
philippine studies
Ateneo de Manila University • Loyola Heights, Quezon City • 1108 Philippines

The Role of Japan in Philippine Economic Development

Heh-Song Wang

Philippine Studies vol. 43, no. 4 (1995): 650–665

Copyright © Ateneo de Manila University

Philippine Studies is published by the Ateneo de Manila 
University. Contents may not be copied or sent via email 
or other  means to multiple sites and posted to a listserv 
without the copyright holder’s written permission. Users 
may download and print articles for individual, noncom-
mercial use only. However, unless prior permission has 
been obtained, you may not download an entire issue of a 
journal, or download multiple copies of articles.

Please contact the publisher for any further use of this 
work at philstudies@admu.edu.ph.

http://www.philippinestudies.net
Fri June 27 13:30:20 2008



The Role of Japan in Philippine 
Economic Development 

Heb-Song Wang 

Japan is a resource-poor country. However, after nearly five decades 
of rapid economic expansion since 1945, the country is now a world 
economic superpower. The Japanese economic success story has been 
admired by economists and economic planners. Its economic mira- 
cle can be attributed to several economic and political factors. Japan 
has very high rates of savings and investment, a disciplined and 
hardworking labor force, advanced technology, a stable govenunent, 
supportive and consistent economic policies, high productivity and 
low unit production cost. 

The Japanese economy is the second largest in the world, next only 
to the United States. Its total GDP was estimated at $3,671 billion in 
1992, or 15.9 percent of the total world output. The per capita GNP 
was $28,190 in the same year, the second highest in the world next 
only to Switzerland. The country has become the third largest trad- 
ing nation in the world. Its total foreign trade reached $604 billion 
in 1993, lower only than that of the United States and Germany. 
Japan started its direct foreign investment in 1951 and is the world's 
largest investing country with a cumulative total foreign direct in- 
vestment of $387 billion for 71,541 cases during the period 1951-92. 
Japan's foreign aid is not only large, it is also increasing rapidly. For 
the past ten years, the amount of Japan's official development as- 
sistance (ODA) has more than tripled. Japan took over the position 
of the world's largest donor nation from the United States in 1989. 
In 1991, Japan extended about $16 billion of ODA to the developing 
countries of the world on a commitment basis, as compared with 
about $11 billion provided by the United States in the same year. 

Affected by the unfavorable international economic environment, 
Japan experienced an economic recession which started in mid-1991. 
Rcal CDP growth rate declined from 3.6 percent in 1991 to 0.4 per- 
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cent in 1992, and zero percent growth in 1993. However, economic 
indicators suggest that the Japanese economy is now in the process 
of gradual and steady recovery. Several factors have contributed to 
economic recovery. Personal consumption has been picking up, sup- 
ported by the tax cut of six trillion yen (equivalent to US$ 60 bil- 
lion). For example, the sales of automobiles and household electronic 
products have increased recently. Industrial production has increased 
along with the completion of inventory adjustment. The short-term 
business survey of the Bank of Japan released in September 1994 
showed that business confidence among consumers and investors has 
improved significantly. Real GDP growth is projected to grow by 0.9 
percent in 1994 and 2.5 percent in 1995. 
On the other hand, the rapid appreciation of the yen since 1993 

has had an adverse effect on economic activities. The appreciation 
of the yen made Japanese goods more expensive and less competi- 
tive in terms of price, but increased their dollar value. In early 
November 1994, the exchange rate of the Japanese yen appreciated 
to US$ 1 = Y 96. The exchange market showed fairly nervous 
movements not reflecting economic fundamentals. Exchange rate 
stability is very important for the sustainable recovery of the 
Japanese economy. 

The worldwide economic recovery in the industrial countries, 
particularly the US, as well as high growth in Asian economies, are 
expected to boost Japanese exports. Total exports increased from $340 
billion in 1992 to $362 billion in 1993, an increase of 6.6 percent. 
Export volume is p r o w  to decrease in 1994. Export prices declined 
on a yen basis, yet rose on a dollar basis, partly due to yen appre- 
ciation. Reflecting these movements, total exports will decrease on a 
yen basis, while continuing to increase on a dollar basis. Total im- 
ports rose from $233 billion to $242 billion, or an increase of 3.6 per- 
cent during the same period. Import volume, particularly manufac- 
tured goods, is projected to increase in 1994. As import prices d c  
cline both on a yen and a dollar basis, nominal imports will decrease 
on a yen basis while increasing on a dollar basis. Due to the faster 
increase in exports than imports, trade surplus rose to a record high 
of $121 billion in 1993, compared with $107 billion in 1992. Trade 
surplus is projected to fall in 1994 because of Japanese yen apprccia- 
tion and the projected increase in imports, following thc expansion 
of public spending and income tax cuts. 
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Philippine Trade With Japan 

Trade between the Philippines and Japan has been expanding in 
recent years largely due to the expansion of Philippines' import de- 
mand and the increase of Japanese investment in the Philippines. The 
total exports and imports between the two countries increased from 
$1.6 billion in 1985 to $5.8 billion in 1993, an annual increase of about 
17.4 percent. The 1993 figure accounted for about one-fifth of the 
Philippines' total trade. Japan has become the Philippines' second 
largest trading partner, next to the United States, with which 27 per- 
cent of Philippines1 total trade is conducted. However, it is worth 
noting that the Philippines has continuously experienced a trade defi- 
cit with Japan in the past decade except for 1984 and 1985. 

Japan is the second biggest market for Philippine products. The 
total exports from the Philippines to Japan increased from $875 mil- 
lion in 1985 to $1,801 million in 1993, an average annual increase of 
9.5 percent. During the first half of 1994, total exports from the Phil- 
ippines to Japan were estimated at $932 million. Principal products 
included fish and fish preparation, fruits, copper ore, electrical parts, 
etc. The Philippines was the number one source among all other 
countries in the world for the following export products to Japan: 
fresh pineapples, fresh mangoes, coconut oil, fresh bananas, and gas 
fueled pocket lighters; and the number two source for cassette tape 
players, edible fruits, insulated electric wire, and radios with play- 
ers for motor vehicles. While traditional export products such as 
shrimps, copper concentrates and bananas remain mapr export items 
to Japan, nowadays manufactured goods such as semiconductors, 
garments, electronics and components, and wiring sets are rapidly 
increasing their importance among Philippine exports to Japan. It is 
believed that the rapid increase in semiconductors and electtonics ex- 
ports to Japan is mainly attributable to the so-called "reverse imports," 
that is exports to Japan by Japanese companies in the Philippines. 

Japan has been the largest source of imports into the Philippines. 
Imports from Japan are closely linked with Philippine manufactur- 
ing activities which are aimed at producing goods for export to the 
industrial countries and for consumption by the domestic market. 
Imports from Japan increased from $735 million in 1985 to $4,035 
million in 1993, an average annual increase of 23.7 percent. Philip 
pine imports from Japan were estimated at $2,523 million during the 
first six months of 1994. The principal imported goods from Japan 
included capital cquiprnent, raw materials, and accessories for the 
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manufacture of products including machinery, power generating 
machinery, electric machinery, transport equipment, textile fiber, tex- 
tile yams, chemical elements and compounds, plastics, and iron and 
steel. It is important to recognize that the Philippines is in the proc- 
ess of industrialization. There is thus a great need to import inter- 
mediate and capital goods from Japan. Under these circumstances, 
it is natural for the Philippines to have a trade deficit with Japan. 

In view of the low elasticity of Philippine import demand for Japa- 
nese products and the continuing appreciation of the yen, the Phil- 
ippines is likely to continue to experience increasing imports and 
suffer from a trade deficit in the coming years. The policy of import 
liberalization of the Ramos Administration will further exacerbate the 
situation. To reduce the trade deficit with Japan to a more manage- 
able level, the Philippines must work hard to expand and diversify 
its nontraditional exports including outer garments, furniture and 
fixtures and electronics. In response to the request of the Philippine 
Government, Japan has already taken several measures to increase 
imports from the Philippines. In 1987, Japan implemented a more 
flexible ceiling on the Generalized System of Preference (GSP) and in 
1988 made the special expansion of GSP. In 1989, following the mid- 
term review of the Uruguay Round Negotiation of GATT, Japan re- 
duced tariffs on tropical products. The Philippines is expected to 
benefit further from the recently concluded GATT Uruguay Round 
Agreement, which will reduce the tariff of Japan in a number of ar- 
eas which include products imported from the Philippines. 

Japanese Investments in the Philippines 

Prior to 1987 Japanese investment in the Philippines was insignifi- 
cant partly because of political instability. However, Japanese invest- 
ment in the Philippines increased drastically from 1988 and onward, 
the most important reason for the increase being the drastic appre- 
ciation of the yen. The higher value of the yen made many Japanese 
products less competitive in international markets. Many Japanese 
companies, especially manufacturing firms were obliged to set up 
production plants in low-cost Asian developing countries to increase 
their international competitiveness. 

Wage rate increase was another important reason for outward in- 
vestment by Japan. A shortage of labor supply had led to an increase 
in thc labor cost. f>roducers moved their plants to neighboring Asidn 
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countries with abundant labor supply to reduce production costs. In 
addition, the sharp increase in land prices and strict environmental 
requirements forced new investors to go abroad to undertake new 
investment projects. 

According to Philippine statistics, Japanese direct investments in the 
country during the period 1985-93 amounted to more than $1 billion, 
accounting for 24 percent of the total foreign direct investments. Ja- 
pan was the biggest investor in the Philippines, compared with $690 
million from the United States during the same period. Japanese in- 
vestment in the Philippines was mainly in the manufacturing sector, 
focusing on machinery and appliances, transport equipment, cherni- 
cal and chemical products, metal and metal products, and food process- 
ing. Lately, investments in hotel and banking were also included. 

The benefits of Japanese investments in the Philippines include a 
package of capital input, technology transfer, market access and an 
increase in employment which should stimulate economic structural 
change. The effects of this must be considered. Firstly, Japanese in- 
vestments provide additional capital, most important to the Philip- 
pines which has continued to register a large resource gap over the 
past years. Although Japanese investments have not been a major 
contributor to the external financing needs of the Philippines in the 
past, it is preferable to other types of external funds such as official 
capital and commercial bank loans. Most of the Japanese investments 
are invested in the manufacturing industries which enjoy a potential 
comparative advantage. Moreover, foreign direct investment does not 
constitute external debt. Repayment is required only if the produc- 
tive activity is profit-making. There is a close match between the 
maturing schedules of earnings and repayment. 

Secondly, Japanese investments often bring with them advanced 
technology and modem managerial skills, especially, the investments 
in parts manufacturing that transform the level of production from 
simple assembly of products into the production into manufactured 
goods, thus raising the local content of the product and promoting 
a division of labor. The increased trading of parts and finished prod- 
ucts strengthens the linkages between the economies of the Philip- 
pines and Japan. 

Thirdly, a number of projects invested in by Japanese companies 
have contributed to employment generation and export expansion. 
As mentioned earlier, investment from Japan has been dominated by 
machinery, transport equipment, chemical products, metal products 
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and food processing. The production of these products is labor- 
intensive and their employmentcreation effect is substantial. Since 
they are produced not only for the domestic market but also for ex- 
port, investors have come to the Philippines with market informa- 
tion and channels, trademarks and goodwill, and specialists in prod- 
uct design. Japanese investments have thus led to an increase in 
Philippine manufactured exports to Japan and other industrial coun- 
tries in recent years. 

Japan's Ofklcial Development Assistance to the Philippines 

In June 1992, the Japanese Government adopted its Official De- 
velopment Assistance Charter, which articulates major principles and 
guidelines concerning Japan's ODA policy. According to the ODA 
Charter, Japan provides aid to support the self-help efforts of the 
developing countries seeking economic growth, based on a philoso- 
phy of humanitarian considerations, recognition of the interdepend- 
ence of the international community and environmental conservation. 
In addition, the ODA Charter stresses the primacy of freedom, de- 
mocracy, and world peace. 

The Philippines has been the biggest recipient of Japanese ODA 
on a per capita basis for the past ten years because the Japanese 
Government believes that the development of the Philippines could 
make a significant contribution to the peace and prosperity of the 
Asia-Pacific region. Latest available figures indicate that Japan con- 
tributed more than half of the total ODA received by the Philippines 
in 1991, with the United States ranking second (accounting for 22 
percent). Japan's ODA to the Philippines increased from $459 million 
in 1991 to $1,030 million in 1992, an increase of 125 percent. The Japa- 
nese Government provided P29 billion (equivalent to US$ 1.16 bil- 
lion at exchange rate of US$ 1 = M5) in ODA for thirteen infrastruc- 
ture and industrial development projects in 1993. At the top of the 
list is P13.23 billion for the Light Railway Transit line for Metro 
Manila. It may be noted that Japan in 1989 hosted a consultative 
group meeting for the launching of the Multilateral Assistance Ini- 
tiative (MAI), known as the Philippine Assistance Program (PAP). The 
pledging session was attended by twenty-six donor countries and 
multilateral agencies which made commitments to contribute to the 
PAP. Japan has pledged the biggest amount of assistance at the last 
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RP-JAPAN RELATIONSHIP AT A GLANCE 
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three meetings. In July 1994, the nineteenth yen loan package of $1.5 
billion was pledged by Japan. The Philippine Government has 
proposed twenty-four projects worth M0.6 billion for inclusion in the 
twentieth yen loan package to be financed by ODA of Japan. 

Over the past years, Japan has continuously diversified its aid 
modalities in order to respond more effectively to the specific needs 
of Philippine socioeconomic development. Japan's yen loans have 
been extensively provided as an important part of its ODA, which is 
supplemented by grant aid and technical assistance. Japan's aid pro- 
gram covers a wide range of areas, including debt relief, environ- 
mental protection, education, emergency relief, rural development, 
poverty reduction, improvement of infrastructure, and promotion of 
export-oriented industries. For instance, the Japanese Government has 
provided a total of $213 million as humanitarian assistance for North- 
em and Central Luzon which were devastated by the eruption of 
Mt. Pinatubo. Japan also provided significant support to the coun- 
try's programs of building power plants and establishing networks 
of transportation and telecommunications. The improvement of in- 
frastructure in turn has paved the way for an increased inflow of 
foreign investment into the Philippines. 

Especially noteworthy among Japan's ODA projects is the electric 
power project. Power shortage is one of the most crucial problems 
faced by the Philippines in 1991-93 and the Japanese Government 
has made its best efforts in this area. In 1992, the Japanese Govern- 
ment took a series of emergency measures including extension of an 
$80 million loan to the second Bataan Combined Cycle Project, the 
pledge of a loan of $50.9 million to the environmental equipment of 
Calaca I Coal-Fired Thermal NPC Plant, the pledge of additional 
financing of $30.4 million to the Palinpinon I1 Project and the dis- 
patch of a power plant rehabilitation mission. It may be noted 
that such concentration of Japanese assistance in a specific project 
is unprecedented. 

In the future, Japan is expected to continue to extend its financial 
and technological assistance to the Philippines to help the country 
develop its economy and society. As has been the case in many 
ASEAN countries, Japan's aid to this country will contribute to its 
economic take-off. At the same time, the importance of the Philip- 
pines' own efforts toward this end must be underscored. I t  is b e  
lieved that greater self-reliance on the part of the Filipino people 
could serve as tho basis for the country's sustained development. 
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Future Directions of RP-Japan Economic Cooperation 

Most economists share an optimistic outlook for the Asia-Pacific 
region in the coming decade. They believe that the twenty-first cen- 
tury will be the Asia-Pacific century. This means a shift of the world's 
center of economic activity away from the two coasts of the Atlantic 
to the two coasts of the Pacific. This prediction is now widely 
accepted and, indeed, many people believe that the Asia-Pacific 
century has already started. 

In recent years, the economies in this region have demonstrated great 
dynamism. Overall growth of the developing Asian countries averaged 
75 percent in 1993, and the economic prospects look bright for many 
years to come. Real GDP growth in these countries is projected to 
exceed 7 percent per annum in 1994 and 1995. One of the important 
factors contributing to the continued strong performance of the de- 
veloping Asian countries has been the continuous and fast increase 
in intra-regional trade and investment, which reduced the region's 
vulnerability to any adverse international economic environment. 
Another factor has been the prudent domestic policies adopted by 
these countries. Many of the developing Asian countries are carry- 
ing out major economic adjustments and reforms. The Newly Indus- 
trializing Economies (NIEs) (Republic of China, Hong Kong, Repub- 
lic of Korea and Singapore), together with Thailand and Malaysia 
have adopted outward-looking trade and investment policies. Their 
export-led economic growth in the past years has been supported by: 
increased intra-regional trade, increased intra-regional investment; 
increased degree of complementarity among the countries of the re- 
gion in their industrial production and economic diversification, and 
increased opportunities for greater regional economic cooperation. 

As an economy in the Asia-Pacific region, the Philippines is ex- 
pected to take advantage of these new developments and achieve a 
higher rate of economic growth in the future. However, to realize 
these objectives will require a close economic tie between the Philip 
pines and Japan. New forms of economic cooperation between the 
two countries in both trade and investment must be developed. They 
arc briefly discussed below. 

First of all, Japan has been and will be playing a lead role in 
promoting complementarity in industrial production among the 
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countries of the Asian Pacific region. This development can be illus- 
trated by the "flying geese" pattern of development. We can envis- 
age a group of countries in this region flying together in tiers, ac- 
cording to the stage of economic development achieved in different 
countries. The leader is Japan, followed by the Asian NIEs. Of the 
ASEAN countries, Malaysia and Thailand fly closer to the NIEs than 
the Philippines and Indonesia. South Asian countries fall far behind 
the others (see Figure). Opportunity and scope for horizontal divi- 
sion of labor exists among these Asian countries. In the past, the 
countries in the higher tier moved their less competitive industries 
to the next tier or a lower tier of countries when comparative ad- 
vantage changed in such a way that it was no longer profitable for 
the higher tier economies to engage in the production of these less 
competitive industries. The division of labor is not only horizontal 
in such a way that the entire industrial product is passed on, but 
also vertical in the sense that subprocesses may be passed on to 
other countries in the production of a particular product. 

Flying Geese 

/' Jwan / 
/- 

/ Korea / - ',/ialwan, ROC,,/ 

/F~ndonena /" 
' India /" 

,,/ P,l, / 
,/ Vier Nam ,,,'/ 
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In the past years, Japanese firms tried to phase out their tradi- 
tional industries and move into new high-tech industries. On the 
other hand, the Philippines, at an earlier stage of development, has 
accorded the highest priority to the development of new industries. 
The transfer of declining industries such as chemicals and electron- 
ics from Japan to the Philippines is beneficial to both countries, for 
it enables the Philippines to establish new industries at low cost. It 
also promotes industrial production and exportation of manufactured 
goods, thus paving the way for export-led growth in the Philippines. 
This is called "complementarity in development." 

Acceleration of Japanese Investments 

The Philippines has relatively rich natural resources, abundant and 
cheap labor and a reasonably welldeveloped institutional framework. 
The country offers potent comparative advantages in many sectors 
for foreign direct investment. Unfortunately, Japanese companies in 
the past chose to invest in other ASEAN countries and by-pass the 
Philippines mainly because of political instability and recumng eco- 
nomic crises. The Philippines received the second lowest Japanese 
investment, next to Brunei. According to the official statistics of Japan, 
total Japanese investment in the Philippines was $160 million in 1992, 
accounting for only 4 percent of its investment in ASEAN countries. 
During the same year, Japanese investments in Indonesia and Malaysia 
accounted for 43 p e m t  and 18 percent of the total, respectively. 

The fact that the Philippines has not developed as fast as it could, 
and the country has not received as much Japanese investments as 
her ASEAN neighbors, implies that a substantial portion of her la- 
tent potential has remained unexploited and her absorptive capacity 
for foreign direct investment is still large. It is possible for the Philip 
pines to absorb Japanese investment of about $500-$700 million a 
year, the same level received by Thailand and Malaysia from Japan 
in 1993. 

With various positive policy measures taken by the Ramos Ad- 
ministration since June 1992, a climate more conducive to investment 
is clearly emerging. Political stability has been achieved and prudent 
macroeconomic policies have been formulated for implementation. 
However, in the future, China and Vietnam will pose keen competi- 
tion for foreign direct investment. The Philippines must therefore 
exert greater efforts to attract a higher level of Japanese investment. 
These efforts should include: a stable and adequate supply of 
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electricity, a better transport and communication infrastructure, the 
restoration of peace and order to free foreign investors from the threat 
of organized crime; the liberalization of restrictions on foreign invest- 
ment including an increase in foreign ownership ratio; the establish- 
ment of a sound management-labor relationship to attain industrial 
harmony; and the provision of various incentives. 

In identifying the investment opportunities that are most promis- 
ing for Japanese investment, the resourceM, labor-intensive export- 
oriented industries outside Metro Manila would seem to offer the best 
potential for production and export. They include ago-based export 
processing, metal processing, leather goods, footwear, furniture rnanu- 
facturing, chemicals, electronics and appliances, plastics and rubber 
products. Other areas that have relatively good prospects are garments, 
food processing, gfb and houseware. Apart from investment in export- 
oriented industries, the Philippines also offers quite a few custom- 
tailored investment programs, including Build-Operate-Transfer (BOT) 
schemes for infrastructure, power generation and telecommunication 
projects, and the privatization of government corporations. 

Technology Transfer 

Recognizing the importance of technology as one of the most 
important determinants of economic growth and development, the 
Philippines has tried to catch up with the industrial countries in the 
level of technology in the past years. However, its efforts have been 
constrained by the shortage of skilled and technical manpower, and 
limitation of financial resources. 

Japan, being the leader of advanced technology, has become the 
major provider of technology for the Asian NIEs, Malaysia, Thailand 
and Indonesia in recent years. The Philippines, as a "late comer" is 
anxious to import Japanese technology, which is cheaper, more reli- 
able and predictable. However, the Philippines is facing the challenge 
of how to enhance its capacity to absorb new and advanced tech- 
nology, and make modifications and adoptions to suit its economic 
conditions. To assist the Philippines to overcome these difficulties, 
the Japanese Government could provide technical assistance grants 
for technology capacity building and the training of professional and 
technical manpower. Japanese firms should be encouraged to trans- 
fer modem equipment and production technology, particularly labor- 
intensive manufacturing technologies, to the Philippines through 
direct foreign investment. 
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Improved Access to Japaacsc Market 

Japan is an exporter of capital goods and manufactured products, 
and an importer of raw materials. On the other hand, the Philippines 
exports primary commodities and light manufactured goods, and 
imports capital equipment to improve its productive capacity for in- 
dustrial production. Judging from the composition of trading com- 
modities, Japan and the Philippines are complementary to each othqr 
in foreign trade. 

From 1985 to 1992, the Philippine's exports to Japan doubled, but 
total Philippine imports from Japan more than quadrupled. In other 
words the Philippine's imports from Japan grew faster than its ex- 
ports to Japan. Consequently, the Philippines' dependence on imports 
from Japan increased while its reliance on Japan as an export-mar- 
ket declined. There is thus an urgent need for the Philippines to ex- 
pand its exports to Japan, but this is an extremely difficult task. De- 
spite the Japanese import liberalization measures and the gradual 
increase in the share of non-traditional products in Philippine exports, 
Philippine products were not able to penetrate the vast Japanese 
market successfully. This is perhaps due to the fact that Japanese 
import liberalization measures were undertaken mainly to benefit the 
United States and its trading partners in the European Union. De 
veloping countries including the Philippines benefited only inciden- 
tally. Tariffs on most agricultural and forest products, which affect 
developing countries' exports to Japan, remained relatively high. It 
is internationally recognized that more than the tariff barriers, the 
nontariff baniers in Japan-the nontransparency of regulations, health 
inspection procedures and the system of distribution-block impor- 
tation from foreign countries. Hence, a change in Japan's protection- 
ist altitude towards its agriculture sector through the reduction of 
nontariff bamers may improve the access of Philippine agricultural 
products to the Japanese market. To promote exports of manufac- 
tured goods to Japan, with the help of Japanese invested firms, the 
Philippines must diversify its nontraditional products and design 
them to meet the specific requirements of the Japanese market. 
Moreover, the Philippine Government should conduct policy dialogue 
with the hpanese authorities to seek special concessions under the 
General Systems of Procedures (CSP). 
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Aid for Poverty Redualon and Environmental Protection 

In the past years, Japan's ODA to the Philippines has been concen- 
trated in energy and infrastructure projects such as power generation, 
roads, bridges, airports, ports and telecommunications. The Japanese 
Govenunent has indicated that it would like the Philippines to chan- 
nel its ODA to' power and productive projects in the future. Further- 
more, attention should be given to such issues as social and regional 
equity, human resource development and environmental conserva- 
tion. There is no doubt that an adequate supply of power at reason- 
able rates, is a basic requirement for industrialization. The continua- 
tion of Japanese assistance to power projects would therefore further 
assist the Philippines in its drive for increased productivity. 

To respond to the Japanese suggestion concerning the use of its 
ODA, a new area of priority must be social development, human re- 
sources development, and environmental protection including edu- 
cation, public health, nutrition, water supply, low-cost housing, family 
planning and reforestation all of which have a relatively low finan- 
cial rate of return but high social and economic benefits. However, 
the shift in the emphasis of Japanese assistance to the Philippines 
from physical infrastructure projects to basic human needs would 
mean that the Philippines could no longer depend on huge amounts 
of cheap loans from its main donor to build roads, bridges, ports 
and a telecommunications system. 

Japan's Role in Philippines 2000 

The GDP growth of the Philippines was estimated at 2.0 percent 
in 1993. The economic recovery occurred despite a severe power 
shortage for most of the year. Real GDP growth was estimated at 
about 5 percent in 1994. Higher investor confidence, reduced infla- 
tionary pressure and lower real interest rates stimulated growth in 
private investment and public construction. The progress made in 
1994 should provide a firm basis for a more rapid economic expan- 
sion in the coming years. 

According to the Medium-term Philippine Development Plan, 
1993-98, the Philippines has set the following development targets: 
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I. GNP in real terms should grow at an average of 7.5 percent over 
the plan period, with growth accelerating from 4.5 percent in 1994 
to 10 percent by 1998; 

2. Per capita GNP should increase at an average annual rate of 5.4 
percent to reach $1,000 by 1998; 

3. The proportion of families living in poverty is expected to 
decline from 40.7 percent in 1991 to 30 percent by 1998; 

4. Inflation should not average more than 6.3 percent annually; 
declining from 7 5  percent in 1993 to 5.5 percent by 1998; and 

5. Jobs generated should average 1.2 million annually over the plan 
period. The unemployment rate should decline from 103 percent 
in 1993 to 6.6 percent by 1998. 

The major sources of economic growth should be increases in in- 
vestments and exports, which are targeted to grow at doubledigit 
rates. Investment should rise from 22.7 per cent of GDP in 1993 to 
30.5 percent by 1998, with the private sector providing the bulk. Total 
exports will grow by an average of 15.3 percent, rising from $11 bil- 
lion in 1993 to $23 billion by 1998. Total imports will increase by 
12.9 percent per annum, increasing from $18 million in 1993 to $29 
billion by 1998. 

In short, under the current Philippine development plan 1993-98, 
the Philippines aims at achieving economic growth, price stability and 
social equity simultaneously. The ultimate objective is to achieve a 
newly industrializing country (NIC) status by the year 2000. 

Conclusion 

The Philippines is now at the stage of pre-take off. To accelerate 
growth and development, a self-help effort towards economic self- 
reliance is necessary and important. The country must mobilize more 
domestic resources for development investment. However, with low 
per capita income and a limited capacity for saving, it is impossible 
for the Philippines to increase its domestic savings significantly in a 
short period of time. Foreign savings (in the forms of grants, loans 
and foreign direct investments) are required to supplement domcs- 
tic savings for investment in order to achieve a higher rate of eco- 
nomic growth than can be afforded by domestic resources alone. 
Moreover, the Philippines wants to reduce its current account deficit 
to a more ma&igeable Ievel through continuous expansion of exports. 
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However, the prevailing trade protectionist measures and barriers in 
industrial countries make balance of payments adjustment difficult 
in the Philippines. 

Considering the differences between Japan and the Philippines in 
their stages of development and their international comparative ad- 
vantage, there is considerable scope for economic cooperation be- 
tween the two countries with respect to trade, investment, aid and 
technology. Japan's role as a development partner can be expressed 
as a policy advisor, a source of capital, a supplier of technology, and 
a market for Philippine products. With continuing financial support 
and direct investment from Japan, the Philippines may be expected 
to accelerate its economic recovery and achieve sustainable growth 
in the medium-tern. 
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