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1. This paper has been prepared in accordance with paragraph 7 of the
Declaration on Trade Measures Taken for Balance-of-Payments Purposes (BISD
26S/205-209) to assist the Committee in taking the decision called for in
paragraph 8 of the Declaration.

I. Previous consultations with the Philippines

2. Consultations with the Philippines have been held regularly in the
Committee since the Philippines' accession to GATT in 1980. The most
recent full consultation was held on 10 December 1986. At that
consultation, the Committee noted that the Philippines had pursued a
balanced package of domestic and external adjustment policies, including
fiscal and monetary measures, trade and exchange control liberalization and
flexible exchange rate policies, which had led to a considerable
improvement in the balance-of-payments situation. it noted that
restructuring of the external debt had also made a major contribution to
this evolution. The Committee observed that remaining import restrictions
covered by the present programme were limited in scope and welcomed the
Philippines' undertaking to notify all such remaining measures in detail to
GATT. The Committee encouraged the Philippines authorities to maintain
their adjustment, liberalization and flexible exchange rate policies. It
expressed its hope that these policies would bring about a sustainable
improvement in the balance-of-payments situation of the Philippines. The
Committee recognized the importance to ahe Philippines of continuing
external financial support. The Committee looked forward to the phasing
out of remaining restrictions according to the timetable set out by the
Philippines authorities.

II. Subsequent notifications by the Philippines
3. Following the 1986 consultation, the Philippines notified details of
the 290 items scheduled for liberalization by April 1988 in BOP/269/Add.2
of 5 February 1987. In addition, in L/5640/Add.26/Rev.2. of 8 October 1987,
the Philippines authorities provided, as annexes to their reply to the
Questionnaire on Import Licensing Procedures, lists of remaining prohibited
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or regulated import items, and of liberalized products, as of
1 August 1987.

III. Recent developments in trade policy

4. Since the last consultation, the process of import liberalization has
continued steadily. The elimination of restrictions on the items mentioned
in BOP/269/Add.2 was completed by April 1988 as planned. Only 673 items
thus remained subject to restriction. These included a number of goods
regulated for health, safety or security reasons (such as live animals,
chemicals, and firearms), and other items such as meat products, fish,
fertilizers, cement, motor vehicles and parts, and consumer durables,
electronic goods and their raw materials, parts and components.

5. Plans concerning the future liberalization of remaining quantitative
restrictions were outlined in the spring of 1988. These envisage that a
list of 104 items including some consumer items, films, spare parts and
machinery and trucks, should be liberalized in stages up to end-June 1989.
Liberalization of a second list will be considered in the period between
end-1988 and end-1989. The items likely to remain restricted following the
planned liberalization include, as well as those restricted for health
security or other reasons (Articles XX or XXI of GATT) a number of products
for which specific development programmes are in place.

6. The continuing liberalization of the Philippines' quantitative import
restrictions should be considered together with the tariff reform initiated
in the early 1980s, in which the minimum tariff rate is set at 10 per cent
and the maximum tariff rate has been established at 50 per cent. In this
connection, the Philippines GATT schedule, which contains 129 items with
bound rates ranging from 10 to 50 per cent, was circulated in loose-leaf
form as TAR/130 and Add.1 in August and December 1986 respectively.

IV. Recent Economic and Trade Developments

7. It became evident by early 1983 that the Philippines' high
investment/high borrowing policy, which contributed to rapid economic
growth in the late 1970s, was no longer sustainable under the prolonged
world recession and weak commodity markets. This policy ended with a
mounting external debt and a widening current account deficit. With
emergency measures taken from October 1983, the economy underwent severe
austerity and real GNP registered a 7 per cent decline in 1984. At the
same time, the annual rate of inflation accelerated to 50 per cent, due to
a number of factors, including the peso's successive devaluation and
disruption of imports caused by foreign exchange scarcity. Against that,
the government undertook new stabilization measures in late 1984 and
maintained a tight fiscal and monetary stance during 1985. These policies
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were successful in bringing down inflation and reducing the current account
deficit, but at the high cost of a two-year recession.

8. The current economic recovery began in the second half of 1986. For
the whole year of 1986, the economy grew by 2 per cent in real terms. The
main impetus to economic growth in 1,986 was a marked rise in net exports
(exports minus imports) of goods and services, while domestic demand
remained depressed. Inflation was brought down to less than 1 per cent on
a yearly basis, and the current account swung to a surplus of nearly
US$1 billion, about 3.3 per cent of GNP.

9. In 1987 the rebound in commodity prices and the export-led boom in
manufacturing production, together with the revival of construction and
services activities, put the Philippine economy on the broad-based
recovery, despite a drought affecting agricultural production. Real
economic growth accelerated to 5.7 per cent, though still lower than the
long-term growth trend over the period 1970-80 (6 1/2 per cent). The key
aspect of last year's macroeconomic performance is the strong recovery of
domestic demand, due to higher private and public consumption and a
double-digit increase in capital investment. This is in sharp contrast
with the 1986 performance.

10. Last year the dollar value of merchandise exports and imports was $5.6
and $6.7 billion, up 18.1 and 33.6 per cent, respectively, from the 1986
level. Large value increases were registered in exports of manufactures,
in particular those of garments (46 per cent) and electronics products
(22 per cent). These two items alone accounted for nearly 40 per cent of
Philippines' total merchandise exports. Export value of some traditional
primary products such as coconut oil, fish products and copper concentrates
also picked up moderately. On the other hand, increases in imports were
broadly based. Among major product groups, import value of oil rose by
46 per cent due to a 26 per cent volume increase and higher oil prices.
Purchase of raw materials and intermediate products and capital goods,
which together accounted for about 70 per cent of total merchandise
imports, also increased markedly.

11. Although the recovery of the Philippine economy gained strength last
year, the strong demand pressures triggered off a sharp rise in imports.
Despite the resumption of high export growth, the import surge resulted in
a deterioration in the trade balance, which turned the current account back
into a small deficit (Table 1). Furthermore, inflationary pressures built
up during 1987, partly reflecting wage increases in public sector and
agricultural supply shortages caused by bad weather (Chart 1).

1For a more detailed account of the Philippines' adjustment experience
between 1983 and 1985, see GATT/BOP/W/104, 28 November 1986.
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12. During the first quarter of this year, the economy is estimated
to have grown by 7.6 per cent2in real terms, compared with the
corresponding period of 1987. In addition, the annual rate of inflation
accelerated to 8.9 per cent during the same period.

13. Thus, concern has been raised about the future prospects of the
Philippines' current recovery, which has been overshadowed by the heavy
burden of debt servicing. As seen in Table 1, interest payments accounted
for some 39 per cent of export earnings in 1987. According to the budget
speech made by the President last July, total external debt stood at
$28.6 billion as of end-1987, and about $2 billion or 18 per cent of the
proposed 1989 budget would go to interest payments. If the current trend
in domestic demand continues, the external account will deteriorate
further, and downward pressures on the peso will become stronger. Interest
rates will also pick up, as demand for credit is bound to increase.

2The government official forecast for the whole year of 1988 is posted
at 6.4 per cent.

3See Asian Wall Street Journal, 26/7/1988.
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TABLI-PHILIPPINES' CURRENTACCOUNT DEVELOPMENTS,1983-1987
(US$ Million and Percentage)

1983 1984 1985 1986 1987

Trade balance z, 482 -679 -482 -202 -1,017
Exports, f.o.b. 5,005 5,391 4,629 4,842 5,720
Imports, f.o.b. -7,487 -6,070 -5,111 -5,044 -6,737

Services (net) -740 -823 0 757 -76
Receipts 3,127 2,626 3,288 3,791 3,497

Payments -3,867 -3,449 -3,288 -3,034 -3,573
Of which: interest (-1,985) (-2,257) (-2,250) (-2,046) (-2,226)

Transfers (net) 472 386 379 441 554

Current account 2,750 16 -103 996 -539
(As percentage of GNP) (-8.1) (-3.5) (-0.3) (3.3) (-1.6)

Source: International Monetary Fund.
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Chart 1.- Developments in Consumer
Price Inflation: Philippines,
1985 (Q1) - 1988 (QI).
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