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ABSTRACT

ALVIOLA, PEDRO A. IV. University of the Philippines, Diliman. March, 1997.
Trade and Exchange Rate Impacts on the Philippine Fisheries Sector.

Adviser: Dr. Ramon C. Clarete

The fisheries industry is one of the most important sectors in the Philippine economy. Next
to agriculture, the industry is a major source of foreign exchange, emplovment and sustenance.
However a major determinant of efficiency and long-term sustainability is the existing policy
environment regime. The types of intervention present within the economy affects the allocation of
resources. In fact, sectoral and economywide policies have direct and indirect impacts on industries
such as the fisheries. Thus, the study was conducted to determine what are the existing government
policies that affect the sector and their likely impacts.

The study has utilized the Krueger, Schiff and Valdez (KSV, 1988) approach to asses the
impact of government policies on the fisheries sector. This methodology decomposes the total
nominal protection rate into direct and indirect protection rates. The former is the impact of sector-
specific policies such as tariff, export tax measures and the like. The latter is the consequence of
the economywide policies as highlighted by the distortion in the exchange rate.

The KSV measure for the direct protection rate is a net estimate of the effects of both
sectoral and economywide measures. In order to understand better how these two measures interact
with each other, this study decomposed the KSV’s direct nominal protection rate, designated as
nprD, into its corresponding components: the traditional nominal protection rate denoted as NPRd
and a term that is a product of NPRd and KSV’s NPRi (or D*I) . The interaction term reflects the
interaction of these two types of policy measures. Specifically KSV’s nprD is the sum of NPRd
and D*I or equivalently is equal NPRd (1+NPRi).

With this slight modification, the study has two important features: 1) it retains the
original definition of the direct nominal protection rate, and 2) it has explicitly derived an
interaction term that has several economic implications. The shight refinement in the KSV approach
highlighted the following possible scenarios. Case 1 was a situation where both sectoral and
economywide policies convey protection. Case 2, on the other hand was when both policies provide
penalty, and case 3 was when the sectoral policies provide protection while the economywide
policies convey penalty. In all three cases, the interaction effect produced non-trivial results. In
case 1, the interaction effect exacerbated the total protection afforded by both policies. However, in
case 2, the interaction effect mitigated the total penalty. Case 3, on the other hand saw a
reinforcing effect made by the interaction term in the penalty provided by the indirect policies. This
has likewise reduced the protection placed by the sectoral policies. In both approaches, however.
the total nominal protection rate did not change. The main difference between the two approaches,
is a decomposed direct nominal protection rate that was present in the modified version.

Empirical results generated by both KSV and modified KSV show that the Philippines had
used a wide variety of intervention policies. Among these, are trade, subsidies, incentives.



investment and infrastructure policies. Similarly, the exchange rate and overall protection system
had also been identified as equally distorting policies.

Because of these interventions, sectoral impact estimates in both approaches demonstrated
that all the remaining fish commodities were penalized except for tilapia and canned tuna. Due to
the exchange rate distortion, the penalty exhibited in tuna, mackerel, milkfish, shrimps and prawns
was exacerbated. This has also reduced the protection levels for tilapia and canned tuna. On the
other hand, interaction results in the modified KSV version showed that tuna, mackerel, milkfish,

shrimps and prawns commodities displayed the case 2 scenario while tilapia and canned tuna
exhibited the case 3 scenario.

Hence, the study’s findings recommended four major policy reforms. These are trade
policy reforms, liberalized exchange rate regimes, removal of price subsidies, and policies designed
to increase private sector participation.



TABLE OF CONTENTS

1.0 Introduction
1.1 Background of the study
1.2 Objectives, and structure of the study

2.0 Recent trends in the production and export performance
of the fisheries industry

2.1 Overview of the Philippine fisheries sector
2.2 Philippine fisheries subsectors

2.3 Philippine export fisheries performance
2.4 Constraints affecting the fisheries sector
2.5 Market prospects

3.0 Selected past studies dealing with the impact of government policies
on sectoral incentive structures

3.1 Industrial and agricultural protection in developed countries
3.2 Structure of protection in developing countries (Philippine Case)

4.0 Measuring the impacts of government policies:
A research methodology

4.1 Concept of nominal protection rates
4.2 Krueger, Schiff, and Valdez approach
4.3 Modified KSV approach

4.4 Estimation of relevant parameters

4.5 Sources of data

13

17

17

17

21

26

34



5.0 Impact of government policies on the Philippine fisheries sector
5.1Past and present policies affecting the industry
5.2 Impact of government policies: Some empirical estimates
5.2.1 KSV approach estimates
5.2.2 Modified KSV estimates
5.3 Summary of empirical findings
6.0 Summary, conclusions and recommendations
References
Tables

Appendix Tables



LIST OF TABLES

TABLE TITLE
2.1 Fish production by subsector, Philippines, 1985-1995
22 Gross value added in agriculture, fishery and

forestry, 1980-1995

23 Commercial fish production: Fish landed by region,
Philippines, 1985-1995

24 Municipal fish production: Fish landed by region,
Philippines, 1985-1995

25 Aquaculture fish production: Fish landed by region,
Philippines, 1985-1995

2.6 Trade balance of Philippine fisheries sector, 1984-1995
2.7 Structure of exports in the Philippine fisheries sector, 1984-1995
2.8 Export direction of fish commodities from the

Philippines, 1990-1995

29 Major Philippine fishery exports to US, by
commodity, 1985-1995

2.10 Major Philippine fishery exports to EC, by
commodity, 1985-1995

2.11 Major Philippine fishery exports to Japan, by
commodity, 1985-1995

5.1 Direct, indirect and total nominal protection rates for
fresh/chilled Tuna, 1980-1994

52 Direct, indirect and total nominal protection rates for
fresh/chilled Mackerel, 1980-1992

(9]
(8]

Direct, indirect and total nominal protection rates for
fresh/chilled Tilapia, 1989-1994



5.4

5.7

5.8

Direct, indirect and total nominal protection rates for
fresh/chilled Milkfish, 1980-1994

Direct, indirect and total nominal protection rates for
fresh/chilled Shrimps, 1984-1994

Direct. indirect and total nominal protection rates for
fresh/chilled Prawns, 1985-1994

Direct, indirect and total nominal protection rates for
fresh/chilled Canned Tuna, 1980-1994

Nominal and free trade and external balance exchange rate and
peso overvaluation, 1980-1994



LIST OF APPENDIX TABLES

TABLE TITLE

1 Tabular estimates of the free trade equilibrium exchange rate
using the elasticities approach. 1980-1994

o

Tabular estimates of equilibrium non-agricultural price index
(Pna*), 1980-1994

3 Tabular estimates of direct, indirect and total nominal
protection rate for tuna, using the KSV and modified KSV
approaches, 1980-1994

4 Tabular estimates of direct, indirect and total nominal
protection rate for mackerel, using the KSV and modified KSV
approaches, 1980-1992

5 Tabular Estimates of direct, indirect and total nominal
protection rate for tilapia, using the KSV and modified KSV
approaches, 1989-1994

6 Tabular estimates of direct, indirect and total nominal
protection rate for milkfish, using the KSV and modified KSV
approaches, 1980-1994

7 Tabular estimates of direct, indirect and total nominal
protection rate for shrimps, using the KSV and modified KSV
approaches, 1984-1994

8 Tabular estimates of direct, indirect and total nominal
protection rate for Prawns, using the KSV and modified KSV
approaches, 1985-1994

9 Tabular estimates of direct, indirect and total nominal
protection rate for canned tuna, using the KSV and modified KSV
approaches, 1980-1994



1.0 INTRODUCTION

1.1 Background of the Study

The fisheries industry is considered as one of the most important sectors in the
economy. The sector generates substantial foreign exchange revenues by exporting high
value fish commodities. Apart from its revenue contribution, the sector also provides
employment in activities such as fish processing, fish input production and others.
Moreover, it is also a significant protein source.

However, recent studies have shown that a major determinant of long-term growth
and sustainability is the type of policy environment that is present in the economy.
Macropolicies such as trade, exchange rate, fiscal and monetary policies have direct and
indirect effects on a sector such as the fisheries industry. Unfortunately, little is known
about how thes:‘e policies affect the industry. More specifically, information, on the
directional as well as magnitudinal policy impacts had been non-existent. Likewise, past
studies have shown that intervention policies form a major factor in opening the policy
environment to distortions and inefficiencies.

The task of quantifying and measuring these distortionary impacts had been
relegated to the use of Nominal and Effective Protection Rates (NPR and EPR). These
measures indicate the degree of protection or penalty afforded to a particular sector or
commodity. Of all the price comparison methodologies available in the literature, the
methodology developed by Krueger, Schiff and Valdez (1988) is the most comprehensive.
The approach encompasses the effects of both sectoral and economywide policies on a

particular sector or commodity.




