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TO: NEDA

Members of the Monetary Board
All Cabinet Members

All Governors and Mayors

This will constitute the basic strategy which our Government and country will adopt in relation to the inflation
crisis which confront all nations in the world today. In our particular case, the inflation is principally complicated
by the sudden rise of the cost of fuel or crude oil from $200 million to $700 million, an additional cost of $500
million. The additional cost of al our requirements which are imported for our development program (excluding
crude oil) is another $500 million.

The cost of importation of al our requirements will therefore increase from $1,300 million to $2,300 million.

It is expected that the cost of crude oil aswell as other import items like machinery and requirements for factories
may still increase.

We must first of al maintain our present level of foreign exchange reserves of Sl billion in order to sustain our
monetary stability.

It will therefore be necessary to increase available foreign exchange for the added import and development costs
of P1 billion from the two available sources, namely-loans from abroad and additional earnings from our exports.

To play safe, it will be necessary to borrow the whole amount of Sl billion which constitutes our additional costs
of imports and devel opment.

We will continue our present program of economic expansion and not engage in economic retrenchment or
constriction which is the orthodox and old or classic solution to domestic inflation. In the first place, this is
necessary because our inflation is imported and cannot be modified or mitigated by any unilateral act or internal
action on our part. Thus no matter how much we constrict the money supply or reduce the use of gasoline, we
could not, by such action, decrease the cost of imported crude oil which price is dictated by the oil-producing
countries.

While the monetary and financia authorities will now exert all efforts to borrow foreign exchange from abroad
(from the IMF which has a standing offer for countries that do not produce oil as well as from the private sector)
inasmuch as our credit standing is good and there had been many offers from Japanese, European and American
creditors. It is predicted by experts that we may not be able to increase our foreign exchange earnings this coming
year. | disagree with this prediction. We must now increase the production of exportable items whether such are
traditional exports and from existing producers whether they are new products and from new factories set up
either in the traditional export industries or outside thereof.

While the monetary and financial authorities have therefore been borrowing from abroad and at the same time
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setting up the incentives to encourage production of export products, it will be incumbent upon al officers and
employees of the government to exert individual and collective efforts to bring about an atmosphere of aggressive
encouragement and outright participation, support and aid to al export oriented industries whether old, expanding
or new and starting.

I need not reiterate the fact that if we do not increase our export earnings while the prices of such exports may
continue to rise like the price of crude oil, there may come a time when we may be unable to pay our loans
borrowed to meet such increased prices.

As it is now being programmed, the payment of the indebtedness that we are going to incur will be met by the
new projects and increased export production which are presently being set up.

This is therefore both a directive and an appeal to our people to participate actively at their own initiative and
without waiting for detailed instructions and/or rules and regulations in the general and sustained efforts at
survival through accelerated and increased production of both export and domestic products.

(Sgd.) FERDINAND E. MARCOS
President
Republic of the Philippines
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