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Foreword 
 
 Since its formation on September 11, 2001, the Fair Trade Alliance (FTA) has 
continuously asked the government to discard the neo-liberal economic thinking that has guided 
the formulation of the country’s trade and development policies since the early l980s.  The 
chronic Philippine economic crisis and the resulting mass poverty and unemployment clearly 
show that neo-liberalism, which worships on the altar of free trade and one-sided economic 
liberalization, is a terrible failure as a development compass for the nation. 
 

Three decades later, our economic technocrats still insist on the neo-liberal economic 
agenda and the corresponding policies necessary to complete the neoliberal picture.  In the latest 
Medium-Term Philippine Development Plan (2004-2010) prepared by the National Economic 
Development Authority (NEDA), the government intends to further open up the economy to, this 
time, zero in on what the technocrats call the ‘remaining barriers’ to openness -- restrictions to 
foreign ownership in the land market, public utility business operations, mining and media.  
They are also proposing that industrial and agricultural tariffs – already among the lowest in the 
world - be further lowered.  
 
 We, at the FTA, refuse to swallow the neo-liberal pitch that there is no other path to 
development except through further economic liberalization.  In today’s globalized world, 
nations survive, grow and develop based on their national interests and development priorities.  
The only way a country can combat globalization’s ill effects is through economic nationalism. 
 

Hence, this Report on the Nationalist Development Agenda (NDA), a project which 
seeks to outline the root causes of the Philippine economic malaise and the alternative nationalist 
road to survival, recovery and sustained development.    
 
 This Report was prepared by Dr. Rene E. Ofreneo and other members of the  FTA 
Secretariat -- Mars V. Mendoza, Ember Cruz and Errol Ramos.  Substantial material and 
editorial inputs were also received from Jong Sereno, Wilson Tiu, Angel Mendoza, Dave 
Diwa, Freddie de Leon, Lorenzo Ziga, and Dinah Fuentisfina.  
 

More importantly, this Report has been subjected to numerous discussions and 
consultations with our affiliates and friends in industry, agriculture, labor, informal sector, etc. 
by initiating, among others, the following: 

 
“A Nation in Crisis: Agenda for Survival”, held in January 2003, which was co-convened 
with the Office of the Vice-President. A multisectoral national conference on what all 
economic sectors can do together to rebuild Philippine economy  
 
‘Nationalist Development Agenda’, held in July 2005. A multi-sectoral conference 
outlining the roadmap for national recovery thru economic nationalism. 
 
Series of policy dialogues and critical engagements with government on trade and 
development issues, WTO and AFTA, smuggling, tariff re-calibration, garments and 
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textile, IT and ICT, vegetable, rice and corn, sugar, Mindanao development, mining and 
so on.   
 
The key recommendations and findings from the above initiatives are now reflected in 

this Report.    
 

We at the Fair Trade Alliance believe that the only way for the Philippines to move 
forward and catch up with the rest of Asia is through our collective efforts as Filipinos working 
together in pursuit of a common Nationalist Development Agenda. 
 
 
 
        Wigberto E. Tañada 
        Lead Convenor  
        Fair Trade Alliance 
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Introduction 
 
 

In l957, the Philippines was hailed by the World Bank as the second best-performing 
economy in East Asia.  It wrote: 
 

“…The Philippines has achieved a rapid rate of economic growth in the 
post-war period (since l949).  Production has continued to grow at an annual rate 
of 7 per cent…By comparison with most underdeveloped countries, the basic 
economic position of the Philippines is favourable.  It has a generous endowment 
of arable land, forest resources, minerals and normal potential through a 
comparatively high level of expenditure on education, transport, communications 
and industrial plants over the past 50 years. 

  
“The Philippines has achieved a position in the Far East second only to 

Japan, both in respect to its level of literacy, and to per capita production 
capacity…The prospects of the Philippine economy for sustained long-term 
growth are good.  Apart from generous endowment of material resources and high 
level of literacy, other favourable factors are the growth of the labour force, the 
availability of managerial and technical skills, the high level of savings and 
investment, rather good prospects for most of the Philippine exports, and 
possibilities for import substitution.”  (underscoring supplied) – [taken from the 
Wallace Report: Where to the Philippines? Or Does the Philippines Have a 
Chance?, AYC Consultants, June, 2004] 

 
The Philippines today is ironically one of the industrial laggards in the region. Its per 

capita income of around $1,000 in the 1970s has not improved since. Contrary to that of 
Thailand which has doubled  (from $1,000 to $2,000) and to those of the Asian NICs (South 
Korea, Taiwan, Singapore and Hong Kong) which have multiplied many times over.  According 
to surveys, over 50 per cent of the population perceive themselves as poor, and nearly 12-15 per 
cent claim they experience hunger. This is very ironic for a country which has huge human and 
natural resources and which was once considered by the World Bank as Asia’s second best 
performing economy  

  
What happened?  How can the Philippines get out of the rut of economic backwardness?  

How can its people be liberated from massive poverty, unemployment and despondency? 
  

This brief report is an attempt to outline the role of the anti-poor and anti-Filipino trade 
and economic policies in   the making of the Philippine economic disaster.  The report ends with 
an outline of a Nationalist Development Agenda (NDA), which the Fair Trade Alliance (FTA) 
believes is the key to genuine economic renewal and sustained development for the Philippines.   
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Trade-development nexus: 
An analytical framework  
 

Trade is a powerful weapon in the service of national development.  Through 
international trade, a country can create a bigger market for its goods and create more jobs for its 
people. Through mutually-beneficial trading arrangements, nations are able to exchange a rich 
variety of goods and services which make life more interesting and challenging.  Trade provides 
a nation with essential goods that it can not otherwise produce sufficiently or efficiently, and 
allows it to focus in those areas where it has a comparative advantage or ample resources.  
Through trade, a nation can also acquire new technologies and new ideas to use in the building 
up of both the structures and the capacity to sustain growth and deepen the dynamism and 
sophistication of its agro-industrial structure.    
 

Trade should serve the development efforts of a nation.  This is why countries exert the 
means to earn, principally through its exports, the foreign currency needed to import essential 
commodities.  This is also why countries strive for a relatively balanced trade since trade deficits 
often lead to unsustainable payments deficits and foreign borrowings.   This is also why nations, 

with limited comparative advantage, pursue a conscious policy of capacity building in crucial 

value-adding and wealth-creating fields, or in developing a competitive advantage in new 
industries where it had no comparative advantage before.  Building up competitive advantage 
in new areas will equalize trade as well as enable the economy to catch up with the more 
developed trade partners and its energies released from low value-adding activities. As with the 
developed economies, developing economies must scale the value chain. 
 

No nation can afford not to trade for it is integral to development. A country which does 
not trade with the world is obviously a country living in isolation and walled off from the rest of 
humanity.  It may seek to produce everything through its own internal resources.  An isolated 
country is likely to be ‘independent’ -- and poor. Its isolation deprives it of the benefits of 
international trade which include the assimilation of progressive ideas and advances in 
technology of the rest of mankind. Throughout history, autarkic societies are generally poor and 
ruled through despotic means.  
 

On the other hand, there is the danger of romanticizing trade or promoting trade for 
trade’s sake without regard for the country’s level of development or its development priorities 
and requirements.  This is crucial since far too often, trade does not always lead to development.   

 
Historically, trade has been utilized by the more developed countries as a weapon to 

subjugate their less developed trading partners. During the heyday of imperialist expansion, 
many colonies in the Third World (Asia, Africa and Latin America) became ‘hewers of wood 
and carriers of water’ under the unequal ‘free trade’ imposed by the colonial masters from the 
metropolis.  Free trade between a highly developed economy and a poorly developed one is more 
often un-free and exacerbates existing inequalities between the two. This is graphically 
illustrated to this day by the exchange between high-valued industrial goods and cheap 
unprocessed or semi-processed raw materials. 
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In recent decades, free trade between unequal trading partners has been articulated 
through the neo-liberal economic dogma which says that economic openness -- at home and 
overseas -- leads to investments, growth, jobs and welfare.  The postulate, however, assumes that 
growth and development automatically flow from economic openness.   Thus, the battle cries of 
the neo-liberal proponents – investment liberalization, economic deregulation, privatization and 
trade liberalization.  Following this school of thought, the promotion of clear and concrete 
industrial and agricultural policies in support of clear and concrete industrial and agricultural 
targets is set aside in the abstract name of global competition and growth in foreign investments 
and jobs. 

 
However, there is greater awareness now more than ever that the neo-liberal paradigm 

espousing a unilateral and one-sided economic and trade liberalization does not work for 
developing countries.  This is one reason why present talks in the World Trade Organization 
(WTO) on the issue of more market opening have not progressed as anticipated by the developed 
economies when the Doha Development Round (DDR) was launched in 2001.   

 
On the other hand, the capacity of some economies to export more (as in the case of 

China) – erroneously equated by some neo-liberal economists as an outright proof of economic 
openness -- is not necessarily due to such economic and trade openness but to the conscious 
policy of these economies to build up their agro-industrial capacity and breed national 
champions at home and overseas.  Like Japan and the Asian Nicks, countries which follow a 
more pragmatic and nationalistic approach to trade and development are the ones winning in the 
global market. While those which open up their trade and economic borders in a lazy, haphazard 
and one-sided manner without any due consideration to a country’s level of development and the 
people’s readiness to the shock of wholesale trade openness often lose. 
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Chapter One 

 

Philippine Industrial Odyssey   
 

 
In assessing the present Philippine economic malaise, it is important to understand the 

history of the country’s industrialization efforts and why these efforts have not delivered the jobs 
and welfare for the Filipino people.     
   
 
Tale of three trade and industrialization regimes 
 

Compared to most countries in Asia, the Philippines have a relatively longer history of 
pursuing industrialization.   

 
In abbreviated succession, the Philippines pursued three types of trade and 

industrialization in the last century, namely:  agric-based industrialization associated with the 
pre-war free trade policy imposed by the United States on its then colony; import-substituting or 
import-replacing industrial (ISI) development spearheaded by a nascent industrializing elite in 
the 1950s and 1960s; and an export-oriented industrial (EOI) strategy based on labor-intensive 
manufacturing, which has been vigorously promoted by the government  since the 1970s. 
 

Each type of industrialization contributed to a certain level of economic growth for the 
country.  However, the initial bursts of growth in each case were not sustained and were 
invariably followed by a full-blown crisis.  The present backwardness of the national industrial 
structure and the labor market is directly traceable to the uneven and weak process of capital 
accumulation, which, in turn, is rooted in the narrow and limited character of the 
industrialization policies and programs pursued under each policy regime. 
 
 

 Colonial free trade 
 
In the first two centuries of Spanish rule, the most important economic role assigned to 

the colony was that of a transshipment center. This was for the exchange of Mexican silver from 
Acapulco and Chinese silk from the mainland, transported through the legendary Galleon ships. 

 
This development pattern was altered in the l800s when Spain opened Manila and other 

Philippine ports to world commerce through the pressure of the emergent Great Britain.  
Together with the Chinese traders plying the domestic market, the British trading houses 
transformed the Spanish colony into an export-crop economy producing sugar, tobacco, abaca 
and indigo.  The exposure to world commerce also led to the growth of a cash crop economy, 
evolution of the hacienda system and the consequent growth of internal commerce, limited 
though this may be.  But this industrial development was limited to the semi-processing of export 
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crops.   Overall, the Philippine economy became an Anglo-Chinese colony flying the Spanish 
flag, as one historian wryly observed.   

 

At the turn of the 20th century, the export-crop-oriented colonial economy was reinforced 
when the American trading houses displaced and marginalized the British.  The United States 
imposed ‘free trade’ on the colony, first on a graduated basis under the l898 Treaty of Paris and 
later with some restrictions under the l909 Payne-Aldrich Act.  Finally, under the l913 
Underwood-Simmons Tariff Act, full or duty-free trade was enforced between the colony and its 
new colonial master.    
 
  Under the colonial ‘free trade’, the export crop areas expanded tremendously, with the 
lands planted with export-oriented crops expanding from 469,353 hectares in 1902 to 1.6 million 
hectares by l939.  The boom in the production of sugar was a specific example of this.  Mining 
was also later developed (in the l930s) with the establishment of Banquet Consolidated (for gold) 
and Lepanto Mines (for copper).   
 

However, industrial development was limited to the semi-processing of the export crops.    
In the late l920s and in the early l930s, there was a collapse in the market for the export crops 
due to the world depression.  In turn, the crisis of the export-crop-based colonial economy helped 
fuel labor and peasant unrest and boosted the growth of the communist, socialist, Sakdalista and 
pulajanes movements, all seeking redemption for the country’s toiling masses. Social and labor 
tensions began to emerge.   
  

It was against this social and economic backdrop that a nascent group of would-be 
industrialists founded the National Economic Protectionism Association (NEPA). Led by Toribio 
Teodoro, owner of a shoe factory (Ang Tibay), NEPA espoused self-reliant industrialization as 
the solution to poverty and underdevelopment.   It attracted the likes of Salvador Araneta, Gil 
Puyat, Manuel Elizalde, etc.; and scientists such as the chemist Francisco Quisumbing (inventor 
of the quick ink or ‘quink’) and Vicente Lava (inventor of coco-based gas and early advocate of 
the industrialization of the coconut industry). 
  
 

  Import-substituting industrialization (ISI) 
 
  After the war, the newly-independent Republic had a golden opportunity to pursue an 
independent and accelerated industrial development program.  This opportunity unfortunately 
slipped away because of the lack of capital and the savings to mobilize by the heavily-devastated 
former colony. It also had to depend on the American promises of war damage payments -- War 
damage payments which were contingent on the resumption of the free-trade arrangement 
between the two countries (through the Bell Trade Agreement). Washington also pushed for an 
ordinance to be appended to the 1935 Constitution providing for the so-called “parity rights.”   
  

As it turned out, the resumption of free-trade was an unmitigated disaster.  American 
assistance and war reparations went to the massive importation of consumption goods. In the 
meantime, the country had difficulty restoring its pre-war productive capacity, in particular in 
rehabilitating its extractive export-oriented industries such as sugar, coconut and mining 
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industries.  The result was the twin balance of trade and balance of payments crises in 1949, 
which coincided with the political crisis brought about by an election plagued by so much 
irregularities and a communist insurgency that was knocking at the gates of Manila.  
 

As a result, the politico-economic crisis engendered by colonial ‘free trade’ forced the 
state to adopt import and foreign exchange controls to limit importations and conserve precious 
foreign exchange.   Further, the first Central Bank Governor, the fiercely nationalistic Miguel 
Cuaderno, used the controls in promoting ‘new and necessary’ industries by rationing dollars 
only to those interested in setting up import-substituting factories or industries.  The result was 
the rapid rise of import-substituting industries (ISI) based on light manufacturing and, along with 
this, the emergence of a nascent Filipino industrializing class.   

 
As indicated in graph 1, the growth of Gross National Product (GNP) in l951-55 

averaged 9.3 per cent.  In the case of manufacturing, annual growth rates throughout the l950s 
were in double digits -- 14.5 per cent for the 1949-53 period and 11.05 per cent for the 1953-57 
period.  These are growth rates that the country has failed to duplicate since then. 
 
 

Graph 1.   GNP  Annual Growth Rates, 1946-2005 
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              Source: National Statistics Office (various years). 

 
 
The tremendous positive impact of the ISI regime on the Philippines is summed up in a 

1962 World Bank Report on the Philippines, which says: 

 
“The major structural change since the war has been the growth of domestic 

manufacturing.  Organized manufacturing (15 workers and over), which was 

limited to processing of agricultural products before the war, expanded more than 

10% per year during the 1950’s.  By 1960, it had become a significant segment of 
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the economy, accounting for 12.7% of the net domestic product that year.  A 

vigorous entrepreneurial class has emerged and the nucleus of skilled labor force 

has been formed…”  

 
The entrepreneurial class of this period included NEPA men like the Toribios and the 

Puyats, the landed elite who went into industry such as the Lopezes, Aranetas and Ledesmas, and 
Filipino-Chinese businessmen such as the founders of the United Laboratories and the various 
owners of a chain of factories in the Kalookan-Malabon-Valenzuela industrial corridor.   This 
group also included American companies which, fearful of losing their Philippine markets, set up 
subsidiary packaging and assembly plants and registered these local enterprises by retaining the 
names of the mother companies with the addition of the word ‘Philippines’ at the end, for 
examples, Colgate Philippines, Coca-Cola Philippines, Procter and Gamble Philippines, Union 
Carbide Philippines, Carnation Philippines and so on. 
  

The crisis of the ISI policy regime.   The l950s is described by some economists as the 
‘easy phase’ of import substitution, as it was not difficult to identify the most commonly-
imported finished goods, set up the appropriate finishing factories and get the dollar allocations 
for the importation of needed machines, raw materials, tools and other industrial plant 
requirements.  However, the overall industrial structure was still import dependent.  Thus, the 
recurrence of the trade and payments crises in l959-60.    

 
The dilemma that confronted both government and industry was the direction  the 

economy should take given the recurrence of the trade and payments crises.  One choice was to 
go export-oriented manufacturing to correct trade and payments deficits.  Another choice was to 
deepen the industrial structure to diminish dependence on industrial imports and increase the 
industrial capacity of the country. The third choice was to do both strategically, an option that 
was taken by Japan and the Asian Newly Industrialized Countries (NICs) which protected both 
their domestic and export industries and consciously built up the depth and breadth of their 
industrial sectors. 
 

Unfortunately, there was policy confusion in the l960s, the second decade of import 
substitution. One of the first acts of President Diosdado Macapagal was to borrow some $300 
million from the International Monetary Fund (IMF) to cover the country’s payments deficits 
and provide added capital for future growth.   
 

The cost exacted by the IMF was stiff – the lifting of the import and foreign exchange 
controls and the devaluation of the peso, from P2.00 to $1 to P3.50 to $1, ostensibly to 
discourage imports and promote exports. However, when President Macapagal saw the 
deleterious effects of the peso devaluation on the local industrialists, he turned around and 
erected high tariff walls to protect these industrialists, with some tariffs reaching as high as 200 
per cent such as the tariffs on imported vehicles. 

 
The result was a drift in the industrial policy directions in the l960s; it was not clear 

whether the economy should look outward or inward, or both.  On hindsight, the high-tariff 
regime was not rational and led to a number of negative repercussions.  First, it did not 
distinguish between the good and bad performers.  Both got protected.  Second, there was no 
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schedule for the eventual reduction or elimination of tariff protection.  In short, the tariff regime 
was not performance- or time-bound, as was the case in the Asian NICs.  At least in the case of 
the earlier import and exchange controls, the government had a clear policy of rationing dollars 
primarily to ‘new and necessary’ industries.  
   
  Thus, throughout the l960s, the economy grew but at slower pace, plodding or muddling 
along.  Also, the devaluation failed to correct the trade deficits given the shallow character of the 
economy; both industry and agriculture were dependent on imported machines, industrial raw 
materials, tools and technical processes.   Thus, the trade and payments crises recurred in l969-
70, prompting the IMF to pressure the Philippine government to float the peso, effectively 
devaluating it to P6.50 to a dollar. The result was a sluggish economy and the meltdown of many 
enterprises leading to the rise in the number of the poor and the unemployed and the militancy of 
the labor, peasant and youth sectors. 
 

 

  Export-oriented industrialization (EOI) 
 

When martial law was declared in l972, an unholy alliance of technocrats, cronies, 
military men and foreign vested interests, including the multilateral and bilateral financial 
institutions, surfaced.   It was wedlock of interests with seemingly divergent development 
agenda.  
     

A lot has been written about how the Marcoses, their military leaders and business  
‘cronies’ utilized restrictions (brought about by authoritarian rule) to corner juicy infrastructure 
contracts and to impose monopolies in certain sectors of the economy such as the sugar, tobacco 
filter, banana, ranching, power, telecom and other sectors.  The 1986 People Power Revolt in 
EDSA, saw most of these cronies fall from grace,  yet some hardy and entrepreneurial ones such 
as Lucio Tan, Eduardo Cojuangco and Juan Ponce Enrile (who led the military revolt), managed 
to survive and preserve their economic influence in the country.  
 

What must be fully appreciated however is how the other side of the economic alliance – 
the technocracy and the creditor institutions – maintained their hold on the economic directions 
of the country even after EDSA I. 
 

In the l970s, the development agenda of the American-educated technocrats such as then 
NEDA Director General Gerardo Sicat and Finance Secretary Cesar Virata, backed up by the 
multilateral and bilateral financial institutions, became the official development agenda.   This 
agenda called for a shift to industrial development --  from the earlier ISI industrial strategy to an 
export-oriented industrial strategy (EOI), or more completely, the labor-intensive export-oriented 
industrial strategy (LIEO).  LIEO was forwarded as a strategy that will take advantage of the 
huge global market 
 

Why labor-intensive? Accordingly to mop up excess labor. Who will lead the 
industrialization process?   Foreign capital enticed to set up shop in newly-established export-
processing zones (EPZs) or register in the program for bonded warehousing manufacturing 
program which allowed duty-free importations to those involved in re-export.   Who will finance 
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the cost of restructuring the economy to make it more efficient, more productive and more 
outward looking?  Finance capital provided by the multilaterals and the bilaterals.   
 

Thus, ‘development finance’ or ‘financing development’ became a central part of 
economic governance in the l970s.   It ushered in new economic actors to the Philippines -- the 
international creditors (IMF, World Bank and the so-called Paris Club creditor members), and in 
particular the Japanese who returned to the Philippines as investors and ODA givers.     
 

Development finance in support of the LIEO program also brought in the transnational 
corporations engaged in outsourcing production in the duty-free and tax-free location sites in 
EPZs. These included the fast-growing group of garments exporters enjoying duty-free 
importation privileges under the bonded warehousing manufacturing program. 
  
 

From LIEO to SAP.  Despite the rosy promises of LIEO and the huge borrowings which 
enabled the Marcos regime to go into massive infrastructure development binge, it was clear that 
the labor-intensive export-oriented program was unable to turn the Philippines around into 
another Asian NIC.   Unlike the Asian NICs, the Philippines did not produce home-grown global 
export champions since most of the LIEO industries were industries doing global contracting 
work.  The country remained import dependent and even the export-oriented garments industry 
was a major importer, as its raw materials were largely imported.   Thus, the recurrence in l979-
80 of the trade and payments crises.    
 

The World Bank came in and offered the Philippines a new lending facility – the 
structural adjustment lending (SAL) program.  According to the World Bank, while the official   
policy regime was outward-looking, the economy failed to take off because it was not open 
enough.  Hence, the structural adjustment program (SAP) tied to the WB’s SALs called for the 
following: 
    

� Trade liberalization (tariff reduction and phasing out of import restrictions), 
 

� Investment liberalization (passage of new investments laws allowing entry of foreign 
capital into virtually all areas of the economy  through the formula of having a short 
negative list of restricted economic activities), 

 
� Privatization, and  
 
� Deregulation in various sectors such as finance and agriculture. 

 
Today, SAP is better known as the Washington Consensus, or the standard policy recipe 

dished out to developing countries by neo-liberal economists to promote global free trade.  
Together with Turkey, the Philippines in 1980 was one of the first recipients of the SAL/SAP 
facility of the World Bank. 
  

After EDSA I, the Aquino Administration continued and deepened the SAP program.  It 
succeeded in putting in place the privatization program through Proclamation No. 50, which 



  18 

created the Asset Privatization Trust and did away with legal obstacles to privatization such as 
issues of employer-employee relations. 
 

The Ramos Administration not only continued SAP but its implementation was even 
broadened in what many Filipino activists in the l990s described as globalization of the economy 
through a unilateral accelerated tariff reduction program and the wholesale opening up of certain 
sectors of the economy such as the financial and energy sectors.   
 

Despite the l997-98 Asian financial crisis, the Estrada Administration continued the SAP 
program, including the radical TRP and other liberalization programs pursued by the Ramos 
Administration.   
 

There was some promise of relief from the  Macapagal-Arroyo Administration as it 
declared opposition to ‘unbridled globalization’. Arroyo tried to somehow moderate the tariff 
reduction schedules in 2002-2003 but the government and economic technocrats remain 
unerringly committed to the general liberalization program put in place under previous 
Administrations.  In fact, with the general opening up of the economy deemed already attained, 
NEDA is now preaching the gospel of supply-side economics at the industry level, which means 
applying the macro-economic liberalization recipe sector by sector, such as the proposed 
adoption of an open-skies policy for the aviation sector. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Chapter Two 
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Tale of three tariff liberalization regimes 
 
 

At this point, it is important to clarify that the country has three inter-related tariff 
regimes following the general liberalization of the economy.  This is a source of confusion 
among people involved in the analysis of the impact of trade liberalization on the economy.    

 
The three tariff regimes are as follows: 

 

♦ Unilateral tariff reduction program.  Dubbed as the Tariff Reform Program (TRP), this 
tariff reduction program was started in l981 and has been carried out since through a 
series of tariff-slashing Executive Orders. 

 

♦ Tariff bindings under the WTO.  These are Philippine maximum tariff ceilings bound 
under the World Trade Organization (WTO) and cover some 66 per cent of the Philippine 
tariff lines (then roughly 5,600 tariff items). 

 

♦ AFTA-CEPT tariff commitments. The Philippine tariff commitments under the AFTA-
CEPT which apply to goods coming from members of the ASEAN with the proviso that 
these goods should have at least 40 per cent ASEAN content.   To realize the vision of an 
ASEAN Free Trade Area (AFTA), the ASEAN governments came up with a Common 
Effective Preferential Tariff (CEPT) program, which is a schedule of tariff inclusion and 
reduction. 

 

 

  Unilateral tariff reduction program 
 

The unilateral tariff reduction program was originally   put in place in l979-80 as part of a 
World Bank-supported ‘structural adjustment program’ or SAP, a program aimed to open up the 
economy through trade liberalization, deregulation of major economic sectors, privatization of 
government corporations and assets and the liberalization of the investment regime.  On tariffs, 
the SAP proponents argued that the high tariff system and the market ‘limitations’ of a narrow 
domestic market were constricting the further development of the economy under export 
orientation.   

 
The trade liberalization component of SAP consisted of two sub-programs – the reduction 

of tariffs and the elimination of import restrictions.   Most of the import restrictions were 
eliminated in batches in the l980s and early l990s; import bans were maintained only for a 
handful of harmful and dangerous goods. 

 
The reduction of tariffs was undertaken in phases:   
 
In l981, the country adopted the first TRP or ‘Tariff Reform Program’ (TRP I), which 

reduced the tariff band from 10-100 per cent range to 10-50 per cent range and the average 
nominal tariff from 42 per cent in l981 to 28 per cent in l985.    
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TRP I was followed by TRP II, through the issuance of Executive Order No. 470.   

Launched in l991, TRP II sought the general reduction of tariffs in five years and the clustering 
of industrial products into four levels based on the following tariff rates – 3%, 10%, 20% and 
30%.  In l993, the average nominal tariff went down to 23.5 per cent.   
 

But even before TRP II could be completed, TRP III was launched in l994 based on the 
liberalization targets of the l993-98 Medium Term Philippine Development Plan of President 
Fidel V. Ramos.  TRP III sought to accelerate further the tariff reduction program, with the 
ambitious goals of having only two tariff rates by January 2003 – 3 per cent for raw materials 
and intermediate goods and 10 per cent for finished products.    The idea, however, is that by 
January 2004, the tariff rates would converge to a uniform range of 0-5 percent.  To implement 
TRP III, the Ramos Administration issued a number of Executive Orders (EO), including EO 
189 (l994) and EO 264 (l995), which set the 3-10 per cent 2003 targets.   EO 288 was also issued 
to set in place the tariff reductions on non-sensitive agricultural products.   
 

By the end of l997, more than 97 per cent of the total tariff lines were already dutiable at 
3%-10%-20%-30% tariff clusters, which was the original target of TRP II. 

 
As a result of the TRP II and TRP III, the average applied tariffs on manufactured goods 

went down dramatically in the l990s -- from 24.61 per cent in l991 to 13.96 percent in l995 to 
6.91 percent in 2000 (see graph 2).   In agriculture the downward movement of tariffs was also 
dramatic – 35.95 per cent in l991 to 27.9 per cent in l995 and 14.4 per cent in 2000.   
 

Graph 2.    Average nominal tariffs by sectors (1991-2005) 
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 Source: Tariff Commission 
 

However, the accelerated reduction of tariffs elicited cries of anguish from certain 
affected domestic producers.  Thus, in l998, the government issued Executive Order 465 or TRP 
IV, re-calibrating the tariff schedules based on the need to moderate the rates of liberalization for 
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the so-called ‘Philippine winners’ under globalization (such as copper products, fertilizer, motor 
vehicle parts and components, iron and steel products, jewelry, electronics, ceramics, marble 
products, marine products, processed foods, petrochemical and oleochemical products, leather 
goods, footwear, lumber, particle board, fiberboard, veneer and plywood, textiles and garments, 
basketwork, seaweeds and carageenan, holiday decor, furniture, and fresh fruits).  Instead of the 
3-10-20-30 tariff target of TRP III, TRP IV set up a re-calibration scheme with more rates – 3-5-
7-10-15-20-25-30 percentages.   TRP IV however retained the maximum rate of 30 per cent and 
the minimum rate of 3 per cent.  TRP IV also allowed industries adversely affected by the tariff 
reduction to seek tariff modifications, through formal requests with the Tariff Commission (TC). 
 

Despite the above adjustments, still almost 95 per cent of tariff rates in industry reached 
the 0-5 per cent range by the year 2000.  Moreover, in January 3, 2001, the government further 
issued EO 334 which reiterated the government’s resolve to implement the 0-5 percent tariff for 
most of the Philippine products by 01 January 2004.   
 

 

  Philippine WTO tariff commitments 
 
As part of the Philippine membership obligations to the WTO, the government by the end 

of l994 bound 66 per cent of its tariff lines (3,664 of the total 5,639) to 10 percentage points 
above the applied rates (or TRP rates) prevailing in l995. Of the 3,664 tariff lines, 2,859 
comprised the industrial tariff lines and 805, agricultural products. All the agricultural products 
were covered per requirement of the WTO’s Agreement on Agriculture (AoA), whose bound 
rates were set at 40 per cent.    
 

In real terms, this commitment to bind tariffs means no change at all in the actual tariffs 
imposed on imported products. This is because of the unilateral tariff reduction program under 
the TRP series as discussed earlier.  With respect to the WTO tariff reduction commitments, the 
Philippines committed to reduce tariffs to only 66 tariff lines – 42 agricultural products1 and 24 
textiles and clothing products2.  These tariff lines, however, constituted only 0.01 percent of the 
total tariff lines3.      

                                                 
1 A reduction of 10% on the l995 applied tariff of 50% over 10 years was committed for the following 

products: oranges, apples, sugar confectionery, chocolate preparations, orange juice, tomato ketchup, beer, 
wines, undenatured and denatured ethyl alcohol, compound alcohol for beverages, distilled spirits from 
grapes, whiskies, rums, gin, virginia-type and other types of tobacco, cigars and cigarettes.  A reduction of 
10% on the l995 applied tariff of 30% over 10 years was committed for crude and other cotton seed oil. A 
reduction of 10% on the l995 applied tariff of 20% over 10 years was committed for crude and other soya 
beans, and peptones and their derivatives.  A reduction of 20% over 10 years was committed for the 
following products that had a l995 applied rate of 50%: fresh or dried pineapples, avocados, guavas, 
mangoes, mangosteens, mandarins, clementines, and similar citrus hybrids; dried grapes, melons and 
watermelons, strawberries and papayas.  A reduction of over 30% over ten years was committed for fresh 
grapes and pears, both of which had a l995 50% applied rate.  And from their 30% applied rate in l995, 
roasted malt will be reduced to 25% while unroasted malt will be reduced to 20% by 2004.  The l995 
applied rate of 20% for fats of bovine animals, sheep and goats will be reduced to 15 % by 2004. 

 
2  Includes: (a) 12 tariff lines on combed wool fabrics will be reduced to 20% (from 30%) in 2003; (b) 3 tariff 

lines on man-made fibers (synthetic and artificial mofilament) will be reduced to 12.5% by 2004 (from 
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To the WTO, the Philippines committed to reduce tariff rates of 66 tariff lines in 10 

years, the average applied Philippine tariffs in industry by 49 per cent and agriculture by 52 per 
cent in five (5) years.   This commitment became virtually meaningless because the Philippines 
already reduced the actual tariffs at a faster pace under the TRP program!   
 

 

  The Philippine AFTA-CEPT tariff commitments 
 

Unlike its commitments to the WTO, the Philippine commitments to the AFTA-CEPT 
have contributed to the further accelerated reduction of actual tariffs, at least for products traded 
by the country with its ASEAN neighbors. Under the AFTA-CEPT program, products traded 
within the ASEAN region are supposed to go down to 0-5 per cent by the year 2008.  However, 
the target date was advanced to 2003 during the ASEAN Economic Ministers (AEM) Meeting in 
September 1994.  It should be pointed out that the AFTA-CEPT was launched in l992 with a 15-
year time frame.  The ASEAN economic ministers became ambitious and decided to accelerate 
the free-trade arrangement process through tariff reductions.   
 

On June 12, 2000, EO 254 was issued to implement the Philippine schedule of tariff 
reductions under AFTA-CEPT.  The following year, on January 1, 2001, the government issued 
EO 234 transferring all Philippine products in the CEPT’s temporary exclusion list into the 
inclusion list and bringing 96.3 per cent of Philippine tariff lines to 0-5 per cent tariff band by 
January 2003. 
 

The Philippines has been following religiously its tariff reduction under its AFTA-CEPT 
commitments. This scheme has been implemented on the basis of four product lists: 

 
The Inclusion List (IL): products in the IL are those that have to undergo immediate 
liberalization through reduction in intra-ASEAN tariff rates, and removal of quantitative 
restrictions and other non-tariff barriers. Tariffs on these products should be cut to a 
maximum of 20 per cent by the year 1998, and to less than 5 per cent by the year 2002 
(by 2006 or later for new members of ASEAN). 
 
The Temporary Exclusion List (TEL): products in TEL can be shielded from trade 
liberalization for a temporary period, after which, all of these products would have to be 
transferred into the IL to be subjected to a process of tariff reduction. 
 
The Sensitive List (SL): this list contains unprocessed agricultural products such as rice 
and sugar, which are given a longer period for integration into the free trade area. The 
commitment to reduce tariffs to 0-5 per cent  and to remove non-tariff barriers is 

                                                                                                                                                             
20%); (c) tariff lines on metallised and gimped yarns; (d) 7 tariff lines on carpets (of wool, felt, manmade 
fibers and polyamides). 

 
3  The GATT, the Uruguay Round and the Philippines Growth Opportunities Into the 21st Century, a 

Questions & Answers Primers prepared by the Bureau of International Trade Relations of the Department 
of Trade and Industry. 
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extended up to the year 2010 for the ASEAN-6 (for Vietnam up to 2013, for Lao PDR 
and Myanmar up to 2015, and for Cambodia up to 2017). 
 
The General Exception List (GEL): the products in this list are permanently excluded 
from the free trade area for reasons of national security, the protection of articles of 
cultural value, and other reasons. 

 
 

Table 1 shows the number of tariff lines committed by the Philippines under the four 
product lists. 
 

Table 1.   Summary of ASEAN tariff bindings 
 

Country 

60% of IL at 0% 

tariff* IL TEL GE SL TOTAL TARIFF LINES 

 
BRUNEI 3,765.6 6,276 0 202 14 6,492 

INDONESIA 4,315.2 7,192 21 68 4 7,285 

MALAYSIA 6,015 10,025 218 53 83 10,379 

PHILIPPINES 3,372.6 5,621 6 16 50 5,693 

SINGAPORE  3,515.4 5,859 0 0 0 5,859 

THAILAND 5,462.4 9,104 0 0 7 9,111 

ASEAN 6 TOTAL 26,446.2 44,077 245 339 158 44,819 

PERCENTAGE  98.3 0.6 0.8 0.4 100 

       

CAMBODIA  3,115 3,523 134 50 6,822 

LAOS  1,673 1,716 74 88 3,551 

MYANMAR  2,984 2,419 48 21 5,472 

VIETNAM  4,984 1,177 139 51 6,351 

NEW MEMBER 
TOTAL  12,756 8,835 395 210 22,196 

PERCENTAGE  57.5 39.8 1.8 1 100 

ASEAN 10 TOTAL  56,833 9,080 734 368 67,015 

PERCENTAGE  84.8 13.6 1.1 0.6 100 

Note: * As of January 2004, 60 percent in the inclusion list was reduced to zero tariff under the AFTA commitment 
             Source: ASEAN Secretariat 

 
 

In their 2001 Hanoi meeting, the ASEAN leaders decided to fast-track the application of 
zero tariffs for 60 per cent of the ASEAN products to 2003.  The Philippines complied with this 
requirement in early 2004 through the issuance of EO 263 and EO 268.     EO 268 put 60 per 
cent or 3,500 of the country’s tariff lines at ZERO (0) level, while EO 263 removes the 
remaining agricultural products from the ‘sensitive list’ (SL) and transfers them to the ‘inclusion 
list’ (IL).  These consist mainly of corn, poultry and swine products.    

 
The zero lists is a long one and includes agricultural and industrial commodities such as 

corn, fish, vegetables, fruits, vegetable oil, petroleum, soap, rubber products, leather, paper 
products, textiles, glass, steel products and varied electrical parts.   On the whole, the Philippines 
has substantially complied with the requirements of the AFTA-CEPT.   With over 95 per cent of 
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Philippine tariff lines under the 0-5 per cent tariff range since 2000, (as a result of the unilateral 
tariff reduction program under the TRP) it is not easy to isolate the actual economic impact of 
compliance with the AFTA-CEPT. 

 
To sum up, the Philippines is one of the most open economies in Asia today due largely 

to the implementation of the SAP program in general and the unilateral TRP or tariff 
liberalization program in particular.  Both the AFTA-CEPT and WTO have deepened and 
reinforced the official adherence to the ideology of trade liberalization, although the country’s 
tariff rates applied globally are virtually indistinguishable from the AFTA-CEPT rates while the 
WTO bindings are generally much higher than the actual MFN tariffs. 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 

Chapter Three 
 

Economic Liberalization: A Scorecard 
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As discussed in the previous chapter,   the Philippines became a ‘guinea pig’ for the trade 
and economic liberalization advocacy of the International Monetary Fund (IMF) and the World 
Bank (WB).  This was packaged as ‘export-oriented industrialization’ (EOI) in the l970s, 
‘structural adjustment program’ (SAP) in the l980s and ‘globalization’ in the l990s.  The 
principal assumption of all these policies is that trade and economic liberalization will lead to an 
economy that is more efficient, outward-looking and job-intensive.   
 

However, the disastrous Philippine economic performance in the last three to four 
decades clearly belies this assertion.   It is time to go to specific and measurable indicators of 
growth and development –  gross national product (GNP), industrialization, agricultural 
development, fiscal stability, and employment and welfare – and find out what has gone wrong 
under the trade and economic liberalization advocacy packaged as Structural Adjustment 
Program (SAP).  
 
 

Growth:   
highest during the ISI period, lowest during the SAP years 
 
 One of the ironies in the performance of the Philippine economy is that growth was 
highest during the ISI decades of the l950s and the l960s and lowest during the SAP decades of 
the l980s to the present (excluding the pre-WWII colonial decades). 
 
 As shown in graph 1 of Chapter One, the Philippines’ GNP averaged 9.3 per cent in 
1951-55, before tapering down to 5.0 per cent in l956-60, 5.5 per cent in l961-65, 4.8 per cent in 
l966-70 and over 6 per cent in the l970s, a decade still considered by many neo-liberal 
economists as protectionist and inward-looking despite the official enthronement of the LIEO 
policy during the martial-law period.  The neo-liberal economists also dismiss the fast growth 
registered by the economy in the l950s as the ‘easy phase’ of ISI. Yet,  this decade, as affirmed 
by the World Bank, ushered in dramatic changes in the economy, specifically in the growth of 
manufacturing and the rise of an entrepreneurial or industrializing class, which were the reasons 
why the Philippines was hailed as Asia’s second most promising economy after Japan in the late 
l950s. 
 
 In contrast, growth in the decades of the l980s and l990s were poor despite the rosy 
promises made by the SAP architects who said that a more aggressive liberalization of the 
economy would bring in more investments and create more jobs.  From l981 to 1985, growth 
averaged a negative 1.7 per cent.  This, however, is understandable given the uncertainty that 
gripped the unpopular Marcos administration, especially after the assassination of opposition 
leader Benigno S. Aquino in August, 1983.  What is not understandable is that growth averaged 
a modest 5.4 per cent in l986-90 and went down to woefully low rates of 2.9 per cent in l991-95, 
a period of radical tariff reductions, and to an abysmal 2.8 per cent in 1996-2000.   
 

Of course, it can not be denied that political turmoil and uncertainties also affected the 
country’s economic performance during this period.  The repeated coup attempts against 
President Aquino (especially those in August 1987 and December 1989) naturally had a 
dampening impact on investments.  Also in 1997-98, the Asian crisis wrought havoc on 
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Southeast Asian (SEA) economies, while the 2000 impeachment proceedings against President 
Joseph Estrada triggered some capital flight.    

 
However, it can not  also be denied that other countries in the region, which similarly 

experienced wrenching political crises,  managed to post and sustain higher growth, e.g., South 
Korea had to deal with the aftermath of the Park Chung Hee assassination, the tumultuous 
transition to democracy and the l997-98 Asian financial crisis, while Thailand had a series of 
coup attempts and martial regimes in the l980s before things got stabilized in the l990s,   Even 
China had to weather the fall of the Gang of Four and the Tiananmen Square mass outpouring by 
pro-democracy students and youths.  And yet, all the Asian NICs, Thailand, Malaysia and China 
grew at a high and sustained rate on the basis of a more nationalistic economic program 
involving a lot of industry targeting.  

 
In the l980s and l990s, China pursued an aggressive program of export orientation coupled with 
a calibrated and gradual opening up of the domestic economy. China was successful. Its growth 
rates averaged close to 9 per cent annually, making it the latest and biggest Asian economic 
miracle today.   As China’s economic planners officially admit, they avoided the ‘big bang’ 
model of economic liberalization (followed by Russia in the l990s) in favor of a more cautious 
step-by-step liberalization of certain sectors of the economy. It kept the value of the yuan tied to 
the US dollar while it protected its agriculture sector and kept many of its domestic industries 
intact.   Incidentally, the Russian ‘big bang’ program, inspired by Jeffrey Sachs and some IMF 
economists, is similar to the Philippine SAP.   The radical devaluation of the Russian ruble and 
the wholesale opening up of the Russian economy caused a massive meltdown in Russian 
industry and a collapse in the people’s standard of living (see Stiglitz, 2003)  
 

Like Russia, the Philippine economy also suffered a major meltdown under SAP, 
although in a less dramatic fashion    Because of poor economic performance under LIEO and 
SAP, the Philippines has been falling behind in the Asian growth race.   In the l970s, the Asian 
NICs – South Korea, Taiwan, Singapore and Hong Kong surged past the Philippines.  These 
NICs, especially South Korea and Taiwan, pursued a twin policy of promoting and protecting 
both their export and domestic industries.  This is radically different from the SAP program of 
solely promoting the export sector (through the mere opening up of the economy) and letting the 
domestic sector fend for itself (under a regime of trade liberalization, peso devaluation, 
privatization and investment openness).  In the case of Singapore, the transnational corporations 
(TNCs) were encouraged to invest in specified areas of the economy.  Singapore government 
corporations like Temasek led in the investment process by aggressively using Singapore’s 
savings which were mobilized mainly through the national employee provident fund.  Singapore, 
Inc. purposively and consciously engaged in industry targeting such as the development of 
Southeast Asia’s biggest oil refinery complex, ship repair and so on.     

  
In the l980s, Malaysia and, later, Thailand left the Philippines behind.  Malaysia, under 

the nationalistic baton of Prime Minister Mahathir, has pursued a nationalist program of 
deepening their agro-industrial structure, upgrading their industrial technical know-how (as 
exemplified by the Malaysian car project and the IT/ICT cyber corridors) and developing their 
own export champions.   During the l997-98 Asian financial crisis, Malaysia even demonstrated 
its capacity to say No to the IMF by pursuing an independent and radically different policy tack 
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such as maintaining capital controls during uncertain and speculative times.  Thailand, while it 
similarly pursued an outward-looking agro-industrial policy, has opened up its economy in a 
more gradual and calibrated manner.   It has lately (under Prime Minister Thaksin) tried to 
complete payments to the IMF-WB group so as to be free from any policy dictation from these 
institutions and be able to pursue its own development agenda.   

 
Graph 3 shows how the Philippine’s SEAsia’s neighbors overtook her in the growth 

process.    
 
Indonesia, a huge archipelagic country, was also already poised to overtake the 

Philippines in the late l990s.  It however had to suffer a huge contraction in the economy when it 
was hit by the Asian financial crisis and succumbed to the IMF-WB dictate (like Russia).  Today, 
under a set of neo-liberal policies inspired by the IMF-WB, Indonesia, like the Philippines, is 
muddling through.  

 
 

Graph 3.    Average growth of GDP in Southeast Asia, 1950-2003, (per cent p.a.) 
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Source:  World Bank (2002), World Development Report 2002 and 2005. 

 

  
 
 
De-industrialization   

 
The main justification used by the neo-liberal economists in promoting Structural 

Adjustment Programs (SAP) is that it would strengthen the industrial sector, specifically the 
export sub-sector, by generating more investments.  This, they say, will lead to job creation in 
the process. 

 
What has happened instead is a de-industrialization of the economy. 
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 In the ASEAN Region, the share of Philippine manufacturing to total output shrunk in the 
last two decades -- while that of Indonesia, Malaysia and Thailand rose by hefty margins (see 
graph 4). This mimicked the dramatic industrial growth rates registered by the Asian NICs in the 
l970s – 80s and that of the Philippines during the ISI decades of the l950s and l960s. 
 

Graph 4.    Share of Manufacturing to Total Output (1980-2004) 
Select Asian Economies 
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As it is, both the export and domestic industries are not doing well under the regime of 
trade liberalization.   

 
Our export sector, which has grown rapidly in the last two decades, is based largely on 

two industries – electronics and garments. Both these industries are dependent on the global 
supply chain demands of transnational retailers and producers rather than sheer trade 
liberalization.  Today, however, garments is going down because quotas have been phased out in 
December 2004, making it possible for China and other cheaper garments producers to expand 
their markets.  Electronics, on the other hand, has slowed down, with growth reaching a plateau 
in 2000-04. There are also ominous signals: a few electronics companies quietly are transferring 
part, if not whole, of their operations to China and Vietnam where power, infrastructures and 
labor are cheaper.   
  
 Moreover, the growth in the export sector is not enough to compensate for the setbacks of   
the home-oriented industries, which have been neglected in the last three decades.  There are 
numerous complaints by local industries of being discriminated right within their own country, 
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for example, the lowering of tariffs for imports coming from countries which impose higher 
tariffs such as China and Thailand.   In fact, the average applied tariffs of Thailand for industry 
and agriculture are three times those of the Philippines. 
 
 For domestic producers, the problem of competing in a liberalized and globalized 
domestic market is further complicated by the higher cost of doing business in the Philippines -- 
high cost of power, lack of infrastructures, and so on.   Thus, in l999, several drug and 
pharmaceutical multinationals with production facilities in the Philippines consolidated 
production in Thailand and Indonesia and transformed their Philippine operations into 
importation and distribution business.    
      
  Such developments contribute to the de-industrialization and de-agricultural 
development, both of which contribute to the ‘hollowing out’ of the economy.  The following 
statement made by the Fair Trade Alliance, issued ironically on September 11, 2001, neatly sums 
up the crisis of industry and agriculture: 
  
 

“1. The Philippine steel industry, supposed to be the foundation of 
industrialization, has collapsed. Imports now dominate the local steel 
market.  Tens of thousands of workers and their families have been 

displaced. 
 

“2. Agriculture industries in such crops as sugar, corn and rice are now 
being strangled by the massive entry of imports of such commodities.  The 

government is now even urging farmers to import rather than plant! 
 

“3. The local rubber and tire industry is in death throes.  Imports have 
dramatically increased, resulting in the closing down of local tire 

manufacturers.  Only two manufacturers remain. 
 

“4. The shoe industry, once a source of pride for the Philippines, is dead. 
The local market is now dominated by cheap and inferior imports. 

 
“5. The Philippine tile industry is also dying.  Now imported tiles dominate 

the market.  Thousands of workers have become jobless. 
 

“6. The battery industry is battered.  Three major manufacturers have 
closed, while the remaining have slowed down production and retrenched 

workers. 
 

“7. Because of the dumping of imports, the local coal mining industry 
collapsed affecting thousands of workers and dependents. 

 
“8. Dumping and price undercutting have also caused tremors in the 
pharmaceutical industry, resulting in the lay-off of more than 3,000 

workers. 
 

“9. The local cement industry is now the object of an all-out onslaught by 
predatory and manipulative importers, who have flooded the market with 
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imports.  Many Philippine-based cement manufacturers have closed down 
or slowed down, resulting in the displacement of more than 4,000 workers.”  
(FTA, “A Call for a United Front Against the Scourges of Globalization”, 

September 11-12, 2001) 
     
 

 In other words, the country’s industrial sector has not performed well in the last three 
decades, specifically in the last 10 years when it became a member of the WTO.   Worse, a 
number of domestic industries and agricultural cropping areas have been unfairly hit by the one-
sided trade liberalization program that imposed tariffs for many locally-produced goods at 
‘nuisance’ rates of 0-5 per cent. This was coupled with government’s laxity in treating smugglers 
which do not pay the already low duties and the required VAT taxes and the generally anti-
industrial culture prevailing in the country.  The last discourages entrepreneurs to go into long-
term risky industrial projects and encourages people with capital to concentrate on the import or 
trading business instead, in search of the ‘quick buck’ or ‘easy money’. 
 
 One ironic outcome of the haphazard or ‘lazy’ liberalization that the Philippines’ 
economic technocrats implemented is the lack of industrial progress in the country, in whose 
name the EOI and SAP were crafted and launched.   Although new companies, mainly 
electronics assemblies, were established, just as quickly however, many have also disappeared or 
closed down such as those belonging to the industries mentioned by the FairTrade’s  statement 
above.  A good example is the textile industry which at its prime in the 1970’s registered around 
300 firms, over 30 of which had integrated operations; today, only a score or so have remained 
standing, with  only five or so integrated firms still operating.   This is de-industrialization. 
 

In fact, aside from electronics, which recently is experiencing flat growth, non-electronic 
exports have been deteriorating. The graph below (Graph 5) illustrates this trend. Our economy 
is obviously decelerating in terms of low export penetration and earnings. 

 
 
 
 
 
 

 
 
 
 
 
 
 

                  Graph 5. Electronics vs. Non-electronics exports 1993-2005 
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SAP in agriculture and agricultural import dependence   
 

The lackluster performance of the industrial sector under trade liberalization is also 
vividly seen in the crisis of Philippine agriculture and the nation’s growing dependence on 
agricultural imports. 
  

Table 2 shows the decline in growth for both the industrial and agricultural sectors in the 
last two decades.  Table 3, on the other hand, shows the decline over the decades for most of the 
major crops in the Philippines. 
 

Table 2.    Annual Growth by Sector, 1970s-2005, (per cent) At Constant Prices 
 

Sector 1970s 1980s 1990s 2000-05 

Agriculture, fisheries & forestry 3.7 1.5 1.5 3.65 

Agriculture (Crops and Livestock) 5.8 2.4 2.0 - 

Fisheries 4.1 4.1 1.7 - 

Forestry -2.7 -6.0 -13.5 - 

Industry 8.0 0.9 2.5 3.3 

Mining & quarrying 6.8 3.8 -1.5 13.9 

Manufacturing 6.6 1.2 2.3 4.5 

Construction 14.2 -0.7 2.9 -3.7 

Electricity, gas & water 13.7 5.7 5.3 3.2 

Services 5.2 3.5 3.7 5.64 

Transport, communication, storage 7.6 3.7 4.4 9.2 

Trade 5.9 3.3 3.6 5.8 

Finance 8.4 3.3 5.6 5.8 

Private services 5.0 5.5 3.6 6.4 

Government services 4.6 3.4 3.6 1.5 

GDP 5.8 2.0 2.8 4.7 

GNP 5.9 1.8 3.6 5.3 
 

Source: National Statistical Coordination Board. 
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 The general decline in agricultural production coincided with the implementation by the 
government of the SAP in agriculture dubbed as ‘agricultural deregulation’.   The policy of 
agricultural deregulation meant a reversal of the government interventionist policy in agriculture 
that found its most concrete expression in the l970s.    

 
The Marcos Administration in the 1970s launched ambitious agricultural programs with 

the objective of mobilizing the countryside. Examples of which are: 1) the massive supervised 
credit programs for major crops (e.g., Masagana 99 for rice and Maisan 77 for corn); (2) 
development of a national grains stabilization agency through the National Food Authority 
(NFA); (3) promotion of new agribusiness farms and crops; and (4) construction of dams and 
rural infrastructures, among others.   

 

Deregulation is a reversal of the policy of government interventionism.  Deregulation 
means the government should get out of the market, both at the input and output ends.  
Accordingly, signals from a liberalized market should guide the producers on what are the most 
profitable crops to raise and sell in the market.  Based on this logic, deregulation should 
automatically lead to higher agricultural efficiency and productivity. 
 
 

Table 3.    Average Growth of Gross Value Added of Agriculture by Commodity at  
1985 constant prices, 1960-2004 (percent p.a.) 

 
Sources:  National Statistical Coordination Board; Bureau of Agricultural Statistics. 

 
 

The problem with the deregulation logic however, is that it ignores certain realities in the 
field.  Small, unlettered farmers have limited access to farm technology, market information, 
rural credit and so on. The problem is compounded by the slow, weak and uneven 
implementation of the agrarian reform program and the underdeveloped infrastructures, both of 
which affect the capacity of farmers to make independent business decisions and transform their 
farms into productive ones.   
 

Thus, agricultural production declined instead of growing in the l980s.  The situation was 
aggravated by government’s neglect of the sector, as evidenced by the collapse or deterioration 
of many rural infrastructures.  In the l990s, the government tried several measures to revive or 
reinvigorate the agricultural sector. Specifically, Congress enacted the Agriculture and Fisheries 
Modernization Act (AFMA) and the Small Farmer Development Act, among others.  

 

Commodity 1960-70 1970-80 1980-90 1990-2000 2001-2004 

Total 4.2 3.9 1.0 1.6 3.9 

Crops  3.9 6.8 0.6 1.2 2.8 

Palay 4.5 4.7 2.7 1.8 4.0 

Corn 5.3 5.9 3.5 -1.4 5.0 

Coconut 2.3 4.9 -4.9 0.6 2.7 

Sugar  4.8 2.9 -5.3 0.6 7.4 

Bananas 5.5 15.6 -3.0 2.1 3.4 

Other 3.6 9.5 1.1 1.7 0.7 

Fisheries 6.9 4.5 2.4 1.4 7.1 

Forestry 5.1 -4.4 -7.0 -21.5 1.1 
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However, the implementation of AFMA is stymied by weak funding and policy 
incoherence. This was due to the deregulation program, which has not been abandoned, and the 
Philippine commitments in the agriculture sector to the WTO and AFTA.   

 
 In l992, our government, together with other members of the ASEAN, decided to pursue 
an EU-type ASEAN Free Trade Agreement (AFTA) to bring about regional economic 
integration.  The main mechanism for this is the implementation of the Common Effective 
Preferential Tariff (CEPT). The CEPT aims to bring down tariffs within the ASEAN region to 0-
5 per cent for most of the traded goods, and to zero for at least 60 per cent of the so-called 
included goods (most are included) -- provided they have at least 40 per cent ‘ASEAN content’ 
(meaning with 40 per cent value added coming from one ASEAN or more countries).  After so 
many changes in target dates, ASEAN decided on 2003-04 as the realization date, meaning now. 
 

In the case of AFTA, the government managed to put many sensitive agricultural 
products such as corn on the temporary exclusion list. However, by 2003-04, most of the 
products earlier included in the inclusion list are now levied zero tariff levels.   One concrete 
example of the impact of this is the case of a tapioca producer who owned a manioc plant in 
Bohol, who in 2004 decided to also put up a manioc plant in Vietnam. This was mainly because 
it became cheaper to source cassava from Vietnam as AFTA trade liberalization made it possible 
for the tapioca producer to move agricultural goods in the region with greater ease.  

 
 In l994, the Senate became the battleground on whether or not the Philippines should join 
the then newly established World Trade Organization (WTO).  After months of intense debate, 
the Senate moved for the ratification of the country’s membership to the WTO along with the 
commitment to make our laws and systems WTO-compatible. -- e.g., laws on trademark, shift 
towards transaction-based customs valuation, etc. The ratification was also with the promise that 
affected industries and agriculture would be cushioned from the impact of trade liberalization 
through a soon-to-be-set-up system of safety nets and safeguard laws against dumping and 
injurious imports. To date, the system is still non-existent.  
  

The government has allowed the entire agricultural sector to be covered by WTO 
bindings, only with the exception of rice.  As part of the country’s unilateral and accelerated 
trade liberalization program, most of the binding rates were below those of other developed and 
developing countries.  The bound rates for various agricultural crops were mostly fixed at 40 per 
cent, also way below those of other countries.  Other South Asian countries fought for bound 
rates of 200 per cent or so for their major crops. Our neighboring countries such as Thailand, 
Indonesia, China and India also have much higher tariffs.   For example, India’s tariffs on 
agricultural products are bound at 80 per cent or higher; ours at 40 per cent and our applied MFN 
tariffs, at 10 per cent or lower. 

 
And then in l997-98, Philippine agriculture was tariffied, paving the way for the easier 

entry of imported agricultural stuff.  From l995 onwards, Philippine agricultural imports 
intensified.  From a net agricultural exporting country, the Philippines became a net agricultural 
importing country.  It should be noted that the proponents of agricultural liberalization said that 
by joining the WTO, the Philippines would yearly register P3.4 billion net agricultural export 
earnings, P60 billion gross value added in agriculture, and half a million new jobs in agriculture.  



  34 

These are all illusory figures.  Table 4 and graph 6 show the growing dependence of the 
Philippines on imports. 
 
 

Table 4.    Philippine Agricultural Trade Balance, (In million US$) 
 

 1993 1995 1997 1999 2001 2003 2004 

Agricultural 
Exports 

 
1,918.25 

 
2,499.06 

 
2,337.57 

 
1,760.14 1,873.25 2,311.02 2,510.90 

Agricultural 
Imports 

 
1,626.20 

 
2,648.65 

 
3,101.80 

 
2,874.94 3,135.77 3,243.75 3,660.38 

 
Difference 

 
292.05 

 
-149.59 

 
-764.23 

 
-1,114.8 -1262.5 -932.73 -1149.48 

 
Source: Bureau of Agriculture Statistics 

 
 

Graph 6.     
 Ratio of Agricultural Imports* to Exports,  

1960-2000 (per cent) 
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*Agricultural imports include inputs such as agricultural chemicals, machinery, and fertilizer.  

                       Sources: BAS and FAO Trade Yearbook, various years. 

 
 

The safeguards laws enacted in l998-99 are not being implemented by the executive 
department with the same decisiveness or resoluteness it has demonstrated in the case of the SAP 
liberalization programs, to the great annoyance of injured domestic industries and agriculture. 
The proof of injury is placed on the injured.  And yet, in the US, one sees how it routinely and 
unilaterally applies punitive tariffs as high as 100 per cent -- as in the recent case of the US 
levying these tariffs against shrimps from China and Vietnam. Earlier, the US  also imposed 30 
per cent tariffs against Russian and Korean steels; when the WTO eventually decided in favor of 
Russia and China, three years already elapsed and in these three years the US steel industry 
already succeeded in putting in place competitiveness-raising rationalization measures. 
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The safety nets for farmers, workers and injured industries never materialized.  The idea 

then was to have P60 billion as a safety net fund which can be used in financing transition 
programs such as re-skilling programs for displaced workers, seed funds for farmers and workers 
starting with new businesses or livelihood, etc.  The P60 billion safety net target fund however 
was simply a re-classification by the executive department of already existing infrastructure 
projects in urban and rural areas with regular budgets, i.e. flyovers, etc. re-classified as ‘safety 
net projects’. 

 
To sum up, the agricultural sector suffered major setbacks under the deregulation 

program launched in the l980s (as part of the country’s compliance with the IMF/WB-supervised 
structural adjustment program).  In the l990s, the government compounded the problem in 
agriculture by submitting the sector to the WTO discipline at low binding rates without a clear 
survival and expansion program. Furthermore, it also submitted agriculture to the WTO program 
of ‘tarrification’.  The tarrification of agriculture has made agriculture ‘exportable’ and 

‘importable’, or in the words of the neo-liberal economists, ‘tradeable’. 
 

As to AFTA, most of the Philippine agricultural products traded in the region are now 
under zero tariff regime, except for a few sensitive products.  This has made it easier for 
Thailand, Indonesia, Malaysia, Vietnam and even Singapore (which imports and ‘repackages’ a 
lot of agricultural products outside the ASEAN through its bilateral free trade agreements with 
Australia, US and other countries) to export to the Philippines, which has now become a major 
net agriculture-importing country. 
 

The situation is aggravated by the failure of the government to ‘modernize’ or transform 
the agricultural sector into a competitive one.  It has been ineffective in countering the adverse 
and dislocating impact on the national farming community of the flood of dumped and smuggled 
agricultural imports. 
 

In placing the sector under deregulation and the WTO/AFTA discipline, the economic 
policy makers and trade negotiators limited the policy choices as to whether the sector should be 
opened up or not and tarrified or not.  They forgot that there are other vital issues which ought to 
be addressed such as food security, economic sovereignty, environmental protection, farming 
viability and farming community cohesion to make agriculture a sustainable sector in the 
Philippines.    

 
A vibrant and self-sustaining agricultural sector requires an integrated and comprehensive 

program of development and assistance.  This should have been the guiding framework in the 
adoption of the WTO-related trade measures and the earlier policy of agricultural deregulation.   
It should not be the other way around, as what happened disastrously for the country. 
 
 
Debt and fiscal crisis  
 
 The present debt and fiscal crisis afflicting the government and subverting the country’s 
competitiveness is well known.   The annual fiscal deficit is close to P200 billion a year, or 
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nearly a fifth of the annual budget.  Roughly one-third of the national budget goes to the 
payments of loan interests and another one-third, to principal.    
 

To cover the annual fiscal deficits and finance development projects such as 
infrastructures, government borrows weekly, if not daily.  Today the total national debt is close 
to P4 trillion or over 70 per cent of the GNP.  If the debts incurred by the local government units 
(LGUs) and other government corporations are included, the total consolidated public sector debt 
balloons to P7 trillion or around 130 per cent of the GNP.  Ironically, when the Argentinean 
economy spun out of control in 2000-2001, its debt- to-GNP ratio was just a little over 60 per 
cent. 

 
A great part of the national and the consolidated public sector debt is foreign debt.  When 

martial law was declared in l972, the foreign debt was a manageable $2 billion.  When Marcos 
fled in 1986, the figure was $24 billion.  Today, after Edsa I and II, the foreign debt bequeathed 
by the Marcos regime now totals $56 billion, or an increase of 250 per cent. Yet, through the 
years, the country’s creditors have been paid an accumulated total of over $100 billion. Other 
debt facts are also well known – e.g., some loans are tainted with corruption,  the most notorious 
of which is the unused $2.7 billion Bataan nuclear power plant, originally priced at $1 billion and 
for which $155,000 are squeezed everyday from the Filipino people by way of debt service.    

 
What is not well appreciated by the debt-paying public is that the monstrous debts are to 

a great extent the responsibility of the neo-liberal economic technocrats and their supporters in 
the IMF-WB group.  In the l970s, these technocrats and foreign creditors seduced the Marcos 
regime into going into ‘development finance’, or borrowing to finance the so-called development 
programs under the labor-intensive export-oriented industrial strategy (LIEO).  Most of the 
development projects such as the construction of free trade zones, dams, roads, ports and so on 
were in support of the shift in economic policy -- from the ISI program of the l950s-1960s (as 
summarized earlier) to the new LIEO doctrine.  In fact, the newly-established National 
Economic Development Authority (NEDA) institutionalized development planning based on 
development projects  funded by foreign loans or ‘official development assistance’ (ODA) 
provided by creditor institutions which formed the then Consultative Group of Creditor 
Countries for the Philippines (CGCCP).   NEDA’s founding Director-General Gerardo Sicat was 
even quoted as saying that the loans being incurred rapidly by the Marcos government in the 
l970s should not be a cause of worry because these loans could easily be repaid with the 
anticipated growth of the economy under the LIEO program.  

 
To be fair, the economy indeed grew in the l970s though not at a high and sustainable 

level.  Growth was mainly dependent on borrowings and not on the dynamism of the industrial 
and agricultural sectors.  Exports grew in a limited way, dependent as they were on the limited 
investments by transnational subcontractors based in tax havens called export processing zones 
(EPZs).  Unlike the Asian NICs, the Philippines did not develop export champions and industries 
with huge domestic linkages.  Moreover, the domestic industries catering to the home market 
were simply left to their own devices.  There were no efforts to deepen the industrial sector, that 
is, to develop some intermediate and even basic industries in order to lessen import dependence 
(on foreign-made machines, tools and raw materials) and strengthen the industrial culture.    
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When Marcos tried to rush its 11 major industrial projects (MIPs) in l981-82 (such as the 
integrated steel and petrochemical projects) it was too late. The foreign debt crisis already burst 
and most of Marcos’ own LIEO economic technocrats were against the MIPs (the World Bank 
and the IMF would not allow any government financing for these MIPs).   

 
In the case of agriculture, growth was largely fueled by foreign-assisted modernization 

programs such as Masagana 99.  When the funding for these programs, especially infrastructure 
development, tapered off, agricultural growth also declined. 

 
In the end, the massive debt borrowings in the l970s which were justified in the name of 

LIEO development became unmanageable as the LIEO vision of development as articulated by 
Sicat and company failed to materialize.  The debt crisis of the early l980s contributed to the 
negative growth of the economy in l983 (minus one), l984 (minus six) and l985 (minus four) and 
to the collapse of the Marcos regime itself. 

 
Sadly, EDSA I did not usher in changes in the neo-liberal economic management of the 

country.  As outlined earlier, LIEO was replaced by SAP in the l980s.   The Aquino 
Administration and the succeeding Ramos and Estrada Administrations in the l990s (and the 
Arroyo Administration in 2000s) continued and deepened the implementation of the SAP 
program, in particular the trade liberalization program.   

 
In the area of debt management, one of the first acts of the Aquino administration was a 

commitment to the foreign creditors that all debts would be honored and would be paid.   The 
Marcosian automatic debt servicing law providing for the automatic inclusion of debt service 
allocations in the national budget was retained.   Thus, since l986, debt service never went down 
below 30 per cent of the national budget, with some years registering a high of 60 per cent or 
more.   

 
In a way, the Philippines is caught in a vicious cycle of bad economic policies (neo-

liberal policy, debt dependence), mild growth in between prolonged recessionary periods, and 
massive poverty and unemployment.   
 
  

Taxation blues for domestic industrial and business sector  
and Filipino consumers 

 
 What is also not well-appreciated regarding the debt mountain, fiscal shortfalls and one-
sided trade liberalization is that the taxable and unprotected domestic industrial and business 
sector has been bearing the greatest burden of taxation, along with the Filipino consumers. 
 
 This is so because of the following: 
 
 One, the investors in EPZs, PEZA-covered industrial parks and the two special economic 
zones (Clark and Subic) generally enjoy fiscal (read tax) incentives. 
 
 Two, the unilateral and one-sided lowering of tariff rates for various industrial and 
agricultural products under SAP means the government has to recover foregone tariff revenues 
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through higher taxation of domestic producers.  A study by the Philippine Institute of 
Development Studies (PIDS) shows that customs revenues were halved from 4.8 per cent of the 
total GDP   in l996 to 2.43 per cent in 2002 or a six-year period.  Calculations by the Fair Trade 
Alliance show that revenues lost due to the unilateral tariff reduction reached P635 billion 
between 1994 and 2001. 
  

  Three, contrary to the assumption of neo-liberal economists, smuggling went up 
(ironically as tariffs went down).  The shift to the WTO’s transaction valuation, from the old 
home transaction valuation, allowed unscrupulous customs officials and importers to undervalue 
many imports.   Monitoring by the Samahan ng Magsasapatos sa Pilipinas shows that some 
leather shoes are valued as low as 10 US cents to 50 US cents.   With the super-low valuation, 
importers pay not only low tariff fees but also low VAT taxes, at the expense of the legitimate 
domestic producers who pay all kinds of taxes – land tax, business tax, payroll tax, VAT and so 
on.   

 
According to the studies of the Federation of Philippine Industries (FPI) and the FTA, the 

government loses as much as P175 billion a year from smuggling (technical and outright).    
 
The government tried to recover revenues lost from smuggling and fiscal incentives to 

foreign investors by imposing new or additional taxes on the most visible sectors of the economy 
– domestic formal sector industry and service establishments and local consumers. Such unfair 
taxation naturally reduces the financial capacity of these establishments and only encourages the 
movement towards closure or relocation of firms - in effect, the further hollowing out of the 
economy.   In the end, fewer taxes are collected from the over-taxed but shrinking taxable 
domestic industry and business sectors.  This is what happened in 2004, when the government 
imposed new and higher excise taxes on AUVs and other locally-assembled vehicles.  With the   
smuggling of imported vehicles and auto parts passing through the Subic, Cebu, Ilocos coast 
lines and parts of the Visayas and Mindanao remaining unabated, the expected tax revenues from 
the higher auto excise taxes were never realized. 
  
 
Employment crisis 

  
Afflicted by a never-ending cycle of mild recoveries and prolonged recessionary periods 

since the l960s, the economy has failed to expand at a rate sufficient to meet the job and income 
needs of a rapidly-growing population now estimated to be 84-85 million.    

  
Massive poverty, unemployment and backwardness engendered by a  poorly-performing 

economy are the root causes of one of world’s longest-running insurgencies, the violent divisions 
in southern Philippines and the growth of lawless – illegal drug, kidnapping, gun-for-hire, 
prostitution,  gambling  and smuggling – and ‘desperation’ industries such as ‘organ donations’ 
and selling of cadavers to medical schools overseas.    
  

A quick look at the statistics show that there are four million unemployed and five 
million underemployed in the country as of January 2004 and January 2005 (see table 5).   This 
means almost one out of three Filipino workers is either unemployed or underemployed. Also, 
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the unemployment rate of 13 per cent (13.7 in April 2004 and 12.9 in April 2005) is one of the 
highest in Asia and in the world.  
 

The gravity of the employment problem can easily be seen in the long queues of job-
seekers applying in various recruitment agencies, either for local or overseas placement.   
Sometimes, a single job posted in the newspaper can elicit hundreds of interested applicants. 

The ranks of the unemployed increase by around 700,000 annually.  This means that not 
enough jobs are created for the new labor entrants (those who reach the working age of 15 and 
express interest to work) estimated to be over a million per year. In fact, the National Statistics 
Office (NSO) recorded a hefty increase of 1.74 million in the labor force in January 2004. 

 
Table 5.    Labor force, employment and unemployment  

(January rounds, 2003, 2004, 2005 and 2006*) 
 

   Philippines Jan 2006 Jan 2005  Jan 2004 Jan 2003 

   Total population 15 years old   
      and over  (in 000) 

55,248 53,975 52,675 51,280 

   Labor force (in 000) 
      Participation rate (%) 

35,224 
63.8 

35,664 
66.1 

35,447   
67.3 

33,678   
65.7 

   Employment (in 000) 
      Rate (%) 

32,384 
91.9 

31,634 
88.7 

31,547   
89.0 

30,119   
89.4 

   Unemployment (in 000) 
      Rate (%) 

2,840 
8.1 

4,030 
11.3 

3,900   
11.0 

3,559   
10.6 

   Underemployment (in 000) 
      Rate (%) 

6,895 
21.3 

5,098 
16.1 

5,522   
17.5 

4,849   
16.1 

     *National Statistics Office.  
      Note: Starting April 2005, the new unemployment definition was adopted per NSCB Resolution No. 15 dated October 20,  

2004. As indicated in the said resolution, the unemployed includes all persons who are 15 years old and over as of their last 
birthday and are reported as (1) without work AND (2) currently available for work; AND (3) seeking work OR not 
seeking work due to valid reasons. 

A worrisome development is that around 50.7 per cent of the unemployed are 15-24 years 
old.   Meaning many young but willing workers is increasingly finding it difficult to find jobs.  
Among the young, the prolonged failure to find a job can have serious repercussions on society 
such as addiction to drugs, engagement in prostitution, proneness to commit acts of lawlessness, 
etc.   Eventually, a substantial number of the unemployed youth ‘disappear’ in the labor market 
statistics as they lose the interest to ‘look for work’. They instead join the large statistical 
category called ‘not in the labor force’.   

The twin companion of unemployment is underemployment. The underemployed are 
those who already have jobs but are still looking for ‘additional’ work.   The underemployed, in 
other words, are generally those who do not earn enough from their present jobs to support their 
basic needs and who are, therefore, forced to actively look for additional supplementary jobs.   
Thus, some policemen at day can be taxi drivers during their off-days or hours. 
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The underemployed have also been increasing, year on year.   The figures for 
underemployment could have been much higher were it not for the narrower definition adopted 
in l987 by the NSO in determining who the underemployed are.  The pre-l987 definition of 
unemployed was ‘employed persons wanting additional work’. This was changed to ‘employed 
persons wanting additional hours of work either in present job or new job’. 

Another significant feature of the labor force statistics is that around 12 per cent of the 
employed are classified as ‘unpaid family workers’.  Now why should people work without 
getting paid for it?   The answer is either they are pursuing a saintly vocation or   have to accept 
it as a necessity imposed by economic hardships on families based in the growing urban informal 
sector or in the anemic agricultural sector.   For failure to find paying jobs outside, many workers 
end up as part of the extended work force of micro family business such as farming or informal 
sector business. 

 
But if unemployment and underemployment are bad today, what was the situation in 

the l970s when LIEO was launched and in the l980s when LIEO was re-baptized as SAP? 
  

As shown in table 6, unemployment, in the single digit in the l970s, virtually doubled in 
the l980s. 

 
Table 6.    

Unemployment and underemployment Rate,  
1960-2004 (in per cent) 

 
Period Unemployment Underemployment 

1970-75 5.33 11.76 

1975-80 5.40 12.68 

l980-85 9.93 24.88 

l985-90 10.46 21.88 

l990-95 8.57 21.02 

l995-2000 9.68 21.28 

2000-04 10.96 16.90 
                          Source: NSO, various years. 

 

In l986-87, the ‘Yellow Development Plan’ of President Corazon Aquino retained the 
SAP program.  The plan declared that unemployment shall be reduced to 5 per cent by the end of 
l991.  The opposite happened.  And a decade after, in 2001, the unemployment figure remained 
at double digits.  
  
 Complicating the Philippine economic and employment situation further is the sustained 
rapid growth of the population, estimated to be 2.3 per cent annually.   In Muslim Indonesia, the 
population growth has been reduced to 1.6 per cent, while Japan, the Asian NICs, China, 
Malaysia and Thailand all have low population growth rates. 
 

The dire implications of a rapidly-growing population amid a slow-moving economy 
cannot be over-emphasized.  This is very blatant in the labor market where there is a large 
number of labor entrants annually, on one hand, and the weak job generation capacity of industry 
and agriculture, on the other. 
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The sad situation is also illustrated by a comparative table (see table 7) on growth rates in 
population and GDP per capita in the Philippines compared to countries such as Malaysia and 
Thailand.   Incidentally and ironically, the Philippines experienced substantial improvement in its 
population program in the l970s, under a martial-law regime, and in the mid-l990s, under a 
Protestant President.  

 
 

Catch basins for surplus labor, lifelines for the economy 
 
 Where then do surplus Filipino workers go?  
 
 

Table 7.     
Population growth rate and GDP per capita,  

Philippines vs. Malaysia and Thailand  
(average annual percentage change) 

 
 Philippines Malaysia Thailand 

 Pop GDP/per cap. Pop GDP/per cap. Pop GDP/per cap. 

1961-70 3.1 1.8 2.9 3.5 3.0 5.0 

1971-80 2.5 3.3 2.4 5.4 2.7 4.1 

1981-90 2.6 -0.8 2.8 3.1 1.7 6.1 

1991-98 2.3 0.8 2.5 5.9 1.2 5.5 
 

Source: World Bank, Philippines: Growth with Equity: The Remaining Agenda, May 3, 2000. 

 
There are two major catch basins for surplus labor – informal sector and overseas 

employment.  The growth of these catch basins also testifies to the glaring failure of the EOI 
development strategy. 

 

Expanding informal sector 
 
With both industry and agriculture not doing well, the service sector, more specifically 

the informal sub-sector, has become one of the catch basins of the labor market. The poor 
employment prospects in the industrial sector and the decline of agriculture have forced many 
workers to go into the informal sector. Here, the jobs are generally precarious and are not subject 
to the requirements of labor laws or labor standards.   In practically all cities and major urban 
areas of the Philippines, there are signs of expansion in the informal sector whose actors 
generally live in shantytowns and contribute to what sociologists call urban blight.    

 
Unfortunately, there are no reliable statistics on the number of workers in the informal 

sector and their actual contribution to the economy.   Latest estimates put the value of the 
informal sector to be equivalent to at least 40 per cent of the total GDP.  As to the sector’s share 
in employment, it probably accounts for more than half of the total. 

 
What happens to the majority of the Filipinos who try to eke out a living in a country 

where job and income opportunities are limited?   Recently, there is a spate of worrisome 
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statistics which show that life is becoming more difficult for the ordinary Filipino and which also 
indicate the increasing vulnerability of the economy to tsunami-type recessions. 
 

For example, income distribution remains bad.  The incomes of the richest one-fifth were 
11.4 times those of the poorest one-fifth in 2003, compared to the 1:10 ratio in l988, which was 
already bad.   Surveys on poverty self-ratings done by both the Social Weather Station (SWS) 
and Pulse Asia show that majority of Filipinos feel they are poor.  In fact, official statistics 
indicate that while poverty incidence, percentage-wise, has been declining, the poor, in absolute 
numbers, have increased – from 26.5 million in l985 to 30.4 million in 2000.   
 

The continuous expansion of the informal sector in virtually all cities and towns is also an 
indication of how  the economy continues to ‘hollow out’, or how formal industry and 
enterprises, which alone can guarantee better and protected jobs, keep on shrinking.   No less 
than the Employers Confederation of the Philippines (ECOP) has raised the   alarm on the 
disappearing formal sector.    
 

In l999, the NSO recorded a total of 826,769 enterprises employing six million workers.  
By 2003, the number of registered establishments was down to 810,138 and the number of 
workers employed by these firms, down to 5.7 million.  This only means that some 16,631 firms 
‘disappeared’ in l999-2003 and some 300,000 formal sector jobs along with them.   It is 
important to note that also during this period (1999-2003), the labor force increased by 3.8 
million.  This indicates that most of the excess workers are being absorbed by the micro 
enterprises where jobs are generally precarious. 

 
The failure of the formal industry to grow is an indictment of the narrow EOI program 

pursued by the economic technocrats and their dependence on a narrow ‘lazy’ liberalization 
scheme.  In fact, the problem is not only the closure of industries which  are unable to compete in 
the liberalized and globalized domestic and export markets, but also the exodus of Philippine-
based firms towards other cheaper locations in Asia such as Vietnam, Indonesia, China and so 
on.   This has been happening in the garments industry and is now affecting the country’s biggest 
export industry, the electronics assembly industry. 

 
 

Overseas labor market 
 

Remittances from Overseas Filipino Workers (OFWs)  cushion the harsh effects of 
growth failures under the EOI-SAP program.   These are considered the ‘oil wells’ of the 
country.    

 
The country has become more and more dependent on the foreign exchange remittances 

of  over 5 million overseas Filipino workers (OFWs) and three million immigrants (nearly 10% 
of the population) in various parts of the globe (see table 8).  The OFWs regularly remit earnings 
back home, while the three million immigrants occasionally contribute to the upkeep of their 
extended families in the Philippines. Easily, they support directly anywhere between 20 to 30 
million Filipinos.    
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    Table 8.  Estimates of stock of OFWs, l995 and 2000 
 
  1995 estimate 
   Documented      2.45 million     
   Undocumented   1.79 million 
   Total OCWs   4.24 million 
   Plus: Emigrants   1.76 million 
    Overall migrant pop.  6.0   million 
 2000 estimate 
   OFWs    2.99 million 
   Irregular (undocumented)  1.84 million 
   Total OFWs         4.83 million 

Plus: Permanent Residents  2.55 million 
Total Overseas Filipinos   7.38 million 

 

 Source:  Commission on Filipinos Overseas, Department of Foreign Affairs. 

 
 

They are literally, therefore, the safety valve of the economy.    
 

Without the remittances from the OFWs and the Filipino immigrants, the other side of the 
service sector – the formal service industries such as malls, supermarkets, real estate and so on 
that one sees all over the country – could not have grown dramatically.   Without these 
remittances, the economy could not have registered positive growth rates amid the continuing 
lackluster performance of industry and agriculture.   The remittances explain why Philippine 
growth has generally been consumption-led.  Without these remittances, the Philippines could 
have already imploded ala-Argentina.  
 

The problem, of course, is how sustainable and viable an economy is when it’s industrial 
and agricultural legs are crumbling and yet is able to somehow muddle through because of 
remittances, and to a certain extent, continued borrowing, internal and external?   And how 
sustainable and viable is the overseas employment market itself?   While a large number of 
Filipino families have improved their lives because of remittances, there are also numerous 
stories of broken families, unpaid debts and violated OFW rights.  There are also sudden cases of 
massive repatriation such as the recent crackdown by Malaysia of illegal or undocumented 
immigrants. There are cases too of market closures such as the recent decision of Japan to reduce 
to a few thousands (from over a hundred thousand) the number of Filipino entertainers to be 
allowed in Japan. At Luneta, across the T.M. Kalaw Street in Manila, the maritime labor market 
hub is teeming daily with thousands of Filipino seamen who are applying to be deployed to 
ocean-going vessels.   

  
There are also worrisome indications that even the OFW remittances are being siphoned 

off by unscrupulous economic players in support of a growing black economy.   
 
Officially, the annual total OFW remittances coursed through the formal channels amount 

to only $6-8 billion;  official estimates of how much are actually being remitted by OFWs also 
only amount to $8-12 billion annually   According to informed industry sources,  total 
remittances run to  as high as $14 to $21 billion yearly.  This only means   that a great portion of 
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OFW savings are not remitted through banks. A great portion is money brought home physically 
by returning or visiting OFWs meaning remittances sent through informal channels.   

 
Unfortunately, the bulk of these OFW savings and remittances go to spending on 

imported appliances and goods. Most of the foreign currency brought home by OFWs is sold to 
the thousands of money-changing shops which have proliferated all over the archipelago.  In 
turn, a great portion of foreign currencies collected by these shops are bought by the smugglers – 
foreign currencies which they also use to pay for the actual prices of imported smuggled goods, 
in the countries where the goods originate.   Remember, most of the imported goods flooding the 
domestic market today are smuggled. Smuggled goods are either outrightly smuggled goods or 
goods with understated or misdeclared values.    

 
 

TO CONCLUDE, over three decades of economic liberalization have created a segmented, 
weak and job-short national economy.   This national economy is characterized by the co-
existence of several economies – an enclave export-oriented economy (mainly constituted 
by firms based in EPZs and industrial parks), a crumbling agro-industrial domestic 
economy, an economy that operates outside the usual rules of business and taxation (run by 
the smugglers), a large expanding informal economy and a formal service sector economy 
subsisting mainly on OFW savings and remittances.  Such a national economy is simply 
unsustainable. 
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Chapter Four 
 

Global, Regional and Bilateral Trade Agreements: 
Challenges Facing the Nation 

 
 
 Despite the disastrous results of the unilateral, one-sided and uncritical trade 
liberalization and the bigger SAP program, neo-liberal economists (in the academe and in 
government) still push for more and more liberalization.  Instead of pausing to reflect on what 
went wrong with the economy and make appropriate corrective policy adjustments (such as the 
re-calibration of tariffs upward to the maximum Philippine WTO bindings), these economists are 
blindly espousing the liberalization agenda.  
 
 Unfortunately, these economists are the ones being listened to by the government. This is 
reflected in the current MTPDP proposal to further open up the economy by abolishing the 
‘nationalist provisions’ in the Constitution.    Under SAP, the economy as a whole has already 
been opened up.  Under the Foreign Investments Act, foreign investors can invest in virtually all 
areas of the economy (except for a few items in the very short ‘negative list’).  And while land 
ownership is limited to Filipino citizens, a super-liberal ‘condominium law’ allows 50-year lease 
contracts, renewable by 25 years, for the use of productive facilities. This includes buildings and 
the land which the condominium units are sitting on.    
 

As discussed in Chapters One and Two, the trade regime is already liberalized.  Various 
sectors in the economy – banking, telecom, aviation, etc. -- have already been deregulated.   
Compared to China, India and other Asian countries, the Philippines has implemented a 
relatively radical privatization program. A privatization program that involves the re-
privatization of government-foreclosed corporations and assets, privatization of major 
government properties (e.g., Fort Bonifacio, Amari, etc.),  privatization of a large number of 
government corporations (e.g., Philippine National Bank, Philippine Air Lines, Petron, etc.), 
privatization of basic services (e.g., power generation and so on), and the privatization of public 
works and infrastructure development through the build-operate-transfer (BOT) law.  
 
 What the charter-change or cha-cha economic initiative of NEDA is seeking is the full 
liberalization of the land market and the removal of certain restrictions to foreign investments. 
This means full liberalization in the few remaining areas of the economy such as land ownership, 
media and advertising, and operation of public utilities.  We argue that such investment 
liberalization (from minority to 100-per cent ownership) will not benefit the country.  First, they 
are likely to lead to new ownership patterns and not in new job-creating investments because 
foreign investors are likely to buy into existing facilities, not build new ones.  Second, in the case 
of the land market, history tells us that land market liberalization is likely to lead to more peasant 
displacements and generate more rural-based insurgencies. 
 
 It is clear that the economic lessons of the last three decades continue to be lost on 
policymakers as they hold on to and act on the simplistic belief that sheer liberalization leads to 
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investments, growth and jobs, something that has not happened in the three decades of Structural 
Adjustment. 
 
 In addition to the above charter change pressures, the Philippines is also being pressed to 
embrace a whole new set of trade liberalization commitments under various global, regional and 
bilateral agreements.  With the neo-liberal mind-set that many economic technocrats have, 
Philippine participation in such new agreements can only lead to the traditional simplistic 
positioning by the government and dangerous new commitments (more trade liberalization sans 
appropriate survival and growth adjustments). This is bound to happen if no strong counter-
movement against such trade negotiation framework is developed. 
 
 Hence, it is important to first scan the menu of the new trade agreements being served on 
the negotiation table. The risks facing the nation if the neo-liberal economists remain at the helm 
of trade negotiations should be thoroughly assessed.  Such negotiations must be firmly linked to 
the twin challenges of promoting broad-based development and redressing inequities caused by 
the haphazard liberalization of the past.  
 
  
A. WTO Trade Menu  
 
 Because of the asymmetries and inequalities associated with globalization and WTO, 
more and more people (farmers, trade unions, businesses, Church, etc.) remain wary and critical 
of the WTO.  In l999, the WTO Ministerial Conference in Seattle collapsed because of the labor-
NGO protest actions and the demand of developing countries, mainly African countries, for 
fairer trade rules. 
 
            In 2001, the developed countries tried to revive the WTO agenda of continuous and 
deeper trade liberalization by holding the Doha Ministerial Conference and euphemistically 
calling  the new round of trade talks  as the ‘development round’ (hence the term Doha 
Development Round ). There were promises of movements in the negotiations on the ‘special 
and differential treatment’ (SDT) clause, which developing countries can use to justify the 
adoption of flexible tariff and trade measures in support or in defense of critical industries.  
There were also promises of subsidy reductions in agriculture, which is one of the root causes of 
global agricultural trade imbalances.    
 

The bitter reality however is that the Doha Development Round (DDR) is being used by 
the developed countries to push for  market liberalization in all areas, particularly in agriculture 
(through the market access liberalization clause in the Agreement on Agriculture or AoA), in the 
coverage of goods  not previously covered by WTO in l994 (through the so-called non-
agricultural market access or NAMA), and in services (through the so-called four ‘modes’ of 
trading services under the General Agreement on Trade in Services or GATS).  

 
Thus, during the Cancun Ministerial in 2003, developed countries revealed their true 

colors by pushing hard for deeper liberalization on all fronts. They insisted in pushing for 
progress in ‘market access opening’ (meaning removal of tariff and non-tariff barriers) without 
making any reciprocal reforms in the trade-distorting subsidy schemes in agriculture.  The 
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specific concerns of developing countries -- such as the operationalization of the SDT clause, 
recognition of special products (SPs) and special safeguard measures (SSMs) for products of 
developing countries, and non-negotiation over non-trade issues such as investment, government 
procurement, trade facilitation and competition policy collectively dubbed as the ‘Singapore 
issues’ (so named for they were first broached in the Singapore Ministerial in l996) -- were 
ignored. 
  
 The WTO talks in Cancun collapsed. The collapse was hailed by many as victory.    
 
 The so-called victory in Cancun was a short-lived one.  The US and EU immediately 
went on a campaign to divide the developing world. They immediately concluded bilateral and 
regional free trade agreements  with ‘the willing’ and made false gestures of accepting the 
position of some developing countries.   Eventually, in the evening of July 31, 2004 the 
developed countries succeeded in securing a ‘Framework Agreement’ reviving the Doha 
Development Round trade talks.  
 

 

July Framework 
 
 The target of the July Framework is to have a new WTO agreement in December 2005 
during the next Ministerial Conference slated in Hong Kong. 
 
 However, a closer perusal of the 2004 July Framework shows that developing countries 
including the Philippines gained very little in the new framework agreement on trade negotiation 
modalities and parameters.   The objective results of the July Framework can be classified into 
two: 
 

1) Limited gains – The controversial Singapore issues (investment, government 
procurement and competition policy) were dropped except the trade facilitation issue.  The 
QUAD countries (US, European Union, Japan and Canada) promised to eliminate export 
subsidies and reduce overall support to agriculture.  There is also a promise for formal 
negotiations on the SDT clause and there is some recognition of the special products (SPs). 
 

2) Huge imbalances – But asymmetries remain.  Reforms in agriculture (under the 
Agreement on Agriculture) have no concrete schedules and measurable targets.  Developed 
countries were allowed to expand the budget for the Green and Blue Boxes. This will allow them 
to give subsidies to domestic producers in the name of production stabilization, in exchange for 
phasing out spending under the Amber Box, which houses most of the export subsidies.  In 
effect, this is a question of shuffling boxes or changing parking lots.  This explains the claims of 
the European Union that they do not have to lower spending up to 2013 because what the 
developed countries promised to do is to reduce by a certain percentage the ‘allowable’ or 
potential maximum budget they can appropriate for their agriculture.  But since the potential is 
much bigger than their actual spending, the so-called cuts are all imaginary.  And developed 
countries are also allowed to claim certain products as special. 
 
 In the meantime, developing countries are asked to lower tariffs on agriculture – contrary 



  48 

to  the 1990s initial agenda in agriculture which was ‘tarrification’ or the formal integration of 
agriculture in global trade.    
 
 They are also asked to include in the WTO regime all other products such as fishery 
products, footwear, jewelry and so on under the Non-Agricultural Market Access (NAMA).  The 
problem is that under NAMA, the suggested tariff formula is twice the applied tariff as of 2001.  
But the Philippines, because of its unilateral tariff liberalization, already lowered its tariffs to 
very low rates of 3-10 per cent for most of the NAMA products; hence, it is in a very distinct 
disadvantage with regards to NAMA.  
 
 Under the July Framework, the Philippines and other developing countries are also 
required to open up their service sector – education, banking, insurance, telecom, health, 
environment, water, energy, etc. -- for trade negotiations.  The European Union (EU) in 2003 
already had a long list of ‘requests’ to the Philippines.  The EU ‘requests’ will consequently 
include changes in the Philippine constitution, specifically in the provisions which limit foreign 
ownership on media and land, operations of public utilities, and exploitation of natural resources.   
 

 

Urgent Philippine Concerns 
 Special and differential treatment (SDT) 

 
 SDT is one of the least understood and hardly implemented principles of the WTO.  

According to the UNDP, there are at least 155 SDT provisions or references in various 
agreements under the WTO such as AoA, NAMA, GATS and so on.  

 
The SDT clause first came to public notice in l979, during the Tokyo Round of the 

former GATT.  It became the basis of the so-called principle of preferential market access 
extended to developing countries by developed countries through the general system of 
preferences (GSP).  In short, SDT is a means of giving developing countries some flexibility in 
trade – flexibility in terms of having more liberal market access, flexibility in making higher 
tariff commitments, flexibility to have longer transitions to comply with certain commitments 
and flexibility to impose safeguards or protection against unwanted imports. 

 
The problem is that under the existing WTO agreements, such flexibilities are not clearly 

defined nor are there measurable and actionable parameters on how developing countries can 
avail of such flexibilities.  The SDT is a WTO clause which never received priority attention 
compared to the issues of market access, MFN, subsidies, dispute settlement mechanisms and the 
likes.   

 
The backlash against globalization and the collapse of the WTO Ministerial Conference 

at Seattle in l999 helped resurrect SDT as an important clause of the WTO.  In the 2001 Doha 
Ministerial, it was again cited repeatedly as one of the thrusts in the Doha Development Round 
(DDR) of trade talks.   With the collapse of the 2003 Cancun Ministerial aimed at assessing the 
DDR, there was again renewed emphasis on SDT.  The revivalist July Framework Agreement of 
the WTO forged this year includes a target that was set to have an agreement on SDT parameters 
by middle of next year. 
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And yet, governments in the region have not come up with any follow-up programs or 

consultations on SDT after the July Framework.   There are no schedules published or any 
known studies being undertaken. 

 
The SDT is too important for its parameters to be determined mainly by non-transparent 

economic technocrats hiding under the cloak of anonymity.   For farmers, the SDT can be a 
means to seek temporary withdrawal of a sensitive crop from the import list.   For beleaguered 
industries, the SDT can be used to argue for the imposition of some safeguard measures or to 
increase some tariffs.  For a government in fiscal distress, the SDT argument can help justify not 
only the imposition of import surcharges but also the modification of a development blueprint.  
The possibilities are endless.   

 
But there are also numerous possible points of contention and disagreement.  The neo-

liberals, predictably, define SDT in their own limited way. That is, flexibility to make minor 
adjustments in the tariff or liberalization commitments here and there.  Based on the FairTrade’s 
development perspective, SDT means no to ‘one size fits all’.  SDT means giving back to 
member states the sovereign power to determine their development priorities, including trade 
priorities, based on their existing level of development and development needs.  If there should 
be a genuine development round, it should revolve around the issue of how a developing country 
can have all the flexibilities to pursue its development priorities unrestricted by narrow 
liberalization schedules. 

 
This early, the Philippines must be able to clarify its understanding and stand on the SDT. 

This should be its guiding principle on trade.  For the FairTrade, SDT means the flexibility of a 
developing country to push trade in support of its development needs, including the re-
calibration (upward or downward) of tariffs when warranted by the requirements of industry and 
job preservation and poverty eradication. The Philippines needs to be creative in availing of the 
SDT principle and should undertake in-depth studies and consultations with the private sector, 
especially local business and farmers’ groups, and other stakeholders in society on how to get 
optimum benefits from the SDT clause and how this can really become operational. 
 

It is in this context that we propose to take up the principle of the special and differential 
treatment (SDT) as the main debating point. This principle is at the heart of our development 
perspective.  It is, ironically, enshrined in the WTO and yet there are no operative clauses to 
make it work. 

 
 

 Non-Agricultural Market Access (NAMA). NAMA seeks to cover goods not covered by 
the l994-95 WTO agreements.  These include fishery products (which are considered agricultural 
products in the Philippines and other countries), footwear, jewelry and so on.  Nearly one-third 
of our industrial products were not covered by WTO in l994-95 and they now stand to be 
covered by WTO through NAMA. 

 
We need to watch out for the sensitivity of the products to be covered under NAMA.  

Fisherfolk organizations working closely with FairTrade have already articulated the position 
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that fishery should not be covered by NAMA because liberalization might further marginalize 
the sector.  For example, the dumping of cheap imported mackerel has weakened the market and 
livelihoods of small coastal fisherfolks.   

 
There is also a need to critically analyze the NAMA liberalization formula.  Some 

provisions of the WTO July declaration on NAMA are crucial to the Philippines: 
 

“4. We recognize that a formula approach is key to reducing tariffs, and 

reducing or eliminating tariff peaks…etc. 

 

 “5. We further agree on the following elements regarding the formula: 

 

a.) product coverage shall be comprehensive without a priori 

exclusions; 

 

b.) tariff reductions or elimination shall commence from the bound 

rates after full implementation of current concessions;  

 

c.) however, for unbound tariff lines, the basis for commencing the 

tariff reductions shall be {two} times the MFN applied rate in the base 

year; 

 

d.) the base year for MFN applied tariff rates shall be 2001 

(applicable rates on 14 November); 

 

e.) credit shall be given for autonomous liberalization by developing 

countries provided that the tariff lines were bound on a MFN basis in the 

WTO since the conclusion of the Uruguay Round; 

 

f.) all non-ad valorem duties shall be converted to ad valorem 

equivalents on the basis of a methodology to be determined and bound in 

ad valorem terms; 

 

g.) negotiations shall commence on the basis of HS96 or HS2002 

nomenclature, with the results of the negotiations to be finalized in 

HS2002 nomenclature; 

 

h.) the reference period for import data shall be 1999-2001.” 

 
 

What are the implications of the above for the Philippines? 
 

First, the above formula is unfair to the Philippines because of its earlier unilateral 
liberalization.  The applied tariff rates for all of our non-agricultural products are already very 
low – only 7.0 percent in 2004. It is no comfort that our tariff bindings for 61.8 percent of these 
industrial products average 23.4 percent because the July 30 package pegs the starting point for 
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negotiations on the “applied” and not on the bound rate for the tariff lines that are currently 
unbound. In comparison, Thailand maintained applied rates for industrial goods averaging 15.5 
percent (as of 2004), while their average of bindings was 24 percent. 
 

Second, the package virtually covers all our industrial products (as stated in paragraph 5 
section a). The Philippine position should be firm in maintaining coverage only to the existing 62 
per cent of industrial goods. If we do not meet much success, the remaining 38 per cent of 
presently unbound industrial rates will automatically be bound at two times (2X) the MFN 
applied rate in the proposed base year of 2001. While the factor of 2X is still subject for 
finalization, the Philippines must argue for a higher multiplier and even cites its unilateral 
reduction as a justification for a higher multiplier. 
 

If the base year is 2001, the Philippines is looking at MFN applied rates averaging 7.71% 
overall. The Tariff Commission reports that for 2001, sectoral average tariffs are 14.21% for 
Agriculture, 3.25% for Mining, 6.68 percent for Manufacturing. The 2001 applied rates when 
multiplied by two will hardly be sufficient to allow flexibility to the sectors and will prejudice 
any industrial development we have initiated or may put in place. 
 

We must learn from the commitments the Philippines made in agriculture where the 
country submitted bindings for 99 per cent of agricultural tariff lines not considering what other 
countries were or were not binding  for their agricultural sector – that is, binding theirs at higher 
rates and reducing their applied or actual tariffs close to these high binding rates.   In our case, 
we bound our agricultural products at an average bound rate of 35 per cent (or half those of India 
and other countries) and unilaterally lowered our applied rates year by year under the TRP 
program (reaching an average of 9.2 per cent by 2002).  Thus, we became a dumping ground of 
highly-subsidized agricultural products from the developed as well as the competitive products 
of other developing countries.   
 

General Agreement on Trade in Services (GATS). This particular agreement seeks to 
open up services, the largest sector in most economies today. Since services such as banking and 
education can not be loaded into container vans and subjected to tariff rules, the GATS authors 
came up with an ingenious way of “liberalizing trade in services,” by recognizing four trade 
modalities—cross-border (e.g., remittances by OFWs), consumption from abroad (e.g., tourism), 
commercial presence (e.g., setting up shop in another country) and movement of natural persons 
(e.g., posting expatriate managers overseas). 

 
The GATS liberalization program is a giveaway to transnational corporations (TNCs) 

engaged in global services such as banking, telecoms, etc. These corporations have the global 
reach and the natural interest in any global service liberalization.  Understandably, the TNCs 
were the leading lobbyists for GATS in the Uruguay Round.  The most active in pushing for the 
implementation of GATS liberalization program are the TNCs belonging to the US Coalition of 
Service Industries (CSI), the European Services Forum (ESF), and the Japan Services Network 
(JSN).  According to these trilateral groups, cross-border transactions in services already 
amounted to $1.35 trillion in l999 and that such trade would increase further by $1.9 trillion, 
upon liberalization of the service sector of the world. 
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Among the four GATS modes, the overwhelming focus of TNCs is on Mode 1 and Mode 
3.   The interest in Mode 1 is understandable because of the new technology and the realities of 
increased global service consumption due to globalization.  But the interest on Mode 3 is clearly 
fueled by an investment agenda. That is the need to facilitate the establishment of overseas 
branches of service multinationals like the bank multinationals.  This is why the GATS is also 
called by some critics as an investment agreement, not a trade agreement.   Who but the 
multinationals are in the best position to set up shops overseas and benefit from the so-called 
MFN clause of the WTO, the so-called equality treatment clause? Who but the multinationals are 
in the best position to dominate cross-border trade?   
 

Thus, in the global postal, courier and special cargo services, the market is now being 
dominated by two American companies – Federal Express and Universal Postal Service (UPS).  
Both have already set up their Asian regional operation hubs, complete with air fleets, in the 
former US bases in the Philippines.   Will the operations of these companies benefit the 
Philippines and the other Asian postal industries (with their miniscule private courier industry)? 
Or is it more appropriate to say that these companies have caused reduced businesses and job 
losses?  This is sadly what is already happening. 
 

Proponents for the all-out liberalization of the service sector are peddling a myth that the 
liberalization of the service sector will also facilitate the movement of service personnel globally 
through Mode 4. They also claim that this will be a boon to the developing countries which have 
a huge surplus of service personnel. This remains a myth.   Mode 4 of Article I, Part I of GATS 
refers to “the supply of a service … (d) by a service supplier of one Member, through presence 
of natural persons of a Member in the territory of any other Member”.  This means that service 
personnel are only those belonging to the service companies and only those who reside in the 
home country of the service companies.   

 
The idea of liberalization of the global labor market for service personnel under Mode 4 

completely vanishes when one reads the first Annex of GATS, which is specific to Mode 4.  The 
Annex states: 

 

“2. The Agreement shall not apply to measures affecting natural persons 

seeking access to the employment markets of a Member, nor shall it apply to 

measures regarding citizenship, residence or employment on a permanent basis.” 
 
 
In other words, Mode 4 simply enhances the ability and flexibility of foreign service 

companies or service multinationals to bring in their own select personnel in target markets 
overseas. Target markets where they will, in accordance with GATS, establish a ‘commercial 
presence’ or provide a cross-border service.   In fact, the movement of these personnel is 
liberally treated and interpreted in the GATS as another form of service trading, as Mode 4.  
Thus, even if these personnel are merely performing work to meet the business objective of their 
service company, their act of going to the other country is considered another service trade. It is 
not considered as an integral part of the cross-border transaction or to the establishment of a 
commercial presence in another country.  GATS simply wants to make global business life very 
easy and comfortable for service multinationals. 



  53 

 
But, for developing countries to send service personnel to find jobs, this is a big no-no in 

the GATS.  The labor markets of the developed countries remain restricted and selective.  The 
movement of service personnel from developing to developed countries like doctors, nurses, 
engineers, programmers and others is subject to the immigration rules and the labor market 
requirements of labor-importing countries.   While the WTO talks of global liberalization of 
trade in goods and services, it is not prepared to talk about the consequential global liberalization 
of labor markets.  As in technology, agriculture and medicine, the developed countries remain 
protective of their labor markets. 

 
Not surprisingly, therefore, various studies, including those made by the WTO Secretariat 

itself, show that  the lion’s share of GATS trade will go to Mode 3 or commercial presence.  
Only one (1) per cent will be accounted for by Mode 4. 

 

What does FairTrade think of GATS? 
 

First, GATS reduces the concept of public service.   GATS is one agreement under the 
WTO which seeks to open up through liberalization and privatization various service industries, 
including essential public services such as health service, grains stabilization service, education 
service and water distribution service.   Shall we allow the operations of the Philippine General 
Hospital, National Food Authority, University of the Philippines, Polytechnic University of the 
Philippines and the local water districts be placed in the hands of the private sector? 
 

Second, GATS eliminates the concept of universal service.  A principle of governance 
which is probably best summed up by the dictum of the late President Ramon Magsaysay – 
“those who have less in life should have more in law”.   The uncritical liberalization of services 
negates this principle. With a fully liberalized, commercialized and privatized service industry, 
impoverished and underdeveloped areas will have less access to basic services such as banking 
service, power service and postal service.  For example, as a result of the growing concentration 
in the banking industry due to the GATS - and earlier IMF-related bank liberalization programs, 
small farmer settlers have difficulty borrowing from the banks.  Even the small and medium 
enterprises are complaining that their access to formal credit has been reduced because the big 
commercial unibanks are lending mainly to the rich.  Their traditional sources of credit have also 
dried up because rural banks, thrift banks and small development banks have increasingly been 
integrated into the operations of the commercial banking system. 

 
Even as we speak, cross-subsidies in the power sector are already being phased out. This 

will only result to poor and underdeveloped areas not being able to afford the rising cost of 
electricity.  In the postal service, the privatization of the shrinking Philippine Postal Corporation 
means there are no more people who will bring the mails in remote areas, especially areas which 
can not be reached by the internet and wireless communication.    

  
Third, jobs are likely to decline.   Global as well as our own national experience shows 

that liberalization and privatization in the service industries often lead to job-displacing mergers, 
buyouts and consolidations.   This we have already seen in the liberalization experience of the 
banking industry.   Jobs disappear in the decimated small banks as well as in the merging and 
consolidating banks.  In the distribution industry, the entry of Makro, Wal-Mart, Carrefour and 
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the giant malls has wiped out numerous neighborhood stores in Manila, Bangkok and major 
cities of Asia.    

 
Yes, there will be new jobs for the few, but there will be more who will lose theirs.    

Why?  Because GATS and service industry liberalization do not result in the creation of new 
industries. These will only instead bring about re-constitution of existing industries through the 
entry of new players, mainly multinationals.   This is why the GATS Secretariat in Geneva does 
not hesitate to point out that among the four modes of trading recognized by GATS (cross-border 
transaction, consumption from abroad, commercial presence and movement of personnel of 
service-providing companies), the most important is commercial presence. This means giving 
foreign service providers the freedom to set up shops or branches in another country and get 
equal treatment as if they are citizens of the host country. 

  
GATS is not only bad for our health, it is also bad politics. GATS entails sweeping 

changes in our laws and in our Constitution (see earlier discussion).  FairTrade is firmly opposed 
to the charter change initiative for its primary intent is to dilute economic nationalism in the 
Constitution. That is, to make the Constitution GATS-compatible.     

 

This can easily be gleaned from the ‘requests’ of the European Union (EU) as early as 
2002, for the Philippines to make liberalization ‘offers’ in the service sector.  The picture 
emerging from the long EU request list is literally mind-boggling.  In the name of GATS, what 
the EU is asking is for the Philippines to change various existing laws, rules and Constitutional 
provisions deemed in conflict with the liberalization of services. Specifically professional, 
business, postal and courier, telecommunication, construction and related engineering, 
distribution, environmental, financial, tourism and travel-related services, news agency services, 
transport services and energy services. What the EU is asking is virtually the overhaul of the 
entire government economic policy framework to make it GATS-compatible.      
 

The sad fact is that developed countries are of course not prepared to change their 
Constitution to accommodate other countries’ requests for liberalization, especially if the 
requests are coming from developing countries.   Canada and some EU countries already 
announced that they will not allow any GATS-related liberalization in essential or vital services 
such as health and social security. 

 
What are the key charter amendments which the EU is proposing?   EU proposes that we 

‘eliminate’ any citizenship requirement before a corporation can engage in any economic 
activity: ‘eliminate’ any citizenship requirement in the composition of a company’s board and 
officers; ‘eliminate’ the 60 per cent Filipino capital requirement for ownership of land; 
‘eliminate’ any debt-to-equity requirement before foreign investors can access domestic credit; 
etc. 

 
In the EU ‘requests’, the whole thrust is to treat foreign capital or foreign corporation like 

Filipino capital or Filipino corporation.  This is nothing but a revival of the old Parity law, under 
the post-war amendment of the Constitution as a result of the Bell Trade Act.  As recorded in our 
history, the Philippines extended economic parity to the Americans because we were told that we 
would not be given any war damage reparations.   We allowed the Americans to own land and 
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mines and operate public utilities. All of which were reserved for Filipinos under the l935 
Constitution. 
 

Today, economic parity, through GATS, is being revived and extended. This time 
however, parity will not only be for Americans but for all foreigners as well.    
 

The whole idea is to open up to full foreign participation the remaining sectors of the 
economy where at present, the Constitution has imposed restrictions.  These include the land 
market, the telecoms sector, banking sector, media sector, transport sector, energy sector, 
environmental sector, water distribution and the mining, exploration and retailing of minerals 
and gas. 
   

On the whole, what the EU wants is the full liberalization of the economy. This overlooks 
the fact however that through the various IMF-World Bank-inspired trade and investment 
liberalization measures, the Philippine industrial sector is already one of the most open in Asia 
today.  Through the WTO’s Agreement on Agriculture, the agricultural sector has been 
undergoing a painful liberalization process since the mid-l990s.    And so today, the WTO 
agenda is to open up the remaining sector, which is the service sector. 
  

It is not difficult to imagine that the outcomes under GATS liberalization will be similar 
– more joblessness, more inequality and more foreign control over the economy. 
 

What has been our Government’s response to the EU request? 
 

1) Our government has not issued any statement or pronouncement on what it is offering 
in response to the various GATS requests.  It however submitted commitments last June 2005 in 
six sectors, namely: information technology, construction, and distribution, energy, 
environmental, and tourism services. 
 

2)We recently witnessed how the government orchestrated the liberalization program for 
the mining industry.   The Supreme Court reversed itself on the Constitutionality of the 
limitations on foreign ownership and foreign participation in mining exploration and 
development.   Right after the Supreme Court’s decision, the government convened a mining 
summit where Australian, American, European and Chinese mining companies promised to 
generate as much as a trillion dollars for the economy and so many jobs for the nation’s work 
force. 
 

This is sheer exaggeration.   Have we forgotten the fact that mining was a major activity 
in the l930s and during the period of the 50s to the 70s?  The Philippines even became Asia’s 
biggest producer of copper during the 60s and the 70s. Did the Philippines progress in those 
decades?  No.  Instead, the abandoned mining sites became ghost towns such as Marcopper in 
Marinduque and Atlas in Toledo, Cebu.  The rivers and coastal areas around these mines also 
died as a result of poisoning from the mine tailings. 
  

3) The last chapter of the new Medium-Term Philippine Development Plan (MTPDP) is 
devoted to ‘Constitutional Reform’. Reforms devoted to the removal of the Constitutional 
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restrictions on foreign ownership and participation in the land market, mining and the operation 
of public utilities, media and advertising business, telecommunications and so on. In short, 
Chapter 25 of the MTPDP is the implementation of the GATS ‘requests’ from the developed 
countries. 
 

The MTPDP does not even flinch in saying that economic nationalism is the supposed 
obstacle to growth and development.   NEDA wrote:  “The Constitutional provision providing 
for a self-reliant and independent economy effectively controlled by Filipinos stifled economic 
innovations and reforms”. 
 

This is a distorted view of history and economic reality. For the truth is that our economic 
planners and policy makers, with their dependence on foreign advisers and lenders, never 
bothered to implement the Constitutional mandate to develop a progressive and balanced 
economy effectively controlled by Filipinos.   We never tried to develop a self-reliant and 
independent economy.   We never observed economic nationalism.  Yet, it is economic 
nationalism which is being blamed as the root cause of our backwardness.  This is a typical 
example of neo-liberal doublespeak. 
 

And now that there is GATS, they want to formally remove what they have not been 
implementing – economic nationalism as enshrined in the Constitution. 
 
 

Agreement on Agriculture.  In the ongoing WTO trade talks, agriculture – a crucial sector 
in the economy of developing countries -- occupies the center stage. Disagreements on the three 
so-called ‘pillars’ – market access, export subsidies and domestic support – were at the roots of 
the Cancun collapse and the seeming lack of progress in trade talks since. 

 
Today, there are no clear signs yet of any consensus on the above.  As pointed out earlier, 

the developed countries are adamant on pushing for market access without giving any concrete 
and measurable commitments on the phasing out of trade-distorting domestic support (being 
shuffled from the forbidden Amber box to Green box) and export subsidies.  To have some 
progress in the talks, the European Union and the United States have been coming up with all 
kinds of trade tactics such as the formation of the so-called Five Interested Parties of FIPs – 
composed of the EU, US, Brazil, India and China -- obviously to divide the developing 
countries. 

 
The latest ploy of developed countries is to concentrate the talks on different ‘bands’ of 

market access liberalization to allow slower rate of liberalization for developing countries.  The 
developed countries are also dangling reduction commitments on domestic support and export 
subsidies – yet over relatively long periods. 

 
For the Philippines, it is in the agriculture trade talks where the government appears to be 

more attentive to the needs of the sector and the demands of the farmers’ groups and cause-
oriented NGOs.  It has set up a task force on WTO’s agriculture trade talks involving 
representatives of these organizations.  The government has also adopted the peasant/NGO calls 
for the retention of the quantitative restrictions (QRs) on rice.   
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Similarly, the FairTrade and other NGOs and farmers’ associations have also supported 

the Philippine position demanding full recognition and operationalization of the WTO clauses on 
special products (SPs) and special safeguard mechanisms (SSMs).  The FairTrade also supports 
the progressive stand taken by the government in leading, together with Indonesia, the Group of 
30 or so developing countries seeking global support for SPs and SSMs. It also supports the 
government’s decision to join the Group of 20 or so developing countries working for greater 
balance in the global trade in agriculture through the elimination of the trade-distorting subsidies 
provided by developed countries (see summary of positions of G 20 and US-EU in Box 1). 
 
 However, the FairTrade is critical of the government’s inaction on the popular call for the 
re-calibration of tariffs for agriculture to the maximum bindings under the WTO.   There are no 
legal impediments to this call.  Such re-calibration will put agricultural tariffs at par with those 
applied by many developing countries. 
 

   

Box 1. Positions of G-20 and EU-US on three pillars 
 

EU-US G-20 
Market Access 
 
Not moved from the initial position of the 
EU, Japan, Norway, Switzerland etc. of 
applying the Uruguay Round approach to 
tariff reductions. The blended approach 
worked on the tariff profiles of these 
countries would entail a reduction of 17-38% 
in tariffs under various assumptions, which is 
the same and in some cases, even less 
ambitious than the Uruguay Round approach 
of an overall 36% reduction.  

Market Access 
 
Developing countries are prepared to make a 
proportionate effort in reducing their tariffs 
directly linked to the overall average tariff 
reduction in developed countries. The major 
subsidizers are however demanding much 
greater effort by developing countries (45-
75%) than the effort made by them (17-
38%) in reducing tariffs. This special and 
differential treatment in the reverse is not 
acceptable.  
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Domestic Support 
 

• The US would shift domestic support 
from Amber Box) and de minimis to a 
new Blue Box without making any 
significant reduction. 

 

• No commitment to agree on additional 
disciplines or capping of the Green Box. 
The direct payments under the Green 
Box, if not capped and/or no additional 
disciplines are prescribed will act as safe 
haven for all kinds of domestic support 
policies in major subsidising countries. 
Mere shuffling of domestic support across 
boxes is an illusory change in policies and 
an attempt at perpetuation and 
legalisation of the trade distorting 
domestic support.   

   

• No commitment to reduce domestic 
support on product specific basis or 
higher reduction commitments on 
domestic support on export oriented 
production, such as, cotton, peanuts, 
soyabeans, sugar etc.  

 

Domestic Support 
 
Developing countries hardly have resources 
to provide domestic support to their 
agriculture sector.  Due to the intransigence 
of major subsidizers in not making any 
significant reductions in domestic support, 
developing countries are prepared to lower 
their ambitions by dropping their demands 
for : 
 

• Elimination of the proposed new Blue 
Box at the beginning of the 
implementation period. 

• Capping of the direct payments under 
the Green Box. 

 
Due to lowering of overall ambition in 
reduction of domestic support, which is the 
primary cause of all distortions in 
agricultural trade, developing countries can 
not be expected to drastically reduce their 
tariffs as they can not let their farmers' 
incomes to suffer due to dumping of 
agricultural products by major subsidisers. 
Tariffs, the only instrument of protection of 
farmers in developing countries, certainly 
can not be exchanged for a mere change in 
the colour of subsidies.   

 
Export Subsidies 
 

• No commitment to negotiate the end date 
for elimination of all export subsidies. 

 

• Instead a parallelism is established 
between reduction in export subsidies 
given by the EU and trade distorting 
subsidy elements in export credits given 
by the US. This mechanism could even 
result in reneging on the commitments 
undertaken during the Uruguay Round to 
prohibit all types of export subsidies. 

 
Export Subsidies 
 
Developing countries are not users of export 
subsidies. Still 
 

• they have shown tremendous flexibility 
in accepting the mechanism of 
parallelism between export subsidies 
given by the EU and trade distorting 
subsidy elements in the export credits 
given by the US, provided that existing 
provisions on circumvention of export 
subsidy commitments will not be 
weakened. 

 

• they are willing to negotiate the end date 
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for elimination of export subsidies, even 
going beyond the end of the 
implementation period of the new 
Agreement under negotiations.  

Peace Clause (provision for non-action on 
agri-based trade disputes) is sought to be 
extended. 

There is no case for extension of the Peace 
Clause as it is not a part of the modalities. 

 
 

Overall, the government should monitor the seriousness and sincerity of developed 
countries in making reforms in trade in agriculture – through clear and measurable definitive 
commitments.   The government should also correct the simplistic approach that trade is a 
question of market opening. Further opening up of the market becomes a suicidal formula if we 
have less to export and a lengthening list of imports. Corrolarily, however, generating more 
exports and less imports is a tall order as long as our agriculture sector remains poorly managed. 
Our agricultural tariffs are way below those of other countries and the dumping and smuggling 
of imported agricultural products is so widespread.  

 
Clearly, we need a coherent and integrated approach to agricultural development.   One 

initial but crucial step towards this is the formal abandonment of the policy of agricultural 
deregulation (see discussion in Chapter Two on the disastrous results of this policy). 
 

Safety nets.    The WTO recognizes safety net measures against import surges, dumping 
and subsidies as fair.  The negotiation impasse in the AoA is really based on the insistence of the 
developed countries to maintain subsidies (domestic support and export subsidies) for their own 
domestic agricultural producers.   If the developed countries are willing to spend as much as $1 
billion a day as support for their farmers, why can we not have the flexibility to provide higher 
tariff protection to our own, especially safeguard tariffs against import surges? 
 
 The problem is that developing countries have difficulty in imposing safeguard and other 
flexibility measures.  Generally, it is very litigious and expensive to fight big dumpers not only 
in the WTO’s dispute settlement body but also within the affected countries.  Thus, it is the big 
developed countries which end up utilizing the WTO’s dispute settlement mechanisms in settling 
the unfair trade practices committed by certain countries. 
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In the Philippines, the situation is aggravated by the lack of decisiveness of the 
government in cracking down on those who commit unfair trade practices and smuggling. The 
country’s efforts in this area are a far cry from what some countries do.  In Mexico for example, 
a battalion of regular agents are hired to monitor, investigate and document various cases of 
unfair trade practices.  

 
Sometimes the laws on safeguards, countervailing duties and anti-dumping are not even 

fully understood by the court system and the bureaucracy.   There are even efforts from some 
quarters to have the law on safeguards and safety nets declared ‘unconstitutional’; such ruling, if 
upheld, goes right smack against the Constitutional provision for the protection of the Filipino 
people.   
 
 It is abundantly clear, therefore, that an educational campaign on the safeguard and safety 
net measures against unfair trade is necessary.   There is also a need to review the existing laws 
on safeguards and safety nets along with their corresponding implementing rules. For example, 
safety net rules should be industry-and-farm-friendly and should put the burden of proving injury 
on the errant importers.  The local requirements on the availment of these remedies should not be 
made more stringent than the international standards.  The trade remedy laws should provide for 
reasonable and predictable standards for determining serious injury. 
 
 There is also a need to audit all safety net programs and funds in connection with the 
WTO and other trade agreements and institute the needed reforms in support of local industry 
and agriculture. 
  
 

Trade facilitation.   Another major issue in the WTO is trade facilitation.  As interpreted 
by the developed countries, trade facilitation is a question of ‘policy coherence’ in the trade, debt 
and agro-industrial policies of developing countries.  In short, policy coherence and capacity 
building mean support for the policies advanced by the multilaterals – WTO, IMF, World Bank, 
ADB and so on.  
 
 However, we advance another approach to trade facilitation and policy coherence – the 
promotion of the concept of trade in support of development, social stability, institutional 
reforms, national sovereignty and job preservation and job creation.  In short, genuine trade 
facilitation should support the concept of a strong state based on a strong economy with a solid 
agro-industrial base. 
  
 
B. AFTA and Bilaterals 
 

In the meantime, because of the collapse of the WTO Cancun talks in 2003, interest and 
attention in the region has shifted to the bilateral trade agreements between some developed and 
developing countries.    
 

It is important to consider the following points: 
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First, the promotion of bilateral trade agreements (or ‘bilaterals’) is part of Former US 
Trade Representative Robert Zoellick’s promise to punish the ‘unwilling’ in the Cancun talks. It 
further aims to divide the new-found unity of the developing countries in the WTO forum and to 
push the US global trade agenda even without the WTO (– through his ‘coalition of the willing’). 
 

Second, bilaterals are a source of trade diversions and deflections with debilitating impact 
on some members of a regional and global trading system.   For example, a Singapore-Australia 
bilateral agreement may mean that Singapore, a non-agricultural and resource-hungry country, 
can import more agricultural products and raw materials from Australia and then export such to 
the Philippines and other ASEAN countries -- at the expense of the latter’s agriculture and 
natural resource industries.   A US-Thai bilateral agreement can flood the ASEAN with 
American goods at ASEAN preferential tariffs.   At the moment, Singapore and Thailand are the 
most aggressive in the ASEAN in concluding bilaterals. 
 

Third, without a clear development and negotiation framework, a developing country 
going bilateral can be put at a great disadvantage, as its overall development priorities can be 
compromised. The development of some local industrial capacity like petrochemicals for 
example, can be arrested by the flood of petrochemical goods coming from a bilateral trade 
partner.    

 
The Philippines, except in very general terms, is unfortunately one country that has not 

spelled out its development priorities. Going bilateral necessitates clarifying what the strategic 
gains are for the country.  This means examining the economic structures of the potential 
bilateral partners.  If RP goes bilateral with China, it is likely to lose out in so many areas, as it is 
China that is flooding the country with so many cheap imported industrial and finished goods.   
If it goes bilateral with the US, there are some gains (e.g., added market for Philippine garments) 
but also huge potential losses such as the unimpeded entry of cheaper American agricultural 
products – from livestock (poultry and piggery) to wheat and soya beans. 
 

Fourth, the US and other developed countries are using these bilateral agreements to put 
in the controversial ‘Singapore issues’ rejected in Cancun -- namely, investment, government 
procurement, competition and trade facilitation. An investment agreement under a bilateral 
agreement with the US for example, means the Philippines as a country can be sued by an 
American multinational if in any event the multinational felt being discriminated against during 
the bidding of an infrastructure project such as PIATCO.   A bilateral agreement can also be used 
to push for changes in the Philippine constitution, for example, land ownership – similar to the 
pressures that the country is experiencing with regards to the General Agreement on Trade in 
Services (GATS).   In short, there is a danger of the further derogation of Philippine sovereignty. 
 
 

Bilaterals with  Japan, China  and US 

 
A free trade agreement with another country would require a close scrutiny of the two 

countries’ agro-industrial structures, their leading export products, import requirements and 
overall agro-industrial capacity.   The conduct of such vital scrutiny appears missing in the 
government’s rush to conclude bilaterals with Japan, China, US and other countries. 
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Among the three countries being cited as potential Philippine bilateral partners, that of 

Japan appears to be most promising since the economies of the two countries are 
complementary.  However, there is the danger that Japan’s excess products and second-hand 
goods may be dumped in the Philippines under a free trade agreement or in the proposed Japan-
Philippines Economic Partnership Agreement (JPEPA). 
 
 Also, the JPEPA talks are worrisome because of the secrecy by which the talks are being 
conducted.   Official news releases indicate that talks started in late 2002, after the visit of 
President Arroyo in Japan.   However, to date, the DTI has not released the JPEPA negotiating 
text, not even to the Philippine Congress which has asked for a copy. 
             
 
   Box 2.   Philippines’ Bilateral Trade Talks: A Summary 
 

 Status of talks 

1. RP-China  
 

‘Early harvest’ concluded 
(ASEAN-China Free Trade by 
2010) 

2. Japan-Philippines Economic Partnership Agreement 
(JPEPA) 

Ongoing 

3. RP-US Free Trade Agreement Unclear; no details revealed by 
the  government  

4. RP Free Trade talks with South Korea, EU, Australia, 
and New Zealand 

News announcements of 
ongoing talks 

 
 
 Such secrecy was also seen in the Philippines’ negotiations with China regarding the 
‘early harvest program’.  This was the first phase of a projected ASEAN-China Free Trade 
Agreement (ACFTA) to be operational by 2010.  China and the ASEAN in early 2002 agreed to 
have an ‘early harvest’ program involving China and the individual ASEAN countries -- to cover 
an initial list of agricultural products to be subjected to zero or low tariffs.  The Philippine 
government went through the motions of publicly denying that it had been negotiating such an 
agreement; because of the public opposition by FairTrade and other local business groups  to the 
Early Harvest Program, some officials also announced their opposition to the said program.   
This is understandable because a free trade agreement with China is inadvisable as it is China 
that is flooding the domestic market with so many cheap products that are filling our 
supermarket shelves and killing local industries.    
 
 Sadly however, during the visit of China’s Premier Jintao in 2005, the government 
announced that the early harvest agreement had been concluded.   Most of the items covered are 
vegetable products, eliciting negative reactions from FairTrade affiliates in the Cordilleras.  
 

In the meantime, the government, after announcing earlier its disinterest in pursuing a 
free trade agreement with the United States, suddenly announced middle of 2005 that it is 
pursuing one.  Again, there are no announcements on the negotiation framework, modalities, 
schedules and the likes. 
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As pointed out, a free trade agreement with the United States may create some 

advantages and disadvantages for the Philippines.  The Philippines may benefit in terms of wider 
and prolonged access for its garments and other products.  However, the Philippines may also 
become a big loser in agriculture, especially in relation to grains, corn, poultry, meat and other 
agricultural products because the United States is the world’s biggest agribusiness power which 
can flood the world with cheap subsidized agricultural products. 
 

A bilateral agreement with the United States has the potentials of altering the structure of 
the national economy and the alignment of industries.   This is the lesson from Mexico, which 
concluded a free trade agreement with the United States and Canada under the North American 
Free Trade Agreement (NAFTA) in 2004.  Mexico’s maquiladoras or border areas with the 
United States boomed as they became favorite investment sites for cheap labor-intensive 
products such as garments which can be exported with minimum transport cost to the United 
States and Canada.  On the other hand, there is the phenomenon of the hollowing out of 
traditional domestic Mexican industry and agriculture.   For example, NAFTA virtually wiped 
out Mexico’s staple crop, maize, resulting in peasant restiveness in the corn-growing province of 
Chiapas, the base of the Zapatista movement led by Comandante Marcos.   Agricultural imports 
from the United States also went up, resulting in huge Mexican agricultural trade deficits.  For 
the year 2001 alone, Mexico registered an agricultural trade deficit of $2 billion with the United 
States. 
 
 Finally, there are some newspaper announcements that the Philippines is also entertaining 
free trade agreements with South Korea, European Union, Australia and other countries.   Again, 
there is no announcement on the development framework, if there is any, that guides or inspires 
such interest in free trade agreements. 
 
 

RP under AFTA 

  
 The Philippines joined the AFTA project of the ASEAN in 1992 (see Chapters One and 
Two).   This free-trade arrangement between the original ASEAN member countries was 
supposed to be fully operational by 2003.    
 

As shown in graphs 7 and 8, there is no indication that AFTA has fueled substantial trade 
increases between the Philippines and the ASEAN.   For while trade has indeed increased in the 
l990s between the Philippines and its ASEAN neighbors, Philippine trade with a non-ASEAN 
country, China, has increased even much faster.    
 

Moreover, a closer scrutiny of Philippine exports and imports with the ASEAN (see 
graph 9) show that these are dominated by assembled electronic products (as exports) and 
electronic parts (as imports).  This means trade involves mainly the electronics industry 
dominated by Japanese and Korean producers, which have production and marketing channels 
all over the ASEAN.  Since Philippine electronics production is based mainly in duty-free EPZs, 
the AFTA has been a doubtful influence in the electronics import-export picture. 
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As pointed out,  Philippine applied MFN tariffs are just several notches below the AFTA 
rates because of the TRP program.   This explains why very few importers from the ASEAN 
apply for Form D, the document showing that certain imports are entitled to AFTA tariff rates 
because these imports are ASEAN products, with 40 per cent ASEAN content. 

 
There are other problems: -- 

 
 

Graph 7. RP Exports with Major Trading Partners (1990-2003) 
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Graph 8. RP Imports from Major Trading Partners (1990-2003) 
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Source: The Philippines under the AFTA regime: An inquiry into the labor  
            and employment dimensions of economic regional integration, Rene Ofreneo, 2004 

 
 
Some ASEAN countries such as Thailand, Indonesia and now Vietnam have agro-

industrial structures similar to that of the Philippines.  This means they are - to a certain extent - 
competing with the Philippines.   In fact, the Philippines is losing out to Thailand, which has a 
more efficient production structure, and Vietnam, which has cheaper labor and has a more 
organized approach to trade and development. 

 
Some ASEAN countries are sources of products which are thereafter packaged for trade 

or distribution by other countries.  This is what the local tile and ceramic producers have found 
out in the case of Thai tile and ceramic exports, most of which are sourced from China.   This is 
the same manner that Singapore re-packages industrial and agricultural goods from Australia and 
other countries and selling them later as Singapore products to the Philippines and other ASEAN 
countries. 

 
Clearly, the Philippines is a loser in the industrial and agriculture fields.   However, 

proponents of ASEAN are now saying that the Philippines has potential advantages in the service 
sector, in particular in the movement of OFWs to Singapore, Malaysia, Thailand, Vietnam and 
other ASEAN countries as IT professionals, caregivers, plantation workers, entertainers, 
engineers and so on and so forth.  The latest hype is that under a proposed liberalization of 
services in the ASEAN and in the new Priority Integration Projects (PIPs) of the ASEAN, the 
Philippines is likely to benefit in terms of increased OFW movements and the opening up of the 
healthcare services.   

 
Maybe.  But this is truly a sad commentary of how badly the Philippines has fared in the 

industrialization game. 
 
There are also threats.  The PIPs include opening up of the ASEAN aviation sector under 

the leadership of Singapore.  Through an ‘open skies’ policy for the region, the local aviation 
industry might fall under the wings of Singapore, one country in the ASEAN which has a very 
clear trade-development framework. 
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Chapter Five  
 

A NATIONAL ROAD MAP: 
FTA’s 5-Point Economic Program 

 
The central economic problem facing the Philippines today can be summed up as follows 

-- a weak and eroding agro-industrial structure  
 

� unable to provide ample jobs and incomes to a large and growing population, and  
 
� unable to fend off the competitive challenges of Asia’s tigerish economies.    

 
This problem is rooted in the lazy EOI-SAP liberalization program which has exposed a 

number of industries to a one-sided trade opening. This has failed to provide the economy the 
needed agro-industrial breadth, depth and capacity to grow and be competitive.   EDSA I and 
EDSA II, which ushered in changes in the national leadership, did not alter the directions of 
economic policy; hence, the persistent economic malaise. 
 

How then do we -- stop the economic decline and engineer recovery?   Sustain and 

broaden growth?  Catch up with Asia? 

 
There are no easy answers.   It is obvious, however, that the nation must abandon the 

dogmatic neo-liberal economic liberalization framework in favor of a more balanced, more 
pragmatic and more pro-Filipino approach to trade and development issues in a globalizing 
world.    
 

The point is that one can not wish   away globalization and foreign competition in both 
the domestic and export markets.   They are realities.  However, countries are not helpless in 
determining the flow and direction of goods, services and investments in their own turfs.  The 
name of the game is how to maximize gains and minimize pains as a result of global and regional 
integration and how to come up with appropriate strategies to realize this.   China and now 
Vietnam are showing the world how a calibrated or a step-by-step liberalization, along with 
calibrated protection, can develop a nation’s economic potentials.  In contrast, Russia, Argentina, 
a number of Latin American and African countries, and, yes, the Philippines are eloquent 
examples of how mindless economic liberalization can lead to maddening social and economic 
results. 

 
The following is the FairTrade 5-point development agenda, which is the result of 

numerous workshops and brainstorming sessions among its affiliates and friends, including  a 
National Conference on ‘Defining the National Development Agenda in Global  Trade Talks’ 
held at Club Filipino last July 19-20, 2005. 
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A.  ADOPT A COHERENT, BALANCED AND PRO-FILIPINO  
     DEVELOPMENT COMPASS 

 

1.  Junk the Neo-Liberal Paradigm  

 
After over three decades of faithful adherence to the neo-liberal development paradigm of 

unilateral trade and economic liberalization, the Philippines has become less industrialized, its 
agriculture a virtual wasteland and its treasury dependent on foreign borrowings.   It is time that 
this paradigm be junked and be replaced with a more pragmatic, more balanced and more pro-
Filipino and Asia-like approach to trade and development issues, through a new development 
paradigm which seeks to   
 

• Develop both the export and domestic markets, 

• Rely on the contributions  of both foreign and domestic investment, 

• Preserve and strengthen local industry and jobs amidst global and regional 
integration, 

• Promote greater value addition and employment in existing capacities through 
more value-adding and networking activities that give greater depth and breadth 
to the agro-industrial structure,  

• Depend less on foreign borrowings and advice,  

• Strengthen national sovereignty and independence, and 

• Promote global and regional integration in a calibrated and nuanced way and is 
sensitive to the level of development of existing industries and the development 
needs of the country. 

 
This requires new economic orientation and the appointment in key agencies of 

government of people known not only for their professionalism and integrity but also for their 
nationalism and ability to define the national interest in the economy. 

 
This also requires a more participatory approach to economic planning and execution 

through the involvement of representatives of industry, trade unions, peasantry and other 
productive sectors, all of whom should have seats in the NEDA Board. 

 
 

2. Foster coherence in trade and  development policies 

                   and define  the national interest in each  trade agreement 

 
Trade is vital for every nation.   

 
However, it is important that there is coherence in the trade and agro-industrial 

policies of a country.  This means the primary purpose of trade is to strengthen industry and 
agriculture and the jobs in these sectors.  This also means the government must have a trade 
policy which helps identify potential niches and job-creation prospects for local industry, on one 
hand, and which corrects the unfair trade practices of other economies, on the other. 
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The problem is that our technocrats have crafted trade policies on the simple assumption 
that trade opening per se is good and that participation in trade liberalization agreements is 
always good.  Thus, there were no identification of losers (only winners), no identification of 
measures to help the losers (only liberalization measures) and no nuanced approach to the twin 
issues of liberalization and protection.   As far as the FTA is concerned, we support calibrated 
liberalization and calibrated protection depending on the state of the industries affected and the 
overall development needs of the country.    

 
In this context, the FTA insists that the national interest in each trade agreement – 

bilateral, regional and global – should be clearly defined and articulated.4 

                                                 
4 In this light, the FTA has adopted  the following position: 

 
a. We say No to any new agricultural liberalization talks under the WTO’s Agreement on 

Agriculture as long as the following conditions are not met --  substantial reduction in the $1 billion a day 
subsidy provided by the developed countries, full operationalization of the concept of  special products (SPs) 
for developing countries and the accompanying special safeguard mechanisms (SSMs), and the  recognition of 
the right of developing countries to special and differential treatment.  Further, we demand that the 
quantitative restrictions (QR) on rice be maintained.  We also seek a transparent reporting on the use of the 
tariff charges collected under the minimum access volumes (MAVs), the disposition of the MAV-funded 
Agricultural Competitiveness Enhancement Fund (ACEF) and the implementation of the different safety nets 
and modernization programs for agriculture. 
 

b. We say No to any service industry liberalization under the General Agreement on Trade in 
Services (GATS) talks as these are merely targeted at the opening up of the service industries of developing 
countries.  We take note that the government offered six services that have already been liberalized in the 
past such as banking.   However, we decry that such offers were made without any consultation with the 
different stakeholders.  We also take the position that there should be no negotiations over issues entailing 
changes in the Constitution such as opening up of the land market and liberalization in the operations of 
public utilities, mass media and so on.  The thrust of any GATS talks should be on how to strengthen the 
capacity of government to provide basic services for the people and extend universal service to the poor at 
affordable prices. We also insist that the inherent and sovereign right of a society to maintain, develop and 
even expand in the future basic public services such as health service and education service should not be 
impaired in any service liberalization agreement.    
 

c. We say No to negotiations under the Non-Agricultural Market Access (NAMA) which will cover all 
non-WTO goods, including fishery and footwear, and apply a liberalization formula which does not consider 
earlier Philippine liberalization measures.   There should be no comprehensive coverage in NAMA 
negotiations. The remaining 38.2 percent of our tariff lines covering locally produced industrial articles were 
not bound in 1994 precisely to allow us maximum flexibilities in tariff setting for these items whose local 
production provide jobs and livelihood to thousands and therefore take on the characteristic of being 
“sensitive products”. The percentage of unbound products should be a concession in itself and should exempt 
presently unbound items from the reduction formula. The Philippines should learn its lessons from the past 
wholesale liberalization of the tariff regime and in making super-low tariff bindings, which have wiped out 
many domestic industries and cropping systems. Let us strive for fairer trading in the remaining one-third of 
our tariff lines.    

 
d. On the bilateral free trade agreements with various  countries, we express deep apprehensions.  

Bilateral trade agreement based on pragmatic and mutually beneficial trade ties is superior to a bilateral free 
trade agreement which does not consider the unevenness in the level of development of the contracting 
parties.   With China, for example, we feel China should be asked to explain on the Chinese goods flooding 
the Philippine market at literally below-cost prices or at dumping prices.   This is why we are disappointed 
over the lack of transparency in the way the ‘early harvest’ agreement with China was concluded and the 
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Overall, we demand more transparency, consultation and coherence on trade and trade-
related negotiations at the global, regional and bilateral levels.  One way of addressing these 
triple concerns is through the creation of a Philippine Trade Representative Office. This is a 

multi-sectoral body tasked and mandated to coordinate trade policy formulation and trade 

negotiation based on close consultation with the domestic stakeholders, principally the local 

industrial and agricultural producers. 
 
Specifically, we ask what are the strategies put in place so that the Philippines can 

maximize gains from its regional and global integration and minimize the losses of vulnerable 
industries.  What industries and jobs can be developed?  What are our potential market niches?   
How can these niches be realized?  How can the vulnerable industries be assisted to modernize 
and overcome global competition? 

 
The point is that globalization is war.   Trade is war.  And like in any war, those who win 

are those with a coherent program of readiness, with a clear strategy on how to wage the trade 
battles, and whose army is united, armed and fully trained and oriented on how to win the war.      
 
 

 

B. REBUILD THE NATION’S FENCES 

 
As the good American poet Robert Frost put it, ‘good fences make good neighbors’.  

Fences that are too high are a signal that one does not intend to do business with the outside 
world.   On the other hand, fences that are too low or non-existent are an invitation for conquest, 
which is what happened to the domestic market and a number of Philippine industries under the 
unilateral tariff and economic liberalization program.  The challenge is how to have fences which 
allow productive and mutually beneficial exchange of goods between and among neighbors 
without sacrificing existing industries, capacities and jobs.  
 

 

1. Recalibrate tariffs  
 

This is why the FTA is proposing to the government that  
 

� as a general rule, tariffs for locally-produced industrial and agricultural goods 

should  be adjusted upward to their maximum WTO binding rates.    
 

                                                                                                                                                             
way the ‘economic partnership agreement’ (EPA) with Japan is being hammered out.  Can an EPA with 
Japan be beneficial?  In what ways?   As to the bilateral free trade agreement with the United States, we are 
afraid that Philippine agriculture stands to lose since the US has the capacity to flood the market with cheap 
corn, hogs, poultry, etc, churned out by its giant agribusiness outfits.   

 
e. On the ASEAN Free Trade Agreement (AFTA), we demand an assessment of the positive and 

negative impact of AFTA on local industry and agriculture before any progress be made with regards to the 
so-called Priority Integration Projects (PIPs) and the ASEAN Economic Community (AEC). 
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Why should Philippine applied tariffs be one-third of Thailand’s, one-fourth of China’s 
and much lower compared to those of India, Brazil, South Africa and other developing 
countries?    
 

Lower tariffs should be levied only on raw materials and industrial inputs not locally 
produced, especially those which serve as inputs to critical industries.  However, as a rule, no 
imports should come in duty-free; they should at least cover the cost of customs inspection, 
handling and administration.   
  
 To reiterate, we demand the upward recalibration of our industrial and agricultural tariffs 
to the maximum rates we are entitled to under our binding commitments to the WTO. Raw 
materials and other inputs needed by local industry are exempt, and cases when our own tariff 
rationalization program so requires. 
 
 

2. Fortify the walls against smuggling 
 
We also need to fortify the national fences against the entry of smuggled goods.  An 

economy which is unable to police the entry of goods which do not pay duties (outright 
smuggling) or the correct dues and taxes (technical smuggling) is a reflection of a weak State.   
The injury inflicted by smuggling on local industries, jobs and lives is massive and incalculable.   
If the government is looking for a revenue measure to cure the fiscal crisis, it should look into 
the issue of smuggling where the government loses as much as P175 billion in revenues annually 
(as per documentations by the FairTrade and FPI).   
 

We demand the immediate passage of the Anti-Smuggling Bill of 2005, which has 
already passed at the House of Representatives but is still pending at the Senate. Accordingly, 
the mechanisms for correct valuation of imported goods should be strengthened.    

 
Even before the passage of the above bill, the government can already show its political 

will by publicizing the names of big-time smugglers and haling them to courts.  The campaign 
against smuggling can gain credibility if the government can put at least three big-time 
smugglers behind bars. 

 
As to customs valuation, the shift to transaction valuation (from home-consumption 

valuation) has been disastrous for the nation.   Corrupt customs officials and importers connive 
by under-declaring the value of goods.   A study of the Samahan ng Magsasapatos ng Pilipinas 
shows that between l999 and 2003, the volume of imported shoes went up  53 times and yet the 
total amount of duties and taxes paid by these imports went up only  three times!      
 
The following are practices of other countries which we urge the Philippine government to adopt 
(where appropriate): 
 

Shipments which are of dubious values should be outrightly rejected -   meaning no 
corrupt haggling needed and with the burden of proof placed on the importer.  (European 
countries,) 
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Cost of royalties, license fees and others should be added to the values; (China) 
Discounts declared by importers should be ignored.  (India) 

 
Of course, a more professional system of handling imports is necessary. This can be done 
through the computerization of customs processes and the adoption of risk-management methods 
using ‘Revision Orders’.  (Based on globally-published values for products, trade value 

information from commercial attaches and objective data from sectoral value-chain analyses). 
 
In addition, smuggling may be further curbed through: 

 
- the closure of duty-free shops located outside of the international airports and  
- stricter regulation of the operations of the duty-free bonded warehousing units in the 

various industrial parks.  
- The privileges of the Subic Freeport and other duty-free ports to import second-hand 

vehicles and other commodities should be suspended (except those raw materials, 
tools and equipment used by investors-locators engaged in re-export manufacturing5).   

                                                 
5
Other ‘doables’ against smuggling: 

 
� The duty-free customs bonded trading warehouses (CBTWs), most of which are  located in free 

trade zones and industrial parks, are often used for smuggling goods,  particularly in the illegal 
importation and storage of non-zone products and materials, including agri-based products.  All  
CBTWs should be closed immediately in favor of BOI-registered, regulated  and monitored 
Industry–Specific-Based Trading Warehouses (ISBTW). All customs administrative orders and 
customs memorandum orders that allow the operation of general bonded trading warehouses 
outside  industry-specific operations should also be revoked.   There should  be strict mandatory 
liquidation periods for all types of bonded warehouses, including regular comprehensive audit of 
these facilities to check the extent and accuracy of liquidation reports.   The BOC should  collect 
duties and taxes on  all unliquidated entries.    All violators should be prosecuted, including the 
BTW Operators and Brokers.  The legitimate small and medium exporters should be assisted to 
utilize other public and bonded warehouses and should be asked  to submit reports on any 
procurement or utilization of the CBTWs.  

 
� Customs officials abetting patently fraudulent importations should be charged as conspirators in 

the crime of plunder. 
 

� Purchasers, users and possessors of known smuggled items should be penalized.   
 

� Industry associations and farmers/workers’ organizations should be deputized in the drive 
against smuggling. 

 
� Industries and agriculture/farmers organizations should be given advance copies of inward 

shipping (import) manifests.   
 

� The Investigation, Classification, Monitoring and Review Board (ICMRB) of the Bureau of 
Customs should be activated. However, the list of accredited importers must first be purged to 
give it a clean slate and eliminate fictitious importers from cropping up. 

 
� The  correct valuation of  imported goods should be  updated and published regularly. 

 
� Importers should fill out import entries properly and completely (e.g. giving the proper and 

complete description of goods).   
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3. Strengthen the safety net laws and  

the rules against unfair trade practices. 

 
Safety net laws are laws against dumping, countervailing duties, safeguards and 

smuggling.  These laws need more teeth and stronger enforcement.  The executive, legislative 
and judicial branches should get their acts together in enforcing these laws.  In the case of 
safeguards for example, the court system should not allow importers to question the 
constitutionality of such. Safeguards are already mandated in the Constitution and recognized by 
the WTO as a legitimate right of every member State.     

 
We also need to emulate what other countries are doing in order to protect their domestic 

markets against harmful imports and undervaluation of imported goods.  In the United States, 
Europe and other countries, higher safeguard tariffs are imposed – almost automatically -- to 
give signals that import abuses will not pass.  In the ASEAN region, Thailand and Indonesia are 
very decisive in the use of safeguard measures, while Malaysia and Singapore weed out 
unwanted imports through the stricter customs administration and application of product 
standards.  

 
The country’s foreign missions overseas should be mobilized to actively monitor prices, 

subsidies and other trade data from exporting countries. They should be tasked to alert and guide 
local enforcement agencies against undervalued goods entering the Philippine market.  In import 
surges and dumping, the onus or burden of proof should be placed squarely not on the injured 
domestic producers but on the importing parties.   
 

It should be noted that safeguard is a revenue source -- the proceeds of which can be used 
to strengthen safety nets and aid struggling local industries.  Section 34 of RA 8800 or the 
Safeguard Measures Act provides that. 

 

                                                                                                                                                             
 

� Import Clearance Certificate (ICC) must be secured for any agricultural and other products 
requiring  quarantine inspections, for they pose health hazards to consumers.   

 
� The Department of Agriculture should remove from the Bureau of Plant Industry the power to 

issue import permits for agricultural products.    
 

� The operations of BoC should be modernized and made more transparent.   The identity of big 
importers of vegetables, fruits, onion, garlic, meat and other agricultural and industrial products 
should be published in leading newspapers. 

 
� The support of the Association of International Shipping Lines (AISL) in the fight against 

smuggling should be enlisted. 
 

� The enforcement of existing product quality and safety standards such as the ban on the 
importation of used clothing (under RA 4653) and right-hand-drive vehicles (under RA 8506), 
clean air standards, phyto-sanitary certifications on agricultural and livestock products, etc., 
should be strictly enforced.  
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“50 per cent of the safeguard tariffs shall be set aside in a Remedies Fund which shall be 
earmarked for use by the implementing agencies, while the remaining 50 per cent shall be used 
for competitiveness enhancement measures for injured industries.”   

 
There should be a full reporting on how the law has been implemented, who have 

benefited and what are the positive measures undertaken in support of the affected industries. 
 
 

4. Promote genuine, not ruinous, competition 

 
FTA believes in a free economy and the principles of competition. 

 
However, we do not believe in the narrow view that competition automatically ensues 

when markets are opened up, and that the more they are opened up, the more competitive the 
economy becomes.   This is evidenced with the case of the domestic garlic market being 
swamped by cheap smuggled imports a few years ago. As a result, many domestic garlic 
producers have closed down; today, when many domestic garlic producers have already 
folded up, the price of imported garlic has also gone up.    
 

It is the duty of the State to strike a balance in fostering genuine, productive and 
sustainable competition.   A competition policy should not be reduced to a mere question of 
privatizing this or liberalizing that.  Petron’s privatization is an illustrative case.    The 
government, which is in a good position to provide checks and balance with the two other major 
oil distributors, abdicated its role as a market regulator by privatizing Petron.  This has led to the 
formation of an oil cartel in the market.   In fact, in Asia, it is only the Philippines which does not 
have a major national oil company providing competition to the world’s oil majors. 
 

In the ongoing talks under the WTO, there are continuing pressures from the developed 
countries for WTO to formally adopt a competition policy.   One should be careful about this.   
 

A good competition policy should consider not only the needs of consumer protection 
and economic efficiency. It should also consider the development requirements of a country, the 
preservation of cultural heritage and the protection of existing industry and jobs.   One must also 
be reminded that in globalized markets, the giant transnational corporations are the ones who are 
in the best position to take advantage of market openings. These corporations may have 
monopolies or near monopoly hold on certain sectors of the economy.  Hence, a good 
competition policy is one which is able to provide competition to these global corporations and 
prevent the formation of monopolies or oligopolies in strategic sectors of the economy. 

 

 
C. BUILD UP THE NATION’S PRODUCTIVE CAPACITY 
 
 Building up the nation’s competitiveness on a sustained and long-term basis requires a 
multi-pronged approach, starting with decisive measures to address the productivity-busting debt 
crisis and weak investment mobilization. 
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1. Resolve the fiscal and debt crisis now,  

but not  at the expense of domestic industry 

 
The fiscal crisis is an old story. It is rooted in the government’s massive borrowings to 

support the infrastructure requirements of the shift to labor-intensive export-oriented 
industrialization (LIEO) -- which has failed to take off in a massive way.   Despite paying over 
$100 billion in debt service in the last three decades, the foreign debt still ballooned from $24 
billion circa EDSA I to over $56 billion today.  Together with domestic borrowings, the total 
national government debt represents over 70 per cent of GDP; the consolidated public sector debt 
(including those of LGUs and public corporations) is equal to over 130 per cent of the GDP. 
 

It is well-known that the Filipino people is paying a high price for these debts, in terms of 
reduced national budget for infrastructures and social services. 
 

What is less appreciated is the fact that the domestic industry is bearing the brunt of the 
high cost of debt servicing.   The competitiveness of Philippine industry and agriculture suffer 
because these massive debts keep interest rates high. These massive debts also prevent 
government from playing a more activist role in assisting industry in terms of cheaper 
infrastructures, lower cost of energy, R & D and so on.   Thus, one of the ironies under the 
WTO’s Agreement on Agriculture (AoA) is that  the Philippines is unable to violate the 
maximum 10 per cent ceiling on subsidies for its farmers because the government hardly gives 
anything to the farmers. 

 
The fiscal and debt problems also put Philippine industry and agriculture at a great 

disadvantage, global competition-wise,  due to the following reasons:  one, the ensuing efforts of 
the government to tax them more than what is needed – taxes used by the government to service 
its debts and cover up the shortfalls in its annual fiscal deficit targets. These are mostly levied on 
the taxable sectors of the economy: i.e. registered domestic businesses and factories, which 
cannot run away from tax collectors; two, the inability of the government to provide needed and 
affordable infrastructures and support services; and three, the tendency of banks to lend to the 
cash-strapped government rather than to the local businessmen, farmers and small entrepreneurs.    
 

But what makes the whole situation most unfair is the lowering of tariffs and the lax 
customs handling (resulting to smuggling) of imports. This only means that imports are under-
taxed and the locally-produced ones are over-taxed.  Thus adding taxes on the already 
overburdened local producers makes the playing field even more unequal – against the locals.   
This encourages a shift to trading, specifically importation and distribution, instead of local 
production.    
 

Of course, the massive foreign and domestic debt of the country can not be resolved as 
easily.   But like in the case of the EOI-SAP liberalization, it will do well for the country to 
abandon the old and existing policy of honoring and paying all the debts no matter what.   The 
recent G8 initiative condoning part of the African debt should also cover the Philippines.    
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What we need is boldness in tackling the debt.   We need to insist, like what the 
Argentineans have miraculously done, to pay based on our capacity to pay.  After the riotous 
collapse of the economy in 2001-2002, Argentina staged a dramatic turnaround in economic 
growth, averaging 8 per cent a year, when it prioritized spending on Argentina’s infrastructure 
and social needs, with the creditors queuing at the end of the line.   The point is that the survival 
requirements of a people can not be postponed; those of the creditors can wait.   

 
We can and we must negotiate for a fair and just debt payment schedule and debt relief.6   
 

2. Mobilize domestic  investments  

 for recovery, jobs and incomes  
  

It is undeniable that the Philippines is now going through one of its most difficult phases 
of national life.   The most worrisome is that the jobs being created are woefully low compared 
to the requirements of a labor force expanding by almost a million a year, not to mention the 
stock of five million unemployed and six million underemployed. 
 

Another worrisome development is the declining flow of foreign direct investments 
(FDIs).  Despite being a good student of the IMF and the World Bank, the Philippines is being 
shunned by foreign investors who have flocked instead to China, Vietnam, India and those which 
do not subscribe to the unilateral liberalization program.   Contrary to the projections of the neo-
liberal simplifiers, FDIs go where the market is active and growing, whether that market is 
restrictive or open.   In particular, FDIs go where they see the locals are themselves heavily 
investing because this is a sign of the viability of the economy. 
 

We, therefore, propose that an all-out mobilization of domestic capital, accumulated by 

Filipinos or Philippine-based enterprises, be undertaken. This is necessary if we want to 

engineer economic recovery and create the needed jobs and incomes for the people.    
  

This requires a change in the tack and attitude of our policy makers.   Filipinos who bring 
into the country their hard-earned savings should be rewarded and/or recognized.  Philippine 
corporations which re-invest their earnings and build new production capacities should also be 
similarly treated. Rewards and incentives should also be granted to Filipinos who promote value-
adding business linkages between industry and agriculture, those who invest in depressed areas, 
and to those who upgrade the operations of SMEs and micro enterprises and so on. 

                                                 
6 In this context, we demand: 

 

• An across-the-board import surcharge of up to 5-7 per cent, instead of the expanded E-VAT 
or  new taxes, be imposed on all imports in the next 2-3 years until the fiscal situation is 
fully stabilized, 

• The debt service payments for onerous debts such as the Bataan nuclear power plant be 
renegotiated immediately for payment suspension,  

• The automatic debt servicing law be repealed,  

• A Tobin tax be imposed on speculative foreign capital, and  

• New and bold  joint executive-legislative initiatives on how to reduce the debt stock and 
lower the debt service burden be undertaken in the light of the experience of Argentina, the 
recent G8 initiative for Africa and the history of the debt problem of the country. 
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Every city and municipality should have a one-stop shop for budding local entrepreneurs.  

Every province should promote business networking and linkaging among barangay and town 
producers.   There should be regional and nationwide business directories. 
 

Investors who invest in strategic industries deserve special support and protection, which 
are time- and performance-bound.  Meaning, their investment projects must be freed of tariff 
protection and other forms of assistance within a reasonable development period.   However, 
during their development stage, the government must play the role of a partner, not that of a neo-
liberal inquisitor who bad-mouths local capitalists as rent-seekers. 
  

In crafting a campaign program to mobilize local resources, the government should keep 
in mind several facts: 
 

One, the Philippines, with a population of 85 million is a large market. This market has 
the potential of sustaining the growth and expansion of varied industries based on the basic needs 
of every Filipino -- food, clothing, shelter, medical, security, education, etc.   Unfortunately, the 
potentials of this market has always been underestimated as our neo-liberal technocrats keep on 
imagining of a large global market for Philippine export products.  The case of China is 
instructive.  After 25 years of continuous growth, China is attracting huge volume of investments 
because it is seen as the world’s largest growing market. 
 

Two, the overseas Filipino workers (OFWs) and their remittances conservatively 
estimated to be $8-12 billion represent a major economic force.  If part of the savings or 
remittances of OFWs can be mobilized and channeled into productive ventures, this will be a 
major contribution to the economy.    It is time for the government to revisit the proposal of 
former Vice President Teofisto Guingona for the issuance of OFW savings bond, which remains 
a practical and viable proposition.    
  

Third, investments in agriculture are stymied by the slow motion implementation of land 
reform, lack of infrastructures and poor human resources development.   The government should 
summon the political will to complete the land reform program in a year or two. 
 

Finally, LGUs have a crucial role to play in resource mobilization.   They should be 
asked to compete for capital mobilization, in transforming their areas into investment-friendly 
sites and in identifying investment possibilities in their localities.   
 

 
3. Re-build the nation’s industrial base 

 
No nation can aspire to be strong with a weak industrial base.   With the failure of the 

three-decade old neo-liberal project, the Philippines has to institute a number of reforms to 
rebuild and strengthen our industrial base.  

 
We demand that: 
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• Basic industries and investments expanding domestic productive capacity and value-
adding activities be assisted in terms of technical capability, credit guarantees and 
transition tariff safeguards, 

 

• Tariff structures for industry sectors involving downstream, midstream and upstream 
players be harmonized in support of the development of the entire sectors,  

 

• Prices of power, infrastructures and the likes be benchmarked with other Asian 
producers and that national programs to lower the cost of these items be  put in place,  

 

• DTI, DOST and other concerned agencies work closely with the private sector to 
ensure that vulnerable industries get the necessary technical and other assistance. The 
transition towards survival and growth will be achieved through niching, 
modernization and the likes;  and  

 

• IPP contracts be reviewed and be rescinded where necessary because it has added to 
the cost of power. Moreover, the use of alternative fuel, like bioethanol, should be 
developed and promoted in order for the Philippines to become less dependent on 
imported fuel. 

 

 
4. Re-build the nation’s agricultural base  

 
In today’s highly volatile and unpredictable world, the Philippines can not afford to have 

no food and raw material security of its own.   The government can also ignore – at its own peril 
– the food, income and welfare needs of our farmers and the large rural population. Their lives 
have been already adversely affected by government’s policy inconsistency (swinging 
pendulum-like from protection to deregulation and back) and the lack of a clear pro-farmer 
sustainable development strategy for this sector in the last three decades. 
 

 We demand: 
 

• No reduction in agricultural tariffs unless developed countries’ subsidies are significantly 
reduced. 

 

• Whenever appropriate, an increase in tariffs towards the bound rates (under the WTO’s 
Philippine commitments) and, in special cases, increasing the bound rates themselves. 

 

• Establishment of safety nets and support services for the farming sector, to go with the 
tariff recalibration for each sector. 

 

• Enlistment of farmers’ and other concerned private sector representatives in trade 
negotiations and the creation of the appropriate multi-sectoral task forces on trade, 
specifically for bilateral and regional agreements. 

 

• Junking of the anti-farmer agricultural deregulation policy. 
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• Enactment of a National Farm Bill, providing for a holistic and integrated approach to 
countryside development.  

 

• Promotion of sustainable agriculture and food self-sufficiency. 
 

• Completion of the land reform program in a year or two. 
 

• A halt to any land conversion involving productive farms or arable lands.  
 

• A stop to any million-hectare agribusiness plantation development scheme. 
 

• A full and transparent accounting of the use of the Marcos wealth -- originally meant as 
support for the agrarian reform program. 

 

• Strengthening of the Philippine phytosanitary rules and procedures to guard against 
infested and chemical-full agricultural imports (e.g., strict implementation of the MRL or 
Maximum Residue level). 

 

• Review of the parameters and implementation of the national land use policy, including 
the development of water and other natural resources. 

 

• Increased support for the agriculture sector, including the full implementation of the 
AFMA call for P32.5 billion annual appropriations for agriculture (instead of the current 
P15 billion).  There should however be transparency in the use of this budget. Also, the 
ACEF should also be directly given to the affected agricultural sectors.  

 
 

5. Strategize the development of the service sector  
 

With the collapse of industry and agriculture as growth leaders, the service sector has 
emerged as the country’s biggest employer.  Its formal sector side, mainly in the wholesaling and 
retailing businesses, is growing because of the large population and the remittances of the OFWs.  
Its informal sector side, composed of numerous micro and solo enterprises in urban and rural 
poor areas, is expanding like anything because of the poverty and unemployment situation in the 
country.   Lately, so much hype is made out of the call center/BPO industry -- this industry has 
now generated around 100,000 jobs. 

 
We demand: 

 

• Care be exercised in negotiating for new commitments under the General 
Agreement on Trade in Services (GATS) and other service-related agreements in 
other forums (e.g., ASEAN and bilaterals). Liberalization in the service sector 
often means merely changes in ownership of existing businesses, not new 
investments nor new job creations, and can lead to dangerous monopoly positions 
favoring the big buyers. 
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• Any talks involving strategic industries such as aviation, education and so on 
should be transparent and should involve all the key stakeholders. 

 

• Scaling the value chain in the call center/BPO industry so that more jobs and 
values can be created and that this industry does not become a mere transition 
industry. 

 

• Informal sector enterprises should be given all the assistance they need, e.g., 
business skills development, credit facility, etc.  to upgrade themselves and 
become competitive in the market. 

 

• Informal sector entrepreneurs and their workers be covered by social security. 
 
 
     6.  Scale the value chain 

 
  To sustain growth, an economy can not stand still. It must continue improving.  The agro-
industrial structure must develop its breadth, depth and sophistication which lead to economic 
dynamism and continuous growth. 
 

The Philippines, under a narrow neo-liberal development paradigm, is littered with the 
carcasses of industries which have either collapsed due to unfair global competition or which 
have reached the limits of their potentials and have done nothing else.  In the case of the former, 
we have the textile industry, which was booming in the l970s and l980s and which was partly 
modernizing in response to an expanding market.   The industry collapsed in the l990s due to 
widespread smuggling of textiles, yarns, threads and other materials imported largely through the 
bonded warehousing facilities of some garments exporters.   The collapse was further aided by 
government neglect, which did not bother to take a second look at the precarious situation of the 
textile industry and which did not have any ambition of developing an integrated textile-
garments industry.    
 

In the case of the latter, we have the low-end side of the garments industry, especially 
those producing baby dresses and embroidery apparel.   When China, Vietnam and other cheap-
labor sites became involved in the global production process, many of the garments investors 
simply relocated to these countries.   Many of these investors just came and went.   Today, the 
garments industry is partly alive simply because the United States has retained restrictions on the 
imports of Chinese-sewn garments and textiles.  But how long will this continue? 
 

And how long shall we be able to retain the electronics assembly industry?  And the call 
center industry?   In the electronics industry, we have seen the relocation of some companies to 
Vietnam and China.   In the case of the call center industry, how shall we be able to retain this 
industry once a new generation of IT-savvy and English speaking Chinese, Vietnamese and other 
foreign graduates in developing countries join the global labor force? 
 

What then is the point that we are making? 
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We need to grow from industry to industry.  We need to scale the chain, downstream or 

upstream or sidestream, in order to create values and jobs.   We need to develop industrial 
capacity at deepening levels of sophistication.  A good illustration of this is China. China joined 
the electronics assembly business only 20 years ago and yet is now already into its own original 
parts manufacture, production of basic materials (wafer fabrication), application of electronics 
into Chinese goods and doing R & D in electronics.   In contrast, the Philippines, which started 
in electronics assembly 30 years ago is now still in the assembly work. 
 

In the case of the call center and BPOs, why can the Philippines not adopt what the 
Indians have been doing – scaling the IT and ICT-enabled services.  From data encoding to 
customer service, the Indians have been offering all kinds of business solutions, including legal 
back-ups in insurance cases, and producing all kinds of IT programs and sub-programs.   This 
propensity of the Indians to scale the chain has spread to its domestic industry and agriculture, 
which are undergoing a major modernization lift due to the application of IT. 

 
The lack of agro-industrial linkages for many crops is a very good illustration of our 

failure to scale the chain and create the necessary technology to produce more values and jobs.  
In turn, this leads to a shallow and weak agro-industrial base. 
 

Hence, we are proposing that a strategic industry-government partnership be forged 
solely on the issue of promoting these necessary linkages and value creations.  DTI, DA, DOST, 
CHED and TESDA should be involved in this enterprise. 
 

 
D. UNLEASH THE PEOPLE’S PRODUCTIVE CAPACITY 
 
 A productive society means the full, creative and meaningful participation of the working 
population in making the economy grow and expand.  This is not possible in a situation where  
 

• The work force has limited skills and limited access to adequate and fulfilling jobs, 
 

• The farming communities remain in a state of economic uncertainty and low level of 
productivity because of the unfinished program of land reform, the poor calibration of 
trade and development policies, and the weak government provision of credit, 
infrastructure and farm-to-market services,  and  

 

• The large informal sector continues to expand, with its participating multitude of 
marginal producers subsisting mainly on marginal incomes realized from marginal 
micro businesses and livelihood. 

 
A new and nationalist economy should be able to empower these sectors by: 
 

• Re-building the nation’s fences, building up the nation’s productive capacity and re-
calibration of trade and development policies (see earlier discussions), 
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• Enhancing access of employees, farmers, landless rural poor and informal sector 
workers to quality but continuing system of education and technical-vocational 
training, 

 

• Completion of the land transfer program and decisive measures to address old as well 
as new issues related to farm productivity, rural employment and countryside 
development, including the formal abolition of the failed agricultural deregulation 
program, and 

 

• Assisting the informal sector micro enterprises in upgrading their operations and in 
gaining access to affordable credit, new markets, technology, and business skills 
development. 

 
  
 

E. DEVELOP A CULTURE OF INDUSTRIALISM,  
 TANGKILIKAN, EXCELLENCE AND  
  ECONOMIC NATIONALISM 

   
 

We need to build a new culture – a culture of industrialism, tangkilikan, excellence and 
economic nationalism, all of which are very much interrelated. 
 

One problem with the neo-liberal project of the last three decades is that we have lost our 
appreciation of the values of hard work, industry, innovation and creativity.   The attitude of 
working hard to succeed or build a factory to get rich has been replaced by the attitude of making 
a fast buck by brokering a deal with a foreign creditor, a foreign contractor, a privatization outfit 
and the likes.   This is why corruption has become a way of life.  This is also why many 
investments are short-term, low-technology and quickie types – easy to set up and easy to 
dismantle.   In fact, very few companies outside of Unilab and San Miguel are doing honest-to-
goodness R& D.   
 

If we have to rebuild our agro-industrial system, therefore, we need to bring back the 
culture of:  
 

Industrialism, which tells us that the nation will advance on the basis of industrial 
capacity, know-how, innovation and depth; 
 

Tangkilikan, which tells us that Filipinos should learn to help one another and build, 
instead of destroy, each other’s business in a win-win way; 
 

Excellence, which tells us that we can not force people to buy Filipino or Philippine-
made products solely out of their sense of patriotism (they must produce world-class products 
competitive in price, quality and delivery); and 
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Economic nationalism, which tells us that in today’s globalized world, the winners 

happen to be the most nationalistic or patriotic, who can get their acts together. It is a truism that 
only Filipinos can help themselves.  And yet this simple ineluctable fact tends to escape those 
who believe that growth can only happen through foreign assistance and investment.   Malaysia 
Inc. is growing because Malaysians support their own industry and their own producers, with the 
Malaysian government showing the leadership all the way.  In this era of globalization, we can 
do no less. 

 
In line with the foregoing, we demand: 

 

• That the national flag law be enforced in all agencies. Products of displaced 
workers such as garments and shoe producers be given primary attention (an 
appropriate Executive Order should be released NOW), 

 

• That Government and the Fair Trade Alliance work out a system of national 
labeling for fair trade products, 

 

• That big enterprise-small enterprise  business linkaging program should be 
strengthened 

 

• That the Tangkilikan philosophy and programs promoting buy-Philippine-made 
products should be taught in all schools and in all levels 

 

• That LGUs support tangkilikan among barangay-based enterprises, 
 

• The documentation of good tangkilikan practices, and 
 

• The enforcement of product standards and link up with the Philippine Product 
Safety and Quality Foundation (PPSQF) for future collaboration efforts. 

 
 

Sa huli, nais nating banggitin na walang tutulong sa Pilipino kundi Pilipino rin.  
Hindi aangat ang Pilipinas sa mundo kung hindi kusang itataas ng pamahalaan at 
sambayanan ang kakayahan ng bansang lumikha ng mga produktong industriyal at 
agrikultural, kasama na ang sa serbisyo, sa mas mataas na antas.  Hindi mapapawi ang 
kawalan ng trabaho, kita, saka at negosyo kung hindi uunlad ang bansa sa iba’t ibang 
larangan ng ekonomiya.  Hindi mangyayari ang mga ito kung hindi nagkakaisa ang 
lipunan sa diwa ng nasyonalismong Pilipino.   

 
Pinoy, ngayon na! 
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