1mport data relatlve to the correspondlng
trade statlstlcs of the two partner countrles. 051ng the 1965 Tarlff |

LT T '»- 3

Code, we compute the average tarlff rategf appllcable to these comno—
dity 1mports to bg u1 1 per cent i Among these conmndity‘;tena the follo-
wing have been s:hgled out above as the most 1mportant sources of data
discrepancies: TC 653 (Textile materials, woven), 764 (Unlhersala,
plates, and shee s of iren ‘and steel) dfd 722 (Electric power machipery)
from Japan and SIT@ 652 (Cotton fabrlcs), 719 (Machlnery and appliances,
n.e.s. ) and SITé 041 (Wheat) in 1mports from the Unlted States. Some
1nd1catlon of the valldlty of the postulated relatlonshlp is glven by
the fact that these commodlty 1mports were sub]ect to an average tarlff

rate of 54 96 per cent whlch is 31gn1f1cantly hlgher than the corres—

- </'4. -
EAE

pondlng flgure for the larger set of commodltles.

thi A more comprehensive test of the hypothesis that the extent .
of ‘under-reporting of import: tramsactions is influenced, by the tariff.
rate will now be provided by the correlation of the Philippine import.

ratios with average tariff rates of the (2-digit SITC) commodity groups




- 17 -

using ‘the standard least squares method. As presented in Table 9, two.
sets of import-ratios may be used;’the denominator being the.partner "
~ébuhtry's Pécorded exports in oné set and the "maximum" balues in the

other. = Considering both sets in the import trade with each of the two -

trade partners, the regression results are as follows:

I.,= '1.310- - ~1.190 TR; R = -0.602; ‘e = -0.976 °
J (-2.33)
., 1%= 1.1383 - 0.969 TR; R = -0.712; e = -0.870
Sl L  ERI (-4, 75) ' T TR chmnl
IR 1,252 - 1.057 TR; = R = -0.665;, ..e = =-0.848
Povsn tI™ 2 13490 - 0,926 TR; -0 R = «0.7743mi7iet=  <0.833
us = (-5.31)
where Lt = .
.1, = Ph#lippine import ratio in Japan trade based on . .

] Japhnese export data (= M /X )

= P 3 lippine 1mport ratio in Japan trade based on

. "gaxjmun' . values (=M,./M. dax) o e

L]
1

]
I =Y Ph;.l:.pplne import ratio in U.S. trade based on

{ u.ssg export data (=M us/xusp)

= Phl;llpplne 1mport ratlo in U.S. trade based on B

1"
maximum" values (= Mpus/usp) T R

TR = average tariff rate.

The correlation coefficient is denoted by R and the numbers
in parentheses underneath the coefficient estimates are their t-values.
Each of the estimated equations suggest a significantly negative corre-
lation between the tariff rate and the import ratio, however expressed.

The absolute values of R and the t-statistics are seen to be higher
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where the import ratio is based on the  "maximum'" values rather than the
corresponding. trade partner export data.  More than ome-half of; the ...
variation in the import ratio across commodity groups ds explained by the

variation in tariff rates ip three; of the; four. estimated eguations. ..

Computed values of the elasticity of the 1mpor:c ratio with res-
Pect to the tariff rate. (denoted by e) are also given above at the mean
values of the varlables. They range from -0. 833 to -0. 976,suggest1ng a
rather s1gn1f1cant effect on the pattern of, understatement of Philippine
import data of the variation in'tariff'rateS'acrOss*commodityfgroups.
Thus if the ”naxlmim“ values are taken to represent the corrept mgni-

is- b
tudes of trade flef s commodities whose tarlff rates are higher by ‘10’

-

per cent have ‘hadgheir 1mport flows from Japan durlng 1962 1969 under-
recorded 1n Ph111 plne tnade statlstlcs by 8 70 per cent more and in imports
from the Unlted Stafes by 8k33 per cent. If’ valld*fbr 1nterpretat10n

in a temporal?context, such percentage 1ncrease§ ln the undervaluatlon

’ . T e

of 1mports to be expected from a 10 per cent rlse 1n the average tariff

Y r ARG

rate leave very little scope zndeed "fob the: generatlon of addltlonal

government revenues. , cAdET T T

pv ohifosdy odT



‘TABLE 1: Philippine Import Trade With the United States and Japan, 1962 1969

(f.o.b. value in thousand U.S. dollars)" B
M vt L
s - “ITﬂpOI"tS from - 'EXPOI'tS of . - e g S S, e
Comtry v Year I coumtry i country i Difference Import Rati
PRSI { (ML) : (x,) (Xip - Mpi) M /le
. : k i : SR ip )
" 1962 252,337~ - 266,189 - -~~~ 13,852 - 0,9U8
1963 253,839 319,748 65,909 0.794
- 1964 301,477 T 356,497 55,020 0.846
United States 1965 27u4,u466 332,646 58,180 0.825
1966 - 281,950 338,038 56,088 0.834
1967 363,873 Ll B1T7,745 53,872 et 0.8Fal
1968 372,442 <47 424,230 51,788 0.878
1969 316,975 11.968,929 - 46,948 0.871
1962-69 2,417,359 ->2,819,016 401,572 0.858
) 1962 1 120,010 13,656 7 0.886
P2 1963 . 146,657 50,889 0.653
P 1964 190,794 32,582 0.829
Japan .-, . 1965 240,265 Yl ,287 0.816
aer o 1966 | ' 278,256 33,229 0.881°
RV 1967 ;.\', ‘ ‘362,899 74,143 0.796
ST 1968 - - Z321,871 u11 ,086 89,215 0.783
I 1969 1“;3335 432 u7$ 603 140,171 0.705
| © 1962-69' 1,747,398 225,570 478,181 0.785
Source of basic data: United Mations, Commodity Trade Statistics. =~ I

Bureau of the Census and Statistics, Foreign Trade
Statistics of the Philippines.




TABIE 2: "Maxlmum"]xmorchlues (M ,). and Ratlos of Mg and-xiéﬁfo“mimax,'iéé%img

Import ratios: Export rat.

M.,
0 Timax
(£, o.b. value in ‘mpi/ ginlax) (Xip/_gim:

thousand U.S. &)~

Country i Year

TR, 1962 - 303,767 Vi, 0.831 y 0.876

1963 ‘. 839,275 i 0, 748 L 0.942
SRR 1964 i 380,550 10,792 - 0.937
United States -+ .1965 362,188 0.758 0.918
B 1966 #.. 859,611 i 0,784 ‘ 0.940
R - 1967 . 4Bg,272 ~ir. 04,810 T 0.930
T r— 1968 - : 462,416 - . .. 0,806 - 0.918
For © 1969 1,385,823 FEL.v04B22 : 0.943

1862-69 3,042,806 7 0.795 0.927

' Af? : S

11962 130 804 fQ;' o 813 ! 0.917
1963 L © 156,487 Crelple1 R 0.937

1964 ;f— 205,186 Jc~ “9. s 0.930 °

' 1965 " 256,837 e '0.763 L 0.935

' 1866 303,606 ;;ﬂ 0,807 Y 0.917

L 1967 ‘ 381 102 ©0.758 - 0.952

o - 1968 440,229 SN ggag 0.934

Japfézi )

L B

W!\""; u., llI

. } . .1969 B 507,915”““”‘ ij‘_p,sﬁo”“f“; 0.936
[ : \ SIS e T ‘
- . e T A ——————
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TABLE &: Import and Export Ratios by Major Commodity Group

: SITC , ‘
Country : Code pi Xpi Mpi/r'iimax ) ;Xipﬂ,l_i’max
o 0 0,797 0.742 7 0.932
? 1 0.908 0.8u6 . 0.932
! 2 0.993 0.891 : 0.898
United States 3 1.074 0.974 ; 0.907
4 0.820 0.721 ‘ 0.879
5 0.925 0.842 , 0.910
6 0.6u47 0.621 0.960
7 0.936 0.871 0.931
. i 8 0.607 ' - < 0,600 .0.989
S : 9 - 1.691 - . ;. 0.954 - 0.564
7 Total 0.858 0.795 ©0.927
% i
B | 0 0.974 0.886  0.909
3 1 0.305 0.305 1.000
Japan' 2 0.983 0.888 0.904
- . 3 1.141 0.971 0.851
- 4 . 1.854 - 0.936 - 0.505
- % 5 0.835 . 0.786 0.941
S 6 0.687 0.662 " 0.964
3 ) 7 0.870 0.787 1.0.905
i . 8 0.506 0.496 0.980
’ 9 0.328 0.310 0.947
Total:  0.785 " C 0.734 0.934
3
[ B o L
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" TABLE 5: Average Annual Growth Rates of Selected Philippine Import Flows,
. “T 7 4962-1969 (in per cent)

ERS RN TCI S PN e G M . N
s g d

Bésed on-—

iPhilippine data Trade partner data "Maximum''values

6 17.44 . 20.06 - 20.58
v ' 26.49

7 24,30 29.38

u.S. .6 -1.53 -1.54 -2.16
9.07 ' 7.82

.
2 e e
g > Lt
-t ¥
v -
4
f
hd
2
:
) v i
~ -
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. ~TABLE 6:

Relative Understatement and Overstatement of Phili

Philippine Import
- Data by Major Commodity Group, 1962-1969

SITC iy orts from | . Understatement =~ ___Overstatement
NO. : S ... i$  thousand Per cent $ thousand Per ¢
o Japan 12,161 et 9,240 T 12, 5¢
u.s. 99,239 17.98 15,66 10. 8¢

1 Japan 153 .03 - -

: u.S. 2,547 46 - -
2 Japan 10,049 1.82 8,597 11.6’
u.S. 18,672 3.38 17,189 11,9t
3 Japan 95 .02 11,951 2.6¢
u.S. - 4,548 .82 1,375 .9¢

F J

4 Japars, 48 .00 910 1.2t
B U.S:Ai_Nmu 4,185 .76 1,431 .9¢
5 Japag 23,995 7.43 10,691 14 .54
u.s. 31,949 5.78 12,860 8.9:
6 Ja 314,705 57.05 25,281 34,40
g.s; % 209,154 37.90 17,678 12.29
7 Japan . 120,831 21.91 16,104 21.90
b.s. . 124,394 22.53 52,579 36.58
8 Japan'’ 43,108 7.82 668 .91
U.S. 56,116 10.17 166 .12
9 Japan 52,569 1.72 91 .12
u.S. 1,073 .19 24,852 17.28
Total Japan 577,714 100.00 73,533 100.00
u.s. 551,877- 100.00 143,852 100.00

——



TABLE 7a: Ten Prlnclpal Sources of Relative Understatement of Philippine
: Import Data at the 2-digit level,1962-1969

fSIIC No. Commodity description . "% & thousand - Per cent
I. Imports from Japan : e

51 © Chemical elements and compounds = = 16,988 3.08
58 - Plastic materials e 17,448 - 3.16
65 ' Textile yarns, fabries = = . %121,681 ¢ 22,05
66 Non-metallic mineral, manufactured, n.e.s. 27,751 . - - 5.03
67 Iron and steel ‘ : 108,616 - 19.69
69 Manufactures of metal, n.e.s. = .. 4,562 8.09
71 Machinery, other than electric +81,585 5.72
72 Electrical machinery | 2lotr063,707 - . 11.56
73 Transpdntgéquipment s ] 25,539 4.63
89 Hiscellanébus manufactures, n.e.s. - 26,639 . _4.82

~§  roraL © 484,516 87,83

.

IT. Imports fromihg United States

CF e}'>

ou Cereéls;%nd cereal preparations (57 65,106 11.80
51 Chemical elements and compounds 12,789 2.31
61 Leather, leather manufactures. 4oj 41,950 7.60
_65¢_ Textile yarns fabrlcs B E g 102,991 _ 18.68
69 . Manufactures of metal, n.e.s. o~ + ) 22,929 :_‘.‘ 4.15
71 . Machinery other than electric ’j;wé 73,829 .5 13.38
72 . Electrical machinery 5fx / 29,661 5.37
73 ;. Transport. equipment 471 20,904 3.78
84 . Clothing, D ‘,_"1‘7,_93.7 . 3.25
éq‘: Mlscellaneous manufactures, n.e.s  (; 5. 22,552 | _g;gg

TOTAL 410,648 T4.41




=i TABLE 7b: ¥ Ten Prﬁﬁ01pal ‘Souwrdes of Rela%iV9x0verstatenent of Philippine
i "Import Data at the 24digft level, 1962-1969

STTC No. ®7 Commodity description i $ thousand Per cent

i. Imports from Japan DB

03  Fish and fish preparatiofs® - 6,530 8.88
07 Coffee, tea, etc. & manufactures thereof ' -2oufi® 2.77
27 Crude fertilizers and crude mlneralsi" KT IR P W 1

28 Metalliferous and ‘metal serap Ty 9 5,80
33" Petroleum and petroleum products 1,950 2.66
-’59 Chemical materials and products n.e.s. 9,187 Vil 12.y9

67 Iron and steel R © 21,588 ©29.38

68  Non-ferrous metals 3,282 4,46

71 Machineryjbther than electric 13,132 17.86

73 Transport?equipment e Sl 2,972 4,04

TOTAL 66,977 91.09

II. Imports from}he United States

-

07 Coffee, ed, etc. & manufactures thereof 12,123 8.43
26 'I‘extrgle 3fﬂ:r*es | T 4,100 - 2,‘54
;:28 Metalhltérous ores and metal scrap B 6,238 j  4,34
;HQQ Crude anlmal & veg. materials, n.e.s. B 4,911 3.42
:;39 Chemlcal ‘materials & products, n. e s. '5;122 ~ 3.58
;ﬁéu Paper, paperboard & manufactures thereof 5;953 4,14
1;68“ Non-ferrous metals o su12 s{és
72 Electrical machinery - '_'”% 887 W80
i??a Transport equipment T 562?5y:: 30.99
‘:93 Special transactlons ‘ _ 23,842;f'wj 3§;§§
o Crotan 7T 499,460 84.95
R A N O R,




TABLE - 8a:

Ten Principal Sources: of Relative Understatement of Philippine

Import Data at the 3- -digit.level, 1962-1969

$ thousand

257,024

SITC'No. Commodity description "“Per- gcent
I. Imports from Japan i
512 Organic chemicals } 15,152 2.75
581  Plastic materials 17,448 3.16
653  Textile materials, woven 106,543 19.32
666  Pottery " 12,882 2.3
'ﬁ s7u Universals, plates & sheets of iron B
o and steel Ay T t8R 415 15.30
“711 Power generating machineries 17,107 3,10
719 Machinery & appliances, nié.s: 142,978 119,35
722 Electric fower machinery 09,123 5.28
729 Other elégtric machinery & apparatus 17:3Q6" 3.14
73 Adreraft § 18,975 3.44
) ; TOTAL 331,927 60.18
3 e e
II. Imports frcm fhe Unlted States
ou Wheag g 43,774 7.93
641 Leathey 11,854 2.15
651 Textile yarn and thread - 13,087 2.3
652 Cotton fabrics . té T 721 865
“653 Textlle fabrics, woven ‘J: ‘  2& 937 4,52
719 Mathnery & appllances n e ?';1wpu%u-@---ﬁ;51 678 19.36
122 Electrlc power machlnery L ~ﬂ”w15 268 “2.77
, :729 Other electrlc machinery & apparétus o T'”“1"_212 494 2.26
73y Alrc"fft o 19,667 3.56
81 Clothing of textile fabrics h 16,574 _3.00
TOTAL 46,57




«:.TABLE - 8b:

‘ en Brxn01pal Sources of Relative Qverstatement of Philippine
. ~~Import Data at the -3=digit-level, 1962-1969

~ SITC No.

e a—
R O L

~ Commodity descriptigg:i;";:, '%f$’“fhousand "Pef cent

I. Imports from Japan S ‘
031 Fish, fresh and simply preserved 'bejggb a " 8.88
072 Cocoa R T VY 2.75
o8k Non-férrous metal scrap | 099 5.57
332 Petroléum products " 1,931 “2.63
" 599 Chemical materials and products, n.e.s. 9,187 12.149
. 8672 Ingots and other primary forms : " '2095957' 28,03
. 687 Tin, 2,352 3.20
. T12 Agrlcultural machinery and 1mplements 3,004 409
.. 715 Metal wbrking machinery 9 s77f 13.02
731 Rallwaxsvehlcles , o 1, 596 ';2;11
TOTAL 602892 82,83

”iI,mInportéiffbf the United States :

072 Cocoa 11,920 8.29
263 Cdttoi 3,872 2.69
" 284 No% ferpous metal scrap 6,228 4.33
T 292 Cﬁhdé vegetable materials, n.e.s. 4,911 3.52
" By Other lnorganlc chemicals Ay o e 3,640 2.53
599 Chemical materials and products LTHE L 519D 3.56
642 Artlcles made of paper pulp VY 0TI TSI 5 gg3” 4.1y
723 Equ;pment for distributing electrlcity Colygga 3.47
732 Réad motor vehicles S n1,688 1 .98.99
831 Specidl transactisns 23,842 16,58
 TorAL 112,154 78,00




TABLE 9: Philippine Import Ratios and Average Tariff Rates by
Commodity Groups

Imports from Japan Imports from the U.S. Average
SITC No. MoK MM Mo Fusp  Mous’Mmax Tariff rate
00 0.220 0.219 0.345 0.345 .600
01 0.897 0.685 0.428 0.410 .610
02 2.338 0.994 0.933 0.825 .388
03 0.917 0.896 0.963 0.785 .587
ou 0.943 0.851 0.731 0.717 .358
05 0.917 0.875 0.875 0.809 .723
06 0.201 0.198 0.118 0.118 1.033
07 - 0.976 1.602 0.718 .635
08 0.929 0.938 0.837 0.791 .257
09 04453 0.427 0.699 0.677 .54l
61 * 278 0.262 0.068 0.068 .639
62 _QE817 0.814 0.715 0.673 L1459
63 :g.215 0.206 0.489 0.424 .880
6t . b.oos 0.905 0.938 0.950 442
65 : go,gse 0.443 0.470 0.u58 .577
66 5 20.482 0.478 0.738 0.715 418
67 i 0,793 0.752 0.807 0.726 .360
68 f.ozu 0.948 1.188 0.897 .261
69 0.610 0.608 0.707 0.689 .1460
71 0.952 1.076 0.882 0.855 .223
72 0.563 0.548 0.890 0.845 .374
73 0.917 0.840 1.074 0.918 411
81 ' 0.618 0.558 0.632 0.630 .388
82 0.471 0.459 0.u442 0.442 .670
83 0.109 0.109 0.176 0.176 1.000
8l 0.231 0.231 0.071 0.070 .850
85 0.178 0.178 0.391 0.387 . 740
86 0.672 0.671 0.770 0.768 .252

89 0.uu7 0.435 0.669 0.655 .639




- e
. , e o : :
{
| !
H * ,
W < . R - “ I
i f " IS . L
) :
;
, _ . ‘ . X
b i M B - - 3 . ,
+ M . i . ’
Do
Y] ; ! w . R . 3
: ! A - - A :
. . = o - \ . I )
i 0y i
. . o [l . . ¢
B R ¢ . ! .
| !
i
‘
. : I B 1o e - . - 4 .
. . g o " Do - . - . - = 3
: & . o = - . g N § -
. < - . - N o -
i L '




Figure 1: Scatter diagram of Philippine Imports from Japan {Mpy) and

Japanese exports to the Philippines (Xjp}: 4-digit SITC totals
for 1962~1969, $1 million and over.
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Figure 2: Scatter diagram of Philippine importsfrom the United States
(Mpyg) and U.S. exports to the Pldlippines Kygpl: 4-digit

STTC totals for 1962-1969, $1 million and over.
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FOOTNOTES
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L *AssbéiategPrqussqr.anﬁ,&ss@stéqt Professor, reéﬁééfi?élyggét
the University of the Philippines Sehool of Economics.  This paper is a
revised version of part of afl earlier paper, "Philippine Trade with Japan
and the United States: Esarni¥nation of Recoprded Data and Analysis of Ex-
port Performance®, I.E.D.R. Discussion Papeg No. 74-12 (August 12, 1974),
substantial improvement in the copsistency of the various sets of import
trade data having been made. Lucille Mamon and Elizabeth King provided
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1One notable exception is the work of Hicks and McNicoll (1971)
in which a revised set of estimates of annual export and import flows is
presented based on an aggregative examination of bilateral trade record-
ings of the Philippines and the five leading trade partners over the
period 1950-1965.

2This is./illustrated by the bilateral recordings of sugar ex-
ports to the United States: from 1962 to 1966 both Philippine and U.S.
data show SITC 06T (Centrifugal sugar) to have much higher values (about
ten times) comparefl to SITC 0612 (Refined sugar); for the years 1967,
1968 and 1969, however, the relative magnitudes of the two 4-digit commo-
dities get reversgd in U.S. recorded statistics, representing a clear
case of commoditxfmisclassification.

3Aséum§ng§that the Philippines records imports by country of
production, total imports of the Philippines of commodity r (Mgi) con-
sist of direc} imports and indirect imports from i passing through a
third country* k (pri + S;i)' Similarly, i's exports to the Philippines
(XEP) are made up;b% exports produced in i and re-exports (DEp + Rzp)’
if countries record exports and re-exports by country of last consign-
ment. Since only a portion of the Philippines' imports of r from 1
can be considered identical with a subset of i's exports to the
Philippines, then the bilateral (import) ratio

M-, 0°. + SI,
pi pi pi
X5 b + RY
ip ip ip

need not be equal to one.



uCompu‘l:ed as the simple arithmetic average of tariff rates on
commodlty 1mports at the 5-digit SITC level. (Bxcluded from. the com-
'putatlons are’ duties- ~expr~essed in pesos per unit:of wedight or volume.)
'me s1mp1e average is''uSed because weighted average! tariff rates (i.ei:
Welghted by the Value of imports) tend to be undeY¥stated:since heavily
, taxed t:omnbdit:tes are assigned relatively smaller Weights whlch 1s due
o at least iﬁfli'paz**t to i‘he prohlbltlve nature of ’éhe tax. : o ERy
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