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All Deputy Commissioners
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And Others Concerned

SUBJECT: OP MC No. 62/Phil. Export Development Plan 2018-2022

Attached is a certified copy of the Memorandum Circular No. 62 from the
Office of the President approved on 26 June 2019 entitled:

“"APPROVING THE PHILIPPINE EXPORT DEVELOPMENT PLAN 2018-
2022 AND DIRECTING THE CONCERNED AGENCIES TO REVIEW ALL
RELEVANT POLICIES TO ENSURE THE IMPLEMENTATION THEREOF”.
For your information and guidance.

For record purposes, please confirm the dissemination of this circular
throughout your offices within fifteen (15) days from regeigt hereof.
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SECRETARY CARLOS G. DOMINGUEZ III
Department of Finance
Manila

Sir:

I have the honor to transmit for your information and guidance,
a certified copy of Memorandum Circular No. 62 dated June 26, 2019 entitled
"APPROVING THE PHILIPPINE EXPORT DEVELOPMENT PLAN 2018-
2022 AND DIRECTING THE CONCERNED AGENCIES TO REVIEW ALL
RELEVANT POLICIES TO ENSURE THE IMPLEMENTATION THEREOF”.

Thank you.

Very truly yours,

ATTY. CONCEPCION FERROLINO-ENAD
DireCtor IV
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MALACANAN PALACE !
MANILA

BY THE PRESIDENT OF THE PHILIPPINES

MEMORANDUM CIRCULAR NO. 62

APPROVING THE PHILIPPINE EXPORT DEVELOPMENT
PLAN 2018-2022 AND DIRECTING THE CONCERNED
AGENCIES TO REVIEW ALL RELEVANT POLICIES TO
ENSURE THE IMPLEMENTATION THEREOF

WHEREAS, Article 1l, Section 5 of Republic Act (RA) No. 7844 or the
“Export Development Act of 1994" provides that the President shall approve the
Philippine Export Development Plan (PEDP) prepared by the Department of Trade
and Industry (DTI), which shall form part of the Philippine Development Plan
(PDP);

WHEREAS, the PDP 2017-2022 emphasizes a strategic external trade
policy regime which enables Philippine enterprises to successfully compete in
global markets and provide employment opportunities for Filipinos;

WHEREAS, synchronizing the period of the PEDP with that of the PDP will
be conducive to harmonizing the implementation of programs and to the
continuity and consistency of policies and innovative strategies for boosting export
growth and increasing job opportunities for Filipinos;

WHEREAS, Section 7(a) of RA No. 7844 mandates the Export
Development Council (ExDC) to approve the PEDP, and coordinate, monitor and
assess its implementation; and

WHEREAS, the ExDC has endorsed the PEDP 2018-2022 for approval of
the President in its Resolution No. 2 (s. 2018);

NOW, THEREFORE, pursuant to the provisions of Article 1| of RA No.
7844, the attached PEDP 2018-2022 is hereby APPROVED.

Within sixty (60) days after the effectivity of this Circular, all concerned
government agencies shall submit to the ExDC and the Office of the President an
inventory of relevant policies, programs and action plans which are aligned with
the strategies under the PEDP. These agencies shall implement such policies,
programs and action ptans to boost export growth and ensure the free flow of
goods, in accordance with the PEDP 2018-2022, PDP 2017-2022 and
Memorandum Circular No. 27 (s. 2017).

THE PRESIDENT OF THE PHILIPPINES
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The ExDC shall ensure the biannual validation and updating of the PEDP
pursuant to the provisions of RA No. 7844 and in the context of the PDP.

This Circular shall take effect immediately.

DONE in the City of Manila, this 26th day of June , In the year
of our Lord, Two Thousand and Nineteen

By the President:

LS
SALVADOR C. MEDIALDEA
Executive Secretary

THE PHILIPPINRS
PRRD 2016 - 010961
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Executive Summary

The starting point for PEDP 2018-22 is the PDP’s (2017-2022) end-period
target for exports of goods and services of US S 122 Billion to US $ 130.8 Billion
representing low and high ends of the target. The task for PEDP 2018-22 is
determining the feasibility of the targets that would synchronize the PEDP with
thé ‘6-year program of the Duterte administration (the PEDP 2018-22 ﬁve-year
timetable is to catch up with PDP). The exports targets are seen to significantly
contribute to short to medium term development objectives in the PDP and in
ensuring they are integral to the long-term vision of the country as Ambisyon
2040. Thus instead of the usual PEDP as 3-year roliing plan under the Export
Development Act (RA 7844) the PEDP 2018-22 extends until the end-period of the
PDP. This effectively makes the PEDP integral to the medium-term plan in PDP. As
such the scan for its horizon should consider new developments in industry and
services that may affect their trade either during the 5-year plan or beyond. in
fact these developments become more critical if the PDP and PEDP are to
effectively contribute to attaining the long-term vision in Ambisyon 2040

To ascertain the feasibility of the exports target the required CAGRs
between the base year 2016 and end-period 2022 are examined if in the recent
past experience exports of goods and services have had these annual growth
rates. Upon review and assessment the historical growth rate between 2006 and
2012 appears to achieve the low end of the exports targets. For one, it had the
higher annual growth rate for both goods and services exports with the highest
growth rate for goods exports. For another the mid-years between 2006 and 2016
show a slowdown not only for the Philippines but for worid trade in general.
Finally while services exports continued their upswing into 2014 their growth
rates in 2006-12 remained robust.

The assessment that PDP exports targets are feasible requires identifying
their possible sources and their iikelihood in realizing the targets. in preparation
for PEDP 2018-22, the EDC convened stakeholders from various export sectors,
the government agencies involved in export development, and others to
collectively map out an array of goods and services product groups seen to propel
the realization of the targets by end-period 2022. Some 13 of goods exports are
part of the sources for increased revenues during the PDP. These exports have a
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total share of all goods exports in 2016 at 57.2%. The individual exports products’
revenue by 2022 were reviewed in the EDC with the results that these are
expected to grow annually at 7% well within the past experience.

Another potential source of goods exports to contribute to attaining end-
period targets comes from collating specific product groups found in the
International Trade Center trade map. Combined with data on annual growth
rates for imports of these products, shares to world exports, and concentration
ratios of importing countries, among others, the sum of these exports in 2016 is
US $ 22.5 Billion, or US $ 9.53 Billion when integrated circuits are netted out.
What would be the target revenues for these exports products is not indicated in
the collected data but a simple assumption would be to follow the consideration
in the EDC list and in the historical annual growth rates.

The Trade Map created for PEDP 2015-17 provided a picture of the
characteristics of Philippine exports in terms of their growth relative to world
growth for similar products and in terms of their ability to raise, avoid declines,
and keep their shares in world markets. What the exercise revealed is the
limitations of Philippine exports — between 2006 and 2013 more than half of
these lost market shares and more than two-thirds were annually growing slowly
than the rest of the world. Consequently it is difficult to imagine their prospects
reckoned in terms of reaching some targets.

The analogous Trade Map created for PEDP 2018-22 for the period 2013-16
reveals a different picture. Many exports of goods show annual growth rates
higher than peers in world markets but have aiso gained market shares — some
62% of the 57-plus product clusters are champions. Notable among them are
fruits and vegetables (fresh, preserved, canned) and electronics (components and
devices, control and instrumentation, electronic data processing, office
equipment), many having kept their characteristics. Only a small number of
exports (2% or 10 product groups) are laggards where market shares are declining
and annual growth rates below similar products. In short, better conditions
suggesting better prospects and expanding opportunities.

The more important observation from the 2 trade maps is the implied
dynamic changes among exports products over time. Many exports which were
laggards had managed to move up to becoming champions indicating a promise
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of revival — for example, footwear and textile yarns and fabrics as well as
garments (from laggard to underachiever) and consumer electronics. The shift
from laggards to other characterization (achiever and underachiever) reveals that
targets have more chances of being reached and attained.

The EDC also carried out a similar exercise for services exports which
procedure was followed to establish the feasibility of meeting 2022 targets. The
number of selected services exports targeted into 2022 is less than those
identified for goods exports but occupy a larger share of total services exports — in
2016, 82.9% were evaluated for their end-period revenues.

Four other services which were not considered in the EDC deliberations
were added as sources for reaching targets for the export of services -
manufacturing services on physical inputs owned by others, transportation
services, financial services, and personal, cultural, and recreational services. The
first comes from the use of BOP Manual 6 which shifts significant export revenues
from goods exports to services exports. These are products assembied from
imported components on consignment (hence owned by others). The second to
the fourth items are increasingly traded and assuming some importance to overall
services exports. These 4 other services earned USS 4.5 Billion in 2016 and can be
counted upon in reaching 2022 targets.

The Trade Map for services exports in PEDP 2015-17 depicts more upbeat
characterizations. Majority of these exports have increased their market shares
between 2006 and 2013 and over half have had annual growth rates better than
world averages. An inherent bias in the distribution of services exports comes
from the weight exerted by other business services which unduly tilt in whatever
direction these services move. Thus of the 58% of services exports which are
champions, a large part of these are in other business services despite there being
2 other services (personal, cultural, and recreational services, and insurance and
pensions). The laggards of these services exports are travel and tourism services,
financial services and construction services, meaning exports of these services
have lost market shares and have annual growth rates below world averages.
Though based only on its growth rate in 2016-17, travel i.e., tourism-related
services exports surged at 35% twice that of BPO (though at a low-base)
suggesting a hard look at putting some emphases on this services potential.
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The services exports’ Trade Map for PEDP 2018-22 has about the same
distribution as in the previous period’s Trade Map. The dynamic shifts however
are as prominent as those in the goods exports. The share of services exports that
are champions further increased from 58% to 73% while those which were
achievers dramatically falls from 20% of all services exports to 7%. The number of
services exports which are laggards have remained about the same at 21% in
PEDP 2015-17 to 19% in PEDP 2018-22 i.e., between 2006-13 and 2013-16. This
suggests better confidence in achieving the targets set for services exports at end-
period 2022,

These sources of increases in goods and services exports towards reaching
the targets set in the PDP fall short because the identified exports products and
services do not exhaust all those traded in 2016. This is particularly true for goods
exports. There is therefore a gap that needs to be further specified ranging from
US $ 4.9 Billion to US $ 19.8 Billion. The analysis ~ how these targeted exports
have behaved, their apparent dynamism reflected in the comparative trade maps,
and the recovering international markets — augur well that not only those
identified exports may exceed their targets but new ones that are yet to evolve
can eventually fill up the gaps and achieve the planned exports.

Since PEDP 2018-22 is in synch with PDP more as medium-term plan it is
necessary to scan a longer (than the usual 3-year PEDP) horizon of industry and
services that may influence their trade. What seems to be a looming disruption is
Industry and Services 4.0 which lately has accelerated in applications and likely to
affect industry and services. In few words, the seminal Industry 4.0 is the use of
combinations of digital technoiogies that results in more efficient manufacturing
processes, optimal use of resources, and interconnected outside the factory
premises. Around 10 of these (in combination) appear to be critical for
transforming manufacturing into a cohesive smart factory utilizing real-time data
for production decision-making, using robots to assist in floor operations, vertical
and horizontal systems integration, simulations to test and optimize machines in
plants, and additive manufacturing — all these aimed at higher productivity,
speed, and precision leading to better competitiveness and profitability. The
numerous applications that have evolved out of the many combinations in using
the technology enablers are really what is driving industry 4.0 and extended into
Services 4.0.



MASTER CO

Y

3

v

industry 2.0 is characterized as assembly, mass production for more or less
homogeneous consumers. New technology (e.g., 3-D printing) moves towards
mass customization for specific consumers in terms of what they want, how they
want, and when they want. In the past this meant firms had to be large to acquire
economies of scale and a factory of sufficient size for line assembly. These
required massive investments requiring massive volumes of production with costs
amortized over a long period of time. Instead of mass production Industry 4.0
may see batch production. inventories may be out-of-style as the Internet-of-
Things and supply chain synchronization optimize production. There are already
consumer products which have moved towards customization such as footwear
which can be manufactured “in-store” custom-built in size, style, and design for a
specific customer in a short period of time (e.g., 60 minutes) i.e., “while-you-wait”
unlike being part of a line assembly. Even products which have long been the
staple of the manufacturing sector in industry are being encroached by
technology-driven changes in materials and processes. Motor vehicle production,
manufacturing’s weather vane for assembly-line, is being eroded by 3-D metal
printing, lighter materials, and mechanical robots (moving into Al-robots). Since it
branches out to numerous other industries and services’ including motor vehicle
parts the Philippines is exporting, these of necessity will be affected when
manufacturing re-boots. As motor vehicle manufacturing becomes more
technology-enabled, the magnitude of the electronics products they will require
further escalate and displace those mechanical parts the country has comparative
advantages into controlling and related other software needed.

As the services industries embrace all of the enabling technologies,
significant transformation ultimately takes place. Services considered to be widely
personal may become even more automated displacing substantial employment.
Services trade has considerably expanded (in some Asian economies at faster clip
than goods trade) and it goes without saying that patterns may change and
reliance on specific sources such as BPO and computer and communication
services may be threatened arising from the applications of technology enablers.

The dominant part of services exports, for many developing countries, is

the delivery of business services in part due to advances in telecommunications
with their declining costs and obviously the lower labor costs giving them
advantage in this type of services trade. These business services have been
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outsourced for some time. Services 4.0 directly threaten the core foundation of
these types of services exports. As machine costs go down and other technology
enablers are able to mimic predictable human behavior some of these business
services exports begin to lose advantages.

Despite the assertion that policy and regulatory interventions ought to be
neutral in intent, the PEDP 2015-17 strategies identified key export sectors and
emerging export sectors as focused products and services to be given sets of
packages of support — 13 products and services groups (which actually spawns
more than this number). The governments new industrial policy, Inclusive,
Innovation Industrial Strategy (IS), focuses on 12 sub-sectors, using their
individual road maps, as foundation for industrial development and realizing
exports potentials. On the other hand, for PEDP 2018-22 it is suggested to focus
on ‘fewer number of products and services groups — 3 of them (which actually
spawns more than this number) which are part of the I°S. More explicit criteria
are advanced for the selection of these few products and services groups as focus
for strategy and intervention. There are many other reasons to focus on selected
products and services for support aside from the ones suggested in PEDP 2018-22
— distortions in their value chain, potential externalities that cannot be realized
without support, market problems, among others. It is critical to be aware that
such selection does not exhaust practically all products and services (in which
case all are priorities and markets in the end decide values and rankings) and,
more importantly, does not inordinately claim the limited resources for support.
This is why it makes sense to be neutral in support and at the same time
incrementally focus on few products and services groups.

There are no clear reasons for abandoning any of the strategies in PEDP
2015-17 and it would be equally appropriate to take them into PEDP 2018-22 with
greater sense of being fully grounded given their progress. It would be useful then
to start with these strategies and consolidate them into more effective groups of
strategies. In addition would be the implied strategies that come from the FGD in
preparation for the Plan. The bases for consolidation of strategies are the seeming
common goal among them, the reinforcement effects if they are taken together,
and a clearer outcome. Three strategies would emerge from this consolidation:
(1) Improve the Overall Climate for Export Development; (2) Exploit Existing and
Prospective Opportunities from Trading Arrangements; and (3) Design
Comprehensive Packages of Support for Selected Products and Services Sectors.
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(1) Improve the overall climate for export development — These include five
which were flagged down in PEDP 2015-17 i.e., removing unnecessary regulatory
impediments, raising productivity and competitiveness of Philippine enterprises,
upgrading exports quality and standards, improving access to trade finance, and
enhancing export sectors’ innovative capacities. There are other factors, even
more crucial, that influence the overall climate. Movements of the real exchange
rates and real interest rates are of special concerns to exporters along with other
macroeconomic variables e.g., foreign direct investments flows, inflation rates,
and public investments. Often these have stronger effects on exports than the
factors that directly impinge on them. indeed “correct” macroeconomic policies
may even be more effective than any direct intervention from both public and
private sectors. And these tend to cut both ways. For instance, maintaining a
market-oriented exchange rate tends to uniformly encourage exports, naturally
protect and promote domestic-import-substituting industries, reduce trade
deficits, and accumulate international reserves.

2) Exploit existing and prospective opportunities from trading
arrangements — The number of existing and prospective bilateral, regional, and
multilateral trading agreements the country can use to access markets seem to be
growing. In the region the AEC and APEC are ripe with trade options. Bilaterally,
the EFTA-PH FTA, looming EU-PH FTA, ASEAN-based bilateral trade pacts and
others in the pipeline can be tapped for specific products market access. The
usual special and differential treatment in multilateral trade (e.g., GSP-Plus)
continues to be beneficial to the Philippines. This strategy is self-explanatory but
how it is organized in order to optimize exports growth may have to be examined
more carefully so that products and services are the departure points irrespective
of the modality or geographic identity. The apparent successes of the DTI
program on Doing Business with FTA is illustrative of how trading arrangeiments
can be exploited which is viewed by traders, exporters, and other businesses as
access points to specific markets. A dedicated program such as this can be an
effective vehicle for both advocacy and promotion.

(3) Design comprehensive packages of support for selected products and
services sectors — Part 11.4 explains the underlying reasons for focusing export
targets and the selection of 3 exports products and services as focal 3 (electronics,
processed food, vegetables, and beverages, and information technology and
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tourism-related services). The more essential issue is whether there is a rationale
for designing a separate support package for these 3 as a focal strategy as well.
After all, these 3 are already covered in the identified sources for achieving 2022
exports targets and thus are part of the first 2 strategies elaborated above. Apart
from aiming for these 3 together with the rest of the exports products and
services, they could very well drive the achievement of overall exports beyond the
targets set for the end-plan period. In other words, what incremental strategies
warrant for these 3 focus exports targets?

Across the 3 exports targets and given emerging challenges in increasing
Philippine market shares partly due to disruptions from industry and Services 4.0,
these would need continuous products and services road map updates derived
from deliberate and careful analysis at more disaggregated groups. A pro-active
design of such comprehensive packages for focus exports targets is needed. The
ultimate goal is to place these exports targets ahead of the curve as Industry and
Services 4.0 takes a firmer hold on the patterns of trade along with their
underlying investments and technologies.

An agenda to rev up the country for industry and Services 4.0 suggests
special attention to them. For example, it is necessary to build up a robust
atmosphere for “start-ups” as a way to encourage innovations in industry and
services noting that countries with favorable conditions for them attract many
bold entrepreneurs; to promote, if not actually institute incentives, for venture
capital and investments into risky but promising initiatives while fully aware of the
high rate of failure in many of them; to bring to bear on many of the enablers and
their applications the appropriate regulatory framework to ensure that consumer
safety and protection will always be of primordial government responsibility
without necessarily stifling the applications. indeed it would probably make sense
to launch an advocacy program to gear up for Industry and Services 4.0.

In anticipation of PEDP 2018-22, MC 27 was issued on October 6, 2017
directing concerned government agencies to “...collectively work, review, institute
reforms, and implement all relevant policies in harmony with the PEDP and the
Philippine Development Plan to boost export growth...” This new MC significantly
differs from the previous MC 91 in many respects. MC 27 now explicitly connects
PEDP with PDP further supporting their closer synchronization and strengthening
time frames and targets. Both MC 91 and MC 27 identify the concerned
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government agencies involved in PEDP but leave it to the EDC to oversee the
implementation. This means the agencies MC 27 directs to be part of the PEDP
need to be organized in ways that would effectively apply the strategies
enumerated here to achieve the targets set in PEDP 2018-22. Where there are
roles for the private sector, technical and research institutions, and academe,
they will likewise need to be embedded in how the various actors in the strategies
are to be organized. Since the EDC (under RA 7844) includes representatives from
the private sector as members of the Council, any organization for PEDP strategy
implementation can be readily arranged.

There are several useful enhancements to the PEDP 2018-22 for
consideration. One is to use some of the analytical results of PEDP 2015-17 in
order to strengthen the results that the exports targets are achievable. The
measures of comparative advantage for specific products would put greater
confidence on the sources for achieving the targets. It is also possible to generate
estimates of employment and job creation for those products identified as
sources for reaching the exports targets, aggregating them and extrapolating
impacts on the labor force.

A second area of enhancement is to develop a systematic monitoring and
evaluation system for PEDP 2018-22 and subsequent PEDPs. Such a system will
need to have measures of inputs and outputs principally and then subsequently
on their impacts. While it seems straightforward to follow the progress of exports
(and their distance from the targets set) through the regular statistical reports
(e.g., PSA quarterly reports of exports) measuring inputs would face many
challenges. On the one hand the definition and measurement of inputs have to be
sorted out which may or may not lead to some solution. On the other hand to the
extent that inputs can be considered as “strategies” in the context of PEDP 2018-
22 this may require defining a strategy and generating indices of their
implementation. The consolidation of several strategies into some collective
groups — defined for example as 3 strategies in Part IV.2 — would make monitoring
more tractable. Again this route is equally challenging but may have better
prospect given the last enhancement (below).

Finally, a more pro-active EDC - taking off from MC 27 — where it can
organize its directed membership into “strategy groups” would clearly be a visible
means to monitor. Targets set for these groups feed into the monitoring system.

v
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Ascribing attribution of exports progress (from targets) to either “strategy
groups” or other inputs would be the optimal challenge for PEDP 2018-22.
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I Context: Review of Implementation of PEDP 2015-17

The PEDP 2015-17 comprehensively analyzed the structure and
performance of Philippine exports of goods and services utilizing various =
means of determining their comparative advantages and competitiveness. On -
the basis of these analytical assessments several detailed strategies were
drawn up towards the realization of the export targets. Subsequently the
President issued Memorandum Circular (MC) 91 on February 4, 2016
approving the Plan and directing 14 government agencies to collectively work
in facilitating the targeted exports. Although the approval of the PEDP and -
directive for its implementation may have been delayed, it bears pointing out et
that many, if not all of the agencies directed by the MC, have individually and
collectively contributed to ensuring that exports of goods and services were
supported. In the context of formulating a succeeding PEDP a review of the
actual progress of PEDP 2015-17 is essential. This review is first carried out by
comparing the overall export performance during the period 2014-17 with the =
targets set out in the previous plan and examining the underlying reasons for —
their differences if any. The intention is to undertake the review in the L
aggregates rather than the specific sectors or products involved. The progress
of the implementation is reviewed next by summarizing some of the important
strategies, programs, and projects of government agencies tasked to support
PEDP 2015-17. These are referenced to the set of strategies laid out in the
previous PEDP. The increasing importance of “balancing trade” is briefly o
discussed. Finally the contents of PEDP 2018-22 are broadly described -
consolidating 3 important parts in the context — the overall environment for
international commerce in the medium-term and how it might shape
Philippine exports; the scale of strategies to consider based on their reviews;
and a preview of how PEDP 2018-22 will play out in the remainder of this plan.

1.1 Comparative Exports: Actual versus Planned (Target)

Since the enactment of RA 7844 or the Export Development Act
mandating the preparation of a 3-year rolling export development plan, it has
been possible to track the achievement of the export targets embodied in -
these plans. In a review of the various plans since 2001, the PEDP 2015-17 -
tracked how close or how far have the actual exports been from the targets set
out in the plans. For the goods exports, only in 2 periods did the actual goods
exports meet or exceeded their targets — in 2005-2007 and in 2014 — and for
services exports only in 2 (different) periods as well —in 2008 and in 2011-2013
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— which have not been the same. Thus out of the 10-year sample of the plans,
4 of these were achieved. Various causes are advanced to explain the poor
performance of both goods and services exports, from the country being a
small player in international markets to declines in imports from big markets
(e.g., US and Japan) to specific product variations (e.g. electronics) and policy-
related barriers (e.g. stricter border security).

A comparison between actual and planned exports is useful for at least 2
reasons. The first is that it provides clues for the disparities in exports and
allows alternative hypotheses to be systematically analyzed if not empirically
validated. This is what has been done in the review in PEDP 2015-17. The
second, and more critical, reason is that the magnitudes of the difference
between actual and planned exports reflect the country’s ability to scale up
export targets and store revenues as cushion to unexpected shocks in
succeeding plan periods. For example, where actual exports far exceed target
exports, a succeeding plan can realistically have a higher base value relative to
the situation where the margin of target achievement is small and thus
succeeding target lower. On the other hand in times where actual exports far
exceed target exports these cumulatively strengthen their structural base and
ensure a sustainable path to be “...transformed into an exporting nation...” as
espoused in the RA 7844's declaration of policy.

Looking at the period 2014-2017 the track record is similar to that of the
previous review for the PEDP 2015-17 which is uneven though actual are much
closer to targets. Table .1 and Figure I.1 show the comparisons during the
period of the last PEDP for goods, services, and total exports.

RY

*
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Table 1.1 Actual versus Target Export Revenues®, 2014-2017

3
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2014 2015 2016 2017
Actua | Targe | Actua | Targe | Actua | Targe | Actua | Targe
| t I t 1 t I f
In billion
us
dollars
Total 87.60 | 86.94 85.37 89.22 92.15
Exports 87.90 88.61 98.84 _
Goods | 62.10 | 60.10 58.28 58.83 | 63.23 | 59.13
58.83 57.41
25.50 | 26.84 27.09 31.69 | 35.61 | 33.70
Service 29 .07 31.20
S
Year-
on-year
(YOY)
Growth _
Total 8.6 8 0.34 | (1.8) 0.8 45 | 11.5 3.2
Exports
Goods | 95 6 5,3) | (3) (2.4) 09 | 10.1° (08
6.4 15 140 | 093 | 7.3 16.9 | 14.1 6.3
Service
S

Note: YoY growth targets for 2014 were based on DBCC’s projection.
“The target values average the high and low targets in PEDP 2015-17

s
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Figure 1.1 Actual Versus Target Export Revenues for Goods and Services, 2014-2017
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Source: Table .1 -
‘What is evident from the data is that goods exports met or exceeded

their targets for 2014 and 2015 while services exports met or exceeded their

targets in 2015 and 2016. Moreover for 2017 the preliminary data indicate
they may exceed targets.

Comparing the longer near-term historical period and the recent PEDP
2015-17 elicit 2 observations. First, what is common between the longer-term
review and the recent 2014-17 data is the uneven pattern of exports growth
with some years where actual exports met or exceeded targets and in some
years falling below targets and never a cumulative round of either. Second, the
margins where actual exports met or exceeded targets have been insignificant
in those uneven periods —in 2015 (see Table I.1 above) actual services exports
exceed targets by more than 7%. But actual goods exports only marginally
exceeded targets by less than 1%. This is replicated in2017 after decline in
2016.

What these observations imply is that comparing actual Philippine
exports with their targets lend credence to the various explanations advanced
for their poor showing over the years. But their uneven performance reveals
inherent weaknesses in inching up the export ladder if not accelerating in
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reaching higher revenues. In times when actual exports exceeded targets these
were often insignificant to provide a more solid base for higher targets in
succeeding plan cycles. Conversely, their small margins above targets could not
achieve a momentum for a real structural change in export behavior and
outputs. In short, the country failed to accumulate exports and transformation
during those times which also would cushion during times when actual exports
fall short of targets.

Put in another way, annual growth rates of merchandise exports that are
sustained over a long period not only give countries sufficient revenues and
automatic protection during downturns but also stronger bases for raising
further exports targets. This behavior appears to have been evident among the
Asian tigers and other newly industrializing economies. With the exception of
the Philippines, many of the Asia region’s exporting economies initially
accelerated their exports and managed to either keep them growing at double-
digit rates or within a 10% annual rate. The initial spurt of export growth by the
Philippines petered out to single-digit below 5% and prevented a more
aggressive targeting in the country’s development plans.

Accompanying export targets were strategies, policies and programs
meant to support the thrust principally by government actions and
interventions. PEDP 2015-17 is no exception where 8 specific strategies were
identified. Thus while exports derive from market transactions their underlying
behavior may have been influenced by broad or specific policy and regulatory
interventions. How pervasive these have been during the planning period
needs to be reviewed apart from the numerical comparisons above though it
would be difficult to ascribe the actual exports (or lack thereof) to these
interventions.

1.2 Strategy Implementation

The 8 strategies adopted to carry out PEDP 2015-17 through MC 91
included (1) design comprehensive packages of support for selected sectors,
(2) remove unnecessary regulatory impediments to goods movement and
services delivery, (3) raise productivity and competitiveness of Philippine
enterprises, (4) upgrade exports quality and standards, (5) improve exporters’
access to trade finance, (6) exploit opportunities from regional and preferential
trading arrangements to expand market access, explore new trading partners,
and develop new export products, (7) launch well-coordinated and sufficiently-
funded exports and investment promotion campaign, and (8) enhance export

"-IL'L;}
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sectors’ innovative capacity through an efficient system of national innovation.
The progress in implementation of these strategies in support of PEDP 2015-17
is briefly summarized:

1. Design comprehensive packages of support for selected sectors —
Although PEDP 2015-17 identified 6 key export sectors and 4 emerging exports
to be provided with such support packages, the actual interventions by a
number of government agencies were more neutral relying more on
opportunities. DTI's package for example included business matching
(assistance to more than 3,500 exporters, 19 trade fairs) and training and
capacity building. DA conducted value-chain analysis for 47 commodities and
encouraged private sector participation in 18 international trade fairs. DOST
developed 22 food processing equipment for the regions, while DENR launched
a national greening program aimed at re-generating raw materials for exports
(e.g., wood and agro-forestry products, timber plantations);

2. Remove unnecessary regulatory impediments to goods movement
and services delivery — For the DA's scope of export products, it simplified and
automated SPS export clearance and developed export certification system
under an overall Trade-Enabling Risk Management System (TERMS); FDA in the
DOH implemented its electronic registration of products such as medium and
high risk pre-packaged food products and its electronic license to operate for
all completed streamiined requirements for health products under its
regulations; Philippine National Police in DILG reduced the list of regulated
chemicals from 101 to 32 (iikewise removing police escorts for movement o
low-risk chemical) and simplified procedures for licenses and permits; the BIR
reduced by half the number of steps required for primary and secondary
registration and re-designed 10 forms with reduced number of fields: and the
BOC established an Advanced Ruling System for valuation and rules of origin
through a Customs Administrative Order;

3. Raise productivity and competitiveness of Philippine enterprises — This
involved the provision of new technologies accessible by enterprises,
construction, rehabilitation, or upgrading of physical infrastructure, and
greater flexibility of wage determination. DOST assisted more than 7,000 firms
acquire technologies and deployed 21 laboratories for one-stop services:
DPWH built new roads, by-passes, access roads to seaports and airports - for
example, more than 700 kilometers of roads were built to de-congest traffic in
urban areas, 170 and 300 kilometers of access roads were built leading to 19
different airports and 43 different seaports, respectively; DOLE provided
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technical assistance to some 800 MSME's on more flexible tiered-wage system;
DOT is complementing DPWH in access to basic infrastructure services;
Executive Orders 170 and 204 pertaining to the installation of a Roll-On-Roll-
Off (RO-RO) Terminal System as critical infrastructure for an archipelagic
economy such as the Philippines increasing connectivity across the islands
expanded the coverage beyond self-powered vehicles to include containers on
chassis loaded by prime-mover on RO-RO (CHA-RO) and on private ports aside
from government operated ports; RA 19668 (Foreign Vessel Co-Loading Act)
further supports better, more efficient, and cost-effective logistics;

4. Upgrade exports quality and standards — While safety and protection
are well understood and accepted by exporters, going beyond these measures
towards quality and standards have yet to diffuse broadly. Efforts to rationalize
the fragmentation of government regulatory agencies (and some private
sector) involved in standards development, calibration, testing, inspection,
certification, and accreditation have started along with specific sector
initiatives (e.g., ASEAN Harmonized Electrical and Electronic Equipment
Regulation [AHEEER]) as part of regional efforts to arrive at common standards
and regulation. DTI's new bureau, the Fair Trade Enforcement Bureau, assumes

not only its traditional responsibility of consumer protection but has also the
leadership in national quality infrastructure. Towards this end it drafted the

legisiative bill National Quality Policy and NQI Framework and its subsequent
revisions. Together with the National Competitiveness Council, an inter-agency
NQl-Working Group was convened to shepherd the proposed bill through it.
DA is setting up the DA Food Safety Institute while aligning its BAFS as part of
the broader rationalization of national standards; DOST’s Die and Mold
Solution Center has implemented 9 projects;

5. Improve exporters’ access to finance — Despite the many credit and
financing windows and facilities for trade and exports, particularly non-
bankable borrowers and MSMEs, yet in many cases accessibility to these
windows ends up being treated like any other transaction i.e., as commercial
rather than developmental, as an assured return rather than high potential.
Neither is whole suite of support usually provided along with access such as
export credit insurance, buyers/bank risk assessment, pre-shipment and post-
shipment credit, and export insurance, among others. in part, this is due to
institutional constraints in the way these windows were created — from a non-
developmental client perspective to lax enforcement of mandated loan

allocation. The FGD in preparation for PEDP 2018-22 revealed these by

exporters who accessed these facilities. In 2015-17 changes took place to
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address inherent weaknesses. DTl pushed for the amendment to the Magna
Carta for SMEs (RA 9501) through a legislative bill, instituted 8 new financing
facilities for SB Corporation, and a PHP 1 B fund under P3 (Pondo sa
Pagbabago at Pagasenso); BSP expanded the credit surety fund, enhanced its
financial literacy program in the export sector, and liberalized FX rules on
foreign currency lending;

6. Exploit opportunities from regional and preferential trading
arrangements to expand market access, explore new trading partners, and
develop new export products — In completed FTA (e.g. EFTA-PH FTA in 2016)
and in current bilateral and regional FTA negotiations (e.g., RCEP, ASEAN-HKG
FTA), PH-EU FTA) the key and emerging export products in PEDP 2015-17 have
been included in the agendas; DTI's Doing Business in FTA has continued to
expand in terms of sessions across the country (270 sessions), companies
assisted (10,395), and participants (32,003);

7. Launch well-coordinated and sufficiently-funded exports and
investment promotion campaign -~ 3 flagship agencies in trade have
independently pursued promotion and advocacy campaigns: DA agri-business
investments campaigns in Europe and the Middle East, DOT in tourism
promotion campaigns and DTl in developing a comprehensive investment and
export promotion development plan. Across other agencies of government
have been initiatives that collectively contribute to this particular strategy. For
example, DILG support to LGUs in promoting local products for potential
exports and identifying resources investments can exploit. In relation to this is
DOT’s tourism investments promotion program in TIEZA projects. DOF's
rationalization of incentives (investments and exports) may result in
strengthened and more efficient programs;

8. Enhance export sectors’ innovative capacity through an efficient
system of national innovation — A strong network of public and private
institutions involving industries, universities, and research entities collectively
engendering creativity and innovation is a hallmark of many export
powerhouses. They translate into products and services which earn customers
and effectively compete in world markets. But creativity and innovation need
to be matched by bold entrepreneurs who diffuse these products into markets.
In the former DTl and DOST have led in supporting the evolution of creativity
and innovation — OBO innovation hub, food connection, and FabLab, and DOST
through 9 existing and 3 newly-approved technology business incubators, 18
regional food innovation centers, 3 electronics products development centers,
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and automotive testing facilities. Entrepreneurship, however, may not easily
emerge or develop from classroom and more academic setting but from
constant challenges imposed through exposure in international markets,
sustained openness, and innate drive. It is not easy to create such a setting —
however a more conducive atmosphere for creativity and innovation (for
which there are concrete measures) along with greater liberalization may see
an increasing cadre of creative and innovative products and services.

1.3  Balancing Trade

The PEDP is primarily aimed at increasing exports with its underlying
strategies meant to underpin that drive. But it cannot ignore that imports
would increase as well — more so in today’s trade where exports require
imports in the form of raw materials, intermediate goods, and capital
equipment. The ultimate drive therefore is to ensure increasing value added
from exports net of necessary imports if not using more domestic-sourced
inputs and achieve a better trade balance.

Philippine trade balance has historically been negative i.e., imports
exceeding exports, wherein more than three-fourths of both are accounted for
by 10 trading partners. This is a reflection of the degree of trade concentration.
In 2017, 7 of the top 10 export destinations were also the same import
sources. But in 4 export destinations exports were less than 50% of imports
from the same destinations. Whether it would be useful to actually target a
trade balance for these destinations through deliberate programs to boost
exports or reduce imports depends on a number of trade factors.

Despite a consistent negative trade balance, the country’s Balance of
Payments (BOP) on current account has always been positive owing to the
large inflows in the transfer item constituting mostly Overseas Filipino
remittances. This has resulted in a sustained accumulation of foreign exchange
reserves. In a sense the current account balance masks underlying imbalances
in trade which in turn may reflect lack of competitiveness of Philippine exports.
Between 2005 and 2015 the country’s balance on current account has been
positive and only in 2016 and 2017 did it become negative.

Adding services into the goods trade balance (as it should given the
expanding services) to arrive at goods and services balance eases the burden
-on the BOP. While IT-BPO is the largest component of services exports, tourism
services (transport and travel) come next in exports.
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The enormous networks of firms, traders, producers, and consumers
along international supply chains make it difficult to target specific products
for export increases and import decreases. Moreover, given the ever-changing
flow of trade across countries, it is certain that there would be lags in the
achievement, if ever, of targets to ensure better trade balances. What
products to focus on in order to improve trade balances are likewise uncertain
to succeed over a longer time period.

It is also difficult to consider a bilateral approach to improving trade
balances. It would involve identifying specific products from among numerous
that are traded, reducing them based on more stable and consistent changes,
and determining their certainty in the near-term when measures are put in
place. On the other hand, identifying specific imports would be plagued with
the same problems as in exports. And to the extent that substantial bilateral
trade is intra-industry trade, product identification becomes more challenging
and may regularly fluctuate over time.

These issues however should not diminish the growing importance of
“re-balancing” trade given the long-period of negative trade balances, the
challenges of new developments in industry and services on trade (discussed
below), and of weaning away from inordinate reliance on remittances to
accumulate reserves in the current account of the Balance of Payments.
Indeed the magnitude of negative trade balance in 2016 and 2017 that could
not be covered by (continuous) increases in transfers exposes a lingering
problem and highlights a “wake-up” call to address the broader trade balance
issue.

Any approach to balancing trade has to be carefully built. in the light of
PEDP 2018-22 a two-pronged simultaneous approach seems to be appropriate.
The first is to give priority to improving the overall climate for exports that
address macroeconomic concerns. For example, more competitive real
effective exchange rates (direct and cross-currency rates) not only tend to
increase exports but also naturally protect domestic industries including those
import-competing. When combined with accommodating real interest rates,
accessibility to supportive financial windows, and price stability i.e., credible
monetary and fiscal policies which are the halimarks of macroeconomic
regimes, favorable trade balances may occur. Protection from imports through
tariff and non-tariff restrictions tends to distort inter-industry linkages and
overvalue exchange rates.
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Along with the above would be a second prong. This is to actually
increase public and private advocacy, domestically and internationally, on
encouraging alternative imports sources and products that are essential to
domestic consumption and export production. For example among all regions
the Philippines traded with (December 2017), it is with East Asia where it
experienced the largest trade deficit (and within the region China, South Korea,
and Taiwan) followed by ASEAN (and within it indonesia and Thailand). Trade
officials posted in these areas could be tasked to drum up exports and trade
officials and the private sector could be tasked to encourage alternative
imports sources or domestically sourced import-substitutes.

Far superior to these trade-balancing approaches is the greater goal of
achieving exports targets through strategies that simultaneously influence
imports and gain overall balance. in other words, increasing exports and
decreasing imports need to be achieved through a comprehensive policy
arsenal and program initiatives. These are detailed in the PEDP 2018-22.

1.4 Summary and 2015-17 International Environment

Actual total exports in PEDP 2015-17 exceeded their target in 2015. In
the next year they fell below target. It seems that 2017 may show a similar
excess over target based on initial data. By composition services exports
exceeded their targets in all 3 years; these were not sufficiently large to attain
a 2-year streak. Indeed the shortfall in 2016 was 3 times larger than the surplus
in 2015.

The empirical results of comparisons between actual and target exports
in PEDP 2015-17 are comparable to the results in PEDP 2012-14 i.e. some
fluctuation in actual total exports and their targets. Although examining their
compositions to detect product performances may be useful, it does not really
matter significantly at the level of these aggregate results.

When the actual strategies are examined, some of which are briefly
indicated above, there have been many measures and interventions that were
set in motion during PEDP 2015-17. However how effective these have been in
contributing to the attainment of the target exports in the same period
depends not just on these but of the overall underlying international
environment. The brief summary of strategy implementation elicits a number
of observations. One is that some interventions and measures were either too

Y



MASTER CORY
12

¥

early in delivery to have their desired impacts or yet to be actually
implemented (e.g. those meant to raise productivity and competitiveness
remained to be developed or completed during the period). Another is that a
measure or intervention for example would be a necessary condition but not
sufficient such as the strategy to enhance innovation in the export sector.
Finally, some of the measures and interventions under a strategy need to be
coordinated more closely and set in package in order to achieve their joint
positive effects beyond an individual measure’s effects assuming they have
been simultaneously implemented.

Against these desirable and laudable directions in terms of export
performance and strategy implementation are the external conditions in the
international market place of Philippine exports. Apparently the global and
major markets of the Philippines attained their peak growth in 2014 after
which in the next 2 years (2015 and 2016) declines were pronounced. While
world GDP growth fell in 2015, the fall in the US, EU and China (which are some
of the Philippines’ major markets) was more precipitous. On the other hand, a
2017 was considered a fragile recovery both giobally and in the individual
markets of interest to the Philippines.

Figure .1 below shows the import volume index (which is the market for
Philippine exports) between the first quarter of 2012 and the first quarter of
2017. The volume trend of imports indicates the slowdown in 2016 (first
quarter) globally and by regions. While the global downturn seems perceptible
but not dramatic, the breakdown by regions is quite prominent e.g. North
America, Asia, and South America, the overall slowdown is evident. More
pointedly, the uptick in the volume of imports can be seen during the last part
of 2016 and into the beginning of 2017.

Figure 1.2 Worid and Regional imports Volume Index
(2012 Q1 = 100)
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Source: WTO

All told then, the export performance in 2015 manifested by a slight
excess of actual exports to target exports and the positive if not some
significant contribution of (partial) strategy implementation in 2015-17 did not
seem to be strong enough to parry the negative effects from slowdown in
world markets especially from markets of importance to the country. Indeed
all other exporting countries particularly in Asia, which have been relying on
exports to propel their growth, suffered declines in export earnings. One.of the
differences between Philippine exports 2015-17 and the other Asian countries
is that the latter have gained significant surpluses from their peaks cushioning
their impacts and at the same time keeping their export basis with large
earnings. Many in fact experienced sharp declines in 2015 but decelerated in
2016 consistent with global trends. With an expected recovery in 2017, there
may be rebounds across Asia as complete data come in. Table 1.2 reports these
exports from a number of Asian economies in 2014-16. With the exception of
Viet Nam these economies saw their merchandise exports fall drastically in
2015 but flattened out in 2016. The magnitude of the fall varies but set them
back by 3-7 years (the last column indicates the year of the lowest export
values)

Table 1.2 Merchandise Exports 2014 - 2016 Selected Asian Economies
(in USD B and annual growth rates)

2014 2015 2016 T

PRC 2,342.0 2,273*3 2,0989 7.6 12
2.9

Hong Kong - 4736 465v1 462v2 0.6 ‘13
1.8

S. Korea 572.7 52647 495\4 5.9 ‘11
8.0

Taipei 318.9 283%5 279% 1.4 ‘10
11.0

Indonesia 176.0 150w 144¥5 3.9 ‘09
14.5

Malaysia 233.9 19990 189vs 4.8 ‘09
14.9

Philippines 62.1 58% 568 3.9 12
5.6

Singapore 415.2 357v/ 338¥0 5.5 ‘09
-1 13.8

' Thailand 226.7 2141 | 21440 0.0 ‘11
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| 5.6 |
Viet Nam | 150.2 | 162.0 176% 9.0
L 7.8 |
Source: ADB Key Indicators 2017
*Year reached

What the table suggests is that Philippine export performance in 2014-
16 was similarly experienced across most of the Asian economies — some
worse than others. 2016 declines slowed down but the impact has been a
setback for exports by several years. The big difference seems to be the
capacity of the other economies to better weather given that these have built
up their export structures arising from their continuous expansion even
accelerating growth. The Philippines did not have that opportunity in the fast 5
or so decades.

1.5 The PEDP 2018-22 Plan

The formulation of PEDP 2018-22 is presented in the succeeding parts.
Part Il lays out PDP 2017-2022 as the background for the PEDP 2018-2022
export targets. The PDP is briefly summarized concentrating on Chapters 9 and
15 as take-off for examining the feasibility of meeting the targets indicated in
Chapter 15. Firstly, the examination consists of determining the required
annual growth rates of goods and services exports in order to meet the targets,
reviewing recent historical growth rates of exports to see if they meet the
required rates to achieve the targets. Second, sources for the exports that
would meet the targets are specified and detailed according to goods and
services exports. Third, an updated trade map is included as a test if there is
confidence in the feasibility of meeting the targets. Fourth, a focus on 3
exports targets is identified and given supporting reasons. Finally, a yearly
breakdown of the Plan is presented.

Part Ill explores the issue of planning for industry and Services 4.0. Since
PEDP 2018-22 is synchronized with the 6-year PDP and both being integral to
attaining a long-term vision for the Philippines in Ambisyon 2040,
developments that appear in the horizon that may influence trade in the
medium-term (between 2017 and 2022) cannot be ignored. This is the thrust
of this part. The enablers of Industry and Services 4.0 are enumerated and
briefly described. lllustrations of Industry 4.0 and Services 4.0 are then given.
Finally, what would constitute gearing up for Industry and Services 4.0 is
explained.
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in Part IV, the strategies identified in PEDP 2015-17 are enumerated and
then proposed to be consolidated into fewer “group strategies” consolidating
those with substantial interaction following a simplified framework. The

exercise leads to a smaller number of strategies — (a) improve the overall o
climate for export development, (b) exploit existing and prospective -
opportunities from trading arrangements, and (c) design comprehensive -

packages of support for selected products and services sector. After detailing
what would contain in these strategies, how these would be carried out is
pointed out using the MC 27 as basis. Selected and limited comparative
strategies of other exporting economies are attempted to see how the
proposed directions fare. Then the strategy implementation is cost out not so -
much in budgetary terms but the kinds of efforts needed across different -
agencies.

A summary of challenges and risks consolidated from the previous part
constitutes Part V. These include a riskier global trade given the expected
recovery and the simultaneous responses by all exporting economies, policy &
retreats in major markets driven by re-emerging nationalism, constraints to -
regional and multilateral trading arrangements from drags to unfinished -
initiatives to new starts, and technological breakthroughs that challenges how
goods and services exports may play out over the plan period and beyond

Part VI concludes the Plan by describing the different approaches -
followed by PEDP 2015-17 and PEDP 2018-22 looking into their similarities and &
differences and more importantly how these 2 approaches complement each s
other. Some possible enhancements to PEDP 2018-22 end the conclusion.
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. PDP 2017-2022 and PEDP 2018-2022 Export Targets

The Philippine Development Plan (previously the Medium-Term Philippine
Development Plan) is the country’s principal document laying out its social and
economic vision, development goals and targets, specifying strategies to achieve
them, and the roles of government agencies in the entire processes involved in
crafting, implementing and, monitoring it. Every new political administration
begins with its own plan during its regime (thus previously named a medium-term
document).

The PDP 2017-2022 differs markedly from its predecessors in the sense of
recognizing a cumulative importance and interconnection among past (and
future) development plans and a far-reaching framework for which succeeding
development plans hinge on. Ambisyon Natin 2040 is the 25-year vision for the
Philippines serving as the anchor for the PDP and the succeeding ones. Briefly the
country is envisioned to be a prosperous, middie-class society where there is
equality of opportunities and poverty eradicated. It is to become a major player in
the global knowledge economy producing innovative products and processes
used to make high-quality goods and services at competitive prices. The
conditions for this envisioned society in Ambisyon Natin 2040 where the Filipino
life is strongly-rooted (matatag), comfortable (maginhawa), and secure (panatag)
are detailed for becoming a prosperous, predominantly middle-class society
where no one is poor, towards smarter and innovative people, and being a high-
trust society.

The PDP contains the building blocks, within the medium-term 2017-2022,
towards that vision. In pursuit of the country becoming a major player in global
knowledge economy, the PDP as a plan provides several mechanism leading into
an overall strategic framework (Figure I.1). The objective of the PDP 2017-2022 is
”...to lay the foundation for inclusive growth a high-trust and resilient society, and
a globally competitive knowledge economy...” which contributes to realizing the
vision in Ambisyon 2040. In turn, this is carried out, particularly for a globally
competitive knowledge economy, through strategic trade and fiscal policy,
maintaining macroeconomic stability, and promoting competition (emphasis
added).
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The elements of the trade part of the PDP can be found in at least 2 specific
chapters — Chapter 9 focuses on targeting economic opportunities in industry and
services sectors (Trabaho at Negosyo). Although the substance covers the
development of domestic industry and services, many of the issues and
projections are relevant to trade in goods and services — the inability of the
Philippines to attract more foreign direct investments in comparison with ASEAN
neighbors Thailand, Indonesia, Singapore and Malaysia. The broad conditions that
constrain the expansion of industry and services equally influence international
trade — logistics bottlenecks, laws, regulations, and rules including those imposed
by fundamental provisions of the Constitution, costs of doing business, global
market uncertainties, and political and security issues, among others, continue to
hound both domestic and international commerce.

Chapter 15 deals with creating sound macroeconomic policies that help
achieve various forecasts and targets of the PDP. Like Chapter 9 a list of
challenges pertain mostly to international conditions — slowdown in global trade,
developing protectionism in traditional markets and, volatility of capital flows,
among others. When combined with internal constraints some enumerated in
Chapter 9, the hurdies that have to be overcome for sound macroeconomic
policies would indeed be formidable in the medium and in the long run. The 3
areas constituting macroeconomic conditions — fiscal space, monetary policy, and
external trade policy regime — for which strategies are indicated aim at attaining
the targets set for the macroeconomic setting. These are defined to be sector
outcomes for the macroeconomy for a responsible, strategic and supportive fiscal
sector, resilient and inclusive monetary and financial sector, and strategic external
trade policy regime.

b o=l
'jY» 3
: 3
£.5%
Lo’



MASTER COPY

18

Figure 1.1 Strategic Framework

| MATATAG, MAGIMHAWA AT PANATAGHA BUHAY

IPMPLEMENT STRATEGIC TRADE AND FISCTAL POLITY. RAAINTAE
MACROECOMOMIC STABILITY. PROBMOTE COMPE TITIHIN
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Source: Philippine Development Plan {2017)

This part examines the export targets expressed in the PDP and their
feasibility within the PEDP period of 2018-22. The main difference between PEDP
2015-17 and PEDP 2018-22 is that this PEDP’s starting point is the end-period
export targets in the aggregate as the objective of the planning activities. Instead
of identifying key exports and emerging exports followed in PEDP 2015-17, what
is pursued here is to take stock of the actual exports in 2016 — whether key or
emerging but also potentially rising — and their likely revenues in 2022. The
remaining gap is then further examined in terms of how this may be addressed.
Put differently, the export targets in PDP were derived by using the exports 2016
as base and then an average growth rate is assumed to arrive at end-period
target. PEDP 2018-22 puts flesh into the targets - first to evaluate their feasibility
and, if so, what would compose them in annual terms.

The composition of exports — goods and services — comes from 3 combined
sources. One is the planning exercise convened by the EDC in April 2017 at which
stakeholders in various export industries gave informed projections of likely
exports trends adjusted for their various global assessments. Second is an
extension of the exercise but focusing on new Philippine exports and how the
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global markets would be in the next 5 years. Finally, an updated trade map
classifying goods and services and how consistent these are relative to the other 2
exercises. The remaining gap is further considered in more general terms without
specific reference to products but of assessments of international markets.

Accordingly, the next section begins with the exports targets expressed in
the PDP. Their feasibility is evaluated on the basis of more recent historical
experiences in exports growth. The point in this section is that the PDP targets
(the low side) is feasible on the basis of the more recent historical growth of
exports. The succeeding section elaborates on the composition of these targeted
exports in 2022 from the EDC exercises. A third section gives an updated trade
map for goods and services between 2 time periods 2006-13 and 2013-16
showing significant shifts in exports among those classified in PEDP 2015-17.
Section 4 proposes more focused targets for PEDP 2018-22 explaining its rationale
and their ability to deliver the targets in addition to the composition laid out.
Finally, a summary of the annual targets is presented.

1.1 Exports: Targets and Feasibility

PDP Chapter 15 sets out the targets for exports at the end of the medium-
term planning period 2022 decomposed into goods exports and services exports.
Since the full-year 2016 exports were not available during the PDP formulation,
the chapter uses the first 9-month exports but annualized and together with the
DBCC assumption of export growth, to arrive at the end-period targets. Based on
the actual exports in 2016 and the targets in 2022, Table Il.1 shows the low and
high export targets (by goods and services) for 2022 and the required
compounded annual growth rate for these (using BPM6).

Table 11.1 Actual Exports 2016 and Target Exports 2022

Products | Exports Target Exports Required CAGR
2016 2022 (USSB) (Percent)
(USS$B)
Low | High Low High
Goods 42.7 61.0 62.2 6.11 6.46
Services 31.3 61.0 68.6 11.78 13.99
Total 74.0 122.0 130.8 8.69 9.96

Sources: PDP (2017), PSA (2017)
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Actual exports found in Chapter 15's targets as well as the targets
themselves are based on a new BOP manual (BPM6) which has a stricter measure
of goods trade, separating out those considered services undertaken by countries
that form part of goods transformation thus reducing goods exports and
increasing services exports. In the case of Philippine data there is no detailed iist
of goods traded that follow BPM6. Only at the aggregate level is exports reckoned
in the new definition. The BSP also reports on the aggregate values of exports
revenues using BPM6. As a result of this adjustment the exports values using
BPM6 are significantly less than values using BPMS which are used for all the
disaggregated values. For example the actual exports for 2016 based on BPMS5 is
USS 57.4B which is 34.3% higher than the BPM6 vaiue of USS 42.7B i.e. BPMS6
values are 74.4% of the BPM5 exports. These are aggregate ratios, are expected
to change, and would differ depending on the actual products traded in a given
period of time (e.g., some ratios are 83.4%). With respect to services exports the
2016 values under BPM5 and BPM6 have not changed.

Table I.1 shows the actual exports in 2016 which are higher than the Jan-
Sept data in the PDP. A lower base would have required a higher annual growth
rate to reach the 2022 targets. The actual exports which are higher than the
reported values in PDP would require a lower CAGR to reach the targets. The last
2 columns of Table Il.1 indicate the required growth rates of the exports in order
to reach the high and low targets by 2022. Whether the country’s past exports
have annually grown by the rates shown in the columns is what needs to be
evaluated first. Next would be to determine which past growth rates should be
used to project if the exports targets can be met. A final question revoives on
what products may compose these exports that meet the targets by the end of
the plan period.

The Philippines began significant non-traditional exports in the decade of
the 70s and notched annual growth rates of 17.9% but ground to 3% in the next
decade before some recovery in the 90s at 16.6%. Compared to the sustained and
cumulative exports growth rates among the Asian tigers and the emerging
economies of ASEAN, the erratic nature of Philippine exports growth suggest it is
difficult to rely on old historical experience. The more recent historical growth
rates may be indicative of the feasibility of achieving these rates. Table 1.3
reports the historical growth rates of exports based on different periods but
basically covering 2006-2016.



Table 11.2 Historical Growth Rates of Exports Goods and Services
(2000-2016 in percent)
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2006-12 | 2012-14 | 2014-16 2006-16
Goods 7.10 3.64 (7.39) 3.35
Services 10.17 11.69 10.73 10.95
Total 8.13 6.17 (0.88) 5.88
Source: PSA

The 2006-2016 overall track (with an aggregate growth rate) is divided into
different sub-periods — 2006-12, 2012-14, and 2014-16 with differing growth rates
for total and for the 2 components. As Part | had reported, 2014-16 was a period
of sharp global trade declines. On the other hand, the sub-periods 2006-12 and
2012-14 reflect some stability of exports growth peaking in 2014. Thus the sub-
period 2006-12 is of sufficient length to cover more stable behavior of exports.
This is the growth rate used to assess the feasibility of meeting the end-period
targets. Applying the 2006-16 period as the low growth track, and the 2006-12 as
the high growth track, to the base period exports yields Table II.3. Total exports,
based on historical CAGR for 2006-12 is expected to reach US $ 122.3 B meeting
the low target exports by 2022. The high CAGR of the sub-period 2006-12 results
in achieving the iow end of the targets for end-period.

Table 11.3 Exports PDP Targets and Projected Exports 2022

(in USS B)
Products Target Exports Exports Using Historical
2022 (USSB) CAGR
(Percent)
Low High Low High
(2006-16) (2006-12)
Goods 61.0 62.2 52.1 64.5
Services 61.0 68.6 58.3 57:.8
Total 1220 130.8 110.4 122.3

Sources: PDP (2017); see text
I.2  Exports Sources
PDP is driving PEDP 2018-22 being embedded in its targets under sound

macroeconomic policies. There is minimal elbow room in developing independent
plans — after all, eventually the preparation of the PEDP need to be synchronized
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with the PDP in terms of its medium-term horizon (instead of the usual 3-year
rolling plan) and in relation to the larger vision . Towards achieving end-period
targets, and having determined that these are feasible given historical CAGRs, the
content of these target exports is the next order.

The EDC planning sessions among export stakeholders in April 2017
resulted in the identification of products and product sectors that will
characterize the country as “... a competitive, intelligent, and innovation-driven
exporting nation...” For the purposes of strategy formulation and organizing
interventions to further enable these exports, the EDC classified them according
to Global Market Leaders, Billionaires Club, and Multi-Billionaires Club and
Ecozones. The Global Market Leaders are products and product sectors with the
potential to be part of the top 10 players in the global market. Billionaires Club
consists of those products and product sectors generating current export
revenues of USS 600 Million and can generate revenues to at least USS 1 Billion.
Multi-Billionaires Club and Ecozones are those products and product sectors
generating exports of at least USS 1 Billion and seen to increase to USS 5 Billion at
end-period. The same exercise also flagged down, under the same classification
for strategy and organization, services exports. The aggregate sum of all these
projected exports by end-period constitutes one source of exports in reaching the
end-period targets shown in Table [1.3. Given the uncertainty of realizing these
exports, the total may be cast as a range of export values

Apart from expected generated exports through the EDC stakeholders’
sessions, additional goods products were identified from other sources but
principally the International Trade Center. These are seen to potentially be
important incremental exports given their importance in world markets, the
Philippines’ share, and their more recent annual growth rates.

A trade map was constructed in PEDP 2015-17 which essentially categorizes
Philippine exports of goods and services into 4 groups demarcated by their
growth relative to world growth (on the horizontal axis in a quadrant) and
constant share in world market (vertical axis in a quadrant). A reference point is
where an export product’s growth is the same as the world for the same product
and keeping its share constant.

Y
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Champions are export products and services which demand exceeds world
demand and for which Philippine exports are increasing in market shares. These
exports are winners in growing markets and are located in the upper right
guadrant of the reference point. Among the champions in the trade map covering
2006-2013 are processed food and beverages, banana, coconut oil, centrifugal
and refined sugar. Of the 57 product clusters, 28% are champions (17 clusters).
For services exports, among the champions are other business services
(principally IT-BPM), insurance and pension, and personal, cultural, and
recreational services — constituting 58% of total services exports.

Underachievers are export products and services which demand is growing
faster than average but for which Philippine exports are losing markets to others.
While world markets are growing among these export products the Philippines
has been losing shares and are located in the upper left hand quadrant of the
reference point. Among the products for which Philippine exports are under-
achievers are desiccated coconuts, coffee, mangoes, gold, and natural rubber. Of
the 57 product clusters, 4% are underachievers (11 clusters). For services exports,
among the under-achievers are computer and information services, and
transportation services — constituting 19.6% of total services exports.

Achievers in adversity or winners in deciining‘markets are export products
and services which demand is slower than average but Philippine shares are
increasing. These are located in the lower right quadrant of the reference point.
Among the products for which Philippine exports are achievers are chemicals, fish
(fresh and preserved),-abaca fibers, baby carriages, toys, games, and sporting
goods. Of the 57 clusters, 22% are achievers (14 clusters). For services exports,
royalties and license fees exports are achievers constituting 0.04% of total
services exports.

Laggards in declining markets are export products and services for which
demand is slower than average and for which the Philippines lost market shares
to others. They are located in the lower left quadrant of the reference point.
Among the products for which Philippine exports are laggards are .garments,
footwear, furni