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PREFACE

In response to a request of the Government of the Republic of the Philippines, the Japanese
Governmenl decided to conduct a study on the Cavite Export Processing Zone Development and
Investment Promotion Program and entrusted the study to the Japan International Cooperation Agency
(JICA).

JICA sent to the Philippines a study team headed by Mr. Nobuo Aihara of UNICO International
-Corporation from November 20, 1989 to March 30, 1990.

The team keld discussions with concerned officials of the Government of the Republic of the
Philippines, and conducted field serveys. After the team refurned to Japan, further studies were made

and the present report was prepared.

I hope that this report will contribute to the Cavite Export Processing Zone development and investment

promotion and to the pramotion of friendly relations between our two countries.

I wish to express my sincere appreciation to the officials concerned of the Government of the Republic

of the Philippines for their close cooperation extended to the team.

September, 1990

Kensuke Yanagiya

President

Japan International Cooperation Agency
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Chapter 1 - BACKGROUND AND OBJECTIVES OF THE STUDY
1-1 Background of the Study.

The Cavite Export Processing Zone (CEPZ) which forms the object of the present study, is one ofa
total of four export processing zones in the Phi]ippincs.y The other three are; details of all four zones
(EPZs) arc presented in Annex 5: . SR : : : -

Location
Bataan Export Processing Zone (BEPZ) Mariveles, Bataan
Mactan Export Processing Zone (MEPZ) - : ‘ Mactan, Cebu

Baguio City Export Processing Zone (BCEPZ) : Bagnio City, Benguet

The governmental body responsible for the development, construction and management of export
processing zones is the: Export Processing Zone Authority (EPZA), set up under Presidential Order
No.66. The EPZA is under the control of the Department of Trade and Industry (DTI).

Axmmg to promote foreign investment and expand export industries, both objectives of the Phlhppmc
government’s industrial development pohcy, the government embarked on the development 'of export
processing zones in 1969. BEPZ, the- first such zone, was completed in 1972, Following this the MEPZ
and BCEPZ were completed in 1979 and 1980 respectively. In addition to these the government decided
on the develbpment of the CEPZ to be located in Rosario, Cavite. In 1983 the first phase of
construction was initiated. This is now almost completed; 13 factories have started operation and 8

more are under construction,

It order to'improve the international balance of payments the expansion of exports is a vital issue. One
aspect of an active policyinthissense isthe government’s promotion of non-traditional export
industries. Recently the garments and electronic parts (including ICs) industries have shown rapid
growth. The government has adopted a comprehensive policy to support such development while at the
same time endeavors to maximize the efficient use of domestic resources through promoting the
furniture and food processing industries. Moreover, its policy aims at the introduction of the high-
technology-based industries such as the electric and electronic industries and machinery industries. To
realize these ends, in addition to industrial promotion through domestic capital investment, the active

promotion of foreign invesiment has become a vital issue for the Philippine government.

Note: I/ These four EPZs are public zones. There are also a few Special Export Processing Zones.
Hereafier the term EPZ will be used to refer to the former.



Formerly, many Japanese and Western companies undertook a relocation of their international
production base in favor of production in Taiwan, South Korea and other NXEs countries. However,
with the rapid appreciation of the value of the currencies of these countrics, and the rise in labor costs,
their international competitiveness was weakened, This made it necessaty for the investing foreign
companies to transfer the production base elsewhere. It is under such conditions that a lfu‘ge number of
industrics have moved to Thailand because of its increasingly advantageous position in international

competition, This move is recently extending to the Philippines, Malaysia and Indonesia.

Moreover, this transfer of the production base is also a response to the USA’s General System of
Preferences and to the unification of the Common Market in 1092, Further, theve is a definite {rend
produce in the overseas production base itself those parts which up to now had been supplied to the
production base abroad from the advanced industrial nations.

Under the above situation, there has been a rapid increase in foreign investment to the Philippines in
recent years. Foreign investment in the Philippines, which had continued to decrease in the early 1980s
because of political and economic instability, began to rapidly increase after reaching a low point in
1986. The foreign investment approved by the BOI totalled 9,523 million pesos (458 million US dollars)
in 1988, with an incrcase of about 2.7 times over the previous year, and 17,498 million pesos (799 million
US dollars) or a 1.8 times increase in 1989.3"

Further, since the start of the Aquino Administration there has been a rapid recovery of investment by
Filipino companies (either 100% Filipino capital or joint venture companies having less than 40%:
forcign capital). However, it is true that there are still many investors who regard the investment climate
in the Philippines with a certain diffidence regarding the investment risks caused by social and political
conditions. It is all the more important therefore for the government to take more active measures for

investment promotion.

The Philippine government also seeks to effect a dispersion of industries concentrated in the Metro
Manila area (NCR) and promote regional industry. In 1990 the government decided to abolish the
provisions of investment incentives applied to establishments in the NCR arca except in special cases,
while encouraging industrial investors to locate their manufacturing establishments in Regional
Industrial Centers oniside of the NCR.

Note: 2/  The indicated investment amount is in terms of equity. The US dollar amounts indicated in
the parentheses are calculated with the exchange rate of 20.8 pesos per US dollars for the
year of 1988 and of 21.9 pesos per US dollars for the year of 1989.



In response to the above governmental policies companies are seeking possible factorysites in the
rogions outside of NCR, where they can benefit from the investment incentives and where they can have
convenient delivery and dispaich of raw materials and finished goods, supply of electricity and water,
telecommunication and other infrastructure as well as attractive leasing conditions. Consequently
manufacturers 'seelging. f{wijory sites in Laguna and Cavite including CEPZ are increasing and the

government needs to respond to this trend.

The Philippine government, in view of the above context, has determined to actively pursue policies for
the promotion of investment and is proceeding with an expansion plan for the CEPZ in arder to provide
production sites which will attract potential investors from inside and outside of the country. In keeping
with t}iis, the government made a request to the Japanese government in May, 1989 for technical
cooperation to undertake the Study on the Cavite Export Processing Zone Development and Investment
Promotion Program (the Study) which was envisaged to form the basis for the detailed investigation of
the CEPZ expansion plan and the pursuit of investment promotion activities. In response to the above
request the Japan International Cooperation Agency (JICA) dispatched a preliminary study team to the
Philippines in August in the same year, and an Implementing Arrangement (IA) for the undertaking of
the Study was agreed on and signed between the JICA preliminary study team and the DTYBOI, the
Philippine counterpart for the Study. The present Study has been carried out in accordance with the
tasks and details set forth in the IA.
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i-2  Objectives and Scopé of the Study

The objectives of the Study, as set forth in the JA for the Study which was agreed on and signed between
the Philippine government and the JICA prefiminary study leam on August 29, 1989, consist of the

following components;

1)

2)

3)

4y

To define aad prioritize the development objectives of CEPZ, and to 1denttfy target

indlustries for promotion.

To analyze the existing and potential demand for CEPZ Iocation mainly among potential

Japanese and Philippine investors.

To propose the promonon stratcheslmcsntwes and to desngu an ‘appropriate operauon and

management plan,

To formulate the measures and practices for the nurture of linkage industries.

The scope of the Study is defined in the 1A, which is sumumarized below:

{i)  Study on Background and Reievant Conditions

D

2

3)

4)

5

Industrial development policies of the Philippines

The rele and contribution of the industrial sector {including linkage industries) to the

economic development of the Philippines

Present situation of industrial development by sector (including that of the linkage

industries)

Comparative advantages of the Philippines concerning industrialization, relative to other

Asian competitors

Present situation and trends of industrial location in Metro Manila and its surrounding areas

{2) Study on the Development Plan for the CEPZ

1y

2

Present situation of the existing EPZs

Goal and objectives set for the development of CEPZ,
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3) The existing plan for the development of CEPZ,
(3) | -St-udy;n f,oreign ;and Local lnvéstors Deamand
1) - Setting of targets for specific product items and industries to'be induce_d
2) . ;l.)ema.nd for l.ocati.on in CEPZ -
3} - Invesiors’ requirements/conditions for selecting CEPZ

.4). Criteria for sclection of investors (including the linkage industries) who apply for location in
CEPZ

(4) Siudy on the investment Promotion Stratégies and Investment Incentives to be Adopted
for Investment Promotion in CEPZ

1) Institutional set-up for promotion activities
2} Sirategies and incentives for promoting invesiment (including an action program)
(5)  Study on the Operation and Management Plan of CEPZ
1)  Roles and functions of the Government Agencies and State Enterprises, such as the EPZA
2)  Services to be provided to the locators of CEPZ
a)} Simplification of Customs formalities and Export/Import licensing
b} Proviston and maintenance of basic facilities such as telecommunication systems
¢} Training and consulting services for investors
d) Simplification of location procedures and other formal procedures
3} Provision of other related services to the 10§ators
a} Standard factories, warehouses and storages, and packaging facilities
b) Training facilities for crployees

¢y Export inspection facilitics



Besides the Cavite Province in the CALABAR Region including CEPZ, the Study covered Metro
Manila, other EPZs in Bagnio City, Bataan, and Mactan, as well as Japan. Investigations relating
to the NIEs and ASEAN countries were conducted on the basis of documents and-available data,

In addition to the present Study, the Overseas Economic Cooperation Fund of Japan (QECF)
provided the Special Assistance for Project Formation (SAPROF) on the CEPZ. development
project. The main arcas of the SAPROF study were the investigation of a site development plan,
conceptual design of the various facilities involved in the expansion plan, estimates for the project
and operating costs, and a financial and economic evaluation of the project. As the SAPROF
study was scheduled fo commence and complete before the present Study, as far as possible a
mutual exchangc:of information between the two study groups was pursued in the course of the

present Study,
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1-3  Main Actlvities Performed for the Study

The Stndy was commenced in the carly part of November, 1989, and the field survey had been
conducted with 19 experts during the period from the middte of November, 1989 through March, 1990
The main aspects of activities performed in the lield survey were, among others, (a) a questionnaire
survey and interviews made to the companies operating in the four EPZs to learn their views and obtain
comments on required improvemént of those EPZs, and (b) a questionnaire survey on poteatial

Philippine investors to identify their interest in CEPZ particularly as a location for their factories.

For the questionnaire survey to the companies operating in the EPZs, forms were delivered to 39
companies through the EPZA’s Zone offices in the respective EPZ. 31 companies responded, The
experts of the Study Team visited these responding corapantes to clarify details of the responses and

collect supplemental information.

For the questionnaire survey to the potential Philippine investors, a questionnaire, and abrochure
introdicing CEPZ were mailed to 500 Filipino companies in export-oriented manufacturing industrics,
and usable responses were obtained from 155. In addition to these surveys, the Study Team studied the
present situation and conditions of relevant aspects by making visits to government authorities and

agencies, the provincial government of Cavite, financing institution, private industrial estates and others.

In the meanwhile, another questionnaire survey was simultaneously conducted in Japan to identify
interest of Japanese potential investors in investment in the ASEAN countrics and especially the
Philippines. A questionnaire, and a brochure introducing CEPZ was sent to 1,400 companies belonging
to the Chamber of Commerce and Industry in Tokyo and other five large cities. 215 responses were

received.

In March, 1990, the Study Team presented to the counterpart an Interim Report prepared in the
Philippines at the final stage of the field survey. Following the presentation of the Interim Report,
meotings were held by the representatives of the Study Team and the counterpart to review the report
and discuss the basis and direction for the preparation of a final report. The Study Team, after its
return to Japan, continued the study work to carry out detailed investigations of the main aspects and
formulate an investment promotion program as per the agrecment made in the aforesaid meetings. This
final report presents all the outcome of the investigations thus made, and the conclusion and

recommendations derived from the Study.
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Chapter 2 THE CURRENT SITUATION OF THE SOCIOECONOMIC CONDITIONS AND

1)

@

INDUSTRIAL DEVELOPMENT IN THE PHILIPPINES

Issues Relating to the Socloeconomic Situation and Industrial Development

General Conditions of the Philippines

. The Philippines is an archipelago consisting of some 7,000 islands of which the largest are Luzon

and Mindanao. The socioeconomic sphere of the country can be divided into the three blocks of

Luzon, Mindanao and the Visayas which encompasses islands scattered between the two main

. istands. Administrative regions as indicated in Figure 2-1-1 are divided into the National Capital

Region (NCR) and the 12 Regions which comprise 71 Provinces.
Sociogconomic indicators are shown in Table 2-1-1.

The GDP of the Philippines is low compared to Thailand which has about the same population,

. and is in fact the Jowest of the ASEAN countries. Looking at the composition of the GDP by
- individual industrial sector reveals that a particularly large share of GDP is accounted for by the

agriculture, forestry and fishery sectors together with wholesale and retail sectors.

In comparison with Thailanc and Indonesta, the scale of external rade of the Philippines is

_ q}gtrcmely low.

Economic Conditions
1) Economic Growth and Industrial Structure

The Philippine economy suffered a rapid decline in growth in the early 1980s. The real GDP

. in 1983 in 1972 constant prices was 99,921 million pesos which represeated a growth of less
than 1% over the previous vear; after 1983 contractions were recorded for 1984 and 1985, In
1985 GDP decreased to 89,904 million pesos representing a fall back to the level of 1979

~ (Table 2-1-2). However, since the start of the Aquino Administration in 1986 the GDP
tended to grow and in 1988 attained 101,534 million pesos, for a 6.4% growth, However, as
the population of the Philippines continued to grow at a 2.5% rate there has been no
significant increase in the reat GDP per capita over the last 12 years. From the 1,679 pesos
level of 1976 it had increased only slightly to 1,949 pesos in 1982 only to drop back thereafter
s0 that with 1,729 pesos in 1988 it had retnrned to the 1976 level.
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Table 2-1-3 shows the GDP for 1988 by sector. The agricuitural seclor accounts for 27%,
the industrial sector for 33% and the service industries for 40%. The 40% share of the

 service industries has been constant since about the 1950s. The share of the industrial sector

had continued to show an annual increase up to the 1980s whercas the relative share of
agriculture had diminished over the same period. However, industry began to stagnate in
the early 1980s resulting in a relative decrease of its share and an increase in that of the

agricultural sector.

Employment by sector shows that the agricultural sector still provides as much as nearly
50% of all jobs. This not only indicates the insufficiency power of the industrial sector Lo
generate jobs but also points to & large amount of hidden unemployment in the agricultural
sector. Tt is necessary to seck effective measures fo shift labor from the agricultural sector to
productive sectors and thereby increase purchasing power and expand the domestic market.
Such a program would result in a continuous expansion of domestic industrial activities and

thereby meet a necessary requirement for the modernization of industry.
International Balance of Payments and Tradc

The economic stagnation experienced from the beginning to middle of the 19805 was
attributed partly to the incfficient industries which had developed with the aid of protective
measures in the 1970s, development which resulted in heavy dependé_ncc: on imported
machinery, materials and parts. It led to a chronic excess of imports over exporis and in
turn aggravation of the international balance of payments. Asaresult, a vicious cycle was
generated as importation of the raw materials and parts on which the continvation of
production depended became difficult and this in turn caused a stagnation of industrial

production.

The recent sitvation regarding the international balance of payments and the external debt is
shown in Table 2-1-4. Since the 1970s the Phifippines has largely depended on foreign loans
from the IMF and other sources for implementation of its industriat expansion policies. As
a result foreign debt increased relative to the country’s economic scale, to the extent that it
became a serious problem. After entering the 1980s, the Philippine economy was adversely
affected by several external factors, including the rapid rise in oil prices, high interest rates
in the Euro-market, world economic stagnation and the fall in the prices of primary
commodities, When negotiations for more favorable terms for repayment of foreign debt
became deadlocked in 1983, the country was forced to adopt rigoroﬁs measures of economic
austerity. Further, the changeover to a floating market in 1984 only deepened the economic

crisis.

After the first oil shock a pattern developed whereby the deficits in balance of trade and
services in the Philippines’ internaiional balance of payments had been covered by the inflow



)

of loans and capital transfer. The deficit in the overall balance of payments continued to
increase up to 1983 by which year it had reached 2 billion dollars. At that time the trade
d_eficif was 2.5 billion dollars. Aflter 1984, import restrictions effected a reduction in the
trade deficit and accordingly the overall balance of payments began to move into surplus.
However, with the economic recovery experienced afler 1987 there has been a resurgence of

imports and the overall balance of payments has oncs again moved into the deficit.

Major exports which were traditionally primary commodities such as sugar, coconuts,

copper ore have been increasingly replaced by electronic parts such as semiconductors, and
garments. Blectronic parts accounted for 21%, and garments for 19% of the total export
value in 1988. However, a large part of this is consignment-based processing whereby raw

‘materials and parts are supplied by the overseas orderer who takes the finished products

after processing. Following the above exports are phosphoric acid and phosphate fertilizers,
processed foods, toys, handicrafts, etc. (refer to Table 2-2-8).

Among imports, raw materials and intermediate goods make up 50% of the total, and the

large part of these are for the consipnment-based processing export (refer to Table 2-2-12),

_Gross National Expenditures and Capital Formation

.. Tables 2-1-5.and 2-1-6 show the Gross National Expenditure of the Philippines from 1983 to

1988, in-1972 constant prices and market prices respectively. The real Fixed Capital
Formation (FCF), after the year 1983 when it reached a peak of 23,102 million pesos,

_continued to. substantial decrease up to 1986, and the real FCF for 1986 decreased to 10,057

million pesos representing a level as low as 44% of the 1983 FCF. Although the FCF in 1987

-and 1988 showed an increase of 15.7% and 17.4% over each previous year, the 1988 FCF

was as low as about 59.1% of the 1983 FCF. The ratic of FCF to GDP accounted for 23.1%
in the year 1983, but thereafter it continued a substantial decline to 11.0% by 1986.
Although there was a gradual rise after the year 1986, the ratio was 13.4% in 1988. The FCF
decreased at a rate more than that of the decline of the GDP. This reveals that the
stagnation of the Philippines’ economy which continued through the middle of the 1980s

resulted in a substantial decrcase in investment,

The past trend (1984-1986) of “Government Construction”, "Private Construction” and
"Durable Equipment" which are the components of the FCF cach show a decrease, of which
decreases in the Private Construction and Durable Equipment were much more than that of

.Government Coastruction, The former two accounted for about 80%: of the FCF, and the

decrease in the FCF was greatly attributed to the decrease in those two elements. It is
obvious that such a decline in the FCF and especially Durable Equipiment which continued
to the middle of the 1980s would constrain economic growth thereafter, and hence

investment promotion would be essential to stimulate the further growth of the economy,
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Looking at the past trend of the FCF reveals that the contribution of Government
Construction to the FCF was rather small, at about 20%. There may be no significant
change in this structure, and hence the promotion of private investment would be essential.

The Gross Domestic Savings (GDS) also showed a similar trend. The GDS in 1972 constant
prices substantially decreased afier the year 1983 to 3,588 million pesos in 1985 which was as
low as mﬂy 38% of the 1983 level (9,466 million pesos). The GDS, after a slight increase and
deerease thereafter, increased to 8,172 million pesos in the year 1988, - It is only about 86%
of the 1983 GDS. The ratio of GDS to GDP was also low, in the Ievel of 4 to 6% during the
years of 1984 to 1987. In the year 1988 the ratio rose to an 8% Ievel, which was still lower
than the 1983 level (i.e.; 9.5%). The ratio of FCF to GDS was as low as 60% despite the a
low level of the FCF. This implies that the foundétion for capital formation is weak in the
Philippine economy, suggesting the importance of investment promotion, particularly by
foreign interests, for the expansion of industrial production. - The various indicators quoted

above are summarized in table form as Table 2-1-7.
Corrent Trend of Invesiment

With the strategic change from the previously emphasized import-substitution industries to
policies for promotion of export-oriented industries in the 1970s a more aciive stance was
taken to introduce foreign capital. Tn 1981 the consolidation and integration of basic laws
relating to foreign investment was undertaken and the Omnibus Investments Code
promuigated. Even with the advent of the new government in 1986 the basic policy of
actively introducing foreign capital to supplement domestic capital remain unchanged.
Three years ago,the Omnibus Investments Code of 1987 was enacted and introduction of
foreign capital received a further boost. Measures tor the reinforcement of investment
incentives were envisaged and impfemented;

It was in this context that foreign investment began to rapidly increase after 1987, as shown
in Table 2-1-8,

Inrecent years there was a particularly remarkable growth of investment in the

manufacturing sector. However, one problem which emerged was the concentration of
investment in the NCR. Table 2-1-9 shows the trend of investment over the five-year period
from 1984 to 1988 in the NCR and environs. During that time 46% of all new factorics were
established in the NCR and 40% of total investment and 50% of foreign investment were
concentrated here, This concentration proceeds from the advantages of the area with its

international harbors and airports, relatively well equipped infrastructure, easy access to

central orpanizations, and the largest domestic market. The government has endeavared to
realize a dispersion of industry to the regions through its policy for regionai development

(cxamiued later). Table 2-1-10 shows the equity investment in the manufacturing sector of
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Filipino companies (100% Filipino capital and joint-ventures in which foreign companies
having less than 40%) approved by BOI for 1983 to 1989. The domestic investment in the
manufacturing sector turned to an increase after 1987 from the bottom in 1986,

The approved equity investment of Filipino companies increased to 3.5 billion pesos in 1987,

which was 4.2 times greater than in the previous year, and further increased to 1.4-fold in
1988 and 3-fold in 1989, In this trend it is noticeable that the investment by 100% Filipino

companies accounted for about 59% of the total domestic investment.

2)

b)

Regional Economy of Cavite Province

Regional Economy of Region IV

Region IV (Southern Tagalog Region) is located just south of the NCR (as shown
inFigure 2:1-1). The Region IV, consist of ten provinces including the Cavite Province,
had a populatioﬁ of 7,692,000 in 1988, representing 13% of the nation. This is by far
the most populated region of the Philippines, and easily surpasses the NCR. The
working population is 3,012,000.

According to the National Statistics Office (NSO) the Gross Regional Product (GRP)
of Region 1V was 14,929 million pesos giving a GRP per capita of 1,941 pesos. Both
figures are second only to those of NCR. The sectoral composition of the region’s
GRP is 39% for manufacturing industries being the highest percentage followed by

31% for service industries, and 30% for agricultural and fisheries.

The poverty situation which is one indication of the standard of living (using the
accounting for the bottom 30% of the low income households in the Philippines as a
basic parameter to analyze a particular region to show what percentage of its
population enters this category) was 27.1% for 1988 showing a higher standard than the

national average.
Regional Economy of the Cavite Province

Cavite Province had an estimated population in 1989 of 1,075,000. The populations of

major cities from which residents can commute to the CEPZ was as follows:
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- Bacoor - 136,000

Cavite City 100,000
Tanza : 58,000
Gen, Trias 54,000
Kawit 52,000
Rosario 45,000

Noveleta 19,000

Of the total population of 464,000 for the above cities it is estimated that the working
population between the ages of 15 and 64 is about 250,000. :

According to the National Economic and Development Authority (NEDA) there is no

-breakdown of the GDP on a provincial ievel.

The poverly situation for 1988 was 9.4% representing the highest standard of living in
the Philippines.
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Situation and Problems of Industrial Development -

Medlum Term Philippine Development Plan = - .

The Aquino Administration adopted in 1986 a-Mediom Term Philippine Development Plan
(1987-1992) (MTPDP), and started the work of reforming economic policies. The MTPDP gave
priority to development of the agxicullhral sector, aiming to create productive job opportunities
to absorb the latent unemployment in rural areas and thereby both relieve the poverty afflicting
rural areas and augment purchasing power. The industrial sector was also given priority in
development sccond to agriculture. The Plan calls for the pursuance of immediate measures for
dispersion of industry to the regions and promotion of local industries and medium- and small-
scale industries, aiming to thereby ame_lioiate poverty and increase purchasing power in rural
arcas in the short term and thus stimulate continuous cxpansion of the domestic markets and lay

dowsn the base for the development of advanced industries in the medium term,

The MTPDP, as shown in Table 2-2-1, targets-the growth of real GNP at 6.4% per year, to
restore by 1991 the per capita GNP Lo the highest level recorded in the past. The target for

~ investment in real terms is an annual increase of 10.2%, with the ratio of total investment in

iominal termas to GNP set at 16.6% on average. The main element of this investment is to be
private sector investment while public investment is targeted at 5-6% of GNP. The Plan also aims
=z;tt«c:,:pandi,n'g_ consumer expenditures to gear the restoration of the economic aclivities as
discussed before, putting a growth target of the privatc consumption expenditures at an annual

average of 5,6% in real terms and of government expenditures at an annual average of 6.4%.

Table 2-2-2 indicates the growth target of GDP by industrial origin set in the MTPDP, 1t plans to
increase the real GDP to 135.3 billion pesos in 1972 constant prices by 1992, with an annual
growth of 6.9% in average over the Plan period, in which the sectoral growth is targeted at an
annual rate of 5.0% for the agriculture, forestry and-fishery sector, 8.8% for the industrial sector
and 6.6% for the service sector so that the contributions of these three sectors in 1992 account for
26.0%, 34.8% and 38.6% respectively, In comparison with the contributions of these three
sectors in the average of the actual records over the three years of 1984 to 1986 (i.c., 28.7%,
32.6% and 38.7%), it is revealed that the Plan greatly einphasizes the growth of the industrial and
agricultural scctors. In the industrial sector emphasis is laid on manufacturing and construction,
which generate the majority of value added in the sector, by targeting annual growth of 7.6% for
the manufacturing sector and 16.5% for the construction sector achieving these targets wonld
make the contribution of manﬁfacturing to GDP increase from 24.2% (ihe average of actual
results for 1984 to 1986) to 24.9% in 1992 while increasing that of the construction sector from

4.9% to 6.7%. These targets reveal a strong desire for a subsiantial increase in the rate of growth

~of the economy beyond the actual growth recorded up to-1986. Growth of the Philippines’

economy would be dependent largely on the growth of the manufacturing and construction
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sectors, and increases in investment particularly in {he private sector would be important to
achieve the growth of these two sectors,

Ouiline of Industrial Development Policies
The Department of Trade and Industry (DTT) pursues the implementation of the iridustrial
development policies which the DT have formulated to attain the goals of the industrial
development in accordance with the MTPDP, These policies have been stated in the DTI's
policy paper "Development and Industrialization : Qur Vision”, released in Qctober, 1989.
The direction of indusirial development guided in the MTPDP is:

a)} Establishment of industries that are of strategic importance to the domestic market;

b). Establishment of industries that can be world competition; and

¢) Revitalization of existing viable enterprises.

In line with the above direction the DTI sets the specific objectives of industrial development as

follows:
a) To promote light manufacturing industries that can capture niches in the world market;

b} To promote core industries that process the primary products of the agriculture and

mining scctors;
¢) To promote industries that produce intermediate and capital goods;

d) Todevelopandharncssthe country’s labor-intensive micro, cottage, small, and

medinm enterprises to generate increased employment and income;
e) To encowrage dispersal of industries to the regions;

f)  To develop and promote world-competitive products with high indigenous raw material
content, which are produced cutside the National Capital Region, and which have high
backward linkages, so as to achieve higher foreign exchange earnings and employment
impact; '

g} To further expand exports by increasing market share in existing markets, especially

those with high purchasing power, with special efforts for countries with which the
Philippines has had chronic trade deficits;
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h) To stimulate domestic investment and encourage;
i)  To use bilateral and multilateral fora to increase market access;

' j). . To deﬁeiop an efficient system to promote price stabilization without having to resort to

price controls; and

k) To advocate reduced government participation/ intervention in business, in favor of

more promotional and information dissemination activities.

The DTPs policy is to promote industrial development based on the foregoing development
direction and also with the vision of reducing the poverty incidence from the 59% level of 1985 to
a 10-15% level aud to have a newly industrialized Philippincs by the year 2000, In the pursnit of
the above vision, the DTL pursues a strategy that revolves around the following four tasks:

, | aj 'Regionél a_nﬂ small enterprises de{relopment
b) Domesﬁq fradé prﬁmotion and price stabilization
c¢) Industrial development and investment promotion
. :d) | St_réﬁgtheni_ng n;)f the ex;:orf sedor

The étrate.gy emphasizes the primacy of its pfivate sector in implementing industrial development
and the role of the government is defincd as merely serving as catalyst and providing policy

guidelines.

Qutline of the measures and major prograrss relating to a), ¢) and d) of the foregoing four tasks
which dircctly relate to the present study, is given below.

1) Regional Development for _Regioﬁal and Small Enterprises Development .

The DTT pursues rcgiénal development which is one of the measures for the promotion of
regional small enterprises developmont. In view of the fact that the areas outside of the
NCR where 87% of the national population lives only accounts for the relatively low share of
47% of the total gross value added of the manufacturing industries, and also that in these
areas 62% of Filipino families are in poverty and 48% of workers are unemployed or
underemployed, thc‘impqr_iance of promotion of regional and small enterprises development
advo'caﬁﬁg the need for job-and income-creating facilities has been emphasized. The
regioﬁal dévcloPmcnt will establish the infrastructure for industries to be located in the

regions. The major programs involved are summarized below.



b)

Regional Industrial Centers (RICs)

Regional devclopuient is focused on the development of infrastructure. As this
involves huge capital expenditures, however, 16 locations in 13 regions have been
selected, where provision of infrastructural facilities is undertaken with government
support and the intensive cooperation of relevant institations. It is aimed thereby to
create centers for regional industrialization which will have a spillover effect on

surrounding areas over the long term.

"Table 2-2-3 is a list of the 16 RICs. As can be scen from this the CEPZ and three other

"BPZs are included.

A typical example of regional 'dévelopmcnt is that of the CALABAR Special

" Development Project directed by the DTI. This is a program for the tén-ycar

development (1990-1999) of four proviuces (Cavite, Laguna, Batangas and Rizal)
located to the southeast and southwest of NCR. Infrastructure is to be provided,
private investment attracted from companies in the labor-intensive industries, and
employment opportunities expandcd. These measures will help achieve the aim of

lowering the poverty level in the region.

In order to effect a greater dispersion of industrial investment which has been over-
concentrated in the NCR and to promote relocation of industry in the RICs the BO1
restricted in 1988 the provision of some of the incentives given to projects for location
in the NCR by the Omnibus Investment Code. In 1990 the government, proceeding in
the same sense, adopted the policy of applying no incentives in the NCR barring a few

exceptions.
EPZs

in order to attract new investors and increase the convenience enjoyed by existing
operators the four EPZs (BEPZ, BCEPZ, MEPZ, CEPZ) are undertaking

improvement of the existing facilities and infrastructure.
Industrial Estates

The DTI supports and encourapges the &evelopmem of private industrial estates. As
part of these functions, in September, 1989 the DTI'included the Industrial Estates
Development Project in the Tnvestment Priorities Plan' (IPP), In order to benefit from
the IPP the Industrial Estate must be located outside of the Metro Manila arca and to

have a development site area in excess of 50 ha.



2)

3)

Under this new policy there are a large number of private industrial estate
development projects which are to be located in the CALABAR area.

Promofion of Industrial Investment

In the continuing cffort to develop new industries and revitalize 'cxisting industrics, the DTI
promotes private investment in the industries according to the sectoral planning approach

which is vigorously pursued with maximum private sector participation.

The principal thrusts of the promotion are primarily to focus on (a) high manufacturing
industries that can capture niches in the world market, and (b) core industries that process
the primary products of agriculture and mining sectors, and then extend in gradual steps to
(c) industries that produce intermediate and capital goods, These thrusts are contained in
the Investment Priorities Plan. Under these thrusts, long-term development plans for 55

sectors are being prepared.
Besides the above, the main programs for the promotion of investment include the
Privatization Program, Infrastructure Provision Program and also the following three

programs:

2) Cortinvous review and improvement of the Omnibus Investment Code and the

‘Investment Priorities Plan

b} Campaign for investment promotion presently focused on Japan, South Korea, Taiwan,

Singapore and Hong Kong
¢) Simplification of investment procedures for foreign investors
Measures for Export Promotion

Aiming to enhance the private export sector, the DTI assists the private sector in export

-environment development, export market development and export enterprise development,

Priority in export promotion efforts is directed to products with high indigenous raw
material content, which are produced outside the NCR, and which have high backward
linkages, so as to achieve higher net foreign exchange earnings. Outline of the government

assistance to be provided in the forepoing areas is described below,



b)

Export Environment Development

This program aims to assist the creation of an environment that is conducive for the

- private sector, and especially the small and medium enterprise segment, to venture into

export business or expand on-going export operations and to improve competitiveness

in the world market. The major activitics in this program include:

i)  Strepgthening of cxpt;rt policies

ii) Dissemination of vital information relating to export business
iiiy Formulation and édoption_of guideliﬁes;, rﬁles and reguiatious
iv) Facilitation in processi#g of exportfimport transactions

v)  Extension of expori-related servicesin the regioﬁs concerned
Export Market Devalopmeﬁt

This program aims to develop or expand export markets for the Philippines’ products.

The major measures in this connection are:
i)  Government supports to raise in export market shares
ii) The removal of trade barriers and restrictions

iii) Diversification of the export items and export markets for finished products of the
Philippines

Export Enterprise Development

The basic objectives for export enterprise development are to assist the maintenance
and improvement of the compefitiveness of Philippine exporters, especially of export-
oriented small and medium enterprises located in regions ontside NCR, The major
activities include:

i} Assistance in product/package development, and design .

ii) Dissemination of export market information

iii) Training of designers for export products
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iv) Exporters' training on export business and practice,
v) Extension of market and technical consultancy services

vi) Timely dissemination of trade information, including inquiries from abroad

Present Situation and Issues of the Industrial Sector

Y

Structural and Managerial Particularities of the Industrial Sector

The industrialization policy of the Philippines was an import-substitution policy focused on

consumer goods up to the middle of the 1960s. Later, emphasis came to be concentrated on

.the promotion of non-traditional exports including industrial products, a more sophisticated

import substitution focused on intermediate product sectors, and then on the industrial

. development of regional areas. As is shown in Table 2-2-4 the average annual increase of

gross value added in the manufacturing industries for the 1970s (1972-1980) was 6.5%.

- However, the lull in world economy which opened the 1980s due to the second oil shock

resulted in the low average annual value added of 1.1% for the same sector in the period

~ 1980-1988. The only sectors which have shown a noticeable growth during the above period

are the exports of garments and clectric- and electronic-related products. The ratio of
employees in the manufacturing ihdustri_ﬂs in the total employed population was 10.3% in
1981 and failed to increase beyond 10.4% for 1988. This shows thét the secior failed Lo
create more employment (Table 2-2-5).

The characteristics of the manufacturing industries can be summarized as follows.

The industrial development which has been pursued with excessive protection of the
domestic industries in the 19705 through the early 1980s can be seen as having had a
powerful adverse effect on industrialization of the Philippines. As shown in Table 2-2-6,
policies meant that customs tariffs on consumer goods were high, and those for intermediate
goods and raw materials low. Protectionist policies resulted in high-cost domestic consumer
goods of a low qualitj and so import substitution for consumer. goods was not pursued,
Further, the low level of customs tariffs on intermediate goods only increased the
dependence on imports. Thus a more sopﬁisticate_d approach involving import substitution
for these intermediate goods was not initiated. As Table 2-2-7 shows, intermediate goods
and raw materials normally accounted for more than 50% of the total import value for the
period 1980-1987.

. The percentage of total export value accounted for by non-traditional manufactured goods is

an in_dication_of th_eir growth and as can be seen from Table 2-2-8 this share incrcased
steadily from 47.6% in 1983 to 66% in 1988. Garments, electric- and electronic-related
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products are typical non-traditional export manufactured goods. These were mainly
consignment-based operations where raw materials and intermediate goods were inipo'rtcd
and only final processing or assembling took place in the Philippines. The value added -
which the Philippines thus secured was limited to the cost of labor. Farther, there was only
slight linkage between various industries, and so ripple effect in supporting development of

other seciors was not realized,

Dividing companies into those employing up to ninc-employees and those with morc than
ten the regional distribution of companies in 1983 with such classification is shown in Table
2-2-9. Companies with more than ten-employees represent 48%, and 55% of thesc are
concentrated in the Metro Manila region, On the other hé.ud, there is no particularity in the
distribution of those companies employing up to ninc-'embloyecs. However, since there are
a large number of companies with more than ten-employces in the Metro Manila area this
area inevitably represents a high percentage (48%) of the total employment figures. Also, in
terms of the perceﬁtage of rcgional valie added Metro Manila has a high figure of 49%.

The high level of dependence on imported intermediate goods and the production of export
consumer goods on a consignment basis implies the lack of linkage between the
manufacturing industries of the Philippines. Development of inter-industrial linkages
‘between industries using intermediate goods and especially the processcd parts among these
as input materials is expected to advance with improvcméxit of the sophistication of industry.
Comparison is made of Taiwan, Thailand and the Philippines in regard to the input
quantitics between industries with respect to molded rubber and plastic products and
processed metal products which are all often used as input materials in the final production
processes of preducts. Table 2-2-10 gives the US dollar equivalent value of input of the
above products which has been calculated on the basis of the inter-indusiry relations
{input/output) tables available for these countries. Whereas rubber and plastic products are
500 million US dollars in the Philippines, they are 400 million US doilars in Thailand, and
2,870 million US dollars in Taiwan; for processed metal products the figures are 390 million
US doliars in the Philippines, 170 million US doHars in Thailand and 1,470 million Us
dollars in Taiwan. There is a considerable gap in the input value of these processed parts
between Taiwan and the other two countries of Thailand and the Philippines. This
illustrates the facts that the development of the industries for intermediaté goods in the
Philippines and Thailand is far behind Taiwan and in the former two countries there is no

close linkage between industries for final consumer goods and these for intermediate goods,

In view of the above characteristics of the industrial sector of the Philippines, analyses are
made of the structural and managerial particularities in the three main areas, namely (a) the
intermediate goods manufacturing industries, (b) non-traditional exports manufacturing

industries and (¢) domestic-oriented consumer goods manufacturing industries.



Intermediate Goods Manufacturing Industrics

Intermediate goods are divided into primary and secondary processed goods. With
regard tf_i' the flow of goods of local industries, in primary and secondary processing

sectors, there is gchera]ly only rarely any linkage with final consumer/ producer goods

type industries requiring intermediate goods. Reasons for this absence of linkage

include:

i) Limited domestic markets for final products so that large quantities of

intermediate goods cannot be absorbed.

iiy Low quality of primary processed goods act to obstruct and vpset production in

the secondary processing sectors. -

1u) Export manufacturing industries using imported intermediate goods which are too

small in a scale to induce the domestic production of those intermediate goods for

" import substitution.

The following is an outline of the representative intermediate goods manufacturing

industries; steel industry, petrochemical industry, and textils industry.

Steel Industry

As the_ primary processed goods produced by the NSC (National Steel Corporation)

' Vsuqh as steel sheets, steel rods, shaped steel and pipes are of low quality, the metal
* ‘working industries {the secondary processing sector) which require superior quality

materials must rely on imports for the above primary materials,

Petrochemical Industry

Polyvinyl chloride (PVC) and polyst-yrene resins are prdduced in the Philippines, but
these are only general purposc resins and of low quality. Thus, these resins are used
for molding low-grade plastic sundries (such as calendered products or vacuum formed
plastic goodé). Polyéthj'léuc and polypropylene resins are in great demand, but all the
demands for these resins are met by imports because there is no domestic production.
Hence the proée§50rs are easily influenced by price changcs in forcign markets and

unstable supply.
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b)

Textile Industry

Most of the emtmg textﬂe mills are cqmpped for suplymg domﬂ‘itl{) markets and their
manufacturmg facnhhes are already old. Hence the:r products are not suited for
exports. For raw materials a high level of dependency on imports is unavoidable.
These situations have weakened competxtwcness of the tcxtnlcr industries in the
Philippines. Renovation of the existing mills is also lagging. Further local-made
fabrics arc poor in dying and finishing comparcd to imports and the prices of these
local fabrics are not compctltlve withimports. As such, the export garment

manufacturers are obliged to use imported fabrics.
Noa-traditional Export Industries

The non—tradltmnal exports currently continue to increase annually and in 1988 their
share amounted to 66%. As can be soen from Table 2-2-8 the largest share is that of
electric- and electronic-related goods which account for 21%, followed by garments
with 19%. Since these industries are labor-intensive, they expand employment but
depend largely on imports of required parts and intermediates. Thus their contribution
to growth of value added and net foreign .éxchaugg ééfnings is limited. The non-
traditional industrics can be classified by arganization into the fbﬂowing three groups,

i)  Production as the "overseas production bases” of foreign com'panics

This type of operation is to undertake ﬁ_nél processing or asseml:;ling of parts and
intermediates supplied by the parent conipaniés abroad. The final products thus
produced are tékcn_ off by the parent companies, Most semiconductor production
in the Philippines is based on this type of operation, established by US

semiconductor manufacturers.
if) Consignment-based processing

This operation is to undertake final pfbéessing based on consignments from
: forelgn buyers using raw materials supphed by the foreign consignors and to re-
export the products to them. A typlcal example of such conmgnment-based export
manufacturing is the garment industry. The majonty of garment manufactorers
are either micro, small, or medium Filiﬁino enterprises and carry out contract

production in conformity with buyers® specifications.



lii) Manufacturing by large companies of high-class durable consumer goods for

domestic markets, but with some of output exported

Some large compames manufactmc high-class durab]e consumer goods such as
e[ecmc apphanceq and automobﬂes by means of asscmblmg imported components
and pal ts. Some of havc started to export products (fmal products or unit
components) to the extent that facilities have capacuy for cxport goods
' production As only a fow c0mpames are capable to producc required parts in
- the Philippines, almost all are 1mporlcd Howcvor, because of the appreciation of
the yen and the currencies of the NIEs has caused prices of parts and components
‘ hnpbrtéd from these countries to rise, and because of the increased labor costs in
" the above countrics, some of the large'asseihblers,. particularly those affiliated with
manufacturers of Japan, Taiwan or South Korea have bégun to establish a genuine
system for the supply of components and parts by an international division of
]abor among ihe ASEAN and other countnes

'¢)  Domestic Consumer Goods Mahufaciuring Industries

The food processing industries (cercal processing, bBVcragcs dairy products, fruits and
vegetable, scafoods, meats and spices) are the largest sector of the Philippines’
- manufacturmg industries i in terms of value added and numbers employed. The majority
" of production is consumed in the country The only sectors where exports are
undertaken are fruit processmg, frozen scafoods and a certain range of spices. In
contrast to such muitinational companies as Dole and Del Monte which have
'intég:réte'd pro&ﬁctioﬁ through all stages from cultivation, production, processing on to
export, thétmajér'i't'y of local food processing companies are small and medium
enterprises or backyard operators. Thercfore there is little linkage between producers
(farmers cooperatives) and processing industries. In other areas of the domestic
consumer goods manufactoring industries, only the foreign affiliated companies or
large domeSticboﬁapanies can produce the 'products comparable to imports. Most of
the manufacturers are small and medium manufacturers producing low-grade products

for general consumers.
2)  Present Situation and Maj’or Problems of Industrial Linkages

The present situation and majdr problems of industrial linkage are reviewed below.

2-17



Supporting Industrics

As only a few companies are capable to supply intermediate materials and parts to the

foreigﬁ' afﬁliatcd large companies whiéh are engaged in final processing or assembling

high-grade consumer goods, the lniter companies are obl:ged cither to adopt in-house

production or nnport those required intermediates and parts. The following arc the

main factors which inhibit the development of local industries so as to enable them to

supply intermediate. goods and paris.

i)

ii1)

The domestic productmn of steel and resin which are used to make metal goods

and plastics is of small scale, and these materials locally available arc of low
quality.

Many of the local industries are of small and mcd_iu_m size, operating repair
services, or doing simple metal&mrkiﬁg. There are few companies which can
produce parts for precision machinery. Plastic processing also is for low-grade

sundries. Therefore the awareness of the need for technical upgrading is weak.

Most basic industries which produce industrial raw materials require a certain
production scale for economic operation. Companies have less incentive to
embark on the production of those materials since there is not a sufficient scale of

market to attain econoiny of scale.

The present situations of metalworking, plastic processing and paékaging industries

which are representative of supporting industries are reviewed below.

i)

Metalworking Industries

Metalworking industries mairﬂy comprise int_ermediate metalworking industries
(forging, casting, press work), die~making‘ and machining industries. The local
industries which are capable of producing préecision méchjnery parts to be used
for antomobile, electric and electronic machinery, various machinery and other
items of high-grade consumer or producer goods. Even those manufacturers face
the need to improve production and product qualitj' control. Indications of the
present situation of the metalworkmg industriss of the Phlhppmes show that the
scale of demand is small. For example in comparing the annual production per
capita in 1987 of cast metal which is an intermediate good for further processing,
while a very low productive output of 3 kg is the figure for the Philippines, South
Korea recorded 26 kg, Taiwan 45 kg and Japan 54 kg. This implies that the
demand for cast metal is small, The majority of cast metal made comprises wear-

resisting cast iron used as a consumable in mining, cement and construction



industries. However, most of it is produced by mining companies or [oreign-

affiliated casting companies. The cast products of local industries are not

iutegrated into the systems for production of machinery or antomobile industries,

ete.

With the more use of high-grade metal or plastic parts, the importance of die

* making will incrcase. At present in the Philippines there are only a handful of

die-makers. 'Although some of the users which are large companies manufacture

dies by themselves, many companies nse imports. Therefore the dies are costly in

 the Phlhppmes Many small and medium enterpriscs use old dies because they

cannot afford to replace them with new ones, eausmg loss of precision and quality

of products
Plastic Processing Industry

As can be seen from Table 2-2-11 showing the quantity of raw matcrial resin

Lonsumed 70% of the total processed piashe product is produced by extrusion.

"Majornty of the produrtlon is by afew leadmg companies which arc comparatively

large. Prmelpal products are generai sundries including film packs, plastic sheet

- products and plastic bags Plastic packages for exports and plastic parts for

e ‘machmery which requ:re high quallty are dependent on imports. In orderto

*inctedse the vahie addéd 1t will be necessary to promote the domestic production

- of those p]asm: ‘products. ‘Fot this end it is essential for the p}astlc processors lo

' vauare new molding machines, processing technology and improve production

and quality control, while it is also essential to develop die makers which are

capable to produce high-precision dies.
‘Packaging Containér Industries

The shares of raw materials used for the production of packaging containers, by

 value, are 45% for paper/cardboérd', 20% for metals, 18% for glass, 15% for
- plastic, and 2% for others. P&obleozs of the packaging container processing
7 industries include (1) quahty of raw materials, (2) fmmhmg technology and (3)

‘quality and preclsxon of produced contamers Quallty problems with raw

" materials include unevenness of tm plate’ thlckness, msufﬁcxent clasticity, uneven

coatmg in the ¢asé of cans, and the 1nstab1hty supply of hlgh quality imported

“iresin'in the case of plastlcs Wlth regard to fmlshmg technology there are

‘problems with dies and molds for injection and vacuum formmg in the case of
plastics, and with the scaling and closure in the case of cans, Further, there are
no standards defining dimensions, construction or performance to standardize

product quality and specifications of packaging containers.
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b)

Joint Activities or Horizontal Division of Labor among Manufacturers in the Same or
Similar Product Line(s)

Inthe Philipp'mes there are ohly a few cases where manufacturers being engaged in the
same or similar product line(s) have joint activities or horizontal division of labor,

Representative examples are the joint operation of kiln dryers and the joint purchase of

lumber by a fow small and medium furniture manufacturers and the joint purchase of
materials and the joint operation of equipment for the design, pattern making and

cutting by small and medium garment manufacturers. Most small and medium enter-

ptises, however, are self-reliance. These hinders small and mediwm enterprises in

appiication of advanced tcchﬁélogy and modern equipment, limiting improvement of
cost and quality. -Further, for some products, there are the cases where they fail to get
orders from large manufacturers, because of low production capacity. It is important
to promote joint activities or horizontal division of fabor among these enterprises.

Linkage of Agricultural Producers and Food Processing Companies

The food processing industries which p;océss agricultural produces in line with the
consumer trends in foreign and domestic mar!{_ets as well as the needs of consumers has
great growth potential, In order to produce superibr quality agro-based pmducts' it is
sssential that the_sﬁpply of high-quality agricultural j:roducts tobe used asraw
materials is assured. Through a linkage system between the producers of agricultural
products (farmers cooperatives) and the proc_eséing companies it will become possible
for the producers to supply high quality agricultural products from which the

processing companies can produce superior quality agro-based products,

Under the contractual orchard plantétion arrangement which is being used by a few
fruit processors, producers are provided with credit and technology. The producers
supply the quantity of product according to their contract with the processors. In this
way the producers are assured of a stable income and through the abolition of the
intermediaries it is poséible to include part of the otherwise-paid distribution costs in
their own revenue. For the processors the assurance of a stable supply is obviously an
advantage. However, as small and medium food processors in general have not
established such a system, they have been suffering from unstable supply of agriculturat
products used for raw materials, as well as a tendency toward increases in costs due to
inferior quality of the processed products and losses in processing. In order to expand
food processing industries especially for exports with the aim of efficient utilization of
indigenous resources, the establishment of the foregoing linkages is a vital issue.
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3)

Importance of Developing the Linkage Industries and the Priority Sectors to be Developed

As 6bseivéd abbve im.’luslry in the Philippines tends to depend heavily on consumer goods
manufacturmg and devalcpment has been retarded for the parts and intermediate goods
manufacturmg mdustr:es, and the basic heavy and chemical mdustrlcs producing raw
matcnals Thls exnstmg structural 1mbalancc resnlts inan mcrea%e in imports of parts,

mtermcdlate goods and raw matenals, and creates a burden on the international balance of

U payments and restricts the cxpansion of value added in industry. Increased local production

of the parts, intermediate goods and raw materials will result in an increase in [oreign
exchange earnings and an cxpansion of vatue added, as long as the import substitutes can
compete 'sufﬁciéhtly in terms of quality and cost with the imports. Therefore, it is important
to promote the domestic production especially of those parts,_int_er_mediatc goods and raw

materials whick are directly or indirectly used for the production of finished goods and

. which will be economically feasibls to be locally produced for import substitution,

One reason why dcvelopment of the baslc heavy and chexmcal industries has not proceeded

7 to datc in the Pluhppmes is the, small size of the market. Recently, plans werc completed for

a petrochemlcal complex to be. constructed 50 that the raw matenal resins for plastic

: proces.smg wh;ch had largely been imported to date can be supplied from a domestic source.

However, other basxc mdustnes cspec:ally in the ferrous and non—fcrreus industries, are not

in a position to change to domestic produchoa. Moreover, problems relating to the quality

~ of these raw materials as currently produced restrict the scope of their usc, as has been

-pointed out above. The same remarks apply to the textile secior, as has been noted.
Bearing this in mind, any immediate changeover to domestic production of such raw

materials or materials is deemed impossible.

Nevertheless, the level of domestic production of the plastic and metal processed parts
which are imported for use as parts, intermediate goods and packaging materials in the
production of finished goods should be raised as much as possible. A gradual promotion of
the advanced secondary processing industries which handle these items is well within the
scope of whal can be achieved. Unlike the basic heavyindustries, these processing
industries do nol require a consecutive operation of plocess plants. They are therefore
appropriate o be carried out by small- and middle-scale processing industries using small-
unit processing machines. The same points apply in the case of die-making industries. By
fostering the modernized smali- and middle-scale industries equipped with the machinery
and_, t_eéhnqlpéy to produce the highly precise én_d excellent quality of parts, intermediate
goods and packaging materials required, and through the development of the die-making
industries which support the above industries, it will be possible to develop secondary
processing industries with adequate competitiveness even if materials for processing are
imported for the time being, Development of such secondary processing industries in turn
will suppert the future development of the basic industries by expanding the future market.
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It is therefore concluded on the basis of the above analysis that the most effective plan is o
give priority to development of the advanced secondary processing industries which are
involved in production of the par[s, intermediate goods and: packagmg materials which are
currently imported and which are used for the production of export finished goods. In
particulat, the sectors deserving encouragement aré the modernized small- and middie-scale
industries in metalworking and plastic pr'occssiﬁg together with the dic-makiﬂg industries

which support the former.

(8 The Role of Foreign Investment in industrial Development of the Philippines

1y

The Main Function of the Foreign Investment

In general, in the case of developing economies the position and role ekpeeted of foreign
investment changes with the industrial development of the country. Taking the example of
the Philippines, the 1950s and 1960s were characterized by iniport substifution and the
introduction of foreign investment was chiefly given attention in relation to the major
consumer goods industries of the home market. From the end of the 1960s with the
worsening of the mtemahonal balance of payments, a changc was made to a more active
encouragement of éxport-oriented industries.

The main functions of foreign investment of an export-criented type in the industrial

development of a developing country are as follows;

a) Compensation for insufficiencies in domestic capital accumulation

b}  Creation of employment opportunities

¢} Introduction of new equipment and iechnology
d} Creation of export markets

e) Transfer of managerial cxpertisc

-In addition to the above, other indircet benefits which can be expected to accrue from

foreign investment include the nurture of subcontractor industries, the transfer of R & D

faczhtles, etc



2

The Role of Ebrcigq Investment Evidcnt in Trade and Investment Trends in the Philippines

The fﬁllowing summarizes the data from Table 2-2-13 and shows the total number of
investment and the total investment amount (on an equity base Y ) to the manofacturing
industries whipli were approved by the BOI over the six-year period of 1983 to 1988,
together with the ratios accounted for by foreign and domestic investments.

Number of Total Projects — : 5373

Total Project Cost (100 million pesos) 650 (100.0%)
. Domestic capital o 349 ( 53.7%)
Foreign capital 301 ( 46.3%)

The fact that foreign investment accounts for 46% of the total amount invested in the

- manufacturing industries shows the extent to which industrial investment in the Philippines

in recent years is increasingly dependent on foreign capital. The following indicates the
number of projects and their total investment amount {on an equity base) in the expori-
oriented industries which were approved by the BOI during the above period. ‘The ratios of

. .domestic and foreign capital of the totals is also shown.

Number of Projects to the Export-Oriented Industries: 1,263
- [Share of total projects in the manufacturing .
industries accounted for by these] : o {235%]

Investment Cost to the Export-Oriented Industries
(in 100 millions pesos): S 254

- [Share of this in the total investment amount for the
manufacturing industries] [39.1%])

The Ratios of Domestic and Foreign Capital of the Investment
Amou_nt to the Export-Oriented industries:.

 Domestic Capital . .. e 54.7%
qu_eign Capital : P Lo ‘ 45.3%

 Note: I/ In order to calculate the ratios of foreign and domestic capital, as well as the new

‘and expansion projects, applications for approvalto the BOI from existing
factories were inciuded in the BOI approved project figures and investment
amount,
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The amount invested in the export-oriented industries accounts for about 39% of the total
invested in manufacturing but of this 45% is from outside the country. This underlines the
important role played by foreign capital in investmenits in the export-oriented industries.

As mentioned above, the exportsof siich non-tradition’al goods such as electric and
electronic products or garments and textiles have shown considerable growth in recent years.
Furthermore, steady growth is observed in cxports of processed food ‘procihicts'. The shares
of these three sectors in the total number of investment projects and investment amount {on
an equity base) for export-oriented industries, which weré approved by the BOI in the
period from 1983 to 1988, is summarized from Table 2-2-14 as follows,

Garments and Electrical and Processed Other

Textiles Electronic Goods * Food Iiems
a) Projects 263 161 108 731
' Percent of total number  208%  127% . 86%  519%
of projects in export- g ' : '
oriented industries
b) Investment Amount -9 n 8 166
{in 100 million pesos)
Percent of total invest- ~ 3.6% 278%  32% 65.4%
ment in manufacturing ' :
¢) Domestic/Foreign
Capital Ratios
Domestic capital 55.6% 23.9% _ 13.6% 60.9%
Foreign capital 4.4% 76.1% ' 264% 33.1%

In the export-orientaed sector of electrical and electronic devices there is a predominance of
foreign capital investment -~ 76% of the total. In the sector of garments manufaciuring there
is a large percentage accounted for by foreign investment, 44%. This shows the important

role played by foreign capital in the expansion of the exporting industries,

However, despite this important role of foreign capital in the éxpansion of the non-
traditional export-oriented sectors, since these sectors have béen based on the import of
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Y

_parts and intermediate goods, or buyer’s specifications, they have not led to the promotion

of related industries. It is therefore necessary to increase the local production of the parts

. and intermediate goods, and the potential contribution of foreigninvestment in this

- direction is also large.
" Details of the annual number of investments and the total investment amount in the
. exportoriented industries which were approved by the BOI in the six-year period between

1983 and 1988 are shown in Table 2-2-13, The figures above are from this table.

Transfer of ‘Technology through Foreign Investment

One of the roles played by foreign investment in the industrial development of the
Philippines is-the promotion of transfer of technology. Since 1978 the Bureau of Patents,
Trademarks and Technology Transfer (BPTTT) of the DTT has been in charge of the
supervision of the license agreements international for transfer of technology. As of
October, 1988 the number of registrations made with the BPTTT is 844, and the total export

value of the factories which were set up under such licenses in the seven-year period

. between 1978 and 1984 was 2,155 million dollars; while 71,000 jobs were created.

In terms nationality of the licensors of technology the USA share is 46%, 1 apan 18%,

. Switzerland 8% and UK 7%. There is a degree of correspondence between foreign investors

and Yicensors of technology during the same period.- This also underlines the important role

- played by foreign investment in the transfer of techaology.

{5} Comparsative Advantages of the Philippines

Y

:_Comparison with the Industrial Conditions of the Other ASEAN Countries

Since 1986 foreign capital investment in manufacturing has shown a rapid increase in the

. Philippines. This trend, which is also evident in Thailand, Malaysia and Indonesia, is due to

decisions by companies in Japan, Taiwan, South Korea, Hong Kong, and elsewhere to invest

in these countries and transfer their international production bases to the ASEAN counlrics.

When these investors consider such a transfer it is natural for them to consider the
conditions of the host countries and choose that which best realizes their needs. In this
sense the Philippines is in competition with the other ASEAN countries. Therefore, in

order to promote foreign investment, the Philippines must make an appeal based on the

- advantages of the Philippines over the other ASEAN countries, and at the same time to give

greater attention to all industrial conditions which are of a disadvantageous nature.
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In this connection, comparison is made of the industrial conditions of the Philippines in
relation to its investment cnvironment with those of Thailand, Indonesia and Malagsia with
regar-d to three main points: 1) investment systems, 2) industrial cost factors, and 3)
infrastructure (refer to Table 2-2-15). Further, the attached Annex 3 shows these industrial

conditions for the four countries in list form.

First, considering the investment systems of the countries vary greatly from one country to
“another. It is noted that Indonesia has no incentive in the form of income tax cxemption,
The ownership of land in the Philippines is limited in the case of foreigners but also in
Malaysia restrictions are in force because of the Bumiputra policy, while in Thailand the
incentives to a regional distribution of investment are reflected in the systematic framework
and act as reinforcement. Other than these points; however, conditions are largely similar,
1t is therefore concluded that there is little difference in terms of the investment systems of

the four countries.

* In the case of industrial cost, these are relatively expeunsive in the case of Malaysia compared
with the other three countries, all of which are at about the same level. However, the recent
investment boom in Thailand has resulted in an acceleration of cost increases. The
minimum wage in Thailand was raised about 15% in April, 1990. The sales price of the
industrial estate sites recently put up for sale has reached a quite high level of US$60 per
square meter. It is expected that other industrial costs will'also rise. In this sense the
industrial costs of Thailand and Malaysia are considerably higher than those of the other two
ASEAN countries. This means that the Philippines and Indonesia have a comparative

advantage over Thailand and Malaysia in this aspect.

However, with regard to industrial infrastructure, the Philippines is considerably behind the
other three ASEAN countries, The level of education of the work force is comparatively
high in the Philippines. English-competent, relatively good quality and cheap and plentiful
labor can be provided, and this is the primary advantage available to foreiga investors in the
Philippines. However, the insufficient preparation of infrastructire is one of the factors
most discouraging to investment in the Philippines. - o

A more detailed analysis of labor costs and electricity costs which form the major indicators
- for industrial costs follows. '

Labor Costs
- Table 2-2-16 is a comparison of the standard wage structures of the ASEAN countries on
the basis of the current minimum wage costs (except that the basic salary structure is used in

the case of Malaysia which has no minimum wage act). From this it is evident that the
highest level exists in Malaysia, followed in order by the Philippines and Thailand. When
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viewed in the context of minimum wage costs the Philippines is slightly higher than Thailand.

Table2-2-17 shows actual labor costs as indicated by the survey, The average costs for
major indusiries are indicated, but with the exception of the electrical and electronic sectors
it is noticeable that Thailand is more expensive than the Philippines. Also, since the figures
indicated for Thailand do not include bonus payments it is expected that this gap is actually
greater,

It is thus clear that, whereas in terms of minimum wages the Philippines seems (o maintain a
slightly higher level, the wage really paid is more expensive in Thailand than in the
Philippines. In particular; with the reccat investment boom in Thailand there is a trend to
strictly enforce minimum wages and also inflationary tendencies generally in the economy
which tend to encourage wage increases. It is therefore fair to conclude that for the time

being the Philippines has a definite advantage in termes of wages.

Electricity Costs

Methods of calculating electricity costs differ from one region to another and according to
industrial organization even within the same country. The average cost of electricity in the
Philippines is shown in Table 2-2-18. The Cagayan de Oro region in the sonthern part of the
Philippines has the lowest electricity costs in the country and is in fact in the cheapest in the
wholé South. East Asian'region. However, in the Metro Manila area (NCR) which has the

greatest concentration of factories the average cost of electricity suplied by MERALCO is
1.45 pesos per kWh.

- This MERALCO rate is compared to the-unit costs of other Sonth East Asian countries in
. Table 2-2-19. This cost is slightly higher than that of Indonesia and is just marginally
cheaper than costs in Thailand or Malaysia. The Metropolitan Electricity Authority of
. Thailand (MEA) like MERALCO purchases the electricity from the power stations and
then distributes it to customers. In view of the average ratés charged by the power stations it
is estimated that MEA makes a 32% mark-up while MERALCO’s mark-up is on the ordet
of 70%. The cost of generating electricity is therefore cheap in the Philippines but there are

reégional discrepancies in the cost of distribution in the conatry,

- .. In conclusion, it is‘assessed that the Philippines has-a comparative advantage in its unit cost

_ of electricity, and it is possible to:choose siteswhich are the cheapest and most
_-advantageous in the whole South East Asian region. - P
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The Comparative Advantages of the Philippines

According to the above comparison, the comparative advantages of the Philippines can be

summarized as follows:
- Advantapes . Disédvantages
a)} Industrial costs, including a) Prévision of industrial
labor costs, are cheap - -infrastructure lags
b) | Advz;ntagcou;:. geogaphical | b) I;c;ﬁtical instébility :

position in Asia

¢} Plentiful Bnglish-speaking labor force . ¢) Restrictions onland’

ownership for foreigners and
on foreign equity
d) Plentiful supply of primary resources, d)- Difficulties in obtaining loans
e.g., agricultural produce from overseas '
e} USA’s GSP can be used. _ &) Short supply of domestic
industrial raw materials aud
intermediate goods

The delay in the provision of industrial infrastructure and political instability have
traditionally been pointed out as impediments to comparative superiority. By means of the
questionnaire survey to Japanese investors (refer to Annex 8), it become clear that a large
number of Japanese investors are still hesitating to select the Philippines for their overseas
production bases because of above impediments. The improvement of above two problems
would seem to be the major task faced by the Philippines for the time being, -

Foreign enterprises already in the Philippines were especially strong in their adverse opinion
of the restrictions placed on land ownership and foreign equity to conduct their business,
Countermeasures for (hose restrictions should be considered too, '

Many investors show a great interest in the Philippines. The cheap, superior and plentiful
labor force and ils geographical position conducive to trading are big advantages for the
Philippines. In particular, the Philippines is close to Japan, South Korca, Taiwan and
Hongkong where economic and industrial growth and activities are at high levels, Further,
the Philippines is located in a more advartageous spot than other ASEAN countries in
terms of trading with Japan and USA whick are the major markets for ASEAN goods and
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(6.
. Philippines

with the West Pacific area which is expected to show the highcst level of cconomic

N davelopment in the 21st century.. The Plnhppmcs could be a trading center in the South

East Asian and West Pamﬁc Tegion. .

As regards the advantage of its labor resources, international compotitiveness is assured not
only because of the cost element but there are administrative ﬁdvantagés for commercial
business secured by the fact that this is an English speaking socicty This is also big
advantage for the Phlhppmes Tt is clcm that if the abova-mentmned problems could be

,. aﬂcwatt,d foreign i investors’ attltud“ to the. Phlhppmcs will be changcd remarkably.

Majof_Considei'atl_o_ns Relé_t'in'g to Pi'omotio_n of Investment in Manufacturing inthe

The promotion of investment in manufacturing from both the foreign and domestic private

sectors is crucial to the industrial and economic development of the Philippines, as has been

made clear in the preceding analysis. The following considerations relate to a further

. mdustrlahzahon and promotion of forcign and domestlc mvestment which has shown 2 rapid
recovery since 1986, It is needless o say that assunng pnhtu;al sta’mhty, and refaxing restrictions

.. of foreign land ownershxp and eqmtles arc fundamentally bxg questions for the Phﬂlppmes

Fu,rthc:ring Active Promotion of Investment

As has been observed above, the Philippines enjoys advaniages over the other ASEAN
countries in terms of basic industrial conditions, but there are problems which cause
investors to hesitate in their decision to invest. The following measures to further an active

promotion of investment are therefore important to encourage investors.

| a) VFo‘fcign capital

It is effective sirategy to lure foreig:i capital which represents supply of the requisite
.managerial reso_urceé, as a means for the Philippines to gradually realize its targets of
domestic capital accumulation, introduction of new technology, creation of export

markets and mastery of managerial kaow-how,

Bearingin =mi_r_i_d the environment of recent investment grends in various countrics
(Section 4-2) and for trend of the international relocation of production, consideration
of Japan, Hong Kong, Singapore and South Korea as the highers-potential sources of

investment is recommended,

Section 4-6 contains a detailed consideration of the selection of industrial sectors to be

attracted. It is advisable to give priority to labor-intensive processing industries,
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2)

advanced technology industries that will transfer technology, and linkage type
industries which will promote expansion of domestic industrial linkages. The DTI has
alrcady established nine categories of industrial sector for invitation (Section 4-6-(1)).

b) Domestic Capital

It is 'necessary to promote the investment of domestic ¢apital with the view to efficient
utilization of indigenous resources and a regional dispersion of industry. Possible
sectors relating to the utilization of indigerous resources include food processing, wood
working and furniture, accessories and the like. Other sectors which could be atiracted
for investment include agriculture, the marine products industries, mining, and the
commercial sectors. Another promising target is with those traditional industries which

possess a capital accumulation and are suffering from a contraction of their market,

Preparation of Industrial Sites

It is es{:écially important to investors that factory sifes be available where operations can be
carried out economically and in stable, secure conditions. Industries make 2 final choice
after comparing a wide range of sites and choose that which matches most closely their
criteria and priorities. It is therefore important to adopt a policy for luring indnstrial
investment from the private sector, and cépécially'ffnﬁx abroad, by'mak'i'ﬁg available
industrial sites which satisfy the required conditions.

" The preparation and expansion of the CEPZ, is an urgent issue in view of the large number
of industries expressing a desire to be located in the CALABAR area. Also, the BEPZ

already developed is relatively well equipped as to facilities although it does have the
demerit of being situated at an inconvenient distance from the Metro Manila area. It is
necessary to make known to potential investors the improvements and modifications which
have been made in its facilities, and advertise BEPZ’s merits. For this end, it would be
useful to establish a data bank which can provide potential investors with data and
information concerning not 0niy the EPZs but also the private indﬂéi’ri}il estates (as to
progress of development, provision of infrastructure, tenancy data and conditions, etc.),

public institutions, and prospective private owned sites.

As has been indicated by the results of the questionnaire survey conducted on Potential

 Tnvestors of the Philippines (refer to Annex 9) the most important problem involved in the

provision of industrial sites is that of the transfer of agriculturai land for industrial uses.
This problem is of great concern of not only domestic investors but even more of foreign
investors because of the possible effect on the progress of their projects. It is necessary for
the Philippine government to make a clear statement of policy. Further, the rapid rise in

land prices due to an increased demand for sites relating to the regional development
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program for CALABAR has become a problem recently.

Chapter 7 contains a detailed examination of the problems of infrastructure provision

essential to the preparation of sites.

Information Services

The provision of information is needed to determine the potential investors to choose the
Philippines for investment out of the wide range of possible altcmatwcs The information to

be prov:dcd will include the foltowing:

a) Ihfprmation concerning the Philippines (labor costs, geographical advantages, merits of
an English-speaking labor force, etc.)

b) Information concerning the investment covironment (investment systems such as

inv;;stmént incentives, data on investment sites, infrastructure conditions, etc.)

¢} Informationconceraing partners (for joint-ventures, but also sub-contractors, raw

material suppliers, etc.)
The establishment of an information system will be required, for collccting and timely

provxdmg of information, and giving prachcal consultatlon to potential investors. Petails are
dcscnbcd in Chapter 6. . :
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Table 2-1-1  ECONOMIC INDICATORS, THE PHILTPPINES

1983 1984 1985 1986 1987 1988

I 6DP Growih Rate (%) - -6 0 43 +, 4 HLT 4

2, Fixed Copilal Fornation - 305 -2 S50 ST 1. 4
(FCF) Growth Rate (¥ : -

1. Governmenl FCF ' - = S ST I R X B A 104
Growth Rate (%) ' o

4. Privale FCF -~ 323 -1t -16. 1 +18. 3 L6
Growth Rate (%) ) o

5 Share of Government FCF 19.3,780. 7 18.1,780.9 19.8.780.2 21.5.78.5 18.71.780.3 16.8.783. 2
A Private FCF '

6. Gross Domestic Savings - -38. 4 -13.0 +13.6 -29.% +86. 9
(60S) Gromth Rale (%) .

1. GDS/GDP (%) 8.5 4.4 7 40 5.8 4.8 8.0

8. GDS/FCF (% {11 26. 5 30. 3 61. ¢ 1 99. 8

¥ote :Tn 1972 consiant prices
Source : Philippine Statistics Yearbook [989, MSCBH



Table 2-1-§  INFLOW OF FOREIGN BQUITY [N THE PHILIPPINES

1970-1988
- _ levels Growth
Year ws s Rate (%)
1970 | 15. 9
1971 BEEEN IR
1912 B3 100, 3
1913 | 1.1 12, 4
1974 210. 6 164. 2
wrs - 88T ~13.1
1976 - | 33. 5 1.3
1917 | 45. 1 ~15.3
1978 19. 3 13. 6
919 . 0 1% 30. 2
1380 238, 4 129. 0
1981 | 252, 2 5.1
1982 255, 6 14
1983 - 268, 0 19
1984 = 233.6 —12.9
1985 , 131.1 —43.6
1986 78, 2 —40. 1
1987 | 186, 6 1.2
1988 . 4518 171, 0
Source: Nat'! Income Accounts of the Phils,

National Statistical Coordinalion Board

Bqﬁrd of Invesiments
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Region

CAR

=t

v

Vi
Vi
Vi
1X

X1
XH

‘Note

Source:

Table 2-2-1

Province

Baguio, Benguet
San Fernando, La Union
C#haran. Isabels
Mzrivelez, Balaan
A, Rosario. Cavile
B. Batanmgas City
Legaspi City
Pavia, lleilo
Magtan, Cebu
Tacloban City
Zembozngas Citly
Tagoloan, Mis. Or,
A, Davao City

Gen. Santos Cily

]
A, Parang, Maguindanao
B

Iligan Cily

2-44

FINAL LIST OF RICS

Locaiion

BCEPL :
Buﬁgiquanguigan

Bgy. Tagaran

BEPE

CEPZ

Bgy, Tabangao

Bey., lamba

Bgy., Mati-ao

WERL ,

By, Sew Kawatan

Bgy. Ayala and Recado
Phividec 1E .
Panacan

Tambler Ares

Polloc

Fuentes, Ma. Cristiné

: CAR: Cordiliers Administrative Region-



6357 ‘yo0qlea) [BIIIS1IRI L a2:iN0§

171 8R6T-0861 2Feiasy
176 18 80 - T7L- £ 7 ¥l [ §°9 - (%) 218y uiscin [enauuy
167 °67  89%°80 LVE°10  TRE'TT 8IS BT 07 °GE SES'PT  GG6 ET  SL1°ET y1@ bl INTANLIVIANYR N1 Q30ay 3NT7VA S$SOHD
gLy 1971 BFY Ly 113 FEE 0e¢ $63 €97 197 §RINY2DIRURBY snodUR|EISIN
Bil g9t 67 LR Pel inl £898 016 5898 9G¥ tusadinby yrodsuer]
E28 200G T £16°T 009 T P9§ T LTLCT SLECT O TORCT O BETT BES Araviyoey jeatiisegy
98¢ £y S 80y iy LGl LBl DA 8zl Bey [ea1y1aapg ydaaxd LIduryoey
£68 §i8 L8] £yl 0F. 1607 Z80°'T  LLG o't 1l §130p0Ig feiay
FIECT  QFTT O 8101 aLoCT TELCT O L¥E 958 164 £6e 11t $31115ApU] |EIIN 18
B8y 668 LLe 818 T8¥ LS 696 IBA bLS Gt SYIRPOLY (PIAULR AP{fEIoG-uaY
B98°T 08T 9sT'T €571 682 T ISECT  BEECT  LRETCT O BLECT O B90 T 120} pue WR9[OLIAS JO S]IAPOIG
TI8'T 8297  ¥9¢'T  vol°v  L6LCT  S1E°T fLTCT 0 LTECT. 89T 967 S19RF0I4 [eIIWaY) pu S[EIIWIYY
58 60§ 067 181 ¥EE 81 Pee T 20t 16¢ §1onpoerd 1sqqny
) L8 te 89 4] 89 Tl 0L 89 Lg S98P0S BEYredY PUT JAYYER
96y nsy pey 6% 01¢ 89¢ §5¢ bhe 144 29t feijurrg pue dutysiignd
(1% 18] iy 8s1 i3 961 $Ll 8Bl 161 Lot syenpelry 1aded pue radeg
£l 8e7 131 601 il A byl 6E1 A LR SSIRTLILS PUT BAnYTIOIRG
gy 81% 8¢ 986 89¢ 91} P4 L0 899 %Y $198DOIJ §203 PUT POOR
LSS g ¥l ogitcl eECT o 6627 LWDCT O w3 OBRTCT- BEOCT %1% farvddy Jupazaj '1eamjooy
1067 6686 16§ L 66 080T £80'T 660 T SRDCT I8l SaEA)IRjRURY AfIYINDY
868 164 g1l 0L6 0ée LITT  p1i't ©OT°T  660°T  89¢ SaIn)aejRUEH 032vq0)
4re 808 £ei 96! 60¢ £9l 1¥l 281 el 133 SRTIISNPU 932rTARE
G666 SRS BEL'? 9ve R PEECG S¥Z 6 G606 . £03°S  BTECR 981 'S satnjaejauRy pooyg
8841 L8867 - 9981 G861 Y867 £§61 7861 1861 0861 gLe1 tnorg £1ysapuy

$05ad UOIFIIN ¢ 110

SEJ1¥. TLET LNVISNOY 1Y AULSNONI A8 ONI¥ALIVENNYH N1 0300V 307T¥4 SSOED

P-3-7 31qel m

2-45



Table 2-2-5 - SHARE OF EMPLOYED PERSONS BY MAJOR INDUSTRY .

Unit: 9%
Idustry 1981 1980 1983 984 H98F 1986 1987 1940
Agricelture A T 51,3 51,4 £9.5 49. 0 50.0- - 48,6 451
Hining : L5 0 0,5 0.7 0, 0.1 0.7 0.8
Manufacturing 1. 3 10. 0 9.8 9.3 9.1 9.2 ]_I}._l 19.4
Utility 05 0.3 0. 4 b4 0.4 L3 04 0.4
Construction 3.3 15 A 39 3.5 3.0 L1 40
Sales Services 11,2 i MLy 1 13.2 1.7 140 . 136
Transportation :4.2 44 i3 4.5 LT R 4.5 48
Finznce/Business I8 2.9 1% 7 VI.-'9_ _ L7 1.9 1._9 1.8
Social Services 16, 9 16. 9 166 168 . dL2 L1 iR 1.5
Others g2 ] ' 0 ] i ] (| 0
Total ©oM0.0 1000 1000 G086 100.0  100.0 100.0% 100, 0

(17 452) (1310 (19 212) (19, 632) . (19, 801 (20, 595) (20, 435) (21, 33D

Noles :Figures in paventheses indicate tolal of persons employed by major industry: in'thoi'l'sand
persons _
*First three quarter average

Source : Statistical Yearbook, 1989



Table 2-2-6  CUSTON TARIFF BY KIXDS OF £00DS

Unit; 96
Goods 1980 1983 1985
Consumer Goods 6T 41 38. 0
Intermediate Goods 3.3 5.4 24,1
Raw Material 35. 6 230 21,1
Capital Goods 2.1 19.2 21. 2
' Aulomdb_i'l_e'l’arls 35. 3 33. 6 33. 8
 Others: 2.5 30, 0 30,0
1 29. 9 28. 1

Average _ _ {3,

Source : Bureav of Custom



Table 2-2-1 . SHARE OP [MPORTS BY KINDS OF GOODS

tait : %
Goods 1980 1981 1982 1983 1984 1985 1986 1987
Consuner Goods L TR Y X R Y S T B [ B D B Y

Capital Goods 25. 1 L2 233 2.1 15. 9 15.4 B Y| 18, 0
Raw Material,” i oo . '
Intermediate Coods 55._9 55, 0 | 5.4 54.57 50. 9 53.6: ._ 50. 3 52. 0

Tolal (00.0 1000 1000  100.0  100.0  100.0 1000 1000

{1,726.9) (L 945. 1) (1,666.9) (7, 486.6) (5, 069.6) (5 110.7) (3, 043.6) (6, 737. 0)

Note :Figures in parenlheses indicate C & F value in million US dotlars
Source : Statistical Yearbook 1989
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Table 2-2-10 OUTPUT OF PROCESSED GOODS AS INTERMEDIATE GOODS

Unit: Million USS

Teiwan - Thailand Philippines
Rubber Products & Plastic 3,875 404 500
Fabricaled Metal Products I - 17 3946

- :Notes =+ The data on Taiwan is based on Inpul-Ouipul table in 1984, Thailand
1982, and Philippines in 1963,
Exchange rates used for three countries are based on average of

period in respective year



Table 2-2-11 SYNTHETIC RESIN CONSUMED BY PLASTIC PRODUCTS

Unit: MT, %

Synthelic Resins Consumed

Toial

Plastic Products Polyethylene Polypropylene Polyeinyl Chloride Polyslyrene
Extrusion Process
Film bags 60. 000 25, 000 35 008
Woven sacks 10. 000 60, 000 16, 000
Pipes -
Sheets 5 000 5, 000
Netling and ropes 5 000 500 5 500
Wires and cables 1, 500 1,500 3. 000
Others 1, 600 2, 000 3, 000
Sub-total 87, 500 42, 500 1, 500 1117, 500
(69. D
Molding Process
House wares 4, 500 7. 000 il, 500
Industrizl products 8 000 500 8, 500
Patkaging containers 1, 500 1, 000 4, 000 2. 000 8, 500
Others 2, 000 1, 000 500 3, 500
Sub-total 16, 000 9, 600 4, 080 3, 000 32, 000
(18. 8)
Specialily Process
Calendered products 15 000 15, 800
Yacvum formed prodacis 4, 000 4, 900
Others 1, 580 L 500
Sub-total 1, 500 15, 900 4,000 20, 589
(12. 1)
Grand Tolal 35, 060 51. 500 26, 500 1. 000 70, 600
(50. 0) (30. 3) (15. 6) (40

Source: BOI Secloral Report



Table 2-2-12  PHILIPPINE IMPORTS, 1387-1988.

Unit: F.O.B. USS Million

1987 © 1988 Growth Rate
C B FOB VYalue | % of Total | FOB Value % of Total | 1987-88(%)
CAPITAL GOODS. Late ¢ 11§ 1, 7135 21.2 43.3
“Non-¢lectrical machinery 531 1.9 108 8. 6 3.8
Elecirical machinery I ) 5. § 579 7.1 28.3
“Transpori equipment - : 116 LT 3 2.8 1417
Airerafl, ship & boats 33 0.4 123 1.3 212, 1
CProfessional,. scienliific & 13 L0 81 L1 24.6
controlling instruments
RAW MATERIALS & INTERMEDIATE GOODS { 3, 426 30. 8 4, 174 511 i1 8
Wheai ' 82 L2 136 1.6 65. 8
Crude materials, inedible 2990 {3 413 5.0 42. 4
Cotton - - 48 0.7 72 0. 8 500
Symthetic & artifical fibers 11 i1 84 [ 9.0
Others . S 165 2.4 251 3.1 55, 1
Anima! & vegetszble oils & fats 13 0.1 18 0.2 8.4
Chemical 924 13. 1 1,039 12.1 12. 4
~Chemital compounds 332 49 381 LY 1. §
Medicinal & Pharmaceuticals LT L5 113 1.3 8.6
Urea _ 59 0.8 12 0.8 2.0
Fertilizer excluding urea 30 0.4 35 g4 £6. 6
Others o 399 5.9 152 5.9 13. 2
Manufactures o §51 14,2 1, 238 15.1 29,3
- Paper & paper products 102 | i 1.3 8.8
Textibe, yarns & fabric, ete _ 219 i1 324 3.8 16.1
Trom & steel 340 5.0 415 5 8 39,1
Metal products 63 0.9 -85 1.0 34.9
others 173 2.5 243 2.9 10, 4
Embroideries 334 4.9 317 4.6 12. 8
Meterial/accessories for the manud 767 i1, 3 9110 11,1 18. 6
facture of electronic equipment A _ ;
lron ore not agglomerated 39 0.8 43 b5 211
MINERAL FUELS & LUBRICANTS L.249 © “18.% 1, 096 13. 4 -12. 2
CONSUMER GOODS 541 85 (LT N ) 35. 2
SPECIAL TRANSACTIONS 305 4.5 i 5 35.1
TOTAL IMPORTS 6, 131 100 9% 5158 : 100 % 21, 1%

Sovrce: Central Bank of the Philippines




Table 2-2-13 APPROVED EXPORT MARUFACTURING PROJECT (1383-1988), By Majon Sector

Unil: Pesos l[illi.on

Sumber of Projects

EQUITY [NVESTMERTS

. Foreign'

| ¥unber of workers

4/ %= of Grand Tolal
3/ %= of Erport Manufacluring

Source: Cenlral Bank of lhe Philippines

_ - o, % Total . Local

2 1983 GRAD ToTALY 3 NN I RN T 1, 241, 3 2,080

h. EXPORT MANUFACTURING-"=- VTR0 LTS 35598 2802 - 15.8%6 1 1907 63.5%1 18954} 66.3%

t. Processed [aods 14 e 1 120. 8 1.3% ;163 P 3% 143 5. 6% 448 5 1%

A Wearing apperel 13 TN 35.3 L% 167 9.5% ! 35 LAs6| 4219 93 19%

e Elecirical & elechronic 13 TR e T 10.5%: 30 13.4% ML TE 90, 8% | 6952 31.5%¢

{, Other producis for eipoit i1 5410 159. t 14. 9% 139,05 1% 6% 0. t L5% 63145 0 M. 3%

2. 1984 GRAND TOTAL 12 NRILE SRR TEN 3, 900.5 17,831

b EXPORT MANUFACTURING 89, 1 216 | 30000 3L8%67 L0200 46296 12800 32 8% [ 25472 53 1%

¢. Protessed foods IR 5651 2.5% W L3% 2.9 . 1.8% | Lis0i 8%

d. Wearing apparel 1% 2.3 62. 8 2.1% JLEL 1 1% 5.1 2. 0% 5506 22.0%

e. Eleclzical & electronic 11 181 850. 4 36. 396 L0 13960 673.4; 52.6% JJ.SBZE 45, 5%

[ Other products for exporl 07 Lz LR 5n9% G T 8T 1T SSE5. A% nEH 209%

2 1985 GRAXD TOTAL 318 ERITNE IR AT S A T L

b EXPORT MARUFACTURISG CME A L3N E B8998 3044 115% 0 BT I 34.29) 1%.828: 96 0%

t. Processed Toods 1 12.§ L0 & 9.0% LS 2L A% .25 L% LT3 8. 1%

8 Wearing apparel il 8.9 25%. 1 3.1% 4.2 b. 19 1.5 0.2% .60 ¢ I$f396

e Electrical & electronic 2 18.9 8321 BTL5%: 1211 30.1% 1 TILO: B4.9% | -7 3201 36.9%

. Other prodvels fer exporl 65 58.6 263. 1 21 1% 164, 8 4. 7% 98.4: 11 39% TG0 3619

2. 1986 GRAXD TOTAL 501 3 b3 1, 552.5 . 583.8 B B £ 381

b, EXPORT MANUFACTURING 89 i 18 M.2] 24.6%: C 33 A% 1 ws5 6 1609 | 23659 64798

t. Processed Toods NERR Y §1.8; & 03% 5 10. 9% A% LT L g

¢ Wearing appared 20 .5 §L.30  B%T 3180 6.99% 0.8 12.09%| 5260 223%

e. Electrical & electronic 14 15.1 £24.8 54.0% 2689 52.0% ; 154 Bi- 60.6% | 11983 506%

I Other produels for exparl i §n.2 223,31 25.8% 158.8% 30.6% BL6F 25.3% | 5389 12.19%

2 1987 GRAND TOTAL A3 8. 360. 1 Coi A 34213 w7

b EXPORT MAXUFACTURING A3 IR b LSRRl B0% LIBY O 2079 B5E3C 16.29 | AL 66D 4k 3%

¢, Processed foods B 83 125.8 6.5%6 ¢ 108, 8. 0% 16.1 10% 2303 5.5%

d. Wearing apparel i 36.3 20,57 1L6%E 131 9.5% 8131 16 5% 19.862 ¢ 41 1%

e. Fleetrical & eleclronie 1 5.1 52 b 21% 35. 6 269 : BLLE 1% 350 8%

. Other products for exporl 96 9.1 Ls2e 2: 19.2%; 109325 7L 8% 0911 1148 161851 38.8%

2. 1988 GRASD TOTAL 2 504 39,684, 3 22, 204, 17, 480, 3 184101 :

b EXPORT NAXYFACTURING 694 ¢ 2T LIB 10000 A5 6% 1031855 4659 T8LT. A4 5% [ 120869 65 6%
e Processed loods 10 s boms 1l L% b 3% T: L3%|  nas2i A 4%
4. Wearing apparel 130 18,1 1978 289 501 4% uUS T 52% | 235301 19.5%
Pe. Blectrical & electionic 85 12. 2 L1563 23.0%: )L ML O 10.1% LM 40.0% | 2L 380 1T 1%
1. Other products for export 139 M4 1L TZA% ] BTRL DY RS (% A3IT9G S5.6% | 105241 58.4%

Xotes @ 1/: CRASD TOTAL incledes domeslic producers. “exisling project, increase in:equilr projecl and withow! fncenlive projecls.




Table 2-2<14° SUMMARY APPROVED MANUFACTURING PROJECT, 19§3-1988. . By Major

Sector

Unil: 9%

Number of

RQUITY INVESTMENTS

Number of

Source: Central Bank of the Philippines

Projects ) Workers
Total Local Foreign
GRAND TOTAL CL00%) | C1009%) | 100 | C180%) | € 100%)
| . (18.459%) | (1% | QL% | QL% | (58.7%)
EXPORT MANYFACTURING — : S—

' 100% 100% 100% 1012 100%
Processed foods 11, 6% 5. 5% 12, 2% 2.8% 5, 5%
Wear{ngxabpare] . 20 596 ' - 5. 1% 6. 3% 5 4% 25. 5%
Eleetrical & clectronic C144% 42 6% 21 1% 55. 49 12. 1%
Other producls for export ,53{396 - 45.8% 60. 4% 36. 0% 36. 4%
{Eqdity'Ralio)' LT ' : :

EXPORT MANURACTURING - - | | 2, 402.0 | 13,9007 | 114383
190% 54 1% 45. 3%
- Precessed foods & e 8 ”}5 ................. 5964 2142
: . 1009 13, 6% 26, 4%
100% 59, 6% 44, 1%
‘ 100% 23, 9% 16, 1%
Other preducts for export mwl&ﬁﬂ;l ................. 124 i 54986
' 100% 66, % 33. 1%




Table 9-2-15

COMPARISON OF MAJOR INDICATORS OF INVESTMENT ENVIRONMENT FOR THE FOUR ASEAN COUNTRIES

Drawn up fan, 1990
COURTRIES MALAYSTA THAILAND THE PHTLIPPINES [NDONES 1A
FTEMS :
<Systematic Aspeclsy - ‘ _ 7
“Grace Peciod for Corps. (il Maz, 10 years | Max, 8 vears. | Max. 10 years. | Mo grace period
case of max. preferencial (1) n (2) (1)
treatment for invesimend) ' _ ‘
- Foreign Capital Bquity | | y .?....!.9....!.?.9.9.5. .......................... Up o 100% | Up Lo 100% | Up to BO%
{inct, inveslmenl to EPZ) ) - {2) :
« Land Ownership by 100% ownership | 100¥ ownership with ub to 40% llﬁﬂ%ruge_righia
Foreignars with time timit ) cerlain conditions ownership = effectively same
_— — UL S S as_ownership
_ {1} {1) {4) (@
Cndusirial Cosls> _ -
« Avg Starting Salary for 312088 /manth 194088 /month 182U88/month 163088 /manth
University Graduales {4) 3 (2) (1)
*Price of Industrial Sites { 3 2~959, 8US8/nf | 1~32, US8/nd 118 2~36, 4U58/nd §0~~50088/nd"
' {3) (1) @) {4)
»Unit Price of Blectricity |0, 078U88/kwh 0, 093058 /kwh 0, osiuss/kgh,_______' 0. 11088/4wh
(average) (2) - (3) : { ' o
« Unit Price of Industrial 0, 45088/ 0. 33088/l 0. 36US$/ 7 0, 34088/
Water (averzge) B ) {n (3) - () -
<Industrial Infrastrucloresy ; |
«No. of Industrial Estates GIE 105 GIE 22 GIE. 19 . GIE 25
....... EP? 12 EPZ § EPZ 4 LEPL L
(1) {2) ) (3 :
» Road : Total length 19, 06%m 84, 164km 157, 81 0km 219, 009km
% surlaced 80% oo A0 1496 il 62,3% . .
(i) (3 (1) (2}
+ o, of Telephone Receivers 5 R D N S b4
Tnstalled (/100 persoanel) §)) )] () {4)
+Ratio of Imported Raw Maled 4494 30% o 8% 36% -
rials & Intermediale Goods {3) (1) {4) (2
» Language Employed Malay Thai English Indonesian
[Titerate Rate (1983) e 00826 | 3. 0% 14.8% 0. 25,%% -
{3) (2} (1) (3)
Tolal Points {29 (2 (31 (31

Sources: _
Trade StatisCics
- JETRO Trading Marke

UKESCO Stalistical Annual Repor!

I Series

Nalional Invesl
[RF Stalistics

ment Guidehooks




Table 2-2-16 WAGES COMPARISON
Philippines Thailand Malaysia

{1) Legal Minimum Wages - P 80/day Bt. $0/day NS 11/day

{(Manita Melropolitan)  (Bangked Metrapb!i(an) {based on W W level)

Basic Salary / Year 24, B39 24, 300 2,970
{based on 270 productive
day & year)

Paid Legal Holiday ' 979 1. 170 110
' (11days) {13days) (10days)

Mandatory Paid Leave 435 341 88
{ hdays) { Gdays) { 8days)

Optional Paid Sick Leave 1, 335 3 700 242
(15days) (30dzys) (22days)

{2) Total Basic Salary & ©o2h, 189 28, 110 3, 4110

Mandatory Benelits / Year

(3] Allowance & Additional 14, 466 17, 800 2, 046

Pringe Benefits {average)

incl, Social Security, {2)%54% {2)%62% (D)% 0%
Medicare, Employee' s

Compensation, Thirleenth

Month Pay
{4) Totzl Annuval Compensalion P 41, 255 Bt. 46 510 H$ 5, 546
{Rquivalent US$) (US$ 1, 838. 5) (Uss 1, §10. &) {USS 2, 021. 5)

Source: THATLAND BOI, PHILIPINES BOI, MALAYSIAN INDUSTRIAL DEVLOPMENT AUTHORITY



Table 2-2-17 COMPARISON OF THE MONTHLY SALARY

Thailand Philippines

Tuly, 1988 My, 1988

 Automobile Bt 8,000 P o3 192
(USSR &) . (USS 142.2)

Textile Bl 4, 500 TR

(Uss  163.5 ) (S8 116.6 )

Eteetric & BL 4800 P4 644
Blectronics (uss 1752 > . (Uss 6T.0 )

Machinery Bt, 5 100 P& 070
(uss 2Ly > (Us$ 2258 D

Other Mig, Bi. 4, 400 P2, 436
(Uss 1713 ) (USS 108.6 )

Average By, 5, 380 P 3592
(uss 2087 (Uss 160.1 )

Naotes .« Philippines salary inclugde allowances, fricge béne{its and a
bonus, Thailand include ohly allowances and fringe benefiis,
» Exchange rate | US$=P22 44, Bi. 25 69
Sources: National Wages Council, Philippines
Japanese Chamber of Commerce. Bangkok



Table 2-2-18 COMPARISON OF AVERAGE RATES/KILOWATTHOUR
WITH NIXE POWER FIRMS IN THE PHLLIPPINES
hs ol January. 1939

CEPALLO P 1. 086
HERALEO R AT
QUEZON.T 1. §5
BATANGAS T 18
PANPANGAT 118
BATANGAS | 193
LAGHNA 1 [ 93
NUEVA BCTIA I LT
PAMPANGA 20l

' SRV

NUEVA BCIJA I

_Sourﬁé:'jhé”Philippine Star, 12/23/88

Table 9-2-19  COUPARTSON OF AVERAGE RATES/KILOWATTHOUR
© WITH POWER ‘FIRMS IN NINE COUNTRIES
As of laavagy, 198%

046

CCEPALCO, Cagavan de COro . p
' s

!

PULY, 1Indonesia 1

CLPCO, Ho}gknng 1. 4}
MERALCO, Metro Manita 1. 45
HEA, Thailsad | 1. 49
TATPOWER, Taiwan b5
YEB, Malaysisa [, 51
KEPﬁb. Soulh Korea ]. 68
KANSAL, Japan 7. 85

Seurce: The Philippine Star. 12/23/88
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Chapter3  PRESENT SITUATION OF THE EXPORT PROCESSING ZONE AUTHORITY

(EPZA) AND THE INDIVIDUAL EPZS
Outiine of the Export Processing Zone Authority

E_stab!ishmént and Functions of the EPZA

' :The devclopment of export proccssmg Zones was 1mtxated by Repubhc Act No. 549[) cnacted on
_J an. 21, 1969 Thls act provtded the basic pohcy to set up the Free Trade Zones (FTZ) under the

' conLrol of the_, Bureau of Custons in order to realize reglonal development through the promotion

of:fdreign investment. ‘To this end the FTZA (Free Trade Zone Authority) was set up. However,
because of the unstable political situation of the time the implementation of concrete plans was
not carried through and to all intents an actual start in this direction was only made with the
creation of the present Expor{ Processing Zone Authority (EPZA) and the development of the

" Export Processing Zones (EPZs). The Presidential Decree No. 66 of September 21, 1972 revised

Republic Act No. 5490 and provided the basic policy for development of the Bataan Export
Processing Zone in Mariveles, in place of the development of FTZ previously envisaged. It also
authorized reorganization of the FTZA as the EPZA.

In gaﬁeral there éic three tjrpas of the free trade zones, pamely; a) Free Pcrt, b) Transit Zones

and ¢) Expori Processing Zones, Initially the development policy underlying the FTZ was close to
that of a transit zone which provides non-tariff treatment for goods or bonded warehouses for
goods to be used for rc-é'x;iort. According to the above Presidential Decree the government
policy was directed to develop genuine export processin.g zones permitting delivery into the

country after tariff procedures.

‘The Presidential Decree No. 66 stipulated five main development objectives for the EPZ:

-1)  Making the Philippines a center of international frade

2) Strengthening the Philippines’ export trade and foreign exchange position
3) Haslening industrialization
4) Reducing domestic unemployment

5)  Accelerating the development of the country, by establishing export processing zones



Thus the devclopment of EPZs was envnsaged a% havmg & constderahlc role to play in the o
promotion of industrialization in the Philippines and in expandmg exports.

The EPZA, established as an independent Public Corporation by the foregoing Presidential
Decree, was placed under the control of the Mini:str'y of Trade and"lndus'tr.y' (the pfésent
Department of Trade and Industry). The Board of Commissioners of the EPZA is chaired by the
Secretary of the DTI. The seven-person Board of Commissioners of the EPZA is made up of six
members from the Public Corporations (iuciuding the EPZA Admiﬁist'ri'a'to'f). andone
representive of the private sector, (refer to Figure 3-1-1). The main function of the EPZA isto

 pursue the 1mpiemcutat10n of the objectives lald down in the samc Premdential decree, which
include the planning, development, administration and managcment of the EPZs. The authorities
of the EPZA and incentive measures for Zone Enterprmesy of the EPZA are outlined below.

1)  Authorities of the EPZA

a) Devclopmeut and management of the EPZs in line with the objectives laid dow;zr in the
Presidential Decree No. 66

b)  Acquisition and ownership of land for sites

¢) Determination of regulations concerning the Zone Entcrpnses and takmg measures for

their convenience

d) Decisions on the conditlons for use of thc laud and facilities by the Zone Enterpnses

and callcctlon of fees for use
e) Judicial administrative and policing powers for the EPZ siies

1

Note: If "Zone Enterprise” refers to an}' individﬁai firm, association, partnefship or other form
of business organization which has been authorized to establish and operate a business,
or engage in an econonmic activity within the Export Processing Zone.

2)  Main incentives extended to the Zone Enterprises

a) Guarantee for 100% foreign capital invesiment
b)  Exemption from customs duties
¢) Taxdeduction allowance (fax credit)

d) Exemption from local laxes (except real estate tax) and licznse fees

3-2
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€) _. Authorization of Employment of foreign nationals
f) Preferential foreign exchange quota
g Accelerated depreciation
h) Net-operating loss carry-over
i)  Freedom to send invested capital and profit dividends to home country
Further, zone enterprises are permitted to sell up to 30% of total production to the
Philippine market, provided that they satisfy several conditions set by the EPZA, including
assurance that they will not adversely affect domestic industries.
Organization and Management of the EPZA
At present, the EPZA is administered as an antonomous public corporation, although a part of its
funds is provided from the government. There are seven existing exporl processing zones in

operation comprising four Export Processing Zones (EPZs) and three Special Export Processing
Zoncs (SEPZS) The difference betwecn these two categories is that whereas the EPZs are

. devalopbd for unspemﬁcd export companies the SEPZs are developed by the specified private

compames and ar¢ used by large-scale export industry for industrial complex sites. The three
SEPZs arc thc Isabet SEPZ (Lcyte) for copper smelting and phosphate fertilizers, the Tabangao
SEPL (Batangas) for liquefied petroleum gas, and the Subic SEPZ (Zambales) for shipbuilding.

_ Fu:_ther, the SEPZs are subject to the same incentives as those applied to the EPZs.

The main ofﬁce of the EPZA is located in Manila and each of the EPZs and the Leyte SEPZ has
administration offices on site. Regular employees numbered 597 in 1989, and 1,072 were
employed on a temporary basis. This is quite a large scale of organization if one compares the
above to the Industrial Estate Agency of Thailand in Thailand that has 250 employees.
Particularly it is noted that about half of the entire staff are positioned at Bataan (BEPZ; refer to
Table 3-1-1). A majority of the personnel assigned to each EPZ have been recruited from the

local communifies.

Figurc 3-1-1 shows the organizational structure of the EPZA, Under the Administrator and
Senior Deputy Adminstrater at the Head QOffice in Manila are placed three groups;
Infrastructures Services Group, which is responsible for the maintenance and operation of
facilities, the Support Services Group, responsible for administrative and financial management
and the Corporate Services Group whick reviews tenant applications from prospective zone
enterprises and provides support for practical aspects of management. Three Deputy

Administrators are appointed and supervise each group. These groups have seven departments.



Also, under the Administrator are directly placed five departments and offices. 300 staff,
accounting for 29% of the total, ate employed at the Head Office., Hach Zoxe Office is
administrated by the appointed Zone Manager. The above three groups also constitute the
central pillar of the structure of the individual Zone Offices. There arc only one o two staff

members in cach Zone Office who are in charge of Information and Promotion.

" Companies submit their application for EPZs tenancy directly to the EPZA. The applicaﬁons are
primarily appraised by the Project Evaluation and Review Department under the Corporate
Services Group, and then fiﬁally approved by the Board of Commissioners. Figure 3.-1-2shows
the steps from dpplication fo a:;')p'ro'va'l. A 100% foreign édﬁity'ééﬂbéﬁcﬁéptéﬂ as a zone
enterprise and in fact the majority of operating zone enterprises are fully owned by foreign

companies,

The revenue of the EPZA, which is s¢i-supporting, comes from rental fees received for use of
land and buildings, fees for various services (escort fees, processing fecs, etc.), and subsidies from
local tax (real estate tax). In addition to these it réceives financial Sﬁbpc:)r't from th¢ government
budget. On the other hand the operational system of the individual EPZs is not self-supporting
and the Head Office of the EPZA in Manila has budgetary control over the EPZs. '

Looking at the managerial organization of the BPZ in the ASEAN countries, with the exception
of Malaysia where this is delegafed to the Economic Development beiioraﬁoﬁ of the individual
states, the EPZ arc controlled by special institutiosis set up by the central govérnment (ﬁié EPZA
in the Philippines, the IEAT in Thailand and the P.T. KBN in Indonesia), However, all of these
institutions continue to cxperience budgetary problems and recently an increased activation of the
private sector to further the development of the EPZ has been emphasized. This mamly involves
private sector capital and joint development or acceptance of managemeuf of the private
industrial estates, In the Philippines industrial estates which have part of the function of an EPZ
have recently been developed by joint-venture companies established by the Philippinc-private

capital and foreign private capital.
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Development History end Present Situation of the EPZS

. Development History

It has already been noted that the BEPZs were planned to atiract forsign capital as part of the
overall policy for an export-oriented industrialization and thus to realize an expansion of exports.

_ In 1972 the actunal implementation of the BEPZ development plan was started as the first such
. project. But already at that time in Taiwan the Kaosing EPZ, compleied in 1965, was in full
_operation and the construction of two new EPZ, Nan-Tzu and Tai-chung, had been begua.

Further, in South Korea the construction of the Masan Free Trade Zone began in 1970. The
Philippines referred to these preceding achievements as reference for its own projects.
Incidentally the Lat Krabang EPZ of Thailand and the Penang Free Trade Zone of Mataysia
were both completed in 1979, and at that time the Philippines was ahead of these countries in
EPZ development. An outline of the EPZs of South Korea, Taiwan and Hong Kong which
served as models for the Philippine EPZ development is provided for refercnce as Annex 10.

1} Bataan Export Processing Zone (BEPZ)

The main financial sources for the developnient funds for the BEPZ came from the
- goverament (through 500 million pesos of EPZA Authorized Capital, August, 1974)
. domestic and foreign financial aid (including war reparations from Japan) and public bond
issues, Further, the major part of the site was state-owned land transfered to the EPZA free
of cost. The entry of enterprises began from May, 1973, and exports were shipped from the
BEPZ began in the following year of 1974, In 1978 most of the existing facilities had been
completed and the early 1980s was the most active period of the zone to date.

* In the 1980s in its most active period there were 56 zone enterprises operating with a total
personne! of 20,788, and an export value of 134.3 million US dotlars was realized from the
zone enterprises there. Reflecting the adverse trend of the world economy experienced
after 1983 and the intensification of labor troubles in the BEPZ, the number of zone
enterprises began to decrease. However, from 1988 work for repair and upgrading of the
zone’s facilities was begun with OECF funds and the number of companies secking to locate
there shows signs of increasing again.

2)  Other Export Processing Zones

After this, the fairly satisfactory result of the BEPZ stimulated the development of second
and third Export Processing Zones. In 1979 the Maclan EPZ, (MEPZ) located in Mactan
island of Cebu Province in the central-south part of the Philippines was developed. Then in
the following year, 1980, the Export Processing Zone of Bagio City (BCEPZ) in the north
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part of Luzon was developed.” Each of these was developed around 4 corc projeet, in the
case of the MEPZ this was the wrist watch factory of TMX, Inc., an international watch
manufacturer, and in the BCEPZ the somiconductor factory of Texas Instruments, a US
_electronics company. Further, another difference from the development of the BEPZ. is that -
both these later Export Processing Zones were set up in proximity to a regional urban

- center.,

At the same time as these two Export Processing Zones were being constructed the master

_ plan for the development of the CEPZ in Cavite Province near Manila was being drawn up.
Construction of this was began in 1983 and operations of zone enterprises started in 1986
making this the newest of the Export Processing Zones.

Present Situation

Table 3-2-1 shows the development situation at the end of 1989 of the four Export Processing
Zones in a tabular form. The dates when construction work was begun is different in cach case
but to date all of the development of sites has not encompassed the entire originally planned
areas. The EPZA desires to proceed with the devélopment of the remaining areas if financing is
available. Recently, due to a shortage of development funds available to the EPZA, instead of a
sales-on-completion, arrangement, has adopted a scheme whereby it proceeds with partial
preparation of site facilities on the basis of advance payments received from companies scheduled
for entry. Therefore, at present development work is proceeding in keeping with demand for the
sites. With BEPZ, the first EPZ in the Philippines, preparations were not only for the basic site
facilities but also included provision of related facilities such as hospital and hotel services, after
which zone enterprises were invited. In recent years, by contrast, there has been a move towards

development methods which reduce development risks as [ar as possible.

At present (as of 1989), the area already developed for industrial use in the four Export
Processing Zones is 364 ba, representing 55.9% of the originally plamed arca. The BEPZ is the
most advanced as to development, with 75% of the total scheduled site being completed.
Following this in order are the MEPZ, BCEPZ and the CEPZ. However, none of these three

- have yet passed the 50% development inark. At présent, the number of opcrating factories in the

BEPZ is only barely in first place with 26 companies while the number in the MEPZ and CEPZ is
increasing so that the EPZA looks for a reversal of relative positions to take place sometime in
1990, In particular for the MEPZ it is expected that all of the sites scheduled to be developed
will be fully committed for icase sometime in 1990. The EPZA plans to begin development of an
unopened adjacent area of 61 hectors, and also has under consideration a new project for

reclaiming a 120 hector site,

Table 3-2-2 shows the performance of the EPZs.over the last three years. In 1989, the total
export value of the combined four EPZs amounted to 444.1 million US dollars. This represents
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C63% of the total export value for the Philippines for that ycm‘,.or about 10% of the total cxports
“of the mamlfécturin’g industries. Since the CEPZ will more closéiy approach full-scale operations
in 1990, the EPZA Investment Promotion Dept. estimates that the total export value of the four
" BEPZs will increase to 784.5 million US dollars, a considerable increase of 76% over the previous

year’s performance,

Relative Importance of Each EPZ

0

2)

Particularitics of Scale

Export value and number of employed persons for cach of the EPZs are shown in graph
form for 1989 (actual) and 1990 (cxpected) in Figure 3-2-1. This reveals that the CEPZ will
have a remarkable expansion in 1990, particularly by recording the greatest growth of the
number of zone enterprises, cxport value and number of employees amdng the four EPZs.
Also, the scale of the MEPZ will expand considerably thus gainiag a firmly established

“position. Although no expansion is expected for the BCEPZ its export value remains the
- highest of the four EPZ and is expected to continue in the lead. On the other hand, the

BEPZ is expected to remain the largest of the four in terms of actual size, numbers of zone
enterprises and persons employed, despite its relative position becoming lower along with
the expansion of MEPZ and CEPZ.

Particularities of the Industrial Sectors Represented.

The particularities of the types of industry found in cach of the EPZs are as follows.

Bataan EPZ: Garment factories accounting for half of the total, followed by sectors for
{BEPZ) leather and rubber processing such as bags, gloves, shoes and sporting
goods. '

Bagio City EPZ: Well known for semiconductors and electronic devices; but numerous

(BCEPZ) ‘number of garinent manufacturers are operating in the SFB. _
Mactan EPZ: Most numerous in electronics and precision machinery, followed by the
(MEFPZ) . garment sector. Others covera wide range of sectors including

accessories and buitons, etc.

Cavite EPZ : Garment factories accounting for 40%, machinery and metalworking
(CEPZ) factories are more prominent than in the other EPZ.

In overall terms garment factories are still predominant, but electronics and precision

machinery factories are increasing in the MEPZ, while machinery and metalworking
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factories are increasing in the CEPZ. There are frequent requests for locating electronics
factories in the BCEPZ, but cxpansion of the industries to be located there has.not advanced
due to the difficulties in assuring water supplies.

Environmental Particularities

The following environmental particularities are noted,

BEPZ:; Particularities Has the best industrial infrastructare of the EPZs.

Problems Geagraphically distant from urban centers, there are

transportation probloms.

BCEPZ: Particularities Good climate, and superior natural environment. Availability of

highly educated employees.
Problems  restrictions on water and froin physiography as this is on an inland.

MEPZ: Particularities 'Well placed for use of harbor and airport facilities; extremely good

labor environment,

Problems Construction costs relatively high because in high bedrock.

Difficult to assure housing and transport.

CEPZ: Particularities Close to the Manila Metropolitan area and existing industrial
estates. Well favored by geographical conditions.

Problems Because of narrow access roads to Manila, interference with

transportation.

At present, the particularities of the individual EPZ of the Philippines vary.and they are
dispersedinlocation. It would be possible to make use of the particularities and
accomodate appropriate industrial sectors accordingly. However, the flow of materials and
communications are decisive aspects in determining the superiority of a given location for
expori-oriented industries. In this sense, the CEPZ, the one qloses't to the Manila harbor

facilities, can be said to have a slight advantage over the other fwo EPZs,

Profiles of the individual EPZs are described in more detail in Anoex 5.
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3-3  Qutline of the Cavite Export Progcessing Zone

()

Development Hiatéry and Outline of the Cavite Export Processing Zons

The master pian for_ the CEPZ, was drawn up in 1980 and construction work was started in 1983.
The plan was divided into five phases, [ to V. At present, Phase Iis nearly completed and Phase
I is being developed. The following is an outline of the land utilization plan in cach phase and

the present development status.

1)  Situation as of February, 1990

a) Total Land Area: 283.1 ha of which 173.1 ha (61.4%) is scheduled as industrial sites.

b) Commencement of Construction Work: 1983

Tenants begin to more in: January, 1986

¢) Estimated Total Project Costs: 706.2 million pesos (1982 estimate)

d) Target at Completion Drate (five years after the initial location of factories):

Number of companies

. 90

Total export value 951 million US dollars
Total personnel employed 35,800 (directly employed)
71,600 (indirectly employed)
€) Phase Planned (sq. m)
I 11 I1I IV \' Total
Industrial Land 396,180 394,742 279,089 390,854 278,894 1,739,759
Road 106,109 84,098 97,312 89,055 068,424 444,998
Administ. Area 19,950 0 0 ] 3,525 23,475
~Utilities Area 22,780 0 0 36,300 9,830 68,910
Green & Open Space 892,975 162,584 28,409 185,261 88,079 554,308
. Total 634,994 641,424 404,810 701,470 448,752 2,831,450
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f)  Existing Enterprises in Cavite EPZ _
No. of Regserved Area (mz)
Companies Phase I Phase 1T

Operational 13 111,055
‘Under Construction 7 55,900
Registered but without ’ 7 77,435 30,000
Physical Presence _
Approved but not yet Repgistered 16 ' 64,800 40,000
Under Evaluation . 3 10,000 10,000
With Offical Reservation _ 10 : 5,000 90,000
Total ‘ 56 324,190 170,000
Occupancy Ratio 100 2 43 I
g) Number of Operating Companies 11 (in Feb., 1990)
Total export value 153 million US$
Total personnel employed 3204 -

Average land area per factory 8,732s0. m

Phase I was originally planned for development of a total of 396,180 sq. m of industrial fand area,
but the development of about 7 ha (Block 11) has been suspended until land acquisition is
completed, Accordihg to EPZA, the Block 11 is located at the entrance road for Cavite College
of Arts and Trade adjoining CEPZ, and therefore removal of the entrance road is needed for
dovelopment of Block 11. Another reason is that a few houses existing in the Block have been not
been removed yet. Nevertheless EPZA anticipates to finish alf procedures for land acquisition by
the end of 1990 at the latest. :

Many companies have reserved land in Phase Il and some already started factory construction.
This development is proceeding from the aréa adjoining Phase I following progress in
construciion of the main road. Infrastructure in Phase II is hardly developed so far, but further
development is expected soon. The land area already occupied and scheduled for occupation

represents 64% of the planned development area of Phase I and 11,

The overall development schedule is behind the initially plan. There are some 100 ha of sitc
which remains and is scheduled for development. This is to be divided for development in Phase
I hereafter. Further, there are delays in the creation or installation of surrounding road
nctworks and efectricity and telecommunications lines. These delays are exerting an adverse
effect on the development of the CEPZ.
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Conditions of the Vicinity of the CEPZ

The CEPZ is located in Cavite Province in the central-west part of Luzon. It is bordered by Batangas
Province to the south, Laguna Province to the east, and Manila harbor and Metro Manila to the north,
It is approximatc'ly 30 km distance from Manila which takes about 50 to 60 minutes by car, The
province population is 1.1 miilion (in 1989) of which 60% is of working age. As for industry, besides
agriculture the main industrics are théproccssing of agricultural products, metalworkingand
handicratts.

At present, the development of Cavite Province forms part of the development of the area around
Manila. Including the industriai estates already existing in the province, there are ten locations for
which industrial estates are planned in 1989 to date. The CEPZ is to be developed as the central axis
of these in the industrial dévelopmcnt of the Cavitc Province. On the other band, the development of
these industrial estates is to have a significant effect on the provision of industrial infrastructure in the
region and in fact the majority of the ;Srobléms encountered by the CEPZ such as telecommunication,
nearby road networks, etc. are related to the inadequate provision of infrastructure. The future

prospects relating to these major problems are as follows.
1)  Electricity
"a) Power Stations and Generating Capacity in Luzon

As of 1988 the power stations in operation in Luzon are as follows.

Capacity
Fuel-o0il-baced thermal 4 stations 1,925 MW (47%)
Céal«b&éed thermal 1 station 350 MW (71)
Geothermal ' 2 stations 660 MW (167)
Hydroelectric 11 stations 1,226 MW (30%)
TOTAL 18 stations 4,111 MW(100Z)

Source: NPC, Naticnal Development Program June, 1987.

The fuel-oil-based thermal power stations which coniribute 47% of the total power
generaling capacilj( are located in the suburbs of Metro Manila, the geothermal power
stations are located at the sonthern Tiwi and at Mak-Bax in the suburbs of Los Banos.
The coal-based thermal power station is at Calaca to the west of Batangas and the

hydroelectric power stations are located around Metro Manila, with four in the south,



and seven located to the north. The regional distribotion of these s;atibns_ are as fol-

lows.

Metro South North

Manila District District

(MW) o (MW) c (M)

Fuel-oil-based = 1,925 0o 0
Coal-based 300 0 . 0.
Geothermal 330 330 0
Hydroelectric 349 1.8 B75.4 -
TOTAL - 2,004 331.8 8754

(70.62) - 8.17) . - (21.37)

Note: the Metro Manila district iﬁcl_udeé the Calabar region

Source: 'NPC, Pover Developmént Program
b) Power Transmission and Substations

The length of the transmission liues and the capacity of the substations in Luzon is
tabulated below. Transmission lines account ff_)l’. 60% of the entire system of the
Philippincs while the substatioh capacity is 74% of the total. All of the power stations
of Luzon island are connected with the Luzon grid to distribute power to all areas of
the island. | |

When the volume of power generated by each power station is maiched to the amount
of power consumed in the area it serves then there should be Little fransfer of electricily
between regions. However, as the northern part of the istand is only provided with
hydroelectric power stations, the level of rainfall greatly affects the amount of
electricity. A backﬁp system has been set up with the Metro Manila region and the

southern district for occasions when electricity supplies are low.
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Transmission and substation facilities (Luzoa Grid)

‘Voltage Length of Capacity of
{kV) Transmission - Substations
- Lines (km) (MVA)}
500 - . 490 -
1230 . 3,310 : 7,328
115 499 o 1,977
69 2,705 666
under 69 528 200
- TOTAL : 7,532 km 10,171 MVA

Source: NPC, Annual Report for 1988
Electricity Supply to the CEPZ

Electricity for the CEPZ is directly transmitted from the NPC. Normally this is
supplied from the Sucat Power Station (with generating capacity of 850 KW) located
on the shore of Lake Laguna, cast of the CEPZ, This is relayed through the
substations of Binan (230 kV) and Dasmarinas (138 kV) and then sent on to the
substation of Resario (115 kV). The Rosario substation is located close to the CEPZ
and is an exclusive facility serving it. It is equipped with a SOMVA 115 kV/ 34.5 kV
transformer and two 34.5 kV transmitters. One of the transmitters is used for the
CEPZ and for the time being while the consumption of the CEPZ is low the other is on
loan to MERALCO.

" The records showed that the maximum supply from this substation was SMVA of which

1.2 MVA was supplied to the CEPZ. In future, as the supply volume to the CEPZ is
increased the transmitter currently on loan to MERALCO will be returned to the NPC
and nsed for CEPZ. In the CEPZ there were currently only ten factories operating and

these are largely garment factories which consume little electricity. It is therefore

difficult to use these figures as the basis for estimates of the future demand of
electricily from the 90 or so factories scheduled to be opened in the CEPZ. However,
with the existing equipment of the Rosario substation there would seem to be no

problem regarding distribution facilities to the CEPZ in the future.

Nevertheless, the question is adequacy of the power generating capacity in Luzon. As
mentioned above the Luzon grid connects all stations in the island and so the supply
and demand balance for the whole island affects distribution to regions. The NPC

intends to respond 1o an increase in demand by upgrading its present generating plants
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and by constructing now power pléﬁts.‘ It cxpcct% to realize an annual average 5%
increase in capacity. As there is no detailed data concerning future demand on Luzon
it is difficult to es=t_ablish whether a 5% increase will be enough to balance demand and
supply. However, this 5% falls below the target of 6.5% (or 9.1% for the industrial
sector) sct for the average annual growth rate of GNP for the MTPDP (1987-1992).
Although it may be necessary to waich carcfully developmenis in the demand situation
hereafter, without a definite improvement in generating capacity the uncertainty of

supply (o the CEPZ, will remain unsolved.

Anather problem is that of voltage fluctuation. It was noted that voltage fluctuated
over a range between 170 V to 260 V around the specified standard of 220 V. Reasons
for the fluctuations were the imbalances in supply at peak demand times and a

reduction in generating efficiency due to a deterioration of power plants.

This problem is of national importance and cannot be settled just in the context of the
CEPZ. Atpresent, there are a number of zone enterprises who have taken
independent measures to protect themselves from such voltage fluctuations. Hereafter,
such counter measurcs will continue to be necessary. It is also desirable that the

supplier set up an adequate maintenance system,
Telecommunications

The qualitative and quantitative inadequacies in telecommunications facilities is not simply a
problem of the CEPZ, and in fact the same situation exists for the other three EPZs. At
present, there are 12 Long Distance Direct Dial lines (EDD) and 50 local lines installed in
the CEPZ. The 12 LDI lines are linked dircetly to Manila by microwave. Further, the 50
local lines are linked to the Rosario teléphone exchange circuit. The number of lines,
especially of LDD lines, is insufficient for the number of zone enterprises served.

While the CEPZ is served by the Rosario telephone cxchange, the laiter uses an EMD type
switchboard of an old type manufactured by the German company Siemens. This only has
capacity for 950 terminals while 1,123 lines are connected so that there is no spare capacity

available.

At present, the Rosario exchange is undertaking the replacement of the 950 line EMD type
switchboard by a new SPCD type clectronic switchboard as part of an improvement
program, Il expects to increase its capacity to 2,100 lines by the end of 1991, 600-700 of
these lines will be allocated for CEPZ use (and at least 120 lines are scheduled for the
CEPZ during 1990),



If the above improvements are carried out on schedule even if the number of zone
enterprises in the CEPZ increases to 60 factoties by the end of 1990 two LDD lines could be
assured for cach zone enterprise. Given that the remaining 500 lines are made available on
schedule then it will be possible to assure sufficient telecommunication facilitics to zone

enterprises entering after Phase 1N (scheduled for after 1992).
Surrounding Road Networks

The primary problem facing the CEPZ is that of the provision of road networks in the
surrounding area, and especially of access roads to Manila. Despite the closeness of the
CEPZ to Manila (dnly 30 km or s0) the poor condition of the roads result in a minimum
travel time requirement of one hour. At present, the main roads connecting the CEPZ and

Manila are as follows (refer to Figures 3-3-1 and 3-3-3).
&) . Manila - Coastal Road - Talaba - Bacoor - Kawit - Noveleta to CEPZ

'This is a 2-3 lane (on each side) road north to south along the Metro Manila harbor
area, and is at present finished as far as Talaba on the south. After this the stretch
passing Bacoor, Kawit and Noveleta towards Rosario and the CEPZ. is a narrow one
lane for both directions wide road, Not only is the road narrow along this stretch but
there is no or kiitle room at the road side so that the road is crowded with pedestrians,
jeepneys, mini-buses, big buses, motor tricycles and tri-bicycles, Especially at rush
hour times the presence of slow vehicles such as tricycles holds up traffic and causes a
drastic reduction of transport speeds, According to a traffic survey carried out by the
DPWH in 1988 (vefer to Table 3-3-1) the Talaba (Zapota) - Kawit - Noveleta stretch
has the largest amount of traffic in the entire state. Moreover, it is forbidden in
~. principle for large vehicles 1o pass along the Talaba (Zapola) - Rosatio stretch of road

excepl at night at present.
.b) Manila - Coastal Road - Talaba - Imus - Dasmarinas - Trece Martires - Tanza to CEPZ

The Aguinaldo Highway which branches off from Talaba towards Tagaytay City is a
well-surfaced asphalt road of one lane in each direction with a relatively wide space on
the sides of the roads, and compared to the above road is relatively uncongested with
slow vehicles, However, the surface of the asphalt surfaced road running between
Dasmarinas to Trece Martires - Tanza (one-lane on each side) is extremely poor and
the road surface is uneven almost the entire length. In aaddition, as it passes through
mountains there are a large number of mountain which obstruct the passing of vehicles.
-However, as there are almost no houses or villages along the sides of the road the
volume of traffic is small. Further, a private industrial estate will be devcloped at the
side of this road.
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Manila - South Super Highway {Carmona Interchange) - Dasmarinas - Trece Martires
- Tanza to CEPZ

This is a route using the South Super Highway from Manila to the Carmona
Interchange and from there passing along the Carmona-Ternate road. This route has
the merit of using the super highway but is the longest in terms of distance.

However, as is clear from the traffic survey (Table 3-3-1) the number of large trucks is

relatively high compared to those of general motor cars along the Carmona -

- Dasmarinas - Mangahan and Trece Martires to Noveleta stretches.- This reveals that

rather than use route a) which is the shortest in distance, routes b) and ¢) tend to be

more frequently used al present for the journey between Manila and CEPZ.

in any case, with the present road network hindrances to material handling and transport

are ¢asily foreseeable not only for the CEPZ but also for the other industrial estates

scheduled for the future, For this reason the following construction plans for new roads

have been established.

a)

b)

Plan for Extension and Widéning of the Coastal Road

The coastal road at present extending from Manila to Talaba is to be extended up to
Tanza, passing either by Noveleta or Rosario where the CEPZ is situated. There are
also two plans one for widening the route from the south of Talaba (Zapote) which
roughly follows the existing route together with another for a new route to go around
Binakayan where the greatest traffic congestion occurs. In particular, the Binakayan
by-pass route goes by the CEPZ on the east side and is scheduled to be located about 3
to 5 km distance from the east gate of the CEPZ. This is expected to make deliveries
to the CEPZ much casicr. The idea for such a plan already existed when the CEPZ
was in planning stage but wasn’t undertaken becanse of budgetary restrictions. At
present, the realization of the plan is needed not only to support the CEPZ but also in

order to relieve traffic congestion in the region.
Plan for Widening the Terenate - Carmona Stretch of Road

The Terenate - Naic - Terece Martires - Carmona stretch is at present a two-lane road.
Hereafter, this willbe animportant road for the overali devel'opment of the
CALABAR area and the present project has been accepted as an object of the 15th
yen loan. At present selection of a consultant is underway and the details of the work
include the following,



1)  Increased the number of lanes on each side to two
ii) Renovate the road surface

The detailed work will be decided after a consultant has been sclected. However, it is
“expected that it will be three years before work begins. The present project has the

official title of "Regional Toufisn_i Development Road".

The average monthly dispatch and delivery of goods‘to and from the CEPZ is 67 and 58
journeys respectively (in January, 1990, for the total 13 factories). There are a number
‘of the 13 factories which were not operating at full capacity or which have expansion
plans for their existing factory sites. It is therefore anticipated that the material
handling will increase and that some 90 two-way journeys per month can be
anticipated. Also the overall freighéage and handling of the CEPZ can be expected to
increase in the same way as the factories operating at 1009 capacity are expected to
double over the previous year’s level so that in 1992 with a total of 52 factories there

" will be an average of 360 two way journeys monthly. This means that just forecasting
two years from now there will be four Lo five times the present level, and without some
measures to improve the existing road network it is clear that the CEPZ will be unable
to function sufficiently.

The above completes the outline of the main present industrial infrastructure. The most urgent
and significant among the three items outlined above is the problem of provision of the road
networks. Since measures have already been initiated in regard to telecommunications and
clectricity, progress may be expected to some extent. Nevertheless, it is necessary that the actual

implementation of these improvements be closely monitored,
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L)

Merits and Convenlences for the Zone Enterprises

Merits of Locating Factories in the EPZs

_The Eﬁpbrt Processihg Zone is one type of industrial estate but it clearly differs from normal

industrial estates asrogards its system and incentives. Such distinctions also existin the
Philippines and the main differences between EPZA registered enterprises and BOI approved
enterprises are shown in Table 3-4-1.

The most important merit accorded to enterprises registered at the EPZA is that freight can be
imported without tariffs and that the export procedures have been simplified.

In the Philippines if certain conditions are satisfied even export manufac_turérs oﬁeratmg outside
of the EPZs can use the anded Manufacturing Warehouse (BMW) System. Applying this
system means that bonded areas can possess the same function as the Export Processing Zones.
Nevertheless, export and import procedures are unaltered and the advantage of the simplificd
procédures available to the factories registered with the EPZA is apparent. Further, general
export companies can use drawback incentives (refund or tax credit shall be allowed for the
duties and taxes paid on the imported materials). The dréwbaék system is rather complicated
and takes a time to obtain a refund, so that even compared to the above system, the companies
registered in the EPZA are more advantageous.

This gap is even greater between the EPZA-registerad enterprises and those normal export
enterprises without bonded warehouse facilitics. In the Philippines the following documents and
procedures are necessary for normal export (refer to Figure 3-4-1),

1) Export

a) Report of Foreign Sales duly registered with the exporter's bank or with the Central
Bank, if necessary

b)  Export Declaration

¢) Export Entry

d} Tax Clearance, which may be issued to exporters quarterly

¢) Commodity Clearance is handled by several government agencies such as the Bureau of

Fisheries and Aquatic Resources, National Cottage Industrics Development Authority,
Philippine Coconnt Authority, Garments and Textiles Export Board, International
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Coffee Organization Certifying Agency, Bureau of Plant Industry, Philippine Sugar
Commission, and Burcau of Forost Development. The Bureau of Product Standards
also deals with the inspcctions that are not handled by the above offices, The

clearances arg isswed to registered exporters for periods not exceeding one year,

) Official Receipts showing payment of wharfage fees, except when the articleis

~ expressly exeﬁiptcd from the payment thercof,

In addition to these documentary requirements, special requirements are imposed on certain

' export products. The requirements are designed to prevent overshipmeat, to maintain

standards of guality, and to control quota allocations.

The Expdr’t Entry, with all the required supporting documents except the proof of payment
of the wharfage f¢, is filed with the designated customs official at the port of cxportation.
Afier the processing of the Expori Entry and payment of the wharfage fee, the shipment may
be loaded onto the vessel. When loading has been completed, the exporter secures

clearance from the customs inspector.

The exporter applies for an export permit from the central bank through an authorized
agent bank. The export permit is checked by the Bureau of Customs, after which a

" commodity clearance is issued to the regiétércd'cxportcr. The registered exporter loads the

goods and obtains clearance from the customs inspector.
Import

a) Consular invoice from the Philippine consulate in the country of origin for shipments

over SK) pesos in export value

b}  Certificate of Origin

¢} Commercial Invoice

d) Bill of Lading

e) | Inward Cargo Manifest

f) Delivery Permit”

Goods are geaerally imported through letters of credit, Registered enterprises are required

to obtain an import permit from the BOI or the EPZA, as appropriate, for tax- and duty-

free importation.
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