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war w i t h i r ,   t h r  pre8rrm p r o j r o t i o n *  Ihr p o l l o y  l n t r n t i o n r  w i t h  r r l a r d  t o  
r t r u a t u r a l   r e f o r m  warm i m p l m r n t r d  (an d r r a r l b r d  brlow). 

T h r   p o l i a l r r   f o l l o w r d  by thr   au thoCi : i88  a t r  r r v i r w r d  i n  8 r r a tmr  
d r t r i l  bmluw, mainly I n  rr lr t lon t o  proatam intantionre 

a *  

The  ouc turn  of t h r   N a t i o n a l   O o v r r m r n t   b u d l r t   f a l l   r u b r t a n t i r l ~ y  
r h o r t  of t h r   r x p a c t a t i o n r   u n d r r l y i n 8   b o t h   t h r   o t i 8 i n a l   a n d   t h r   t r v i r r d  pro- 
arm.  A t  t h r  timr of t h o   c i d - t a m  rrvirw, t h a   p r o j r c t r d   o v r r r l l   d r f i c i t  
had b o r n   r r i r r d  from P 4.2 b i l l i o n  (1.3 par c a n t  of ONP) t o  9 .1  b i l l i o n  
( 2 . 9  par cant)  to  trkr rcaounc of a d d i t i o n a l   b u d l r t a r y   r x p r n d i t u r o r ,   y r t  
t h r  o r i l ina l  r w r n u a  rrtlmrtrr had bran r r t a i n e d ,   d r r p i t r  a c o n r i d r r r b l r  
r a v r n u r   r h o t t f a l l  i n  t h r   f i r r t   f i v r   m o n t h r  of t h r  y a w  (Tab10 3 ) .  Tha 
l a t r r t  rltir&atrr, ba r rd  on 11 monthr d a t a ,  rhow rn ovrtrll d a f i c i t  of 
? 11.9 b i l l i o n  (3.9 p a r   c a n t  of ON?). Thr incrrarr i n  t h r   o v r r a l l  
drficit compr r rd   w i th   t h r  rovirrd p r o a r m  war r n t l r r l y  duo to  rrvrnua 
r h o r t f a l ~ r ,   t o t a l l i ~  P 5.8 b i l l i o n ,   t h a t   o c c u r r r d   i n  a l l  t h r  major tax 
Catr#OriO8  and i n   n o n t a x   t a v r n u r .  Total ravanur  war o n l y   r l i a h t l y   h i s h r r  
t h a n   i n  1980, w i t h  t a x   r r v a n u a   r i r i n a  by o n l y  4 por c a n t  an4 non tu t  
rmvrnur   dpc l in inp   mmrgina l ly .   Racr ip t r   f rom  taxre  on i n t a r n a t i o n a l  t tada  
d r c l i n a d ,  w1,!10 t h r   g r o w t h  of d a m o r t i c a l l y   b a r a d  tu r e c r i p t r   r l o w r d  down 
markrdly.  Thrrr r a v a n u e   d a v r l o p m r n t r   c o u l d   n o t   b r   a t t r l b u t r d  t o  d i r c r r -  
t i o n a r y  mrarurrr. Accordin8 t o   o f f i c i a l   r r t i m a t a r ,  a 1088 of r rv rnuo  
from d i r c t a t i o n r r y   m m a r u r a r ,   o u c h  am an i n c r r a r r   i n   p r r r c n a l   i n c o m r   t a x  
e x r m p t i o n r ,   r u r p r n r i o n  of cer ta in  a p o r t  d u t i a r ,  a n d   t a r i f f   r a d u c t i o n r ,  
war o f f r r t  by r r v e n u r  goinr f r o m   o t h a r   d i r c r r t i o n a r y   m r a r u r r r ,   i n c l u d i n g  
t h r  p r o v i r i o n r  of a tax u n n r r t y  i n  S a p t a n b e t  198L. The a u t h o r i t i e r   r t a t a d  
t h a t   t h e r e  wae no accumula t ion  of t a x  arrearr,  r x c r p t  for f 500 m i l l i o n  
i n  i m p o r t   d u t i a r  owrd  by t h r   P h i l i p p i n a   N a t i o n a l  O i l  Company. Thur ,   t ho  
poor  revanur  parformancr  murt be a t t r l b u t r d   m a i n l y   t o   t h e   d e p r r r r e d  
rconomic   condi t ione   and   to  a r h a r p   d e c l i n e   i n   t h e  income a l a e t l c i t y   o f  
tax r e v r n u e ,   r e f l e c t i n g   p r o b l e m r  of tax a d m i n i a t r a t i o n .  

B u d g e t a r y   e x p e n d i   t u r e   p o l i c i a r   i n  1981 were i n f l u e n c e d  by the die-  
t u p t i o n  of f i n a n c i a l   m a r k e t r   a n d  the s lovcr- than-expected  pace of economic 
a c t i v i t y .  To a s s i e t   i n  t h e  r e h a b i l i t a t i o n  o f   d i e t r e o n e d   e n t e r p r i e e e ,  t h e  
Government  etepped  up s h a r p l y  i t a   e q u i t y   c o n t r i b u t i o n e   a n d   l e n d i n g   a n d ,  
i n  an e f f o r t  to compensa te   fo r   dep res sed   p r iva t e   i nves tmen t ,  accelerated 
the   imp lemen ta t ion  of t h e   i n f r e e t r u c t u r e   p r o g r a m .   H o w e v e r ,   i n   t h e  second 
h a l f - y e a r ,  a s  t h e  r e v e n u e   s h o r t f a l l s   c o n t i n u e d  t o  i n c r e a s e ,   d r a s t i c  
economy  meaeuree were imposed on c u r r e n t   e x p e n d i t u r e s  i n  order t o  c o n t a i n  
the   widening   budget  d e f i c l t :  these  included  postponement  of maintenance 
e x p e n d i t u r e s ,   f r e e z i n g  of new s t a f f   p o s i t i o n s ,   a n d   c u t b a c k s   i n   f e r t i l i z e r  
s u b s i d y  payments  and  aid to  l o c a l   g o v e r n m e n t s .   I n   a d d i t i o n ,  t h e  s a l a ry  
adjustment  announced ear l ie r  i n  t h e  year was o n l y  p a r t i a l l y  implemented- 
Thus ,  w h i l e  c a p i t a l   e x p e n d i t u r e s   t u r n e d   o u t  to  be P 3.0 b i l l i o n  h i g h e r  
t h a n   i n  t h e  r ev i sed   p rog ram,   cu r ren t  expendi tures  were P 6.0 b i l l i o n  l o u e ~  
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Thr r t r f f  tram rxpr r rnnd   concr rn  a t  t h r   d r c l i n r  i n  t h r  ratio of tax 
revrnua   to  G N P ,  from 11.5 par cent i n  1980 t o  10.4 par c a n t  i n  1981, and 
t h e  r r r o c i a l r d  @harp axpannion of t h e   o v a r a l l   d e f i c i t .  Thr a u t h o r i t i r r  
r r rpondrd  that i n  the conttixt of t h r   r l u a ~ i r h  economy, the rxprndrd 
b u d g r t   d a f i c i t   r e f l a c t a d  an rppropriatr  f i r c r l   p o l i c y   r t a n c r ;  i n  pa r t i cu -  
l a r ,  r incr n a t   c r o d i t   u r r  by . \ e   p u 5 l i c   r a c t o r  war w i t h i n   t h r  program 
p r o j a c t i o n ,   f i n a n c i n e   t h o   u n l r r g r d   d r f i c i t   c o u l d   n o t   h a v r   r r r u l t r d  i n  a 
crowding-out of p r i v a t a   r a c t o r   i n v a r t m a n t .  They a l r o   a m p h a r i s r d   t h a t  a 
r u b r t a n t i r l   p a r t  of t h e   d e f i c i t   r r f l r c t e d   g o v e r n m e n t   l a n d i n g   t o   t h e  
p r i v a t e   r o c t o r .  

b. Crad i t  p o l i e  

The e v o l u t i o n  o f  c l i t  po l i cy  in 1981 war in f luenced  by the   au thor -  
i t i e r '   d e c i r i o n  t o  rccomoodata a r i g n i f i c a n t l y   g r e a t e r   n e t   c r e d l t  ura by 
t h e   p u b l i c   r e c t o r ,   p a r t i c ~ l a r l )   t h e   N a t i o n a l   G o v e r n m e n t ,   t h a n   i n   p r e v i o u r  
years, and t o  coun ta r   t ho  f l w c l a l  d i f f i c u l t i s 6  of nonbank f i n a n c i a l  
i n s t i t u t i o n 8  and c e r t a i n  m l j  1 1  Limo r e s u l t i n g  from t he   con f idence  criris  
and   r luga i rh   economic   ac t iv j  c y  Of t he   expanr ion  of n e t   d o m e s t i c   a a r e t r  
of the  banking aystem, 37 p e t   c e n t   r e f l e c t e d   n e t   c r e d i t  use by t h e   p u b l i c  
s ec to r ,   and  22 per c e n t ,   C e n t r a l  Bank c r e d i t   f o r   t h e   f i n a n c i a l   r e s c u e  
operat ion.   Moreover ,   the  increase i n   n e t   c r e d i t   t o  the p u b l i c   s e c t o r  was 
equ iva len t  t o  52 per   cen t  of t h e   e x p a n s i o n   i n   t o t a l   l i q u i d i t y   i n   1 9 8 1 ,  com- 
pared   wi th   an   average  of 1 4  p e r   c e n t   f o r   t h e   y e a r s  1979-80. In   r e sponse  
t o   t h e   s t a f f   t e a m ' s   c o n c e r n   a b o u t   t h i s   d e v e l o p m e n t ,   t h e   a u t h o r i t i e s   s t a t e d  
t h a t   t h e   d i s t r i b u t i o n  of c r e d i t   b e t w e e n   t h e   p u b l i c  and p r i v a t e   s e c t o r s  
r e f l ec t ed   t he   weakness   o f   p r iva t e  demand and  the  compensatory  expansion 
of publ i s   inves tment ;   the  la t ter ,  r a t h e r   t h a n   c o n s t r a i n i n g   p r i v a t e   s e c t o r  
a c t i v i t y ,  had  been  support ive of i t .  

A t  t he  mid-:em review,   the  end-1981  net  domestic asset c e i l i n g  was 
r a i s e d  by P 3.4 b i l l i o n ,  or 3.8 per cen t .   I n   t he   even t ,   however ,   t h i s  
c e i l i n g  was  exceeded by P 1.1 b i l l i o n   o r  1.2 p e r   c e n t  (Tab le  4). The 
a u t h o r i t i e s   e x p l a i n e d   t h a t   t h e   c o n t i n u i n g   r e p e r c u s s i o n s  of t h e   f i n a n c i a l  
c r i s i s  had made i t  i m p e r a t i v e   t o   i n c r e a s e   C e n t r a l  Bank f inanc ing  of t h e  
r e s c u e   o p e r a t i o n   t o  P 3.3 b i l l i o n  from  the P 1.5 b i l l i o n   e n v i s a g e d  
a t  mid-year.  Thus, t h e   i n c r e a s e   i n   s u c h   f i n a n c i n g  more than  accounted 
for t he   excess  of n e t   d o m e s t i c   a s s e t   e x p a n s i o n   o v e r   t h e  December c e i l i n g .  
In  response t o  q u e s t i o n s   f r o m   t h e   s t a f f  team as t o  why o f f s e t t i n g   m e a s u r e s  
of c r e d i t   r e s t r a i n t  were  not  used, the  a u t h o r i t i e s   r e p l i e d  t h a t  t h e  
unexpectedly  s3uggish ecclnomy, as  well as t he   poss ib l e   dange r s  t o  f inan-  
c i a l l y   t r o u b l e d  firms 0' c r e d i t   t i g l l t e n i n g ,  precluded such  use.  

The average  Central  Bonk r e d i s c o u n t   r a t e  on outs tanding   loans  
i n c r e a s e d   t o  7.8 p e r   c e n t   i n   t h e   f o u r t h   q u a r t e r  of 1981, from 5.6 per  
c e n t   i n   t h e  same q u a r t e r  of 1980. F u r t h e r ,  t h e  C e n t r a l  Bank removed the 
r e m a i n i n g   c e i l i n g   o n   i n t e r e s t  rates on savings  and  t ime  deposi ts   wi th a 
matur i ty  of two y e a r s   o r  less. The impact of t h i s   a c t i o n   o n   d e p o s i t  
r a t e s  was p a r t i a l l y   n u l l i f i e d ,  however, by e f f o r t s  by the  Bankers  Associa- 
t i o n  to  ho ld   t hese  rates a t  t he  p r e v a i l i n g  9 p e r  c e n t   l e v e l ,   p e r h a p s  
because of b a n k e r s '   r e i u c t a n c e   t o   a c t i v e l y   c o m p e t e  for d e p o s i t s   i n   t h e  
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fecr of t h r   c o n t i n u i n g  i n t r r r r t  rata c r i l i n a  on loanr  of ono year or 
Lerr.  Howrvrr, f o r  monry markrt i n r t r u m r n t a ,   t h r   w r i a h t r d  rvrrapr i n t e r a r t  
r a t e  roar t o  an annual r v r r r a r  of 15.8 prr crnt i n  1981  from 13.3 par  cant 
i n  1980, rr f l re t  ing p r i m a r i l y   h i a h o r  i n t r r r r t  r r t r r  i n   t h r   i n t r r b a n k  mrr- 
ka t  and f o r  Canteal Bank C r r t i f i c r t r r  of I n d r b t r d n r r r  (CBCIr). Nrvrrthr- 
h r s ,  dur ing  rport of 1981 ar i n  1 9 8 0 ,   n o m i n a l   i n t r r r r t  rrtrr f o r   t h r r r  
i n r t r u m a n t r   t r m a i n r d  balow f o t a i g n  intrr r r t  r a t e r  (Char t  3 ) .  With t h r  
lower i n f l a t i o n  r a t a ,  trail intrrrrt rater roma from n r g a t i v r  3-4 per cent  
i n  1980 t G  p o r i t i v r  3-4 p a r  cant  i n  1981  (Chart  4). 

S t r u c t u r a l   r e f o r m  of t h e   f i n a n c i a l   r e c t o r   c o n t i n u e d  i n  1981 and war 
supplrmentad by mearur r r  t o  r n h a n c r   t h e   r f f r c t i v o n r r r   o f   m o n e t a r y  policy.  
Regu la t ion r   and   p rocedure r   gove rn ing   t h r  i r r u n c e  of commercial paper- 
a f a c t o r  i n  t h e   f i n a n c i a l   c r i r i r - u e r r   t i g h t r n r d ;   p r o g r r r r  war madr i n  
mul t i -purpore   banking   wi th   the  commmncmant of o p e r a t i o n r  by r i x  "un ive r sa l "  
bankr;   and,   with a v i e w   t o   e n a b l i n g  thr Govrrnrnrnt t o  f i n a n c r  an i n c r e a r i n g  
p r o p o r t i o n   o f   i t a   d e f i : i t  through T r e a s u r y   d e b t   i n s t r u m e n t r   r a t h e r   t h a n  
C e n t r a l  Bank c r e d i t ,   t h e   g o v e r n m e n t   r e c u r i t i e r   m a r k e t  war r t r eng thened  
by t h e   i n s t i t u t i o n  of a new system of a c c r e d i t e d   d c a l e r s .  

c .  E x t e r n a l   p o l i c i e s  

The e x t e r n a l   t r a d e   d e f i c i t ,  a t  $2.5 b i l l i o n ,  was broadly i n   l i n e  W i t h  
t he   p rog ram  p ro jec t ion  of $2.3 b i l l i o n .   E x p o r t   v a l u e   i n c r e a s e d  by on ly  
2 per c e n t  (13 p e r   c e n t   i n  SDR terns) and  impor t   va lue   increased  by 9 per  
c e n t  (20 p e r   c e n t   i n  SDRs) (Table  5 ) .  Export  volume  increased by 3 per  
cent--a s u b s t a n t i a l l y   l o w e r  ra te  of g r o w t h   t h a n   i n   t h e   p r e v i o u s  year. 
Nont rad i t iona l   expor t s ,   i nc lud ing   manufac tu res ,   pe r fo rmed  much b e t t e r  
t h m   t r a d i t i o n a l   e x p o r t s   s u c h  as coconu t ,   suga r ,   fo re s t ry ,   and   mine ra l  
p roducts . l /   The   re la t ive ly   poor   expor t   per formance  was mainly  due  to   the 
weakness Gf f o r e i g n  demand  and to   g rowing   p ro tec t ion i sm.  Import volume 
d e c l i n e d  by 3 per   cen t ,   main ly   because  of t h e   s l u g g i s h  economy. Although 
i n t e r e s t   p a y m e n t s   o n   f o r e i g n   d e b t   i n c r e a s e d  by n e a r l y  40 p e r   c e n t   t o  
$1.0 b i l l i o n ,   i n c r e a s e s   i n   o t h e r   c u r r e n t   e a r n i n g s ,   e s p e c i a l l y   r e m i t t a n c e s  
of F i l i p i n o s   w o r k i n g   a b r o a d ,   h e l d   t h e   c u r r e n t   a c c o u n t   d e f i c i t   t o  $2.4 b i l -  
l i o n  (6 .2  p e r   c e n t  of GNP), v i r t u a l l y   t h e   l e v e l   t a r g e t e d  i n  the   mod i f i ed  
program ($2.5 b i l l i o n ,  or 6.4 p e r  cent of GNP). 

The a u t h o r i t i e s   n o t e d   t h a t   a l t h o u g h   t h e   c u r r e n t   a c c o u n t  d e f i c i t  t o  
GNP r a t i o  had widened, i t  s t i l l  r e m a i n e d   w i t h i n   t h e   t a r g e t s  se t  i n  the 
1980-81  stand-by  arrangement.   They  viewed  their   external position a s  
c o n s i s t e n t   w i t h   t h e  emphasis o n   t h e   s u p p l y   s i d e  of ad jus tmen t   t ha t  was 
i nco rpora t ed  i n  the 1981 program. 

In a l lowlng  f o r  the irlcrease i n  t h e  cu r ren t   accoun t  d e f i c i t ,  t t , e  1961 
stand-by program  had  provided for e s h i f t  t o r a r d   g r e a t e r  use of medlum- 
and  long-term  foreign  borrowing. The program  pro jec ted   ne t   Inf lows  of 

1/ N o n t r a d i t i o n a l   e x p o r t s   i n c r e a s e d  by 1 4 . 2   p e r   c e n t   i n   1 9 8 1 ,  compared 
wiFh 29.0 per c e n t   i n   1 9 8 0 ;   t r a d i t i o n a l   e x p o r t s   d e c l i n e a  by 5.3 per  cent 
In 1981,  compared  with B 23.9 per c e n t   i n c r e a s e   i n   1 9 8 0 .  
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cen t   g rowth   t a rge t  may thus  be o v e r l y   o p t i m i r t i c .  The r t s f f  team'r 
t e n t a t i v e   e u g ~ e r t i o n  i s  for  adopt ion  of a growth  target   of  4 . 0  per 
c e n t .  

I n f l a t i o n :  The t a r g e t  of reducing   the   average  ra te  of i n f l a t i o n  by a 
f u r t h e r  2 p e r c e n t a g e   p o i n t s   t o  10 p e r  c a n t   i n  1982 aeemr reasonable .  
However, i f   t h e   i n t e r n a t i o n a l   i n f l a t i o n  ra te  i r  f o r e c r r t   t o   b e  aub- 
s t a n t i a l l y   b e l o w  10 per c e n t ,   t h e   a u t h o r i t l e a   c o u l d  aim t o   r e d u c e   t h e  
i n f l a t i o n  rate by more  than 2 percen tage   po in t s   t o   app rox ima te   t he  
i n t e r n a t i o n a l  rate more c l o e e l y .  

The  balance of payments: The i n c r c a e e s  i n  t h e   c u r r e n t   a c c o u n t   d e f i c i t  
i n   r e c e n t  years, from 4 per  cent of CNP i n  1978   t o   ove r  6 per c e n t  i n  
1 9 8 1 ,   r e f l e c t   t h e   i n c r e a s e  i n  o i l   p r i c e s   i n   1 9 7 9 - 8 0   a n d ,  more r e c e n t l y ,  
c y c l i c a l l y   d e p r e s s e d  commodity p r i c e s  and h i g h e r   i n t e r n a t i o n a l   i n t e r e s t  
rates. Although i t  would  be  reasonable  to  expect a developing  country 
l i k e   t h e   P h i l i p p i n e s   t o   h a v e  a c u r r e n t   a c c o u n t   d e f i c i t ,   p a r t i c u l a r l y   i n  
a y e a r  of i n t e r n a t i o n a l   r e c e s s i o n ,  i t  i s  impor t an t   t ha t   p rog res s   be  made 
i n   r e d u c i n g  a d e f i c i t  of the   magni tude   exper ienced   in   1981,   because   o f  
the   need   to   conta in   ex te rna l   bor rowing   to   amounts   which   a re   cons is ten t  
w i t h   s u s t a i c a b l e   l e v e l s   o f   d e b t   s e r v i c e .  A s u b s t a n t i a l   r e d u c t i o n   i n   t h e  
c u r   r e n t   a c c o u n t   d e f i c i t   s h o u l d ,   t h e r e f o r e  , be  aimed f o r   i n  1982.  Further- 
more, the o v e r a l l   b a l a n c e  of payments   t a rge t   o f  a d e f i c i t   o f  $500 m i l l i o n  
is t o o   h i g h ,   s i n c e   d e f i c i t s  of t h i s   magn i tude   canno t   con t inue   t o   be  
f inanced   ou t   o f   r e se rves  as was t h e  case i n  1981. 

The  es tabl ishment  of appropr i a t e   g rowth ,   i n f l a t ion ,   and   ba l ance  of 
payments t a r g e t s  w o u l d ,  o f   c o u r s e ,   h a v e   i m p l i c a t i o n s   f o r   o v e r a l l  demand 
management as well a s   o t h e r   s u p p o r t i n g  po l ic ies .  These   impl ica t ions  
were d i s c u s s e d  with t h e   a u t h o r i t i e s   a n d  are reported  below,   a long w i t h  
the  views of t h e   a u t h o r i t i e s  on the a p p r o F r i a t e   p o l i c i e s   t o   f o l l o w .  

a .  F i s c a l   p o l i c y  

The  1982  budget   provides   for  a d e f i c i t  of P 10.5 b i l l i o n ,   e q u i v a l e n t  
t o  3.0 p e r   c e n t  of GNP, o n   t h e   b a s i s   o f  a p ro jec t ed   g rowth   i n   r evenue  of 
14 p e r  cen t   and   i n   expend i tu re  of 8 p e r   c e n t .   C u r r e n t   e x p e n d i t u r e  is 
pro jec t ed  t o  i n c r e a s e  by n e a r l y  15 p e r  c e n t ,   w h i l e   c a p i t a l   e x p e n d i t u r e  
would be s l i g h t l y   b e l o w  i t s  h igh   1981  leve l .   Externa l   f inanc ing   and   ne t  
borrowing  from  the  banking  system are p r o j e c t e d  a t  P 5.3 b i l l i o n  and 
P 4 . 5   b i l l i o n ,   r e s p e c t i v e l y ,  a s  compared w i t h  P 5.9 b i l l i o n  and P 5.5 b i l -  
l i o n ,   r e s p e c t i v e l y ,  i n  1981. 

The a u t h o r i t i e s   e x p l a i n e d   t h a t   c e r t a i n   t a x   p r o p o s a l s   c o n t a i n e d  i n  t h c  
1982  budget  lnessage  have  been e i t h e r   d e f e r r e d  or s h e l v e d ,   p a r t l y  on t h e  
g o u n d s   t h a t  t h e  system  of i n d i r e c t  t a x a t i o n  and t h e  f i s c a l  i n c e n t i v e  
schemes are c u r r e n t l y   u n d e r  review. However, t he   "mod i f i ed   g ros s  income 
:axation  scheme"  had  been  implemented as planned on January 1, 1982.1/ - 

1/ Under t h i s  scheme,  employment i n c m e  would  be  taxed  on a " g r o s s  
baF i s  ,'I a f t e r   a l l o w a n c e  for  personal   exemptions,  w h i l e  o t h e r  t y p e s  of 
income  would  remain  taxable  on a " n e t  basis." Since   t he  ra tes  a p p l i c a b l e  
to  employment  iqcome were r e d u c e d   r e l a t i v e  t o  t h o s e   f o r   o t h e r   t y p e s  of 
income,   the  new sys t em  r e su l t ed  i n  s c h e d u l a r  taxation. 

- 
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The a u t h o r i t i e r   s t a t e d   t h a t   t h e  new r y r t e m  rackr t o   e i m p l i f y  tax adminir-  
t r a t i o n  and  would r e l e a s e  manpower r e s o u r c e 8   f r o m   t h e   d e t a i l e d  examina- 
t i o n   o f  tax r e t u r n s  for employment  income for C o n c e n t r a t i o n   o n   o t h e r  
income taxes, especially t h e   c o t p o r a t c  income tax. while they   expec ted  
that  t h e  new system would r e s u l t   i n  a s i g n i f i c a n t  improvement i n  govcrn- 
ment  revenue i n  the   l onge r   run ,   t hey   found  i t  d i f f i c u l t   t o  anreso i t 8  
short-run  impact .  They  added tha t  c e r t a i n   a d d i t i o n a l   m t a 8 u r e a   t o   i m p r o v e  
p u b l i c   s e c t o r   r e v e n u e s  were u n d e r   c o n s i d e r a t i o n ,   i n c l u d i n g   i n c r e a s e s  i n  
excise taxes, f e e e   a n d   c h a r g e e ,   a n d   p u b l i c   u t i l i t y  rater,  but  even if 
t h e s e  measures were a d o p t e d ,   t h e   l i k e l y  impact on  budgetary  revenue 
would b e   r e l a t i v e l y  small. Also, they did  no t   expec t   measu rea   r eeu l t ing  
f r m   t h e   r e v i e w  of i n d i r e c t  taxes and f i s c a l   i n c e n t i v e s   t o   h a v e   a n   i m p a c t  
on government  revenue until 1983.  The s t a f f  team e x p r e s e e d   s k e p t i c i s m  
tha t   r evenue   g rowth  of 14 p e r   c e n t   c o u l d  be a c h i e v e d   w i t h o u t   d i s c r e t i o n a r y  
measures   and   cons idered   tha t   even  the p r o j e c t e d   b u d g e t   d e f i c i t   c o u l d ,  
t h e r e f o r e ,   b e   s i g n i f   i c a n t l y   e x c e a d e d  . 

The a u t h o r i t i e s   e x p r e s s e d   t h e   v i e w  that t h e   b u d g e t a r y   p o s i t i o n   s h o u l d  
be  looked a t  i n  a medium-term c o n t e x t   a n d   t h a t   t h e   p l a n n e d   r e d u c t i o n   i n  
t h e   d e f i c i t  from 3.9 per c e n t  of GNP in 1 9 8 1   t o  3.0 p e r   c e n t  i n  1982 
r e p r e s e n t e d  a s i g n i f i c a n t   a d j u s t m e n t .  I n  p a r t i c u l a r ,   i n f r a s t r u c t u r a l  
i nves tmen t   expend i tu re  and e q u i t y   c o n t r i b u t i o n s   t o   g o v e r n m e n t   c o r p o r a t i o n s  
had  been  scaled down by 12 per   cen t   and  11 p e r   c e n t ,   r e s p e c t i v e l y .  They 
s t a t e d ,   f u r t h e r ,   t h a t   t h e  1980   budge t   de f i c i t ,   amoun t ing   t o   1 .3   pe r   cen t  
of G N P ,  h a d   r e f l e c t e d   t h e   s l o w   i m p l e m e n t a t i o n  of p u b l i c   s e c t o r   i n v e s t m e n t  
p r o j e c t s  and t h a t  a car ry-over  of i n v e s t m e n t   e x p e n d i t u r e s  and  improved 
p r o j e c t   i m p l e m e n t a t i o n   c o n t r i b u t e d  to  t h e   h i g h e r   1 9 8 1   d e f i c i t .  1s r e g a r d s  
1982, i t  was t h e i r   c o n s i d e r e d   a s s e s s m e n t   t h a t  a d e f i c i t   e q u i v a l e n t  to 
3.0 per   cen t   o f  GNP was a p p r o p r i a t e  i n  l i g h t  of t h e   c o n t i n u e d   n e e d   f o r  
f i s c a l   s t i m u l u s   i n  a s l u g g i s h  economy. Their i n t e n t i o n  t o  l i m i t  the 
d e f i c i t   t o   t h i s   l e v e l  vas a f i rm   one ;   a l t hough   t hey  had no major  revenue 
measures in v iew,   t hey   had   f l ex ib l e   d i sbu r semen t   p rocedures  i n  p l a c e  
which  would  enable  them t o   r e d u c e   e x p e n d i t u r e s ,   i f   n e c e s s a t y -  

b. Credit p o l i c y   a n d   f i n a n c i a l   s e c t o r   r e f o r m  

On t h e   b a s i s  of t h e   t a r g e t s ,   t h e   a u t h o r i t i e s   p r o j e c t e d   t h a t   l i q u i d i t y  
v o u l d   i n c r e a s e  by 18 p e r  c e n t  in 1982 and t h a t   n e t   d o m e s t i c  assets would 
i n c r e a s e  by 23 p e r   c e n t  of t h e   s t o c k   o f   l i q u i d i t y  a t  t h e   b e g i n n i n g  of t h e  
year Not only  was t h e   p r o j e c t e d   l i q u i d i t y   g r o w t h   h i g h e r   t h a n   t h e  tar- 
ge ted   g rowth   i n   nomina l  GNP, b u t   a l s o   t h e   p r c j e c t e d   i n c r e a s e s   I n   l i q u i d i t y  
and n e t   d o m e s t i c  assets were h i g h e r   t h a n   t h e  actual i n c r e a s e s   i n   1 9 8 1 ,  
even  though  nominal G N P  growth  In   1982  would  be  lower  than  that   experienced 
i n  1981. If t h e   t a r g e t s  :or real g r o w t h ,   i n f l a t i o n ,   a n d   t h e   b a l a n c e  of 
payments def ic i t  were t o  b e   l o w e r e d   i n   l i n e   w i t h   t h e   s t a f f  team's sugges-  
t i o n s ,   t h e  case f o r   l o w e r i n g   t h e   l i q u i d i t y  and ne t   domes t i c  asset pro jec-  
t i o n s  would  probably  be  s t rengthened.  The   t eam  no ted   t ha t   t he   au tho r i t i e s '  
p r u j e c t i o b s   i n v o l v e d  some r e d i r e c t i o n  of n e t   c r e d i t   u s e  from t h e   p u b l i c  
s e c t o r   t o   t h e   p r i v a t e   s e c t o r .  However, t h e   p r o j e c t e d   i n c r e a s e   i n   n e t  
c r e d i t  t o  t h e   p u b l i c   s e c t o r ,  a t  39 p e r   c e n t  of t h e   e x p a n s i o n   i n   d o m e s t i c  
l i q u i d i t y ,  was well a b o v e   h i s t o r i c a l   l e v e l s   a l t h o d g h  lower t h a n   t h e  
c o r r e s p o n d i n g   f i g u r e  of 52 p e r   c e n t  for 1981. If the hoped-for revival 


