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Response to Balance of Payments
.Crises in the 1970's: Korea and the Philippines

John H. Powark

Korea and the Philippines today ave among the East Asian countries
most heavily burdengd with external debt. This is a zesult, of course,
of heavy borrowing to finance current account deficits in the‘1970‘s.
How to account for these deficits and an analysis of the two countries’
responses and their consequenceg is the subject of this paper.

Taking balance of payments crisis to me=an & sharp rise in the
current account deficit, financed by running down foreign axchange
Téserves or external borrowing, two periods of crisis have been identified
for both countries, 197477 and 1979-82. While the focus is on theae
periods the analysis is put in the perspective also of the trends of

the preceding decade.

*Professor of Fconomics, University of Hawaii and Umited Nations
Development Programme consultant to :he Philippine Institute for
Development Studies. 1 am grateful to Dr. Dal H. Kim of the Asian
Development Bank for stimulating dis:uasiong on the subject of this
paper.



1. Balance of Payments Crises in the 1970's:
Korea and the Philifpines.

Both Knrea and the Philippines, along with much of the rest of the
world, auffered sharp increases in their current account defiéits
following the two oil price shocka in 1974 and 1979-8C. This can be
geen in Tables 1 and 2 where to gain a better perspective the deficits
are also put &8s proportions of "trade"” -- the simple sverage of exports
and imports,

Karea's deficit jumped to about 30 per cent of ctrade in 1974-73,
compared te an average of 20 per cent in the previous three years. This,
however, uanderstates the extent of the change, since the deficit had
Gropped sharply from 40 per cenmt in 1971 to only seven percent in 9713,
so that the sharp rise represented an even sharper rveversal ol a trend.

In the first year {1974}, Korea's international reserves, which had
been rising sharply, showed a slight decline absolutely and & subsiantial
decline in relation ro trade. FExternal indebtedness continued to grow
rapidly, but it alsc declined as a proportion of trade. The resson was a
remarkable 50 per cent increase in Korea's trade in one year. Most of
this was accounted for by the rise in the vrade unit value (average of
impoxt and export unit values) which rose 39 per cent, leaving ooly abowr
eight per cent for real growth. This wag followed by a modest 81% per ;ent
growth in trade the following year, helped by a decline in trade unit valiue.
This helps to explain the movement of the ratios to trade of the deficit,

reserves and indebtedness in 1974 and 1975. The upshot is, however, that



despite the relatively large deficits of the twe years Korea found itself
only slightly uafse‘off with respect to reserves as a proportion of trade
and slightly better off with respect to external.iﬁdehtednens} Saee Table {.
This suggests that, while the picture might fit the definition of a Lalance
of payments crisis, it was hardly a major one.

What is really impreassive, howvawvey, isa thé rapid recovary of the
current account in the next two vears, vesylting io » wvery slight surplus
an 1977, Reserves improved atrongly, both abaolutely asnd in relation to
trade; and while indebtedness continued to grow it Aeclined as a proportion
of trade,

This pictufe Qas.rmversed again in 1978, a vear befnrﬂ the sacond
0il shock, thouglh the ri.n.le in the deficit was not aa shavp an in 1974; and
becsuse of rhe tremendous growth of both exports and imports over {onr
years, it repregented only six per cent éf trade. 3till 1t was a, reversal
and international reserves cuce again Eailed zo grov with tyade.
Indebteduess, on the other band, rose slightiy lesa than in propartion to
trade. HNevertheless, the incieazse in indebtednrgs was 30 per cent for the
- yesr &s trade grew eaven faster, dominated by & 38 per cent increase in
impmrtg {31 per cent ih volume) .

Should we, then, consider the gecond balance Qf payments ccisgin ns

beginning in 1973 xather than in 1979 sfter the ©il shock? Other evidenve

‘suggests not. The snurge in iwmports, noted above, wes dominated hy
machinery aud transport equipment, which rese 69 per cent, and hasic

nanufactures, which rose 46 per cent. These complemented the sharp rise



in gross fixed inveatment of 59 pev cent in current prices, which

-accompanied the government's policy thrust to favor heavy and chemical
industries. GDP rose at a faster rate than the average for the precedinn.
seven years, while unemployment reached a record low for the decade of

3.2 per cént; compgted'to an average of 4.7 per cent during 1970-77.

It seems, then, that the current accgunt deficit in 1978 was a

=

result of a domestic investment boom, rather than an exterual shock.

. - =

FPar thia reéson; iﬁ_tbe rubsequent analysis rhe first balance of payments
trivis period'willjbe taken as 1974-77, and the second will cover 1979-87.
fﬁiﬁ leaves 1978 out of both periods.as'a year of internal shock.

In any cace, the cutrgnt account defiéiﬁ_quadrupled in 1979._mnte'
than tripiing as a proportioﬁ of trade. This ﬁime there was no quick
fecovery, however, as the deficit rose further in i§80 and remained above
the 1979 level in 1981. DBy 1992 the deficit ﬁas down to half the peak
1980 jewel, but more than two and a half times that of i978.- As a
ptnportion of rrade, hwowever, it was ddﬁn to oight per cant, comparad
to the peak of 2! per cent in 1980, |

Inéebtedngsé continued te grow but ﬁnt_much faster than trade, so
that the ratic rose only slighfly_and temained low-compared to the
early years of the decad=. Reserves, surprisingly, continued to grow,
though at 8 rapidly diminishing rate. By 1982.the retio of reserves to
trade was down to 23 per cent, éoﬁpared to a high of 33 per cent in 1977.

The year 1980 deserves special comnent, particularly since some of
Chg later analysis could be misfehd without some understanding of the
special circumstances that characferized that year. 1 will limit the

comment o three points. First, real GNP not only failed to grow, but



actusally declined be§ween 1979 and 1980. The principal reason vas crop
fa%lure, dominated b% a 36 par cent drop in rice production., A less
important factor wag the effecﬁ on investment of a brief period of
political uncertéinty following the asgsassination of the President.
The significance of thir is that the decline in GNP and its effect
through imports on the trade balance cannot be attributed to goveroment
policy response to the external shock. The volume of imports did decline,
but less than might have been expected because of a surge in food iwmpovts
in response to the crop failure, though the main effect of the latter on
food imports was felt the fo]lowiﬁg year.

GNP growth was modest during the two veaxs following 1980, despite‘
a sharp recovery of agricultural output, averaging less than six per fent
per annum, compared to more than 10 per cent between 1972 and 1979. This
wasg due in part to the world recassion, but &lso in part to stabilization
measures taken in consultation with the International Monetary Fund and
supported by Fund gtand-by arrangements. Gross investment in real terms
waa kept well below the peak levels of 1978.aﬁ& 19?9 and the rate of
inflation was brought down to about eight per cent in 1982 ftom.its neak
in 1980 when crop failure, rise in energy prices and devaluation had
combined to help produce a 2§ per cent rise in the GDP deflator., Tohe
stabilization measures helped to maintain growing expuri volume in the
face of declining world trade, as well g8 to limit the growth of
imporCB. which together with gsome help from the terms of trade; Lrought

a substantial reduction in the current account deficit in 1982.
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The role of oil obviously deserves special mention in a discuseion
of the balance of payments criges in the 1970'94 The main impact on .
.g»tﬁe:cutrent'décount balance was, of céurae, through the sharp rise in
the 1nport price. In 191& tﬁi& wag more than three and one-half times
and 1in 1975, ﬁoreﬁthah-four und uﬁe-ha1£ times, the 1571—73 avVerage.
The value of oil 1up6rts és'a proportion of tptal commodity imports rose
. from less than eight per cent in 1971-73 to more than 15 per cemt in
1974 end 19 per cent in 1975,
| There is littlé evidence in the period of the first crisiq ;f any
determination to éupserve énargy or to limit ijmporte of oil by substituting
alternative eﬁetgy sources (Yager, 1983), While consumption of o0ll and
xcoalv(in tons) were roughly equal in 1972, during'1974-75 consunption of
coal was dnlj'six pef cent greater than oil, despite the sharp change in
relative prices; and by 1975 oii consumption exceeded coal consumption
'by 23 per cent, The rise ia total energy use of 8.2 per cent pexr annum
during 1973-79 slmost matched the 9.5 per cent rate of GDP growth, in
contrast to Japan, for ewample, where the energy use rate of growth was
only about one-third that of CDP (Yager, 1983). Moreover, the use of
"611‘1ncréaaad st an asanual rate of 9.8 per cemt over théléane period.
Energy prices were allawed'tp_inéreaae in Korea ta 56 per cent and
63 per cent aver 1973; respéétivelj; for 1974 and 1975; and this'led to a
slight overall deciine in energy intensity (ratioc of energy use to GDP) ae
the decline in intemsities in non-industrial sectors more than matched the

rise in the industrial sector. Pinally, howsver, dependence on imports of
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energy (including cdal, but excluding uranium) rose From 55 per cent of
t;tal'energy supply in 1973 to 70 per ceat in )979 {Yapger, 1983).

In the negund crisis, the imporr price of oil was up slmost
150 per cent and 200 per cent, respectively, in 1980 and 198) 0§e; the
average of'19?6~78. The value of 0il imports was more ch;n_30 per cent
of total commodity imports compared to less than 20 per cent during
1976~78.

The rapid rise in oil import Qolume finally subsgided after 1979,
partly due to the 19280 downturn in GNP, but due also to substitution of
coal. Coal imports and consumption jumped sharply in 1979 and continued
to rise at a substantial rate the following tun-years. Overall, however,
there is no evidence of energy conservation, As energy intensity
increased 5.3 per cent and 7.6 per cént, respectively. in 1979 and 1980
(Yager, 1983).

Comparing the two crises, the firgt was sharp and short-lived.
Korea apparently 1argeiy ignored jts balance of payments and opted for
coatinued export-led growth; and it worked, leaving its external debt
pogition none the worse for the wear. The second crigis was prolonged
aﬁd was compounded by the internal shock of 1978, the over—commitment
ta investment in heavy industry and the agricultural disaster of 10RG.
As a result, the balance of payments could not be ignored sad Kores
began to take measures to dampen the rate of inflation, reduce the
emphagis on heavy industry, liberate market forces, as well as to aim

at wore wodest growth targets (Republic of Kores, 1982).



Turning to thg_Philippines._che rise in the current account deficit
in the first crisis was tecarded-becausé of tﬁe favorable effaét on export
earnings of high sugﬁr Qnd copper prices in 197&.'_H§réavei the deficit
as & ﬁercentage of trade in the peak year, i976. was smaller tﬁan'that
. of Korea in 1974 and 1975. (See Tnblé 2.) Reservee dropped in 1975, but
Tecoverad in 1976:§han; éa.a percentage of ttade..ﬁhny-uare almost as high
ag jt the end of 1973, a8 year in which the Philippine had a uubataqgial |
curfonc account-aurplua; The couﬁie:part to this waa; of course, & sharp
riesa 1n'e:ternairindebtddnesa._bath_ébaolutely and as a petcentaga of trade,

The Philippines. ltke.X

and opt for growth. Investment iﬁ rural 1nfraatfuctu:e to fmprove agri-
culcurallproQuction and'prapqtioﬁ of new exports were to {mprove the
belance of payuen#s, ﬁhile governmght deficits were to piovide the stimulus
to. aggregate demand to offast lagging demand for traditiomal exports,
Despite some success in both agriculture &nd aon-traditional axporta;
however, the strategy did no:'aqcceed; Following a slight_inptcvgﬂgnt
in the current account deficit in 19?7; it ﬁursgned agein in 1578.'
Reserves in 1977-78 were at a-law.point in proportion to trade aﬁd
indebtednasa grew tApihly to exceed the ratio to ttadé that prevailed .
in 1971~73. Hance..thg Philippines faced the onslaught of_the second
oil shock without ﬁaﬁing t@caﬁefed.fram the balance of piyménta criaia
initiated by the firet. | - |

With the oil price iucreasas in 1979-80 and the ensuing slowdown
“in growth of world trade, the Philipﬁings' current account deficit

worsaned furthet.'creeping'up from 21 per cent of trade in 1978 to



23.5 pnr'ceﬁt in 198[. ‘ITnternational reserves declined as a peréentage
of trade from almost 3 ber cont to below 28 per cent ovir the same -
perjod, while indebtedness grew only stightly less thsn teade. The
- {merease in indebtedness may have been greater, however, than Tablé 2
indicates, since the figures are from the World Bank Debt Tables which
fall short of capturing fully private nen~guaranteed debt.. This ie
mofe of a ﬁroblem in analyzing the debt gituation &f the Phil iupioes
than tﬁat of Xorea, since a much greater.proportion of the latter's
debt: is.public or guaranteed. The figures (ar the Philippines mey surva
ati$es£ as a rnugh'iﬁdex of changes, though I suspect that the increasc
after 1978 ia.understated.

In any case, the real crunch came in 1982 as exporss draopped gere
than 15 per cent below i981. ‘Goverﬁment deficit spending privided coough

" of én of fset to permit a modest of growth of 2.8 per cent in ONP, the
lowest since tﬁe 1960%'g. lmports in dollars declined four par cent,
4fét sﬁort of.ihe decline in exports. But this was the tesult of an
in¢rease in volﬁﬁé more than offset by a decline in {mport prices.
Likewigze, the volume of commodity exports rose a modest five per cent,
while the export unit value index Jdeclined 17 pey cent.

The result of this disaster for tbe Fhilippines was a current
accouﬁt deficit élmdst 35 per cent the value of tvade, s decline 1n
intermational reserves to 26 per.cenf of trade, the lowest since 1971,
and a vecord external indebtedness at 125 per cent of trade. This
repreéents a startling contrast to the situation in Korea 1in 1982

which, by itself, might have appeared bleak encugh.



Tt would bhe unfair to ianére the rnlé'of fhe.terms of tfade on the
fortunes of‘thé Pﬁilippines.t'Few coudtriés iﬁ'thé world.ﬁave suffered
‘aé'much from the movements of international'prﬁces. With 1971-73 = 100,
the index for the'Philippines‘in 1982 was 52.  The corresponding 1982
- index for Kbrea, for exémple. was 75. Of course, w: have long kﬁown
;hat the way tn.avoid térms‘of tradé Aisasters is to have a built-in
flexibility a0 ihat.ieéburcéé can move out 6£'reiative1y declicving

price industries. The Philippines' continued excessive dependence on

irs ﬁjaditiﬁnal exporgﬁ,'a‘renult of its cwn inWard—looking industrial
add trade policies, is aé mﬁch to blame for its terms of trade losses as
bad luck. | - |

Fiaally, & hrief.ccmnmut on the rolé'af ni1.  The import price of
911 in 1974-75 QAS more than four times that of_1971—73, while the value
of oil inpnrtm wés 70 per cent greater as a proportion of total commodity
 imports. The‘lattér roge to 23 pef cent ip_lﬁ?ﬁ~78 which was 87 per cemt
over 197]1-77. | |

Then, in Lhérsecond shock, import prices rose 30 per cent in 1979
and 150 per cent in IGRO-RE'nQer the 1evel of 1976-78. The share of
oil imports rose to 30 pﬁr~cén£ of total impnrgé by 1981 as compared
to 12 per cent in 1971-73, and.then subsided to 26 pér cent in l?BZ.

The Philippines appears to'have taken much more_seriously than
Korea the problem of energy éost. .Through a variety of programs
pramoting altérnacive energy:sourceg. iﬂcludihg hydro, geo—thermal , coal

and others, the Philippines managed to limit growth of cil censumpticn



to seven per cent over the eutire pevied 1971-73 to 1981, and o1l
imparts to a Your pér'cch increase. This represents annual.increasea
“of rhree-fnurtha of one per cent and one-hall of one per cent, regpectively.
Much of this substitution has occurred very recently. In 1977 oil‘
represented Y4.7 per cent of energy soutces, with hydro and coal providing
4.3 and 1.0C per cent, respectively. By 1932, oil's share was ﬂoun tn
77.5 per cenc, hyiro Lad 7.4 per cent, gec~thermal bad 7.0 per ecent, coal
had 1.2 per cent and noﬁwcunventional. tite remaining 0.7 per ceqt.
Mot only has there heen substaﬁtial subaticutyon for oil, but the
'eﬁergy intensity of tite econocmy has diminished. The rétid of enargy use

to (NP Lasx declined almost i3 per cent between 1973 and 1981 (Makasiar, 19873).

This is one glimwer of brightness in the Philtippine victura,

2. Sinek-Accommodat ion Analysis,

Further undvrntnndéﬁg o the nature and‘conmequéﬁces of rhe balaﬁce
of p&ymﬂnry arises of-l9f§~77 and 1979-82 can be derived from a shock-
aceommodation model nimilar to that of Ralasss (1980G). The motel is
pregsented formally in Appendix A to this paper; heace, a brief, informal

presentation may suffice heve.

The model is designed to measure the affects of gxtorpal shocks snd

adéuuhmentq Lo _the ahock ; : int
trade effect and eypor: volume effecg and the latter inte export share

effect, import saving vhrough ulower growth, and import substitution
(World Bank, 1981). fThe torms of rrade effect measures the effeet on

the commodiry crade balance of the Jifference in import and export prices
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hmmfmnu.mehuumm (1971-73), '!hmtvdu-
-uootnuuru tle difference anammmudmnc.
ﬂcbpoﬁnthalmuo!mﬂ-.mmhm,mm-.
Thttulvduouhuuucmdmdmhtrumhumm
of world Sxports, devived from the umxmmmml-oz
amd 1971-73, and ::he country sharre of world mnhmbuomm
mm nluo!mumhdtmmmbmmm
Mtﬁmmth«mmrhumuw!mthhumud.
M.unuumdmu £u11 below the trend walus (presumably
bacause of the recer sfom following the oil price sheek), :hnvul be
& positive export vilume effect.
m-nmmnﬂjmmrmmau!mhm«ml
woruu\dhnoﬂu.iul export’, Givea the effect of tha recession
nmumu.ﬂcmtry-mcnﬂmmchtvhm

would have coms fro: a conster : hare, the export share adjustamt will
be positive. Tha o ower ST ~h adjuvetment attempts to measurs the effect

on imports of slowe growth o ! CXP following the shock. It is represented
by the difference be weem & aﬂ}mdm.mncmm
for CNP together wie! A1 &1 w uad lacoms elssticity of desand for imports,
end o hypothetical va. us, bs, 4 on the actsal growth of GNP (from the base
pericd) end the samw . asti: ty. Tbe tremd growth of GMP again was based
on the period, 1961-63 to 1'571-73.Mﬁndﬂtuitymdu1nd from
Tagression malysie of 1191 demend fumctions (sse Appeadix 3).
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| Finally import substitution measures the difference between actual
mo'md hypothetical imports. It attempts to answexr m question:
to what axtent were inporr.n balow the treand level by m amount Ibeyond that
wvhich could be sccounted for by slower grouth? _

Tha gap batwaan total shocks end total edjustments mmu the

additional external finsncing required sbove the tnn?! value of‘ such
ﬂunem. as given by the trend values of exports and Wu. It 1
an "sccommodation” to the shocks, as are oll of the above Mjusmtt,
but, unlike the World Bank nodel (ﬂoﬂd Bank, 1981). I hﬂo elmm tn
separate it from the other al.mntu of accomsmodation. mu is not 4
gsubstantive issue, of courss, but merely & mattexr of taste.

Tha sctual valuas of the paranetars uaed in tim caleulacices were:

Kores - Ehalzanaega'

| (per cent)
Per Annum o o
Growth Rate of 8.9 ' 8’9
world exports
Par Amun _
GNP Growth Rata 9.6 A 5.3
Export Share 427 o .303
1nport mumm 19 - 1.2

All trsde values are iun prican of tlu bmu pet:lod. 1971-73. Anslysis
is dome for the whole period, 1974-82, and for the two aub—peman, 1974~77
and 1979-82, For the latter, the bame period 1s 1976-78. smm we have

no price indexes for "invisible" trade, upotta and inpoﬂ:s ars cmdities
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only. in effect, it iw assumed that price effects f;om invimele imports
arid exports cancel and that these component s of trade arevalways‘at-theic
trend valyes. |

Two words of caution are-%n order bafore proceeding to the results
of the analysis. First, this model is tailored to the experience of the
19708 and the assumption that balance of paymenta ¢rises emanate from
external shocks. It is obvious, however, that shocks can be of interns!
origin, as well. 1 have elready noted above that 1978 and 1930 could
be comgidered jears of internal shock. for Korea because of the investment
beom in the forwper year and the crop Zailure in the latter. The effects
of these intertal shocks, however, are revealed in the wmodel in the form
of adjustments. Second, the adjustrments are sonelimes interpreted as
policy respouses to the shocks. They may:be in some cases. They may
also be in response to atimeli other than government policy. Apd, even
il they are influenced by govermment policies, those policies may not
be directed at the balance of payments — i.e., they may be in response
to something other than the shocks. Thege limitations are in addition
to those from the assumptions of given constant shares, given constant
elasticities, and given growth trends. The resulis, then, smst be
interpreted with great care. Nevertheless, even with these liuﬂthtinns.
the analysis sheds congiderable light on‘the balance of payments crisis
experience of Korea and the Philippines over the past decade. Tn -
particular I thisk that it highlights the contrast betwsen the adjuatments

of the two countries,
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Tablew 3 and 4 revesl the ragults of the calenwlations of shecks and
sctommodations for Korea and the Philippines, reapectiveiy. Regults are
given for each year and summed for the whole peviod and the two aub-ﬁeriods.
Tables 5 and & help Lo put these results in persgpective by iﬁdicatfné the
relative importance of each shock and adjustment to their respective
totals, as well as to trade and GNP.

Total shocks in relation to GNP were slightly wmore important to
Korea thau to the Philippines, while in relation to trade they.wereumuch
more'important to the‘la;ter country {Table 3). The ravers&l,‘af course,
réflactg the fact that trade as & proportion to ONP is m&ch larger fox
Korea, averuping 42 per cent over the whole period compsred tn 27 per cent
for the Philippines. But the picture is nonethnlgss surprising. One
might expect erternal shocks enanating from changey inm the prices gnd
velume of world trade to be more woiform between countries in relation
to trade than to GNP when trade-GNP vatios differ sharply. Thir iz the
same Ching As saying we would expect the moré trading country te be moTe
vulnerable to auch shocks then the less trading courtry when wé measuTe
damage in relation to ONF. [¢ turns out not to be true in this case,
however. The ratios are much more nearly uniform for GNF than.fmi‘
trade, indicating roughly eyual wulnerability despite the {sct that
Kores'w‘:fadafGHP ratic is almovt double that of the Philippines.

Tue faet that total shocks represent a wuch higher proportion of
trade for the Philippines is lergely explained by the differancga in

the hehavior of the two countries’' terms of trade, s diffecence already
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noted above. The decline in Philippines' terms of trade over the period
1971-73 o 1982 of 48 per cent was almost double that of Korea. This

undoubtedly reflects the Philippines' greatnr dependence on primary

. BXPOTLH.

In any case, the terwms of trade effect prgdominated ovey export volune
for both countries over the whole period, as well as in each sub-pariod.
Moreover, for hoth couatries total shocks were somewhat greater in
velation to rrade in the Firsi pericd than in the second, though the
difference is not great. The period endes in 1982, hcvmvef, so that the
additional shock of 1983 is not counted. No doubt if we added one jyear
.to each perind the picture would he reversed.

The patrern of export volume shocks is, of course, exactly similar
for the two coumtries, heing decived {rom the same world export vaiues
and conatant export shares, Comparing the two periods, the effect is
mich greater in the gecond, raflecting the greater depth and length of
the world recession.

The patterns of accomwodations, in contrasl to the shocks, snow vecy
little similarity. While the ﬂhackﬁmyereulsrgely accommodated by additign

financing in the Philippines, Forea more than accommodated in other ways,

[ I

to reduca external finmcing far helow the assumed trend. Over the whole

period Korea's trade end growth adjustments were more than double the
estimated offects of the shocks, For the Philippines thede adjusteen:«
represented lese than one-fourrth of jts shocks, leaving more than

75 per cent to be met by additional fivancing beyond the asmmed Lrend.
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m Ph;lippinee did betier in the second period, adjusting 30 péi' ‘dent

emarad to only five per cent in the first, while Rorea's
m tmghly sin‘.lhr batween tlln ‘two ms. A
| mr t:ha wholu pericd, increased export share was, vot wmw.
the ﬂjnr ndjmnﬂat ‘for Korea, sccounting for 59 per cent of m md
" Ispert auhctitul:ion followad with 27 per cont. ' Slowes' M %% '
mmc only in"tle ‘sécond period. Tor the Philippives, expurribare -
ves ‘dlso the moat important uMc in its more modst a&jmwb-w..
again followed by imwrt substitution. Slower growth m,»mua&;m:
growth; hence its contributicn das negative. |
- Turning oow to 2 cmsnm of the uccowdatiena in the " Ws.
'm.n that the base for ths setond period is 1976-78; o’ mn m valoes
N fox m second periua represent edditienal shocﬁ dnd nawm mr
:ﬁn bm uther than accmu!.amd values over 1971-73 an iR the Hmmu
a !ax Miviaual yaars.
't toted slready that the Philippines adjusted better in: w&xmu
_ wiod then in the Eirst. The :i.upmuwt came umly Frow wm uport
ghm. ‘sided by a wach sasller Muct.im fzom fester gmﬁh
“Yor Kores, m big em:ge was a drematic slow-down in g '

Inh«l, this momud for more ‘then hslf of the total mww g

| t:M mmé pariod, Mteau ite effect was siightly negacive fw' W !imt.
e mt be ceutious io mmmting this, howevér, becsase it inaludes
r.lw cthet of the five par cent ‘decline ia QP in 1980 whiek: m M

uinl.y to crop fniluu rathér than to ﬁstrictiw desiiing



- 17 ~

policies. It is true that growth was well below trend value in the
recovery ;ftér.1980. at about six per cent compared to the assumed
trend of 9.6 per cent. Nevertheless, without the crop failure, Korea's
performance ratio -~ adjustmente to shocks ~- would have been
conaiderably lowear 15 the second period than in the first.

For both coumtriea,.the importance of export share adjustment to
exportes was greater th#n that of import substitution to imports, though
the Philippinoaviuprovemenp occurred only in the second period (Table 6).
The significance of the Philippines' export market share performance is
better indicated, howmécr.'hy'the value for export share in the final
year (Table 2) divided by the total increase in expoito over the period.
This giveé the proportion of export gain that is due to greater market share,
and ia shown in the-sacond colwsn of Table 6. For the whole period the
proportion was 72 per cent and for 1979-82, a remarkable 95 per cent.
This shows ir the second period the continued growth of Philippine exports
in the face of declining world trade (both mesaured in 1972 prices).

Korea's performance in thie respect was even more outstanding. The
proportions of export gain accounted for by increased share were 92 and
98 per cent, respectively, for the decade and for the last four years.
One caﬁnot essily argue, in the case of Korea, however, that this drive
for increased export shars was a response to the shocks of the 1970's.
Rather, it had been going on for some pimg previously. 1If, for example,
I had calculated hypothatical exports on the assumption not of a coustant

base period share, but had instead projected the past rate of increase of
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Korea's share (over the period, 196163 to 1971-73), Kores would have
h;d & substantial a:ﬁatiw’rﬁ export share sdjustmant. )br,cqv:u:,“'lo‘un's
hypothetical exports in 1982 would have represented roughly half of
world Mta. In fact, of course, the rste of increase in Korea's
share retarded over the dacade md:!.:ig' in 1982.° um::h-).ua‘. it was,
almost thtu ﬁi..l the base pericd (1971-—73) share; and this largely
accounte for the out-undi.na sdjustment. parformence in ch- ohoeb-
sccommodarion ml A |
The overall results largely corroberate Kovea's far superior
balance of peymsents sdjustment that vas evidemt in the analysis Qt the
first section. They ahbﬁ also tha predqnimnce of the tarms of trade
effect snd the much greater nwr_Ltj of the shock for the Philipﬁhfu.
‘!‘ha;-ruultn for Korsa wmight seem to sﬁueﬂ: ﬁusa balance of
payments surpluses by the. and of the ducede, which are vot in evidesca.
 The principal. rum i, as noted 'abow,‘, the cc;natmt share sssuaption
“ia t:lu ulo:u.latiou of hypothaticel and trend exports. A second resson
is the decz.im in the incoms elssticity of import demend from 1.9, the
angoned tmnd lml. to lass than 1 6. ¥hat the resulte show is t:hat
by incmuia; ita export share npiauy and r\educm iu .t»orrt exutici::y.
Xorea gvoisded uhn would heve bean, other thingn aqml. s disaster.
Poxr the Phil‘ippmu. the better pntfomanea in the second pariod
night seen to conflict with tha baiunen of mmnu ériaia indicators,
~ which indicated a smch wore serious situstion in 1979-82. m forser

_ rnnlta, hoveysr, show cha clmtga fron 1976-7& whilea the Lat:at show
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the sccumslation since 1971-73. This highlights the importsmce of the
fact that the Philippines bad failed to recover from the first sbock
befors encowmtering the secend in explaining its present pmn
Por both countries, howevar, the analysis so far shows little
evidence of :a datermined-effort to respond to the balance of..'mtl
shocks as such. Rather, it appears that each was intent on growth and
that it was willing to ﬁmw" sbroed vhan gecessary to maintain growth.
Por Korea thiz was wade viabls by - outatanding export nrtmcl. |
This interpretacion mskes more sensa, I chink, tlul treating the export
performsncd as & responae to the shocks. PFor the Philippines it d4d .
not mcud. ' Miu ‘some succasé in efforts to promote nev omtga;
the Milippines’ shere ia world exports iacreased by ogly 12,5 per cent
over the decade — ot encugh to permit an all-gut geowth strategy.

' To ‘shed more Light on tha validity of the hypothesis that both
‘countrias were pursuing growth stratagiss, largely ignoring balance of
payasats considerations, it might be instructive to look briefly in the
next sactica at thair investment and ssving performancasduring the

decade.

| 3, Saving-Investwant Mﬁia.

 The ratios of gross ‘:i.nvumnt and groas saving to CHP are shown
in Tables 7 and 8, respactively for Kores and the Philippinas , for the
yosre 19_7!-02. Tha ratice are -Mlu and rehéivcly high‘eo'anad‘to
devaloping countriea m gemaral and also to ths méiu for the ssme
countries h the 1960's. ‘A
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The difference between the two ratios is, of course, foreiga saving,
wvhich includes net trensfers, a&s well as net external borrowing. The
latter strongly domisstes foreign ssving for both cowmmtriss, howewver, so
that this compenent of seving ces serve as an sltasascive asgsra of the
sasnuzes gsp, thareby ascwing eq an indigates also of balance of payme::s
pressure.,

Wat is striking in both cases is the riss during the 1970%s of the
m:mm:ohnumsopuwtnmniamm,
compared to 24 per ceat and 21 per csat, regpactively, for Eorea and
the Miilippines in the base period. Whila the ratio dropped off for
Korea in 1981 and 1982, a vecord high of 35 per cemt in 1979 givea an
averags £0r 1979-82 of just above 30 per ceat The Philippines meintained
a staady ratio over the four yaars of the gecond sub-pariod at the sems
level Morsover, the ratio was slresdy at 28 per cent tor Korea and
29 per cent for the Philippines in the first sub-pariod The whole period
d&.m.ho&shsdl:hammotmm-mtmmm
countriss

Moreovar, tha investssat ratiocs were highest duriag the peak years
of tha ratio of curreat sccount deficit to trade — 1974~-75 and 1979~80
for Korea, and 1975-76 and 1979-82 for the Philippines The coincidence
is perfect 1If com 3id mot kaow about those o1l shocks and aimply
looked st investment and the balsnce of paymeuts ind{cators, cue wmight
sasily conclude that the yusre of balamce of paymente difficulties were
simply ysars vhen the javestmant doom got out of hand. But, of couxse
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we must bring in saying to complete the picture of this side of the
sLOry.

Both countries alse raised their saving ratios over hase period
levels, in the case of Korea by enough to maintsin for the period
1974-82 the same percentage gap below the investment ratio as prevailed
in 1971-73., The Philippines had no gap in the base period, but the
rige in saving failed to match that of investment, creating an average
gap of just under six per cent duving 1974-82. Thigs wag slightly lear
than Korea's gap. In both countries, but especially in Xorea, the yige
in government ssving represented a significant contribution (Tables 7 ad &),

looking again at the pesk_years of the current account deficit for
Kovea {1974-75 and 1979-80), we find saving relatively low in the Ti=sc
pair of years, which together with the sharp rise in the investiment
ratio, yields peak velues for the foreign saving ratic. In 1979 the
saving ratio was very high along with the record investwment ratio, hut
the former dropped sharply in 1980 and remained helow average for the
next two years. it is possible that in 1974-75 and sgain in 1980 caving
was dampened by the consequences of the externai shocks -~ e.p., slover
growth of GNP and higher rates of inflation; but there reamin the
relatively high investment ratios &8 clear indicator of internal shrci,

For the Philippines.the picture is clearver. There is no evidence
of a decline in the saving ratic during the peask current deficit years
until we reach 1982. Indeed, in the other five years (1975-76 and
1979-81) saving was at ot above the average for 1974~82. Again, the

high investment ratios remaiu as evidence of internal shock.
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One would need s very rich model to measure the tglatiﬁe effacte
of the external and internal ahackg on the resource gnb, Al T can
naj hare is that it sceme aﬁidant that there were internal investwent
shécka in hoth countries coinciding wi;h the external aﬁécks. This
is beaé explained, I think, by the sharp rige in goémrnment in#estmznt
in both countrias 1a‘thoae ynmras.pteagmably 46 A uantrmcy&lical maasure;
In-aﬁy gape, it ig clesy that both countries ware.opting for growth
and were wawilliag to let balance of peyments concerms stend in the way
{at lesst untril the end of the period for Kersa). - Xorea wse, of course,
more auccessful in this atrafugy. noL anif iﬂ'axﬁamding itu.expott ahere,
but In gaﬁmrnting.gxawth out of saving, &@.wall. Philippine growth wea
retarded by an incremeﬁt&l ca?ltai;autput ratia fiﬂﬁﬂ) that rémmined
highﬁ ralat;vm‘n#t only to Kores, bufr tb moai davmlup1n$ countries, owing
in part et lasst to diatbrtiona from government price iﬂtarventiﬂn
policies. Korea, in contrast, eunjoyed & low ICOR until the ewltch to

inwestmsut in hesvy industry in the lare 197Q's.



4. Strategies and Polircies,

What the quantitative analysis shows ig that both countries pat
growth above halance of payments considarations and were willing to
increase external debt in the face of severe external shocks tn.imp]ﬂmvnt
this strategy. As noted above, Korea wag able to get away with it, wni it
prematurely it went overhoard on investments in heavy induatrv, largely
because of its export share performance with some help from import
substitution. (The siower growth element should be discountad hecauss
it reflects the crop failure in 1980 and the years 1981-82 when Korea
wag no longer getting away with it.) While the Philippinea had modest
success in both export share and import scbstitution (its import elasticiry
dropped to below 0.9 compared to the assumed value of 1.2). these
adjustments fell far short of what was needed to éustain its faster
growth strategy in the world econowic envivonment of the 1974's.  That
mach is clear. The big question, of course, is why Xorean performance
was adequate to the strategy choice and the Philippines’ performance wis
not. It is not the purpose of this paper vo give an answer to thisz quewstinn,
However, a brief comparison of industrial and trade stratepics and policics
based on studies (e.g., Westphal and Kim and Bautista, Power and Amuoeciais o
that have been directed to this question, may belp to guide us in the
direction of an answer.

The Philippinas has suffered for three decades under highily

protective and disterted induatrial and trade policies that produced
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strong biases against exports and agricultural production In favor of
the maufacture of consumer and sowe intermediats goode for the domestis
market. The result of this has been to retard the groweh of both
manufacturing and agricultura, to hamper efforts to prowote non-traditicni.
exports, and to maincain an excessive dependence on lraditional priwary
exports. Recurrent cycles of balance of payments crises, devalyation an’
inflation resulted from the inability of the primery sector {(burdened
by overvaluation of the pesc and the cost of governsment price Invervention
policies) to cerry this load (Internavional Labour Glidiece, 1974).  Atteapts,
beginning at the end of the 1960's, o counter the bims against non-
traditional exports by mesng of fiscal incentives have been inadequate
in the face of the substantial uvndervaluation of fereign sxchange that
is defended by the tariff svstem. It sas aoct wntil the eacly 1980's
that vecognition of the inadequacy of this parch-on, putahwpv Appreach
to epuntering the biases of the protactisn system ied te :he adoption
of & program of trade liberalization and fiscsl incentives raform, in
sommultation with the World Bank and supported by structural adiusiwend
loans. Implementation of this program has been hampered, however, by
the comtinuing world tecession and its effects op the prices and vn}umﬂ
.of Philippine exports.

Kerea also inigially adopted sn inward~looking 5Erategyf byt in
the early 1%60°'s switched to export promotion. Largely through cheap
credit for export industriea and exchange rate pdlic#, aided by tariff
liberulitmmion.in 1967 and 1973, Kores was #ble ro create a more baloneed

rat of incentives for exports and import substifurion.
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Ip the mid-~1970's, bacause of increasing protectionism in
iondustrialized country markets and growing competition in labor-intensive
manufactures, Korean strategy switched to import substitution in heavy
and chemical industries. Over the 1970's, various fiscal inceatives
for exports were reduced and finally eliminated, while being increased
for the new capital~intensive industries. By the end of the decads sll
that remmined for exports was the préforential interest rate.

Finally, in the early 1980's strategy was again reversed and Kores
adopted of program aimed at more modest growth end & comcomitant
reduction of inflation, less emphasis on heavy industry, trade asd
markat libarslization, and more sttention to the rural and other
neglected sectors. The program is supported by stand-by arramgements
with tha Pund (Korea's firat use of Fund resources since 1368) and by
a World Bank structural adjustment loan; The program has alraady hed
some success in helping to bring down inflation and the cyrrent sccount
deficit, while sustaining growth of GNP at six per cent in the face of
declining exports (Internationsl Monmetary Fund).

From this ovarview of long-range strategias and policies, I turn
now to policies that were related more immediately %o the balance of
peymants c:iQns. Piret and foremost, the policy rasponse to the
external shocks in both countries was to borrow extagtnaily, while
‘visoroualy pushing ahead with growth, as slready noted.

The other important alement of immediate policies was the manspomen:

of the price of foreign c:ﬁhange. Table 9 shows nominal snd veal exchange
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rates for the won and the peso for the years, 1971-82. Real rates
ideally should be nominal ratés adjusted for changes in the relative
prices of internationally traded goods and non~traded goods. And,

since non~traded goods can be decomposed into traded and pritriry factors,
we really would like to have an index of primary factor pricer. (This
assumes that changes in the degree of protection are not important, wh ich
was true for the Philippines, but perhaps not for Korea.) For the prices
of traded goods I have used tradu unit values —~ the simple average of
import and export unit values. for non-traded goods (or priwary factors)
1 have used the GDP deflator, it being the index that wost fully includes
non~traded goods and services.

The Philippines began the de. ade with a devaluation and the adoption
of a managed floating rate policy. The nominal rate rose gradually to
1976 and then leveled off to‘the end of the decade. The rial rate rose
in 1976 es a reflection of high oil prices on the import side and high
sugar and >Opper prices ofi the output side. It then Ffell during the
balance of :ayments crigis wears (1975~76}, reflecting demestic inflarion.
After 1976 iy remained roughly constant at about the bese period level.
There is virtually no evidence here of &ﬁ exchange rate policy respons:
to the balanc: of payméhts erises, Not umtil 1982 4id the peso deprecinr:
significantly snd this was not enough to raise the rzal rate,

In contraat, taere is some evidence of exchange¢ rate response in
the Korean case. Significant depreciation tock p:ace in 1975 and 1950.-81,

in each case foll - wing by one year the omsat of the crisis. These ware
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not enough, however, to keep the resl raze from falling, owing to ragi:
rvates of domestic inflation. Aund che conscant nominal rate over
1975~79 allovwed the real rate te fall significantly below the base
period level. '

What conclusions can we dxg frow this brief look st strategies .’
policies? First, the immediste policy responss £o the belance of pay-ir.-
cxigas were gimilar in the two eases, axsept for Kofca'a wodast sxchacn
rate adjustments. The name of the gane was borrow abroad.

Why, then, was Korea's pexfocrmance sc much better? The great
differsnce lies in the long-yyn stratagiee and policies, nov in the -
immediste responses. Korea'e sutward~iocoking conatellation of trade
amd n&ucfial policien avs spparently what geve it ¢ grest advantag:
over the Philippines, whose warket price distortions frow ite swn fra's
and industrial policies not emly hampered the growth of non~iraditicns:
exports, but alsc underminsd the efficiency of translacing a high level

of investment into growth,



The outlock for developing countries in general is not very briaz: -

Growth in the industrialized couvntries is expected to be slower in .- o

than in the past two decades, particularly in Europe snd Japan. Morcove:

there is as yet no indication that they will open their economies mave
fully o isports from develeping countries. Two strategies ars call-d
for in the fece of this prospect. Ore is to promote diversification +f
the rural sector through wmediem afd emall scale industrial enterprises.
The other is to pfumotm gore trada among devaloping countries (the lesd
developed sagment of worcld tradea). There is no reasen why the growth
of countries like Kores gmd the Philippinces should be rigidly tied ta
growrh ia the indestyislized countries.

Bath countyier, 7 think, are fully awsre 5f rhe need to move in
thease ditactionu.- More important, baoth are aware of past misﬁakeg @l
have undertaken commitments o correct them. 1 have cowmented alre.iy
on the new directions indicatad in Xorea's Fifeh Five Year Plan and e
Philippines’ trade Liberalizasion and other reforms wader ste struccavs.
adjustment program.

How moech success can we axpect from thess offorts? For Howea.,
prospects are respctsbly gaod thar they will be able o achiewe aoms .
near at least the growth, ﬁtabilizatign and diversificacion targets
their Plan. Much depends, of course, on the world 2conemic envivore .=

For tha Philippiags, the picture is not &ﬂ hright. The polisi.u:

eventa beginning in Augnst, 1983 ravealed hew fragile the FPhilippdr
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baisoce of payments snd debt aituatiom was, the apparant lag in ths
ability of ths government eémﬁ to recognige, let sione to deal with, :he
political crisis, hee induced a massive cepital flight that has geversls
demaged the Fhilippine acaﬁamy. £, however, the political crisie ¢an
be resdlvad ascon, the ecoscmy will recover, though 4t will teke time 0,

sgain, 8 favorable world smvizomsent. The underiying economic aitustion

is not week and was impraving rapidly in the first helf of l@&ﬁ. A pupydlie

danger is&, howuvmr. that thn vesolution of the politicel crisis might
maap less comaitmant to tha econawis policy reforms to whick the prassan

rogise hae committed iteelf.
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Appendix A. The Shock-Accommodation Modell/

The resource gap (K) in the base period is equal to commodity imports
lege commodity exports (X) less net earnings from sprvices and private
transfers (8). _

(1) R - Ho - xo -s°

The resource gap in any subsequent period (n) equals imports in bese
period prices raised or lowered by the change in fmport prices less exporrs
in basa period prices raised or lovered by the chenge in arxport prices isas
the S balance in current prices.

p m X
(2) P&\"“n“'*"'m)‘xn“*?ou’ sn

We can then divide the change in R detween the two pericds inte =

terms of trade effect and a volume effect.
B oo X '
(3) Ry~Ry = (MP =X P )+ (M -M3 -~ (X -~X) ~ (8 -5)

We then define Rn—R; as the additionsl exterral financing requived

in pariod n, where R; is the tyrend resource gayp.

(4) | R“-R§ = (R-R) ~ (RC-R)
¢} . X
- - - -t .
“ (P ™ KoPon? * (MUY + (X XD + (S-S
But, (R:'Bb) £ (Hﬁ-ﬂo) - (x;—xo) - (s‘-so) vhere the t superscripts indicur.
the suma .3 ie always at its trend value.)
Henc |
t n x t. t

(4a) RR = (4P X oPon) * (MM ) - (X=X

1/

~ The 1



t t h
But, M i “‘“n“”hn) - 1)

£ t h L
(¥ - = - - (X -3
and —(X_ X) % (xﬂ xn) (X, {n)
where the h superscripie indicate bypothetical values.

Hence, finally
N
Yo (Xnmka}j _

¥

-

(5) LI [
s S 7 L‘Mh on  Nooan

b t _h. h .
- g [T A i e
(kxﬁ xn) ‘Mn n} + <Hn Mﬁ}l

The trend value af exports depeuds on a tyend value for world
#npores and the base péricd share of worid exports for a given country.
" The hypntheticval valuve of sxports depends on the actuel growth »f worid
exports from the base pariod snd the seme given share. Tha trend valoe
of impovtas depends on a tr%dd value for growth of GNP ead an income
alanticity of demsnd for {mportes derived {rom regresuion pnalysis, the
regulite of whiéh ars ahown in Aﬂpemdim Ru The hypothetical walue of
imports depende on the amee elaétiaity and the actusi growth Of.GWP frow
the base period,

| Than from eguation {5} we have the addicicnmal ggternal finavcing
dapending on the shocks ia he {ires ser of orackegsd on the right eide
lega the adiuste
terma of trade e

laft to right)‘a
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‘rateé for GNP and world exports are the annual a
eee—e —= gm—-= 1 the period, "1964" -~ "1972".,. Vol JMtatim s
indicate three year averages a; »und the years. The growth rate for world
exports was cnlcnlafeﬁ to'be v.9 per cent per anﬁun, for Korean GNP,

9.6 per cent, and for Philippine GNP, 5.3 per -ceat.
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Appendix B. Income Elasticity of Demand for Imports

The regression equations were of the log-linear form.
InM = a, + a; la¥ + a, 1n%r<
where M is an index of the value‘of imports deflated by MUV
MUV is an index of import unit value
Y iz an index of GNP deflated.by YD
YD ‘is‘tha GNP deflator
R is an index of the foreign exchange rate.
(A1l indeaeé are based on 1971-73 average = 100.)
aagxnséions were run for the years, 1963-73, in order to obtain
an ingoma elasticity of demand for imports to use in the calculation of
"hypothepdcal” and "trend" imports. Regreséions were run also for
1963~82 and 1974~82 for purposes of comparison.

In presenting the results, MUV R is represenied by P,

T values are in parentheses. b
1963-73
Korea: lnM = 071 4+ 1.904 1n¥~ 1.070 1nP F = 202
(11.78)  (~4.23) 7 = .976
pi = 1.37
Philippines: laM = ,005 + 1.211 InY- .789 InP F =23
(6.70)  (-4.16) o= 817
DW= 2.41

All of the coefficients are significant at the ane per cent level.
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71
Korea: 1nM = ~.103 + 1.571 In¥ 1,579 1nP F
(11.32)  (-.94) 7 -
™=
Philippines: 1nM » ,117 + .883 lnY - .312 1inP F =
| | (8.610)  (-.932) -
Joth i{ncome elasticities are eigniticant‘ at the one per cent
reither relative price elasticity ia significant,
1963-82
Korea: InM = -, 066 + 1.646 InY - .884 1nP : F =
(21.87)  (-4.06) W ..
M e
Philippinea: 1InM = .062 + l.OQllnY- 441 1nP F =
(10.18)  (=3.37) 7 -
DW=

All of the coefficients are significant at the one per cent level.

150

-974

40

. 908

148
.9)9
1.68



Tahle . . Balance of Payments Crisis Indicators:
Kores, 1971-82
(Milliong of U.S. dollars and Per Cent)

Vear Curreﬁt Accouhz Per cent  International Per Cent External Per cen: Deie @
Balance "of Tfadelf :Reservesgl of Trade Indebtedness of Trads
i9FL : =847 39.8 : 571 26.9 2,505 117.9
v -370 14.8 740 29.6 . 3,088 123.7
273 ’ ~1308 7.1 1,095 25.0 3,927 89.9
174 | -2,023 31.2° 1,056 16.3 4,849 4.7
1975 -1, 887 27.2 1,550 - 22.3 5,957 85. &
237, -312 3 2,961 30.2 7,253 74.1
1977 " 12 - 4,307 2.7 9,02 68,5
1978 -1,085 6.1 4,937 27.6 11,747 65.5
1@?@ =4,151 19,1 5,708 26.2 | 14,304 65, 5
LORD ~ ;5,32; 20.9 6,572 ‘45.8 16,705 85.6
[OE3) b 645 15,5 6,590 23.1 20,652 69.%
1847 . =2,650 8.2 6,985 - 3.7 st 7524 6elu
avg. 1971-73 ~508 20.4 802 27.2 5,173 110.9
g 1976=77 1,052 15.4 2,468 25.4 6,771 . 75.8
Sg. 1979-82 ~4,192 .'15;@ 6,539- 24.6 18,103 67.4
Avg. 1974=82 2,45} 6.6 4,552 5.5 12, 360 70.9

lfTrada ig average of exports and imports.
gfﬂnd of year.
}!Public debt plus puaranteed private dekt diwided by axports.

f-'-f2?1zatzzzlrﬂme> based on change in public debt

Source: Asisn Development Bauk, Key (ndicstors, April amd October, 1983,




Year

1437

iﬁwg} 1971=73
f*vg. 1974-77
ivg; 1979-82
1avg, 1974-82

Current Ag
Balanc
-3
9
536
~176
-892
-1,050
~752
. =1,173
-1,576
-2,051
-2,293

-3,357

181
=717
-2,319

~1,480

eéz . Balance of Payments Crisis Indicators:
Philippines, 1971-82
(Millions of U.S. dollars and Per Cent)

wunt Per cent

International Per cent

of Tradel/ Reserves—

0.2 376 25.6

- 551 35.7

- 1,038 43.6
4.7 1,504 39.8
23.4 1,360 35.7
25.6 1,642 40.0
15.9 1,524 32.1
21.0 1,881 33.7
22.0 2,416 33.8
22.6 3,140 34.5
23.5 2,707 27.7
34.6 2,543 26.3

- 655 35.0
17.4 - 1,507 36.9
25,7 2,701 30.6
21.5 2,079 33.7

External

1,685
1,868
1,918
2,311
2,788

4,934
5,103
6,297
7,204
8,415

10,148

12,138£/

1,824
3,534
9,476

6,482

Per cent Nebt Su:-

2/ of Trade Indebtedness of Trade

114.7
120.9
80.5
61.1
73.3
95.8
107.5
112.8
100.9
92.5
108.8

125.3

Ratl v—‘ A
S
16,40
2.7
2

St

7.}

~F

.G

—_

éjTrade is average of exports and imports.

2/

—"End of year.

Y,
4/

— Estimate based on change in public debt.

Public debts plus guaranteed private debt divided by exports.

Source: Asian Development Bank, Key Indicators, April and October, 1983,




Year Terms of Expest Total Export Siover Import Total
Trade Yolune Sharks Ehare Cromrth Substizution Adjustim™
1974 Le724 38 1,792 309 ~3i6 555 1,348
1975 2. 130 331 2,463 1,600 161 1,024 2,785
1376 1,502 322 2,284 2,700 ~353 1,533 3,9i8
377 1,183 450 1,611 3,546 &1y 1,739 4,824
578 1,786 579 2,359 &.272 -754 1,509 5,127
7Y 2,902 676 4,585 4,026 ~338 1.866 5,540
280 5,828 1,036 £.274 4,792 2,247 2,134 9,173
221 5,888 1,399 7,287 6,219 3,257 2,385 11,861
282 4,D31 1,921 6,002 5,985 h GO0 3,392 14,967
375-82 27,903 6,754 34,657 34,952 8,414 16,227 59,593
374-17 Tjﬁé?. 1,143 8,150 8,655 ~-581 4,851 12,925
376-§2 32,580 3,232 15,812 8,001 11,721 3,259 22,981
129678 haps}
- - vaen

-1,634
-3,263
~2,768

~955
~2,899
~4,574

-8,965

-24,936

-4, 775

~-7.16%



vlie o Efvote gn Eezlancg af
riemal Bhocks and Accommodations:

Tt e -
Farmant

1

]

Philippines,

z 374-52
(e ilions of U,9. dollars)
Year Terms of Export Total Export Slower Import Total Addivrional
- Trade Volume Shocks  Share Growth Substitution. Adjustments _Financigp

197%
1975
1976
19777
1578
1975
1980

15611

1874-82

Y47y

252
1,008
¥, 261
I, 369
1,556
L, 88
Z,7%
1,275
3,721

7, 0%

3,930

&,025

((I876-78 Base):

&, 780

808

2,305

319

TR
b,245 ~10%
LATE g
L, 68% 405
1,967

2,298

1%
~22
1526 -250!
4,267 1%

5,083 ~Ti§

25,875 3,531 ~1,136

Ly ~356

30,

10%
238
369
450

I,69¢

530°

-304
127,
121
556
154
195°
504
I, 208
F,45

4,99%

2”, 15 -, 117’?

TR

¥ ,:..17:

1,357
1,13

1,783
2,10%
2,722
3,058
3,638

17,780

4 8.

5,813



Period Frpert Yolume

Tevme of Trade )
Total Shochks

Toral Shooks

Total 8liocks  Total Shacks

X 1
uJNP A
. T T M ﬂ-hu..{

1374-82

<113
<110

BG5S
. 781

1%

L 265

WG

. 140

L1569

L0891
RipLS

B&O
803

BT
e T OW

YR
nrlippices

Tt

- 080 REL:! L 304
Philippines Ve TN LFE3 ATT

arnaen - " i ket

Total Adiusiments
Total Shocks

1974=82

it My ket

2.1136 -

Pailippines

V3 Fa-77

Koras
Philippices

1279-82

Kores
Frilippines

<439

1. 586
L0352

J388
JBES

LS

------- Trade ia

Louree !

Tabies

the average of eugoris and INMporis.

3 and 4.

AN Ty ey 41



Table & . Relative Importance of ¥rade
Adjustments: Korea and Philippines, 1974-82

Feriod Export 3hare Final Export Shareéj Slower Growth Import Substitution
Total Exporte Change in Exports Total Imports Total Imports

VG rhedl

Korea . 302 .920 .059 114
hilippines 101 118 -.022 .032
K‘JI.’@& 43]? i&67 "'nOl? nilm
Fhilippines 005 L222 ~-.023 : .28
1979~82 :
Koren . 106 .983 126 033
Phllippinea hggg 0953 ""9003 a017

y heuhaforth  pp%  (TablaSed )

- Final expurt share isfexport share, in the final year, which when divided
vy the change in eéxports shows the preopertion of the latter that is accouated
for by increased export ghare.

3?mdﬁ‘

Source: Tables



Table 7 + Saving and Investment Ratios:
Korea, 1971-82
(Per cent of GNP)

Year | - Gross Gross Domestic Foreign | - Goverament
Investment ~ Saving Saving . Saving
1971 25.4 14.6 10.8 2.3
1972 21.5 16.4 5.1 -1.8
1973 | 26.1 22.2 3.9 1.0
1474 1.6 19.0 12.4 0.3
1675 29.4 19.0 10.4 -0,2
(976 25.5 23.1 2.6 1.6
1977 26,9 : 26.3 0.6 3.2
1978 30.6 22,4 3.2 2.9
1879 35.0 27,5 7.5 5.1
930 31.1 21,1 10.0 2.6
1581 28,2 20,3 7.9 2.9
1982 _ 26.2 21.4 4.8 . 0.1
Avg. 1971-73 243 17.7 6.6 0.5
Avg. 1974-77 28.3 21.8 6.5 1.2
Avg. 1979-82 30,1 22.53 7.5 2.7
Avg. 1974-82 29.4 22,7 _ 6.6 2.1

Sourca: Asian Development Bank, Key Indicators, April ang October, 1983,




“£able§f . “Saving and  Investment Ratios:
: Philippinas, 1971-82
- {Par Cent of GNE)

'-Groés : Gross Domestic ';Fbreign Gove rnment
I@vgﬁtmeat ;S@fiug : Saviqg , ~ Saving
Ewgir; ’ 21.3 : 20.0 1.3 2.6
19 20.6 18.9 1.7 1.6
YR 19.9 ' 23.2 -3.3 5.7
PR 26.7 24.0 2.7 4.9
575 31.1 24,1 7.0 4.0
1876 _ 33.2 ' 23.8 7.4 _ 2.0
1937 28.6 24,2 b.é 3.2
1% ' 1.9 : 22.3 5.6 3.3
1979 T 25.8 5.2 5.2
550 30.6 = 2.7 5.9 5.0
ST 2¢.8 23.9 5.9 4.1
1982 29,5 21,5 8.0 3.6
ave. 197173 - 20,6 20.7 ag.1 3.3
Avg. 1974-77 29.4 24.3'- Sed 3.5
Cvg. 1379-82 30,2 4.0 6.2 4.5
Avg. 197682 29.6 23,3 5.8 4.0

Iurce:  Asiaa Development Bank, Kay indicarors, April and Gatober, 1983,




.abl&? . Nomioal and mj.—l-l Exchatge Rates:

Korea and Philippinas, 1971-82
{Won and peso per U.S. dollarx)

Karea - Philippines

veac  Nominal Teade Unit Value? Resl  MNominal Trede Unit Value  Real
Rate GDP Deflater Rate Rate " GDP Deflator Rate

197-73 380 - 1,00 380  6.62 1.00 6.62
274 400 L2 w8  6.79 1.36 9.26
S 486 .48 425 - 7.28 1.12 8.1%
i 484 .78 378 7.44 .96 R
H1y 484 7 s 7.40 .90 6.65
g 484 e 308 7.37 .81 6.70
979 484 .66 317 7.38 .95 7.06
1930 607 .60 362 7.51 .94 7.04
1581 681 .53 362 7.90 .84 6.68
1942 26 Y .46 345 5.17 a1 6.53

«U&eal exché.nge rates are nominal exchange rates multiplied by trade
unit value sad divided by GIP deflator.

2/ Trade unit value is siwple average of export aand import oAt Ve,.w...

Source: Aaien Dewvelopsent Bank, Key Indicators, April and October, 1983.
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