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PREFACE

In response to a request from the Government of Republic of the Philippines, the
Japanese Government decided to conduct a master plan for the study on Industrial Sub-
Sector Development in the Republic of the Philippines and entrusted the study to the Japan
International Cooperation A gcncy (JICA).

JICA sent to the Philippines a study team, jointly organized by Yapan Externat Trade
Organization and Unico International Corporation, headed by Mr. Tamaichi Matsumoto,
three times between March to November 1991.

The teamn held discussions with the officials concerned of the Government of the
Philippines, and conducted field surveys. After the team returned to Japan, further studies

were made and the present report was prepared.

I hope that this report will contribute to the promotion of the project and to the
enhancement 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

tcam.

April, 1991

Kensuke Yanagiya
President

Japan International Cooperation Agency
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L. Introduction

This is the final report for the first year of surveys conducted under the Industrial
Sub-sector Development Program in the Republic of the Philippines.

The surveys were begun in March 1990 on the basis of the Scope of the Study
signed between the Department of Trade and Industry (IDTT) of the Philippine government
and the Japan International Cooperation Agency (JICA) on October 6, 1989. The final
report was completed in April 1991,

1. Survey Background

Economic reconstruction,. and particularly the repayment of external debt
amounting to $30 billion, alleviation of poverty, democratization of econonty and society,
enhancement of employment opportunities, and establishment of equality and social
Justlce were some of the issues facing the Aquino admmlstraflon inaugurated in February
1986.

Accordingly, the administration drew up a medium-term (1987-1992)
development plan and grappled with the restoration of social order, improvement of
efficiency in the government sector, economic development in the provinces, agrarian
reform, promotion of local and foreign investment, and promotion of exports centering on
non-traditional products. .

Economic recovery, increased foreign investment, and a multilateral assistance
initiative with the reduction of debts as its primary object materialized during the period.
However, a rebellion of part of the AFP occurred in December 1989, and natural and
man-made disasters such as droughts, earthquakes, typhoons, power stoppages and the
deterioration of public peace and order broke out in 1990. The Gulf crisis, which started
in August, brought about higher oil product prices and less remittances from Filipinos
working in the Middle East. Thus, the economic performance of the country worsened
quickly. : :

In the future as well, industrial development and export promotion will be

indispensable for the management of the country's economy, though it is hard to steer
because of many restraints.

2. Survey Objectives

The surveys aim at studying and analyzing sub-sectors and products regarded as
promising for export in the future and drawing up a comprehensive export prototion
program. Also, as a means of promoting joint ventures and technological tie-ups between
Japan and the Philippines, information about firms desiring to engage investment and
joint ventures shouid be prepared.

1t should also be'noted that the implementation of these surveys should facilitate

the transfer to the Phxllppme side of fundamental knowledge and know-how on
industries, products, and the improvement of marketing methods.

3. Industries to be Surveyed
The following sub-sectors were surveyed in the first year:

Metal engineering (die making for metals)
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Wooden furniture
Computer software and services

4. Survey Ttems

The surveys were implemented in line with the following items provided in the
Scope of the Study. _

(1) Overview of the selected sub-sectors and products

1) Production items in each sub-sector -

2) Volume and value of production and quality of products -

3) Volume and value of exporied and imporied products and their quality
4} Number of firms classified by size and number of employees

- 5) Profile of leadmg firms

(2) Overview of the industrial development p011c1es and rclatcd measurcs of the
government as well as the infrastructure for nurturing the selected sub-sectors and

products

1) 'Administrativc and policymaking organs

2} Sector development-

3} Export promotion

4) Promotion of investment and technological tie-ups
5) Tax system

6) Financial system

(3) Overview of current problem areas in the selected sub-sectors and products

I) Manufacturing processes -

2) Technological level (equipment and technology)

3) Plant management and quality control

4) Production development and design

5) Management of firms (labor-management relations, !Iammg of cmployecs
financial management, eic.)

6) Raw material purchases and relations with supporting industries
(subcontractors and parts suppliers)

7) Cost analysis

8) Marketing strategies

(4) Surveys of markets and policies classified by sub-sectors and products

b Producuon exports and 1mports by and of thc spcmﬁcd sub sectors and
products

2) Competitiveness of the specified sub-sectors and products with competing
countries

3) Marketability in 1mport1ng countries of the sub-sectors and products

(5) Formulation of a master plan for nurturing the selected sub-sectors and

products

1) Improvement of policies and systems

2) Improvement of technologies .

3) Improvement of product and design devclopment systcms
4) Improvement of quality and reduction of cost



| 5) Improvement of management and training of employees
6) Creation of networks for sales and marketing
7) Improvement of financial and taxation systems

(6) Provision of information for the promotion of investment and technological tie-
ups in the selected sub-sectors and products

1) Compilation of a list of Japanese firms having interest in investment

2) Compilation of a list of Philippine firms desiring joint ventures or
technological tie-ups

3) Collection of information about the above-mentioned firms

5. Survey Methodology

On the basis of preparatory and advance surveys conducted by JICA, the Study
Team adopted a deductive approach by which hypotheses of planned scenarios which
- would be eventually proposed were set up in advance and verified through ficld surveys,

etc, _
Work in concrete terins was as follows:

(1) Advance preparations

1) Collection and analysis of existing materiais and statistics

2) Drawing up of detailed plans for field surveys and domestic work
3) Preparation of an inception report and survey flowchart

4) Formulation of the questionnaire

(2) Field surveys

1) Explanation of the inception report and consultations on planned surveys

2) Gathering of information through interviews and discussions with related
organs ' '

3) Field surveys at the related firms or factories

4) Formulation and filing of the progress report

5) Filing of an interim report, discussions about the program and

supplementary surveys
3) Third couniry surveys

Surveys of third countries were conducted through the study of wnttcn materials
and surveys commissioned through JETRO overseas offices.

4 Domes_tic work:

1) Compilation and analysis of field surveys

2) Compilation and analysis of third country surveys '

3) Interviews, field surveys, questionnaires for related domestic firms and
analysis of the results

4) Overview and study of problems in concrete terms

5) Formulation and study of the interim report

6) Preparation of a comprehensive program and compilation of the final report

6. Scheduie of Surveys
 First field survey © March 15 - March 29, 1990
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Second field survey June 4 - August 17, 1990
Interim consultations and supplementary surveys
November 11 - November 22, 1990

Draft final consﬁlt_alions March 11 - March 19, 1991
Domestic questionnaires June - August 1990
Third country surveys July - September 1990

In-depth interviews were used for the field surveys. A total of 214 such interviews
were made and a total of 373 questionnaires collected. A breakdown by sub-sectors is
shown in Table 1-1. Geographical areas covered by the field qurveys in the Phll:ppmes are
shown in Table 1-2.:

Table I-1: Details of Field Survey.

Sub-sector In-depth  Interviews(® Questionnaires  Remarks
1st 2nd 3rd Collected _

Metal engincering 7 58 8 740} Complete count

Wooden furniture 10 54 5 . 226(©)  Sample survey(©)

Computer software 10 57 5 73 Complete count

Notes: (a) In-depth interviews were conducted: with private companies, a small

number of institutions, universities and other organizations.

(b) A total of 120 questionnaires were distributed. -

(c) A total of 350 quesnonnaires were distributed.

(d) A total of 140 questionnaires were distributed.

() The sample survey was conducted mainly on CFIP (Chamber of Furniture
Industry of the Philippines) registered firms which were beginning to
venture into exports.

Table 1-2: Geographical Areas Covered by Field Sui‘vey

Sub-sector Areas Covered
Metal engineering Metro Manila, Ldguna Cebu
Wooden furnitore Metro Manila, Pampanga/Angeles, Cebu, Davao
Computer software Metro Manila

For the efficient xmplementauon of the field survey, the followmg local consultants
were engaged to distribuie quesnonnancs assist in their completion, collect and tally
thern.

Metal engineering / Small Enterprises Research and Development Foundation of the
Philippines . o

Wooden Furniture / Chamber of Furniture Industry of the Phlhppmcs

Computer Software and Services / Philippine Computer Society
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Table I-3: Details of Questionnaire Survey in Japan

Companies  No. of '
Sub-sector Covered Companies Study Items

Metal engineering  Manufacturers - 249 « Business relations with related industries
and firms in the Philippines and Japan
+ Appraisal of Philippine-made dies and
: : molds and expectations for them
Wooden Furnitore  Manufacturers 104 « Problems with the products of Japarese
manufacturers and the possibility of
overseas investments and technological tie-
ups
° Possﬁnhues for interchanges between the
industries of Japan and the Philippines
Computer Software Software Houses 296 » Degree of interest in business with Asian
countries including the Philippines

Table I-4: Countries Covered by Survey of Third Countries

Sub-sector Export Markets _ Competing Countries
Metal Engineering - Singapore, Thailand
Wooden Furniture U.S. Indonesia

Computer Software U.S., Canada Singapore, Thatland
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This survey was implemented by a joint venture formed between JETRO (Japan
External Trade Organization) and Unico International Corporation, The study team was
cotnposed of the following members,

Team leader/General Affairs Mr, Tamaichi MATSUMOTO JETRO
Sub-leader/Export and investmeni protnotion plan '
Mr, Nobuo KOBAYASHI !
Export industry promotion plan (inetal engincering)
-~ Mr. Masayuki SWEDA !
(wooden furniture)
Ms. Chieko OHGAKI .
{computer software)
Mr. Atsushi SUZUKI !
Market analysis (investment promotion) '
_ Mr. Yutaka MIYAHARA !
Market analysis (export promotion)  Mr. Jun TSUNEKAWA "
Sub-leader/Industrial development plan

H

Mr. Tetsuo INOOKA Unico International Corp.
Industrial association development  Mr. Yoshio SATO S
Finance and taxation system Mr. Yasunaga TAKACHIHO !

Business administration (metal engineering)
Mr. Takeshi INOUE "

Production technology (

1 ( n ) ) .
Mr, Shohachi KURIHARA "

Business administration (wooden furnifure)
Mir. Hiroshi HASEGAWA "

)
Mr. Makoto NAGATOMO "

L]

Production technology ( )
Mr, Yoshic WATANABE "
Business administration (computer software)

Mr. Yoshinari YAMAMOQOTO "

Production technology ( )
Mr. Tatsumi ARAGAKI "
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II Policy Revnew and Tasks

_ ‘The state of the Pl‘uhppmes socio economy and the du‘ecuon of its economic
pohcles fluctuate considerably. Various policies have been announced recently in
connection with the structural adjustments of the economy. The policy review contained
below does not refer to developments occurring after the time of writing of the report, nor
developments, the impact of which were uncertain even though they were taking shape at
the time of writing. - Those new policy difections and subsequent changes in policy
formulation will be reflected in the context of second year Report. It may be noted that
the intended process for the second year study consists of providing an avenue for
discussion based on the review outlined below between the Study Team and those who
play a central role in the policy area.

1. Ovérviéw of the Economy
(1) Profile of the Philippines

The Philippines consists of a total of more than 7,000 islands, including the two
large islands of Luzon and Mindanao. The socio-economic spheres may be devided into
three major areas: Luzon, Mindanao and the Visayas- the islands scattered between Luzon
and Mindanao. As shown in Figure II-1-1, for administrative purposes the country is
divided into the National Capital Region and 12 other regions. These 12 regions arc
divided further into 71 smaller administrative units which are called provmces

SOCI&] and economic 1nd1cators whlch provide a comp‘mson between the
Philippines and Indonesia, Thailand, Republic of Korea and Japan are shown in Table II-
1-1. The Phlhppmes GDP is lower than that of Thailand which has nearly the same
population, and is the Jowest of all ASEAN members. A feature of the Philippines’ GDP
is that, a large proportion of GDP is derived from the agricultural and forestry, fisheries,
and wholesale and retail sectors. As for the value of its exports and imports, it is smaller
than those of its fellow ASEAN members Thailand and Indonesia.

(2) Economic Growth and the Industrial Structure

. The growth of the Philippine economy began to slow down rapidly in the 1980s.
In 1983 GDP remained at 99,920 million pesos (in 1972 constant prices. The same
applies hereon.) which was equal to an increase of less than 1% over that recorded for the
previous year. There was minus growth in 1984 and 1985, with the level of GDP for
‘1985 of 89,803 million pesos having fallen to the 1979 level (Table 1I-1-2). However,
with the establishment of the Aquino administration in 1986 the GDP tended to recover
and recorded 107,143 million pesos in 1989 (provisional), an increase of 5.6% over that
recorded for the previous year. Invesiment from abroad also started to recover showing
an annval increase (Table 11-1-4). However, political instability, shown by the frequent
and repeated occurrence of coup attempt, and latent social instability caused through the
failure of the country's economic growth to show up in the lives of people have resulied
in insofficient growth in investment. The reality of the situation is that with a continued
annual increase in population of 2,5% the real GDP per capita has been insignificant over
the past 13 years. Although a small increase in GDP per capita was recorded up to 1,949
pesos-in 1982 compared to 1,679 pesos in 1976, by 1989 (provisional) it had dropped
back to 1,783. This was on a par with that recorded in 1976. : )

As is shown in Table II-1-3 Wthh shows the component ratios of GDP by sector
for 1989 (provisional), the agricultural sector accounted for 27% of GDP, the industrial
- sector 33%, and the service industries sector 40%. The percentage of GDP derived from
the service mdustnes sector has stood at somewhere around 40% since the 1950s, with
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no change at any significant degree, Whereas the percentage of GDP denved from the
industrial sector increased annually up until the 1980s, that of the agricultural sector
recorded a relative decrease. However, the slunip in the industrial sector which has been -
experienced since the 1980s has resulted in a relative decline in the proportion of GDP
from that sector and an mcrease in th'u of percentage. derived from the agncultural sector.

Flgures on the numbers of employees by mdustly not only show that employment
in the agricultural sector still accounts for nearly 50% of the whole, but this fact also
indicates inadequate employment capacity by the industrial sector, and the presence of a
latent unemployment in rural areas. ‘Accordingly, as is pointed out.in the 1987-1992
Medium-Term Philippine Development Plan, as shown in the later section, the continued
future expansion of domestic prodiction activities through an gxpansion in the domestic
market as a result of the employment of the work force resident in the rural sector in
production activities and the resultant increase in their purchasing power will prove
indispensable in the formation of a base for the modernization of industry which can be
expected as a result of such expansion.

(3) International Balance of Paymenls and External Trades

The economic collapse eneountered durmg the perlod between the begmnmg of the
middle of the 1980s is-attributed to the development of inefficient industries enforced
since 1970s with protective measures which have been heavily dependent on imported
machinery, materials and parts. It'led to a chroni¢ excess of imports over exports and the
deterioration of the international balance of payments, while stagnating the domestic -
production because of difficulties in importing the 1equ1red raw materlals and parts under
the stringent COlldlthﬂS of foreign exchange .

The recent state of the international balance of payments ‘and the extemal debts is
shown in Table 1I-1-4. The policy of economic expansmn previously adopted was relied
on external debts such as the financing by IMF, etc. $ince the 1970s, - As-a result, the
external debts increased out of proportion to the scale of the domestic économiic activities.
Entering the 1980s, the Philippines’ economy and the fall of the prices of the primary
products, and with the deadlock of the negotiation to defer the external debts in 1983, the
country was forced to implement a tight economic policy. Also, the switch to the floating
exchange rate in 1984 further intensified the economic crises.

The international balance of payments of the Philippines has continued, since the
first oil crisis, a pattern of covering the trade deficits and the invisible trade déficits with
inflow of the loan and capital transfer. Up to 1983, the deficit of the overall balance of
payments continued to increase year after year amounting to 2 billion US dollars in 1983,
with the trade deficit of 2.5 billion US dollars. Since 1984, the trade déficit decreased by
the control of imports, resultin gina surplus of the overall balance of payments. Since
1987, however, imporls started to increase again with the recovery of busmess and the
overall balance of payments have dec;eased

: The mainstream of the Plnl]ppmes exports hdS changed from such tradltlonal
primary producls as sugar, coconut, copper concentrates, etc. to non-tiaditional
manufactured products such as semiconductors and other electromc parts, garments, etc.
In 1986, the export of electronic parts and garmenis accounted for 25% and 21% of the
total export amount respectively. These, however, are mosily exports of consignment-
based manufactures which are based on the raw-materials and parts supplied from abroad
by the foreign buyers of the final products. Among other exports, phosphoric acid and
phosphate fertilizers, food, toys, handicrafts, etc follow
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. Inimports, raw materials and intermediates account for 50% of the total imports.
Of this, the consignment-based 1mports of raw materials and intermediates account for a
majority.

(4) Centralization of the Economic Activities in Metro Manila

_ More than 50% of the gross value added in the manufacturing sector and also
more than 50% of the employment are concentrated in the Metro Manila region. Such
concentration phenomena has been derived from the economic superiority of the location
of the region, consisting of such factors as the presence of an international port, relatively
well established infrastructure, easy access to the central organizations and the biggest
domestic market supported by the residents accounting for 10% or more of the total
population. The government has currently been pursuing the regional development
focusing on the promotion of regional industries utilizing local resources with the
development of export processing zones or industrial estates in the regions and also with
the provision of BOI's incentives to the industrial investments in the regions. In recent
years, the industrial investments in the Cebu region show a substantial increase, followed
by the regions of Cagayan de Oro-and Illigan in the North Mindanao and Davao in the
South Mindanao where the industrial investments have gradual increases. In general,
however, the regional markets are situated in limited conditions. Even for the firms
located in the regions, their main market is limited to the Manila area. Thus, the location
of operation in the regions has an economic disadvantage.
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Central Luzon

Western Visayas

VII
Central Visayas

X
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Fig.iI-i-1: Map of The Philippines
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2. Industrial Development Policies
(4] Ch'a_nges in Economic Policy and the Industrial Sector

The Philippines commenced industrialization earlier than most other ASEAN
‘members, A main feature of Philippine industrialization has been the various kinds of
protective policies used as promotion measures.

~ The history of industrialization in the Philippines can be divided into five phases:
1) industrialization in close linkage with U.S, industries and the U.S. mavket, prior to the
1950s; 2) the first phasc of import substitution industrialization in the 1950s; 3)
industrialization under a free trade policy from the early 1960s through to the end of the
decade; 4) the second phase of import substitution industrialization under government
‘initiative from the end of the 1960s through to the end of the 1970s; and 5)
industrialization during the period of structural adjustment of the economy which began in
the early 1980s. ' '

_ The initial development of industry was started- with the coconut oil industry and
the sugar refining industry based on coconut and sugar cane, the main agricultural
products, which were developed under the protection of U.S., as export industries aiming
at U.S. In exchange, however, for the exports of sugar and coconut, the Philippine
market was opened to the U.S., and the other industries made almost no development
until the 1950s. :

But, as the imports of consumer goods increased, the international balance of
paymenis deteriorated and the government adopted a policy for industrialization of import
deterioratéd and the government adopted a policy for industrialization of import
substitution in the 1950s. Thus, the industrialization for import substitution was
promoted with the provision of prefereitial taxation and lending of concessional loans for
industrial investments while putting import restriction, particularly regulating the imports
of consumer goods. Supported by the import reguolation, the prices of consumer goods
were maintained at a high level in the domestic market and the imported inputs were
available at a low prices by the over-valued foreign exchange rate and the import duties
specially reduced for investment incentives. Under such circumstances, the investment of
domestic capital and foreign capital, mainly U.S., was put on the domestic production of
consumer goods for import substitution.

Entering the 1960s, the import substitution industry formed to serve the domestic
demand of a limited scale hit the ceiling because the demand did not grow. As the fixed
foreign exchange rate was adopted during this period, the competitiveness of export
products such as coconut, sugar, copper products, etc. diminished. On the other hand, as
the imports of consumer goods drastically decreased, import restriction lost its effect and
thus it was relaxed; while the foreign exchange rate was depreciated to ensure
competitiveness in the export trade. These measures resulted in expanding the export-
oriented dgriculture with a shift from even rice production, causing an increase in imports
of rice. On the other hand, in the industrial sector, many of the foreign capital which had
been engaged in the production for the domestic market withdrew their operation in the
Philippines, losing their interest in continuing the operation becaunse of the relaxation of
the import restrictions. Thus at the énd of the 1960s, another foreign exchange crisis had
to be faced. o

“Under such circumstances, the government, on entering the 1970s, adopted a
development policy emphasizing on the intensive promotion of agriculture centered on
rice production and also the development of the heavy and chemical industries in the
public sector. Under this policy, the development of heavy and chemical industries was

I1-9



carried out by the public corporations with the borrowmg of foreign loans and also under
various measures taken by the government for protection and encouragement; those
including 1) protection of domestic industry producing intermediates, 2) lowering of the
tariffs of imports of raw materials, 3) regulation of entry into industries which have
excess capacities, and 4) provision of congessional loans to the strategic industries.
Thus, there were active investments in speclﬁed industries. The capital deepening, as
shown in Table II-2-1, substantially advanced in the fields of food industry and heavy
and chemical mdusmes such as 1) food processing, 2) beverages, 3) chemicals, 4)
_cemcnt 5) iron and steel, 6) metal products, 7) transportation equipment, etc. But in
spite of such large scale investments in the. intermediates and capital goods industries, the
only industries that improved in labor productivity were the chemical industry and the iron
and steel industry. furthermore, in the industrial fields other than those dlscussed here,
there was those that even declined in the capital intensity.

As seen in Table 1-2-2, the strateglc mdusmcs mennoned before have not been
developed as export industries except for the food industry but were developed as the
basic industries to serve the domestic market. In other words, as these industries, as
discussed before, could not become export industries because they were fostered with the
measures for protection and encouragement, they turned out to depend solely on the
domestic market cut off from iniernational competition, so that they were compelled to
continue the production-eéven with low capacity utilization if the domestic market is
inadequate to absorb their products. Because of such circumstances, they have not been
able to renovate their manufacturing. facilities to respond to the innovations of
technologies, resulting in production with obsolete technologies and deteriorated -
manufacturing facilities and further removal from international competition.’

Apart from the development of the heavy and chemical industries initiated by the
public corporations, there was development of the garment industry and the electronic
parts 1ndustry as export industries. Majority of these industries are conmgnmcnt -based
processing for exports which were developed by the private sector along the incentive
measures of the government prowded for the export production. These industries have
made ho noticeable advancement in the capital deepening because they were developed
with interest to utilize labor forces available at comparatively: cheap cOsts.

Entering the 1980s, as the result of 1) increase of import value due to the rise of
the oil price in 1979, 2) stagnation of growth of export value due to the stagnant low price
of the primary products, 3) increase in the payment of intercsts due to the increased
international interest rate, etc., the international balance of payments deteriorated
extremely, forcing import restrictions and cutbacks of industrial production based on
imports of materials and parts

This deterioration in the country's balance of payments forced. to carry out a
radical structural adjustment of the Philippine ¢conomy. . The structural adjusiment was
required over the many sectors such as the financial, trade, industrial and dgn(,ul{ural
sectors. However, the worsening of the debt crisis since 1983 has resulted in the
suspensxon of a part of the structural adjustment pOIlCle and even in a move in the
opposite direction in the case of the liberalization of imports.

As dcscrlbed in later, the Aquino administration which came to power in 1986
decided to make an effort to restore the market mechanism which had become distorted
under the previous government. It promised the IMF-and the World Bank that it would
continue with the structural adjustment of the economy. Thus, the government set forth
the reorientation of industrial dcvelopment policy, puttmg an end on excessive
intervention and control by the government, and convented 1t to that based on free
competition with vitalizing leadership of the private sector.
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(2) Structural Deficits in the Industrial Sector

The fc_)llowihg'structural deficits remain in the Philippines’ industrial sector as a
result of government intervention in the economy over a period of many years with
protective policies which stretched in many directions,

1. Existence of sizable publicly-owned corporations in the intermediate and capital goods
industries S ' :

Many of these firms were set up during the 1970s when public investment levels
accelerated to 6-8 percent of the GDP. In addition, many intervention through
government financial institutions. - Today, many of these firms are in the process of being
privatized.- _ : : :

2. the large share and oligopolistic position of largé companies in production

This is due 10 companies' specialization in-certain products which has thereby
allowed them to avoid competition. It is also the result of policies which made import
substitution production their major targets and consequently limited the extent of
competition.

3. The high-cost na_tdrc of industry

- As is explained later in this report, the fostering of industry under protective
policies, especially heavy and chemical industries, resulted in industry's inability to
compete internationally.

4. Insufficient linkage between domestic industrial sectors

This lack of linkage is seen not only in the clothing and electronic parts sectors
which were formed as consignment processing industries, but domestic industries, There
is extremely little linkage between these industries and their peripheral industries.

5. The dual economic structure consisting of the small business sector and the modern
industrial sector

As a result of the predominance of production by large companies, as was
mentioned earlier, and the absence fo linkage between other domestic industrial sectors,
there are cottage industries and small and mediumn-size businesses which form a virtuaily
separate sector apart from the large companies.

6. Outdated iilan.t, equipment and technology:

The protective policies and restricted competition mentioned earlier have inhibited
the rationalization efforts of businesses and even the large businesses have not sufficiently
* undertaken the updating of plant and equipment. In addition, a decline in the rate of plant
operation and an'increase in debt due to the recession‘ini the 1980s caused businesses with
modern plant dnd equipment to go bankrupt and for foreign investment to withdraw from
the country. . Conversely, businesses relying on old plant and equipment were able to
survive because of their low debt burden. Since then there has been little investment in
plant and equipment, and not only smaller business, but large businesses as well, have
not been renewing their plant and equipment. '
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7. Low capacity to absorb employment |

Investment incentives aimed at the capital-intensive heavy and chemical industries
and the government's industrial projects in this area have failed to create more
employment. Lack of linkage between these industries and peripheral industries may also
be attributable to this fact.

8. Concentration of industries in Metro Manila

since the end of the 1970s the government has adopted policies to encourage the
dispersal of industries outside Metro Manila. However, this has not been as successful as
had been anticipated. The reasons for this include the following: 1) the regions do not
have the required infrastructure; and 2) the concentration of government offices and
agencies in Manila has resulted in an even wider gap between the infrastructure and social
services of Manila and those of other regions.

(3) Economic Policies under the New Govermment
1) Medinm-term economic develbpmcnt plan

Since coming to power in 1986, the new government has adopted The Medium-
Term Development Plan (1987—92) and has set to work at restructuring the economy.

The Medium- Term Dcvelopment Plan sets forth its development ob]cctlves as
follows: 1) the alleviation of poverty; 2) creation of employment; 3) promotion of
fairness and social justice; and 4) the achievement of continual economic growth, The
key task given to this development plan is the restoration of a rural and agricultural
economy driven by demand, and the agricultural sector is designated as the most priority
sector of the development. That is to say, it is aimed at engaging the unemployed and
underemployed workforce in the rural regions in highly productive production activities,
thereby eradicating poverty in rural areas as well as increasing the level of their
purchasing power. The industrial sector is regarded as. the next most important sector to
be developed after the agricultural sector. Just as with the agricultural sector the alieviation
of poverty and an increase in purchasing power, promotion of local industry and the
regional dispersal of industry is expected for this sector. In this way, as well as setting
the eradication of social instability as an imumediate objective, the plan is attempting to
achieve the sustained economic growth through balanced growth between industry and
agriculture and between the center and regions, cxpectmg the expansmn of the domestic
market. : _

The trade and industry policy pdckégc which has been formﬁlatcd as a means of
reaching these goals has been based on the principles of comparative advantage and
industrial efficiency. The package compnses the following main pomts

1. The plan wﬁl be nnplcmentcd using a scctoraI plannmg approach, including a sub-
secior development program, and will pursue maximum private sector participation. -

2. Various kinds of government support programs will be 1mplemcntcd to promote mlcro
cottage, small and medivm businesses.

3. Preferential tax measures will be contmued to encourage mvestment but measures to
minimize distortion in the market will also be examined. -

4., The liberalization of trade will be pursued by abollshmg the import hcense system and
the import quota system.

5. Exports will be promoted centering upon non-traditional export items,
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2) The "Memorandum of Economic Policy" and the "New Economic Policy"

The government | hoids the view that many other objectives must still be achieved
in order to reach the main goals set out in the Development Plan. To this end, in March
1989, whien it made a request to the IMF for an extension of credit, it issued its
Memorandum of Economic Policy (MEP) which consisted of an economic plan aimed at
improving.and also extending its present policies. The memorandum is to be reviewed 5
times during the period it covers up to 1992, A New Economic Policy was announced in
Tuly 1990 as a revised edition of the MEP at the time of review. The framework of the
MEP can be summarized in the following manner.

Strong continued growth requires both 1) the efficient use of resources; and 2)
considerable increase in investment. There is no longer the idle capacity as there once
was, but rather constraints on production capacity have become tighter and large

_investment become necessary in order to maintain the growth. Therefore, the efficient use
of resources and an increase in the value of investment are required for strong continued
growth. Rather, constraints on production. capacity have become tighter and large
investments are indispensable for maintaining growth. Therefore, priorities for
development must be switched from the efficient use of existing resources to an increase
in investment and the investment must be concentrated in efficient production-related
activities. -

 The recovery of investment requires 1) the 1mprovement of the investment climate;
and 2} the development of financing sources.

The following are required in order to improve the investment climate.

1. The continuation of restructuring in order to improve both the production and the
investment climate. Specific measvores required include: a) raising incentives; and b)
removing the distortions and control which have benefitted only the limited people and
which have inhibited the activities of the private sector; through reforms of the public
business sector, the financial sector, trade, and through agricultural reforms.

2. The implementation of a cautions fiscal policy which would assist in improving
business confidence.

3. The expansion of public investment on top of increased investment in the private
sector.

The following targets have been set in order to develop financing sources.

1. An increase in national savings.

2. Efficient use of foreign loans.

3. Decreasing the deficit in the corrent account balance and increasing foreign exchange
reserves.

The following poihts were included in the New Economic Policy which was
issued as part of a review of the implementation of the MEP.

1. Umfymg the import tarlff structure into three categories (raw matenals intermediate
goods or semi-finished goods, and finished goods)

2 Ensuring the central bank's independence from the government.

3 Abolition of incentive pohc1es for mdustncs which had been protected until recently.

3) ReSponsc to recent economlc refonns |

Crmclsm of these rcccnt economic reforms have come ﬁ'om twe quarters. I ustiy,
there is the criticism that not enough attention has been paid to the market and price
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mechanisms,  Criticism conceriing this area stresses that further reforms should be made
in the following areas.

1. Adoptzon of complete ﬂoatmg ﬂxchange rate system

It has been sald that it will ot be p0331ble to remedy the country's chronic deficit
unless a complete floating exchange rate system is introduced for the peso (Philippine
Chamber of Commerce and Industry). ‘The introduction of this system will naturally
bring with it certain disadvantages and emphasis should be placed on adopting policies to
reduce the impact on the poor (UP economists).

2. devaluation {(UP economists)
3. Abohuon of pncc controls (PCCI)

The other cnt1c1sm wh1ch has been voiced regardmg thcse economic reforms has
come mainly from industry circles such as the PCCI and the Buy Philippine Made
Movement., They have asked that the mlplementatwn of these economic reforms be
postponed. Spec1ﬁcally, they say that: :

1. Because the distortion in the mdustnal structute which has been built up over the years
still exists today, the 1mplcmentat10n of this type of policy w111 result in a loss in
competitiveness for existing indusiries. :

2. If these policies are implemented without the simultaneous 1mplcmentat10n of other
liberalization policies, it will not be possible to maintain overall balance, and instead
the distortion will become greater, thereby causing harm to existing industries.

(4) The Direction of Present Industrial Development Policies
1) Introduction

Indusmal development policies have also been reviewed in lne w1th the direction
of economic policies outlined above. :

The various kinds of policies which are being adopted today and those which were
adopted in the past may be divided into two categories. First, there are those with the
objective of setting a specific course by either protecting or encouraging specific economic
activities. ‘Secondly, there are those which prov:de assistance by publicly investing in
activities which are vital for economic activities. This is done in cases where the free
market economy makes it difficult to attain the objective at hand.

2) The government's attitude toward protective and incentive measures

The attitude of the present gover nment toward these pollcy measures may be
basically as follows.

a) International trade policy

The bams of the mtemanonal trade pohcy cons1sts of 1) increase in the neutrahty,
‘fairness and clarity of industrial protection; and 2) exposing the oligopolistic businesses ,
which are a typical of the distortions caused by the-past industrial policies, to international
competition. The followings are in the process of implementation in accordance with these
objectives: 1) reducing by as many as possible the number of import items-subject to
restrictions and, in cases where import restrictions are necessary, using tariffs as a means -
of control; 2) lowering the higher limit of tariffs; and 3) simplifying tariffs.
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b) Investment promotion policy

~ 'The principle behind the BOT's investment promotion policy is that a preferential
‘tax system should be applied only ‘if the market has an incomplete gradually.
Accordingly, the BOI is shifting its emphasis to activities related to the improvement of an
investment environment and the public relation activities for promotion of investment.

Meanwhile, policy measures such as promotion programs of the the automobile
assembly industry and its parts industry are also carried ont on the contrary to the above
principle. : '

¢) Financial policy

The principles behind the country's financial policy is to put an end on the
protection of selected industries, and to operate the financial system under the free
competition market mechanisms. This is represented by liberalization of interest rates and
abolishing of institutional finance to which preferential interest rates are applied.
However, many problem areas are.left unsolved to achieve establishment of effective
finance system.

3) The government's attitude toward support and promotion measures
a) Reorganizatidn of the industrial structure

The largest task faced by the Philippines in regard to its industrial structure is the
privatization of government-established businesses which have been the largest single
factor behind the distortions caused by industrial policy to date. The inefficiencies
accumulated in these businesses are attempted to be reduced and the resources are tried to
be mobilized by exposing to market competition. '

b) Assistance for export promotion

The promotion of exports itself is one step for achieving industrial development.
This is expected to contribute to achicve the quantitative and qualitative growth of the
industrial sector and growth in linkage industries. The export promotion must' also be
carried out through neutral and fair export promotion policies, and it should not be biased
towards specific industries.

(5) Conclusion and Recommendation on the Direction of Industrial Development Policy
1)'Intr'0duct.ion

As has been seen, the protective and incentive measures were often adopted by the
Philippines with the objective of encouraging the development of sectors which had been
made priorities by the industrial development policies of the past. The outcome was that
these measures brought about serious distortion in the industrial structure as already been
‘mentioned. Today, when due consideration has been given to the situation, there is
basically no inclination towards the application of protectionist and incentive measures.
Rather, the policy emphasis is put on liberalization and neutralization of the protectionist

and incentive system which has built up until recently. :

" However, it is necessary to take note of the fact that the existence and functioning
of a freely competitive market are prerequisites for any policies based on this kind of
market and price mechanism. When attempting to promote new industries in developing
countries, it is probable that strong competitors exist in the international market with the
new comers being found difficult to cope with them immediately. In such cases, it is
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necessary to make sure that right from the begmmng there'is the capacity to come out on
top when competing with competitors which are already involved in the intérnational
market. One method which may be adopted is to receive assistance from a foreign
business in an advanced country which already possesses a -certain level of
competitiveness. Another method is to provide incentives for the industry to improve
themselves on a public level for a limited period of time in the initial fostering stages.

This latter method has been adopted by many developing countries while they have
cartied out industrialization and has proven to be successful. Learning the lessons from
these examples, the Philippines is recommended to cxamine the possibility to apply the
incentive measures for alimited period at spemﬁc purposes.

The prcsent policies to correct distortions which have caused by pohmes in the
past are undoubtedly important in the sense that they put in place conditions required for
future industrial development. However, this alone does not constitute the establishment
- of conditions considered adequate for carrying out industrial development. “The assisting
and promoting measures for industrial development is also required. The Philippines too
is aware of the importance of adopting such measures, and has been making efforts
accordingly. However, they are still 1nddequate in the followmg points:

1. Reorganization of the industrial structure in the private sector

Sub-sector studies have been carricd out for many sub-sectors under the title of a
sectoral approach. However, as yet no long-term direction has been set out which
suggests the development strategies for each sub-sector.

2. Action plan for improvement of a technological infrastructure

There is an action plan which was prepared through a joint public-private
initiative, and part of which has been implemented. However, for the reason that it has,
not been able 1o find any financial support, most of them are remained suspended.

3. Improvement of an infrastructure

The infrastructure improvement is quite unsatisfactory from the standpoint of the
role it has to play in pushing industrial development along. What's more to the point, the
present infrasiructure situation does not meet even the sociogconomic needs when taking
into account the unstable power supply, poor communication system and chronic state of
traffic congestion, etc.

Contained below is a recommendation on a dcvelepment strategy for the
Philippines on the perspectives common to the 3 sub-sectors comprised of this study.

2) Recommendanon on an industrial deveiopmcnt Strategy

While on the one hand advanced industrialized countries such as the United States
Japan and those in‘western Europe are experiencing an unprecedented labor shortage, on
the other hand, in developing countries around the world technology levels are being
improved; thus, there is an ongoing change in an industrial structure on the international
level. In the past businesses in the various developed nations:around the world regarded
of developing countries as export markets for their own products. Today, however, these
developing countries are awarded a more positive status as sources of products or semi-
finished products for their own markets. In this way, businesses are making an effort to
carry out their business activities on an international level. The NIES in Asia were early to
take steps to meet such developments, with changing over from policies for
industrialization through import substitution to policies which promoted exports ,
specializing in industries, and actively introducing technology in order to improve
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- productivity. Thus, they made a success of their own industrialization. Developments of

the business activities at an international level have not only been taking place between the
businesses in industrialized countries and developing countries, but have also been taking
place between NIES and developmg countries.

_ The basic strategy for industrial dcvciopment in thc Philippines shouid be, as has
been the case in the past experiences of NIES, to achieve industrialization acceptable on
an international level by making use of their adv’ant'ages in the process of international
developments of industry. In any event, it is important that this sort of industrialization is
not achieved by only a number of large businesses which have been protected as was seen
in the past, but that it is achiéved as a result of a joint effort beiween large businesses and
small and medium-size businesses ot through development of small and medium
businesses themselves. By doing so it is anticipated that most of the problems faced by
the industrial sector will be resolved, the industrial sector will make a contribution
towards the creation of employment, and that it will prove conducive to alleviating
poverty and increasing purchasing power.

In all three sub-sectors covered by the study there was a group of large-scale
businesses already devcloped as export-oriented businesses, a group grown out of
foreign capital businesses, and small and medinm-scale local businesses which existed on
a different level from that of these business groups. It was difficult for these smaller scale
businesses to gain direct access to export markets, and to the upper end of demand on the
domestic market. Their technology, production management, and management is still
insufficient to meet the needs from these markets. Their access to financial resources
required for modernization is limited. It is not easy to foster and develop the smail and
medium businesses as the export business, but regardless of this, the fostering these
businesses is highly important and should be regarded as a key strategy for industrial
development.

In ordcr to achieve 5uch targets the followings are recommended as development
measures common to each of the sub- ~SECLOTS.

1. Increase opportumties to facilitate access to export markets and to demand at the upper
end of the domestic market. By so doing, firstly increase in exports,and at the same
time, improve the understanding of each firm on the requirernents of these markets in
regard to technology, production management, marketing and management.

2. In order to comply with the needs of these markets efforts must be made at company
level to make improvements in production technology, production management,
marketing and management. This will contribute to develop markets or to promote the
formation of tie-ups with overseas companies,further paving the way for undertaking

“independent initiatives in the future.

3. The strengthening of industry should be supported by making improvements to the
infrastructure, technological infrastructure, the financial system, and the educational
and vocatlondl training system.

The basic directions of development strategies for each sub-sector are contained in
the section on each sub SECtor.

In order fm the industrial devclopment to be most effective in a short period as
p0351bie the following pomts are recommended to be taken into consideration:

1. Ncccssny of incentive measures for supporting small and medinm busmesscs who are

not focused in development policy, in their efforts to find their market either in export
market or upper end domestic market
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In the event of dlfflculty to maintain a market and price mechanism based on free
competition, as has been mentioned earlier, it is necessary that incentive measures be
adopted to help small and medium businesses for them to make efforts to find their market
either in export market or upper end domestic market in a bid to improve the sitnation to a
level where it is possible to compete on an even footing. Even after this has been done
there should be continual monitoring to see whether this market and price mechanism is
being maintained, and countermeasures should be implemented if the need arises. The
following sitmations related 1o this kind of scenario were found 1o exist in the sub-sectors
covered by this study. :

a. There are dclays in the adoptlon of measures anned at promotmg stnall and medium-
scale businesses as a result of the industrial policies previously adopted which mainly
directed to large-scale development projects. The result is that there are many small and
medium-scale local businesses. which have no chance of gaining access to export
markets or to the upper end domestic market. -

b, Alsoas a resuit of this, within the same sub-sector a dual structure ‘has cmerged This
consists of, at one level, a group of large and medium-scale businesses which has
undergone relative modernization benefited with protection and incentive measures and
a group which lags behind in the modernization of its equipment and technology Ties
between these two groups have been severed. Typical example of this in the metal and
engineering industry is that of automobile industry and the parts die-making industries.
The automobile industry relies their supply of parts mainly on import, leaving domestic
metal and engineering industry a supplier of limited parts of simple specifications. In
the case of the sawmilling industry within the timber and timber product industry, it
has grown placing an emphasis on export markets rather than on the domestic furniture
industry.” As a result, the supply system of lumber is not satisfactory for the furniiure
industry in supplying it according to their request. : _

c. The concentration of the infrastructure in the Manila region has resulted in the
concentration of industry in this region. This has had the adverse effect of retarding the
development of industries in the regions.

The incentive measures, however, should be iipplied only to those who have
intention and desire to improve themselves instead of applying to all regardless of their
eagerncss.

2. The importance of the 1mplementat10n of the promotton measures of small and
medium-scale businesses in strategic and preferenhal basis

In recent years there have been urgent' calls for policies aimed at promoting small
and medium-scale businesses, and these have resulted in efforts being made to strengthen
these policies. At the present time, the BSMBD, which is responsible for small and
medium business development, is in the process of preparing a "Small and Medium
Business Magna Carta". The charter intends the coordinated implementation of small and
medium business policies of finance and guidance in technology and management which
until recently had been carried out independent of one another. However, in today's
climate of growihg debt when there is no spare money around; it is hard to.believe that
cfforts directed at the widespread and complete implementation of these small and medium
business promotion policies will have any real effect. Instead of doing this it is necessary
to shift the focus away from policies aimed at provided assistance across the board to
prowdmg strategic assistance to priority cases. That is to say, it is important to elevate the
position of those which are strongly interested in participating in export markets and in the
upper end of the domestic market, and by doing so stimulate other businesses.

~ When taking into account the fact that most of the busmcss chg;ble for such

support is concentrated to Metro Manila, this policy may run counter to the basic policy
direction of industrial dispersal. However, if compared to the past policy to place an
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emphasis on large-scale projects, this policy is concerned with small and medium
businesses, It is therefore possible to expect for them to establish a relationship of
complementation and subcontracting relationship with smaller businesses in the regions,
which will contribute to the dispersal of industry among the regions. Such examples are
already being seen with regard to the handicraft and garment industries, and there is great
potential in the furniture industry.

3. Necessity of assigning a government department responsible for sectoral approach

As has already been mentioned, the adoption of a sectoral approach has been
suggested as one way of carrying out industrial development policies, and basic sub-
sector studies in many sub-sectors have already been carried out for this purpose. This
approach, consisting of a comprehensive examination of the sub-sector issues and
implementing various measures in preferential basis, it can be said to be an extremely
effective approach. However, in the case of the Philippines. it is not clear which
government department are mainly responsible for such approach. Although the
BOV/Industry Group, BETP, BSMBD and the DOST contained within the Department of
Trade and Industry are each in charge of investment policy, international trade policy,
small and medium business policy-and industrial technology policy respectively, and have
been allocated their various roles, there are no bureaus in charge of the comprehensive
planning and monitoring of basic policy for specific industry sectors. -

The system of having an inter ‘agency committee is generally adopted when it
comes to matters involving a number of departments and agencies which have been
allocated various duties. This systemn miay be effective for integrated coordination among
the departments and agencies beyond an organizational framework. However, there is the
danger that when using this inter agency comrmittee system all that will be done is to
allocate each department with a different task as the otcasion arises.

Instead of this it is considered necessary to assign agencies in charge of the
sectoral approach which have the capacity to formulate a comprehensive and long-term
vision of policy for the responsible sector, plan policy, make proposals based on the
vision and analyze the effectiveness of the policy. At a minimum it is essential that these
agencies: o

a. Have an understanding of the structure of the industry in question and have relevant
statistics and data at hand, - : S

b. Have an understanding of relevant policies, legislation and systems and their effects,
and : : S '

c. Have a sufficient capacity to have effective policy dialogue with the industry and make
coordination with regard to policy implementation.

4. The importance of using the vitality of industries and providing assistance for
strengthening the organization of industry associations - :

As has already been mentioned, the most important thing for the Philippines to do

- in relation to its industrial development is to make use of the international development of
industrial structure and utilize the vitality of the private sector based on such development.
It may be one of effective means of achieving this objective to foster industry
associations, and use these as channels for coordinating government and industry
activities, and requesting cooperation from industry, In addition to this, the fostering of
industry associations is important in the sense that they act as a check in regard to bias in
the government's policies. Industry associations in the Philippines today generally 1)
include those which are to promote friendship among members; 2) do not comprise of
many members from smaller scale businesses in particular; and 3) have a weak financial
base. It is desirable that the government implement measures aimed at fostering the
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appropriate association. The measures through thCh industry associations would be
fostered would include 1) the preparation of legistation which would define the
qualification of adequate industrial association for this purpose; 2) the provision of
financial assistance including tax exemptions for the operation of associations; and 3) the
offering of incentives to members as a means of encouraging membership.

(6) The Implementation of Industrial Development Projects and Industry Associations
1) Industry associations today

In general, there are TwWo typcs of assocntlons which have been established for the
purpose of rationalization and stable operation of industry. These are those which are
made up of businesses engaged in the same industry and those whose membership
consists of businesses which are s1tu1tcd in the same region. The Philippines also has the
two types of industrial associations, namely, the Chamber of Commerce and Industry
(PCCD) beneath which there are regional chambers of commerce and industry, and
various associations whose member‘;hlp is derived from a single indusiry.

In almost all industrial, sectors in the. Ph:hppmcs the mdustry associations were
made up of the major businesses in the sector.” Although the objectives of these
organizations vary from one association to another, they have, for the most part, been
established for the purpose of sharing information, conducting mutual training, and for
the purpose of engaging in joint activities of one sort or anothcr

For some conmderablc lcngt‘a of time these majm assocmtlons of the various
industries in the Philippines have acted as a mouthpiece for their respective industries and
have formed the link with the government: Since the government recently started adopting
policies to make use of the vitality of the private sector, the, government has often
appointed representatives to the various liaison committees of representative industry
associations for the purpose of hearing the opinions of the industries. Industries have also
acted constructively by sending reports contammg their own views to the government and
to the Congress. : :

. However, industry associations are associations which are formed on a voluntary
basis. Generally speaking, businesses which produce products for export or for the upper
end of the domestic market are well organized, whereas cottage industries and small and
medium-size indusiries which target local domestic markets and the lower end of the
miarket are psually not very well organized. In many cases, Chinese- ongm business men
have formed their organizations separately, ar do not attcmpt to join the appropriate
industry association.

“In the case of the furniture industry, the CFIP is the sole industry association
which includes rattan, wooden and other types of furniture manufacturers. The activities
of the CFIP cover a wide area. Although there is another association which is made up
only of members which are furniture manufacturers in the Angeles chstrlct no information
is avallable :

_ As for the die-making industry, the MIAP has a roetal mold industry sub-
committee, which is the sole industry association representing the indusiry at present.
The industry itself is still young and organization basis is still weak. Also, forming links
with the parts processing industry, automobile, electrical home appliance and electronic
parts industries is indispensable when implementing the various kinds of development
programs for the die-making industry. 1t is desirable that businesses from these associated
industries take part as supporting members as the die-making industry develops.
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‘In the case of the computer software industry, the software development sector
and the data entry sector are covered by their own industry associations, the PSA and the
PASEC respectively. However, cottage industries and small businesses are not yet very
well organized, and there are even cases of some foreign capital businesses and large
businesses not belonging to these associations. There are also industry associations such
as'the PCS and the I'TAP which are made up of the same members and which carry out
similar activities. The PSA, PADEC and the ITAP share the same secretariat. From this
standpoint, as well as increasing the number of members, there also needs to be a clearer
demarcation of functions among these industry associations.

2) Implementation of industrial development programs and industry associations

Promotion of voluntary groups, industrial organizations and cooperative
associations in the private sector is cited as one of the goals of the small and medium firm
development policy in the "Magna Charta" for small and medium firms now being drafted
by BSMBD. However, no concrete measures are under way for that purpose at the
moment.

The activities which industrial organizations generally carry out for the
stabilization and rationalization of management in the industry include the following:

1. Activities for guidance and study/research: With a view to improving and developing
the subject firm,
a. Guidance and education
b. Collection and supply of data information and study/research
2. Undertakings for rationalization: Unification of quality, standards, and measurements
without restricting free transactions, necessary for the advance of technology,
improvement of quality, reduction of costs, improvement of efficiency and other
management rationalization measures
4, Cooperative economic undertakings
5. Representation of the industry in expressing views or in negotiations and coordinations
with other organizations with respect to implementation of projects
6. Understanding of the actual situation of the subject industry beginning with the views
and actual situations of members

The chief activities of industrial organizations in the Philippines generally include
undertakings for guidance and study/research activities, representation of the interests of
the industry and coordination activities.

However, when the situations of the three sub-sectors under study and the needs
of developing these sub-sectors are considered, the monitoring and understanding of the
actual situation of the sub-sectors is the foundation of all undertakings for their
improvement and development and activities for this purpose should be given priority for
implementation. The undertakings for guidance and research, representation of the
interests of the industry and coordination activities currently being done should also be
done more actively. Rationalization undertakings, mainly unification of quality,
measurements and standards, should be considered so far as they do not restrict free
transactions.

In addition to the above-mentioned undertakings, the following measures are
necessary in the Philippines:

1. Since the financing systemn for small and medium enterprises is insufficient,the

industry associations are recommended to assist to provide basis for financial
guarantees or mutual aid systems to help develop the financing system.
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2. It is recommended to study the possibility of undertaking such activities as

undertakings to comiplement the government's activities by informing individual firms

- of various encouragement and preferential ireatment programs and assisting them in

procedural matters when applying for these programs, thus, contnbutmg 10 the
1mprovement of the managcment of the industry.

Orgamzatlon of 1ndustry associations is an effecuve means mainly for small and
medium enterprises to voluntarily solve various problems they are faced with. In the
Philippines, the ratio of members organized is not high enough. It is recommended that
the govemment actlvcly consider the followm g two measures to 1mprove the ratio:

1. Financial assistance
2. Preferential treatment for paruczpaung members.

All existing organizations are: weak in terms of opemuonal basc Emsnn g full time
secretariats have only one or two staff at the most, and offices are often rooms rented
from member firms. To strengthen their operational bases, the government might consider
offering them financial assistance when they played the secretary role in implementing
development ‘programs or are engaged in intermediary activities between the government
and the industry and might also give them preferential tax treatment for the operation of
organizations (reduction of taxation rates, counting in of various reserves as losses, etc.).

Recommendations in regard to each sub-sector industry association are described
in the individual chapter for each sub-sector.
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Table I1-2-1: Comparison of Manufacturing Industry Characteristics, The Philippines, 1960 and 1980

(Unit: 11,000 pesos)
' : : 1960 1980
Code Industry Group
: ' FA[L VAIL FA[L VA/L
331/312 Food 6.52 9,88 10.98 7.40
313 Beverages 5.4 15,20 12.31  14.63
314 Tobacco 2.70 6.53 3:12 18.85
321 Textiles 65.99 .17 B.80 4.17
322 Wearing Apparel except Footwear -1.33 2.44 1.26 2.03
323 °  Leather and Leather Products 4,01 4.78 3.13 2.67
324 Footwesar ' 1.48 2.55 1.78 1.57
331 Wood Products 4.77 4,01 5.11 13.98
332 Furniture and Fixtures 1.75 2.72  1.52 1.83
341 Paper and Paper Products 14.12 10.11 17.88 11.09
342 Printing, Publishing 3.61 5.29 5.59 4.60
351 Industrial Chemicals 17.56 7.82  23.48 30.08
352 Other Chemical Products 6.29 16.72 6.46 14,34
L 1)
353 Petroleum Refineries 62.62 132.18 68.89 207.00
355 Rubber Products 9.35 11.27 5.24  8.11
356 Plastic Products 4,72 6.04 4,90 4.73
362 Glass and Glass Products 8.54 9,77 8.96 5.79
368 Other Non-metallic Mineral Prd. 12.97 8.76 16.29 8.82
371 Iron and Steel Basic Industries 9.34 7.48  14.67 35.35
372 Non-ferrous Metal Basic Ind. 6.77 6.77 5.69 9.13
381 Fabricated Metal Products 0.06 - 7.56 3,35 4,10
382 Machinery except Electrical 1.95 9.074 5.43 4.45
383 Electrical Machinery 4.17 8.40 3.26 6.02
384 Transport Equipment 4.95 9.07 B.05 g5.09
Notes: 1. FAJ/L: Value of fixed assets per employee
VA/L: Census value added per employee
2. The 1980 data have been deflated by an index of 700%
which is the approximate price increase for manufactures
‘between 1960 and 1980. :
1) In 1962
Sources: Hooley, 1985
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Table I1-2-2: Export Rate of Total Output by Sector, The Philippines, 1983

(Unit: million pesos)

Sector _ Export (a)}’ Total
Code Description . Output
. value I (a/b) (b)
1 .Agricultural Crops incl.
Agricultural Services 2,388 4,1 57,648
2 Livestock and Poultry 21 0.1 25,555
3  Fishery _ 222 1.0 21,546
4 Torestry and Logging 686 7.4 9,215
5 Metallic Mining 6,143 81.7 7,515
6 Non-metallic Mining 54 2.2 2,505
7 Food Manufactures 12,665 10.7 118,324
8 Beverage and Tobacco 87 0.6 14,913
9 fTextile and Leather Products 7,139 25.9 27,526
10 Wood and Wood Products 3,790 28.5 13,309
11 Paper, Publishing and Printing - 155 2.7 5,823
12 Chemicals & Chemical Products
except Petroleum 913 3.5 26,007
13 Petroleum Products 1,607 4.1 38,884
14 Non-metallic Mineral Products 212 2,9 7,347
15 Basic Metal Industries 295 2.9 10,324
16 Metal Products and Machinery 10,163 30.7 33,135
17 Miscellaneous Manufactures and . '
Scrap 1,516 40.2 3,774
18 Construction 912 . 1.7 54,465
19 Electricity, Gas and Water 0 0.0 15,037
20 Transportation, Storage and
Communication 2,945 6.7 44,205
21 WVholesale and Retail Trade 8,587 10.3 83,662
22 TFinance, Insurance and Real
Estate 326 0.9 35,659
23 Government Services . 0 0.0 17,539
24 Private Services 16,441 34.6 47,476
Total Produced Inputs 77,267 10,7 721,392
Source: The Interindustry Accounts of the Philippines:

1983 Update, NEDA
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3. Investment and Trade Policy
3-1 Investment Policy
(1) 'The Role of Private Direct Foreign Investment

Increasing attention is being focused on the role of foreign investment in the
economic cycle. In particular, the task of economic management under a growing debt
burden is of critical importance.

Filipino investment policy does not provide a separate set of incentives for local
and foreign investment; instead, the two are regulated under a single legal system
providing incentives for new investment in general. In the 1987 constitution, the
followmg expectations were indicated for the role of forfngn capltal

1. To promote socio-economic development

2. To complement rather than act as a substitute for local investment

3. That foreign capital should be brought in to sectors of the economy which would
contribute to the achievement of targets laid out in development plans

Capital formation in the Philippines are sourced as follows.

—— (Government (A)
Filipino sources
— Private (B)
Capital formation :
—— Loans (C)
Foreign sources Aid (1)
——— Direct investment ()

For the Philippines, whose economy must be managed under a sizeable debt
burden, private direct investment (B + E) takes on a special significance, since public
investment (A) has necessarily been limited by budgetary constraintz. In 1989, the
current account deficit amounted to 3.3 percent of the nation's GNP (figures for 1987 and
1988 were 1,49 percent and 1.0 percent, respectively).

As of the end of 1989, cumulative outstanding foreign debt (C) totaled $27.6
billion, resulting in a debt service ratio of 31.47 percent. Further growth in this figure is
limited. Together with efforts to attract aid (D), work is being rushed on the development
of an effective base for the securing of new money in order to continue development.

For the economy to regain a sense of buoyancy and to create a better climate for

the promotion of exports, private investment from both local and foreign sources must
first be effectively utilized.

11-25



Table 11.3-1:  Macroeconomic Indices for the Phi!ippine_s

1987 1988 1989

Real GNP growth (%) '

Targeted 6.5 0.9 6.7

Acmal 5.9 6.8 5.6
Current account deficit

(as percent of GNP) 1.49 1.0 3.3
Public sector deficit .

(as percent of GNP) 2.2 _ 3.1 - 4.0

Sources: "On the 1990 Econornic Measures," UP School of Economics.
"Review of Performance in First Semester 1990," BOL

Foreign investiment contributes to enhance productzvny by i mcreasmg production,
creating new jobs, and providing for the transfer of technology and management know-
how. It also aids in the effective use of domestic resources and the improvement of
industrial efficiency. In particular, the attraction of export-oriented foreign investment
serves both to secure foreign exchange and to reduce the debt burden. In the Philippine
Assistance Program Agenda of May 1989, it was suggested that during 1989-92 private
direct foreign investment could be expected to increase at a net annual rate of 60 percent.
Reflecting this, the BOI, which serves as the point of entry for foreign investment, has
since 1988 been setting its annual investment targets based on project cost.

(2) Trends in Underlying Policy Forimation

The Philippines has been essentially aggressive in its efforts to attract foreign
investment while at the same time maintaining a cautious position. Specxflcally, the
introduction of foreign capital has been selectively permitted in certain fields and rcglons '
while maintaining the prmmplc of Fihpmo majority ownership.

The New Omnibus Investmen{ Cade, enacted in 1987;' is a compilation of ali
foreign investiment legislation and the various incentive systems being administered by the
DTI through the BOI and the Export Processmg Zone Authonty

The main thrust of the Code has been the reducuon of red tape and thc introduction
of incentives in a move (o bring the Philippines in line with other ASEAN nations.- For -
example, a corporate income tax holiday (six years for firrns with Pioneer status, four for
those wzthout) was enacted. Other measures included tax deductions for labor costs,
duty-free importation of capltaI goods and auxiliary componcnts for the same, and
exemption from the Contractor's tax.
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Non-tax measures incorporated in the Code include the relaxation of restrictions
on hiring foreigners and the simplification of customs procedures. Furthermore, the
upper limit on foreign equity permitted without the advance authonzanon of the BOI was
raised from 30 percent to 40 percent.

Rcv:slons mdde 1o the New Ommbus Investment Code can be charactcrlzed as
follows.

First, performance-based incentives for net local content and net value earned were
removed and replaced with the corporate inicome tax holiday. In addition, some
complexity were left on the general guidelines and operation of the measured capacity and
Investment Priorities Plan (IPP), both of which had played a major role in previous
guidelines. .

The DTT's Industry and Investment Group is the main administrative body for
foreign investment., The group comprises the following organizations: the Board of
Investments, the Bonded Export Manufacturing Board, the Export Processing Zone
Authority, and the Construction Industry Authority of the Philippines.

According to the BOI, the qualities of desired investment are as follows:

1. Employment creation

2. High local content :

3. High degree of linkage between industries
4, Support of regional dispersal policy

5. Export orientation

In line with these policie.s, firms newly locating in the Metro Manila since 1989,
have been ineligible for the incentives laid out in the Omnibus Investment Code.

In 1990, the general trend has been for a reappraisal of foreign investment policy
in a variety of forms by government- -related organizations. This movement has been
characterized by the cooperation of the executive branch of government, including the
Houses of Congress, the Ministry of Finance and NEDA, in planning efforts. Future
results of these efforts are seemed to have a major impact on the Filipino investment
climate. -

The main revisions are as described below. Senate Bill 1558 (commonly referred
to as the Paterno Bill) is particularly important in that it suggests a move towards the
relaxation of restrictions on the sectors in which foreign investment is allowed as well as
the ratio of foreign to domestic capital, based around the introduction of negative list. A
related development was the introduction of the so-called Teves Bill in the lower house.
At the core of this proposal is the establishment of a three- to-five- -year transitory
provision to be invoked durmg 1mplementation of the negatwc list. This bill is now under
deliberation. -
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Moves for main revisions fo foreign capltal introduction in the Philippines (as of end of

1590)

+Senate Bill 1276
(Senator W.E. Tanida)

*Senate Bill 1558
{Senator Vicente T. Paterno)

+Senate Bill 1562
(Senator Vicente T.Paterno)

sExecutive Order No. 413

(signed by President Aquino,

(suspended)
July 19, 1990)

«Department of Finance
Memorandum to DTI,
July 20, 1990

- The resmcnon on debt: eqmty ratios for multmatnonal
corporations operating in the Philippines is strengthened
to 10 percent (under previous legislation, the ratio was
set at 40:60-60:40),

- The 40'pcrccnt limit on foreign equity is relaxed for

specified projects.

- 100 percent foreign ownersth is allowed for export
corporations {defined as those companies exporting at
least 60 percent of production). This figure must be
scaled back to 40 percent within 20 years, however.

- Negative lists (entrusted to NEDA). -

- Incentives for multinational corporations :
regional or area headquarters or regional warehouses
are cut back (under BOI authority).

- The minimum annual remittance is set for $50,000.

- Import duties are to be simplified inte four categorics
- 3 percent, 10 percent, 20 percent, and 30 percent

- New authorizations for tax exemptions and reductions
are to be graduaily scaled back.

- BOI operations are to be expanded.

- Foreign equity regulations are to be liberalized.

(3) The Philippines and the Foreign Investment Boom in Asia

As was indicated in the progress report, the world situation currently facing the
Phlhppmes calls for a clearer selection of policies in terms of promoting private direct

foreign investment.

The first wave of foreign investment in Asia came in the latter half of the 1960s;
later, in 1973-74, a second phase of activity emerged. In the second half of the 1980s, a
so-cailed “third wave" of investment was seen in Taiwan, R. Korea, Hong Kong,
Malaysia, Thailand, and thereafter proceeding to Indoncsm and the Phﬂlppmes

Investment activity in the Asian region durmg this pened has been characteuzed

by several distinctive features. First of all, during the shift from the NIEs to ASEAN
nations, restrictions have been relaxed and the directions for liberalization have become
more clearly laid out in government policy. Scc'ond‘is business- relatcd diversification. In
addition to the opening of what were once "sensitive sectors," the mutual exchange of
capital among Asian nations is also proceeding. In particular, Taiwanese and R. Korean
capital is shifting to the ASEAN nations. Finally, these foreign investors are placing an
increasing emphasis on existing infrastructure -- port facilities, communications,
industrial estates, etc. -- during their selection of investment sites.
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In recent years, the countries and regions of Asia have been proceeding with
industrial choices at a rapid pace based on their comparative advantages, and a variety of
restrictions have been relaxed in the period since 1986. The establishment and
presentation of industrial policy are becoming an important reason for this, The relaxation
of restrictions can be broken down into the following categories.

1. Rollback of the minimum investment guidelines for foreign investment: R. Korea,
$200,000-to $50,000; Thailand, 5 million baht to 1 million baht; Indonesia, $1
million to $250,000 .

2. Expansion of the fields in which foreign investment is permitted: Taiwan, openmg

-of the service industries; R. Korea, greater participation permitted in smail and
rmedium enterprise sectors; Indonesia, the lifting of a ban on wholesale operations
for foreign-affiliate joint ventures; and in the NIEs, the partial opening of the
financial sectors such as insurance and banking

3. R&D incentives: Taiwan and Smgapore

4, Relaxation of investment ratio restrictions: Taiwan, Malayma Indonesia

5. Subdivision and reevaluation of investment promotion regions: Thailand, Malaysia

6. Adoption of negative list: Republic of Korea, Taiwan Indonesia

Of spccml note are the relaxation of restrictions on foreign investment ratios and
the creation of incentives for development in underdeveloped regions. Both of these are
characterized by a transition to new types of incentives based on the degree of export
contribution (i.e., performance criteria). Here, the cases of Thailand and Malaysia will be
studied and their respective incentives for foreign investment examined.

[Thailand]

In August 1986 the criteria for foreign investment incentives which had been in
effect since 1983 were revised and followed by substantive improvements in the
investment environment. The four newly-established incentive criteria were as follows:

1. Previous policy, which emphasized new investment only, was revised to include
facility expansion at existing corporations.

2. Company efforts to improve production efficiency are to be encouraged with the
objective of improving international competitiveness.

3. Concerning the influx of Japanese firms investing as a countermeasure to the
strong yen, the use of local companies as subcontractors should be promoted,
and production capacity at existing firms should be maximized.

4. Technological development assistance for the manufacturing industry is to
emphasize export industries, agro-industries, and intermediate material
industries. -

. Based on these new criteria, several 1mprovements were made in the programs and
the organizations supporting therm.

The export industry promotion policies adopted by the Thai government can be
grouped into three categories: (1) tax reductions and exemptions and other investment
incentives for export firms; (2) development of the related infrastructure; and (3) the
liberalization of imports of capital goods, raw materials, and intermediate materials. The
following section will concentrate on two aspccts of the program improvements.

First, the govcmment actively adopted performance criteria for its investment

incentives. The concept of performance criteria was linked to the attraction of foreign
investment, and substantive incentive content was thereby presented to foreign investors.
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In October 1986, the mmlmum amount of foreign investment for export
industries, excluding land costs and operating funds, was lowered from 5 miltion bahts to
1 million bahts. Next, the export ratio, which was the primary condition for acceptance
of independent foreign investment, was:lowered from the initial 80% to a figure of 50%
during the first two years of operation.. Incentives for export firms were also
strengthened, and the exemption of imported machinery from import and business taxes
was extended to cover not only initial installation but renovation and spare parts as parts.
In December of the same year, the tariff system was simplified to promote exports.

Included in the classification of export corporations arc not only those firms
meeting the above standards but also those compames manufacturing componcms for use
in the products of these firms.

From the standpomt of promotmg investment in underdevcloped reglons, more
incentives were provided for firms locating their operations in areas requiring
development, and development suited to the needs of the pcople living in these areas was
emphasized. _ .

Since January 1983 (BOI Announcement No. 1), four investment promotion
regions have been designated in Thailand. After several reevaluations, three such regions
were specified in September 1988 (and implemented in January 1989). Under this
program, the period of exemption from corporate taxes is lengthened in proportion to the
lack of development in the area, while at the same time incentives are offered to parts
manufacturers for the selective attraction of foreign investment. .

The three specified regions will be described below.

The first consists of six provinces, including Bangkok, and in prmcxple no
corporate tax exemptions are granted. However, export-oriented firms (i.e., firms
exporting at least 80% of production) and parts manufacturers locating their ope’rations in
an industrial park are exempted from corporate taxes for a maximum of three years.

The second region consists of ten provinces, including Ayutthaya, and three-year
exempftions from corporate tax are granted. Firms meeting the following special
conditions, however, are eligible for an extension of one year for each condition up to a
maximum of five years: (1) firms with annual foreign currency earnings of at least US$2
million; (2) firms with local content ratio of at least 60% for agricultural produc,e and other
domestic natural resources (including components); (3) firms producing engineering
products; and (4) firms locating their. operations in industrial parks. All companies
receive an automatic 50% reduction in import duties on machinery, while the following
types of companies are exempted entirely from such duties: (1) export-oriented firms; (2)
firms utilizing agricultural produce and other domestic natural resources; (3) engmeenng
firms; and (4) firms locating in industrial parks

The third region consists of 57 provinces, and incentive criteria remain virtually
unchanged.

Concerning i 1mprovements n related orgam?atlons, thc Committee on Acceleration
of Investment was established in September 1986, and in November the Japanese
Investment Desk was established w1thm the BOL : .

In contrast 1o these selectlve incentives based on performancc cntena, a trcnd
towards the reduction of existing incentives is also emerging. - In April 1988 it was
decided to halt development of indusirial parks in the Bangkok metropolitan area and to
eliminate incentives for furniture and glove manufacturers in the same arca. Furthermore,
starting in June 1988 foreign affiliate companies with a foreign capital ratio of 40% or
more (excluding BOI-approved firms) became subject to restrictions on land purchases.
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In the area of liberalization measures, February 1989 saw the elimination of a ban
on the establishment of foreign bank branch offices, and in May 1990 a transition to
Article 8 nation of IMF was announced. At the same time, a partial relaxation of
restrictions on foreign exchange and capital transactions was announced, and a policy of
gradual liberalization is being adopted. . :

- The future ‘outlook appears to hold an emphasis on the nurturing of
subcontracting-related firms and the development of ports, industrial land, and other
facets of the infrastructure which are fast approaching their limits with the recent boom in
foreign investment. Also under examination is the reorganization of the Ministry of
Industry. - -

[Malaysia]

During 1985 Malaysia experienced a serious drop in private investment as a result
of poor export performarnce and falling domestic demand. At the time, investors were
uncertain whether the government intended to continuously and aggressively promote the
introduction of foreign capital or whether it would concentrate on emergency measures
such as restrictions on foreign borrowing. Foreign investment in Malaysia thus dropped
significantly during this period. :

: “Moreover, foreign affiliates established in the early 1970s as part the second major
wave of foreign investment had lost their eligibility for tax holidays and were haid-
pressed to deal with rising labor costs. - Taking all of these factors into account, the
government hatched a series of clearly-defined measures indicating a transition to the
flexible management of Bumiputra policy, namely, the Industrial Master Plan (1986-95)
announced in February 1986 and the 1986 Investment Promotion Act. Strong incentives
were given to export industries, and a mid-term strategy for the promotion of both local
and foreign capital investment was presented. This decision was made with the objective
of making an early break from the worldwide recession and in consideration of the
aggressive foreign investment attraction measures adopted by the Asian NIEs. .

According to the Industrial' Master Plan, "Investment inceéntives must be an
integrated part of the industrialization strategy and must encourage private investment in
sectors in which Malaysia currently has, or is expected to have in the future, a
comparative advantage." Accordingly, proposals such as the creation of incentives for
resource-dependent industries, the relaxation of restrictions based on the Industrial
Coordination Act, and the promotion of small business were made, and a clear medium-
to long-term indicator was given for the industrial promotion sectors.

The main objectives of the 1986 Investment Promotion Act were as follows: (1)
the creation of jobs; (2) the promotion of exports; (3) regional development; (4) the
effective utilization of natural resources; and (5) the development of technology and
manpower. The basic concepts of this legislation were inherited from the Investment
Incentive Act of 1968. Later, the main investment-related incentives were specified by the
1986 Investment Promotion Act and the 1967 Income Tax Act.

- ‘Concerning export promotion policies, performance criteria based on export ratio
and number of employees were established, and firms capable of meeting these criteria
were eligible for temporary incentives. ' -

“To begin with, in July. 1985 a four-step guideline linking allowed foreign capital
investment ratios to export ratios was established for new investment in the manufacturing
industry. The guidelines were as follows: '

(1) When the export ratio is 80% or mdre, a r'na.ximum of 100% foreign investment
- will be permitied. ' S :
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(2) When the export ratio is 51%-79%, a maximum of 79% foreign investment will
be permitted.

(3) When the export ratio is 20%-50%, a maximum of 51% foreign investment wﬂl
be permitted.

(4) When the export ratlo is less than 20%, a maximum of 30% foreign investment
will be permitted. ,

 In September 1986 new guidelines were announced for foreign investment ratios.
for new investment. - These took into account the previously-established four-step
guideline and provided for a major relaxation of existing restrictions on foreign
investment. In particular, the following types of temporary specifications were indicated,
and they succeeded in attrdc,tmg a rapid influx of foreign capital from the Asian NIEs to
Malaysia.

Specifically, concerning investment projects for which apphcatlons were made
during the period October 1986 - December 1990, (1) those firms exporting at least 50%
of production or selling the same amount to an export processing zone or having at least
350 full-time workers would be permitted 100% foreign ownership; and (2) those firms
with paid-in foreign capital of at least US$2 million would be automatically allowed to
provide posts for five foreigners for the first 10 years of operatior, and requests for more
posts would be flexibly dealt with, Furthermore, in cases when the field of investment
was one of the priority sectors specified by the government, foreign majority ownership
of 51% was to be allowed.

In July 1988, restrictions on foreign investment in domestic market-oriented
companies, which until then had limited foreign investment to 30%, were revised to
permit 100% foreign investment for the first five years of operation, providing that at least
20% of production was exported. Under this plan, however, 49% of ownership,
including 30% Bumiputra investment, had to be faded away to the Malaysian side after
expiration of the initial five-year period. :

In March 1989 incentives were announced for the attraction of operational
headquarters. These included: (1) the adoption of a preferential tax rate (10%) on
management fees, interest, royalties, and dividends; and (2) non-tax incentives such as
permitting posts for more than five foreigners. In February of the same year, incentives
were extended to the expansion of operations by existing companies with pioneer status, .
Many of the pioneer firms whose pioneer status had expired had established subsidiaries
for the expansion of existing operations or the commencement of new ones. Under this
revision, the same product manuofacturing incentives received by the existing firms were
passed on to their subsidiaries as well,

Unlike the case of Thailand, no incentives for the development of underdeveloped
regions were introduced as part of the operational headquarters attraction measures, the
single exception being tax incentives in specified districts,

In order 10 support these export promotion measures, the Malaysian government is
now working to simplify and speed up the relevant procedures. In 1987, the application
procedures for incentives, manufacturing licenses, and technical tie-ups were speeded up,
and the means of applying for pioneer status were simplified. Furthermore, the functions
of the Coordination Center for Investment of the Maalaysian Industrial Development
Authority (MIDA) were reinforced in September 1988, and the application and
certification procedures required at the federal level for manufacturing industries were
integrated. The New Economic Policy in force since 1971 will expire in 1990, but
improvements in the investment environment -- enhancement of the infrastructure, =
provision of financing for small business, and manpower training -- are being continued.
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Table 11-3-2: Foreign Investment in Asia (1987.89)

1987 1688 1989

Value Growthover Value Growthover Value Growth over
previous - previous previous
year (%) year (%) year (%)

R, Korea 1,060.2 199.7  1,282.7 21.0 1,090.3 Al15.0
(millions of doilars})

Taiwan 1,418.8 842  1,182.5 Al2.7 2,4183  104.5
(millions of dollars)- '

Singapore 1,448.0 217 1,657.8 145 1,625.4 Al.2
(millions of

Singapore dollars) .

‘Malaysia 750 43.0 2,010.5 168.1 3,372.7 67.8
(millions of ringgit)

Thailand 50,063 359.6 156,419 2124 205,226 31.2
(millions of baht)

Philippines 3,427 1141 9,523 1779 17,481 83.6
(miillions of pesos)

Indonesia 1,484 797 4,408 1970 4,718 7.0
(millions of dollars)

China - 3,708.8 309 © 5297.1 428 53960 1.8
(millions of dollars)

Source: Compiled from foreign investment statistics

(4) Trends of Foreign Investment in the Philippines

Foreign investment in the Philippines according to BOI-approved statistics is
shown in the following Table.

After bottoming out in 1986, foreign investment approval entered a period of rapid
growth, increasing at an annual pace of two- to three-fold during the period from 1987 to
1989, This is reflected in both the number of projects approved by the BOI and the scale
of the projects.
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Table 11-3-3: BOI Approved Foreign Invesﬁment

1986 1987 1988 1989 1989 (Jan-Jun) 1990 (Jan-Jun}

Number of projects 501 1,432 1,337 2,504 1,186 1,432

Project cost 318 . 984 3097 70.78 44.5 48.7
(billions of pesos) L :
(annual target) — —_— (20.00) (60.00)  (30.00) (40.00)
Cost/project 6.4 6.9 23.2 282 - 37.6 34.0
(millions of pesos) _
Direct job creation  26.2 82.1 1279 1844 92.2 71.5
(thousands) : ' _ E .
Approved investment 3.147  8.359 16.944 39.684 23.122 26.815
(equity base in billions _ :
of pesos) : . :
Filipino 1.553 4932 7.421 22.203 13.367 13.074
Foreign 1.594 3,427 9.523 17.481 9.755 13.741
Source: BOI

During Jaruary-June 1990, new BOl-approved investment in the Philippines
(based on project cost) totaled 48.7 billion pesos. This represents a 10 percent increase
over the same period in the previous year, and the effects of the attempted coup d'etat in
December 1988 have yet to reflect themselves in the statistics. The investment atiraction
targets for 1988 and 1989 were 20 billion pesos and 43 billion pésos (revised to.60 billion
pesos mid-year), while for 1990 the figure was set at 80 billion pesos. As of the end of
June 1990, the BOI had no plans to revise this target.

Concerning the equity base for foreign investment, 13.7 b11110n pesos of foreign
investment was approved during the period January-June 1990, an increase of 40 percent
over the previous year. During 1987-90 the ratio of foreign to Filipino capital remained
steady at roughly 50 percent, with local capital representing a slight majority in 1987 and
again in 1989. In the first half of 1990, Filipino capital accounted for 49 percent of total
investment against 51 percent for foreign capital. The cumulatlve average for 198{) 90
was: Filipino, 52 percent; foreign, 48 percent.
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(5) Fvaluation of the Filipino Investment Climate by Japanese Corporations

As indicated in the preface, one of the tasks of this survey team involved
distributing a questionnaire to related firms in Japan.

At present, completed questionnaires have been received from 32 metal die firms,
30 furniture manufacturers, and 65 computer software houses.

To take the example of the metal dic firms, many of the companies expressed a
desire to study future investment in the Philippines, and in general there existed a basic
interest concerning investment in the Philippines.

Table 11-3-5: Destination for Asian Investment (taken from the ASEAN
section of Question 4}

Thailand  Malaysia Philippines Singapore Indonesia

Total _ 3 2 5 2 2
Metal die manufacturers 2 2 3 | i
Metal die users 1 - 2 1 1

Number of employees
Less than 50 e —_ 1 —_ —
50-299 2 2 3 — 1
3(K) or more 1 —_ e 1 i

In February 1990 a group of foreign corporations (including Japanese companies)
with operations in the Philippines submitted a 14-page report concerning legislation
having an impact on local and foreign investment in thé Philippines to a Joint Senate
House Committee. The report was submitted under the names of five foreign chambers
of commerce.

The main suggestions outlined included the following: (1) relaxation of the 60:40
investment ratio restrictions; (2) revision of the condominium law. to allow foreign-
affiliate companies to own factory space; (3) an increase in the leasing period for factory
space from the current 25 yedrs to 99 years; and (4) adoption of negative list.

Concerning the above-described measures dlscussed in the Senate, the fore1gn
chambers of commerce also submitted a series of reports during June-July 1990, and
policy-making discussions between the public and private sectors are expected to take on
mcreasmg importance in the coming years.

(6) Proposals for Investment Policy

With respect to measures to' promote the introduction of foreign capital in the
Philippines in the future, we propose the following :

First is the timing of policy decisions. The fact that these bills are being
considered during the period from the end of 1990 through 1991 is closely tied to the fact
that such policy-related discussions are a precondition for the international financial
assistance urgently needed by the Philippines. Another pertinent factor is the increasing
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concerns being exprcsscd by foreign investors in the Philippines since the second half of
1988. :

The second point relates o the ulumate mcihod for the optimum paring of
- incentives. This problem involves a demand for reevaluation of govemnment programs
due to budgetary restraints, and it is an economic matter which cannot be ignored. At the
same time, however, some argue that the incentives should actually be expanded. Debate
on this issue has intensified during the latter half of 1990. It would be more effective
from the standpoint of industrial options, however, to reevaluate progl ams in a selective
fashion rather than simply cutting incentives across the board.

The third point is that demands are bemg made for the enhancement of functions at
the various working units of the BOI and other government organizations responsible for
the selective introduction and management of foreign investment. Criteria for
performance and degree of contribution, such as the promotion of exports and the creation

- of jobs, should be continually monitored. This will also be an effective means of
promou'ng developmcnt in individual sectors

Fourth, it will be unportant to pr0v1de forelgn investors with a clear presentation
of the finat pohcnes

The currcnt'reevaiuation of programs can be described as one link in the structural
reahgnment efforts. - Some of the items up for discussion will have an extremely wide-
ranging impact on the Philippine economy and society -- incentives, taxation, foreign
ownersh;p of industrial property, etc..

-One example i is the Condommmm Law (Repubhc Act No. 4726), for which a
request for revision has been made by the representatives of numerous foreign chambers
of commerce in Manila.  Debate is proceeding in the direction of loosening current
restrictions, and it is thought that the final decision will be closely related to the outcome
of the negative list described above. Should the relaxation of restrictions proceed as
hoped, the BOI is preparing to present a package program consisting of the new
restrictions, revisions to the National Internal Revenue Code, and a program for net loss
carry-over and appreciated depreciation.

In this sense, a clearer policy decision and international presentation are hoped for.

In any case, 1990-91 will be an extremely important time for government policymaking in
the Philippines.
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3-2 Trade Policy
(1) Vision for Economic D'evelopnietmt

According to a vision ("Development and Industrialization: Our Vision") laid out
by the policy division of the Department of Trade and Industry (DTI) in October 1989, it
is hoped that the Philippines will build up an industrial base which will allow the country
to attain NIEs status by 2000 and to lower its poverty levél to 10-15 percent (49 percent
as of 1988) of the population. o ' .

According to the vision, the real growth rate of the GNP will maintain an annuat
average of 9.5-10 percent during the 1990s. Per capita GNP is seen rising to $1,500 in
2000 (the government estimate stands at $769 as of 1989), and the value of exports for
that year will increase to $35 billion. : ' : '

The government envisions the agricultural sector, with its current low
productivity, being reorganized into an agro-industry. This is because the-arca under
cultivation by Philippine farmers averages a mere 0.51 hectares per farmer(as of 1988),
haif the amount under cultivation by their Indonesian or Malaysian counterparts.
Moreover, due o the pressure of the increasing population, unemployed péople who are
absorbed into farming villages are being forced to cultivdte marginal tracts of land in the
mountains, marshlands and sandy areas, further lowering productivity in the agricultural
scector. : .

(2) Response to Economic Growth

The Aquino administration, which has held power since the fall of the Marcos
administration in the c¢ivil revolution of February 1986, realized plus economic growth of
1.5 percent in 1986 afier two straight years of minus growth in 1984 and 1985, placing
the Philippine economy on the road to recovery.’

In 1987, the government established its medium ternm development plan (1987 to
1992), where it devised positive economic measures aimed at achieving an average annual
economic growih of 6.4 percent. In 1987, the Philippines achieved a real GNP growth
raie of 5.7 percent and in 1988 that of 6.7 percent. -

Economic activity continued to expand in 1989 and increased investment activity
from overseas was seen, but economic activity stagnated immediately after the December
attempted coup d'etat and the growth rate remained in the 5 percent range. .

In 1990, it was not until after the first quarter that the Philippines recovered from
the turmoil and stagnation caused by the failed coup. In the first half of the year (January
to June), the real GNP growth rate returned to the 5 percent level. The major earthquakes
in mid July and the soaring price of crude oil due to the Iragi invasion of Kuwait in
August, however, struck a massive blow to the Philippine economy, which depends-on
imported crude oil to a large extent for its energy, resulting in double-digit inflation.
Labor unrest and demands for hikes in the minimum wage continued, remarkably slowing
economic activity. Some forecasts even saw a minimum zero or minus growth in the
GNP in the second half of the year, - S

To cope with these negative factors and encourage economic growth, the
government authorities are forcing ahead with restraints on interest rate increases, the
cultivation of industrial competitiveness, gradual liberalization of imports and
improvement of infrastructure. They are reforming the economy to build up an economic
structure in which-commercial activities are liberalized and the principle of market
competition works. ' :
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In partlcular, as 1991 drew near, the government pushed fm ward with plans to
eliminate unnecessary competition inside "and outside the country in an attempt to improve
the country's market economy, for examplc, dcv1smg measures to restrict stnuggling and
prevent dumpm g

The government would also like to disperse 1ndustry to areas other than Metro
Manila. In this regard, it hopes that the Calabar Special Development Project and the like
will become models for development. Further, regarding extension of credit to the private
sector, the government is working to increase the extension of credit, firsi and foremost
operating funds, to enable rehabilitation and modernization and angmentation of facilities
and has expressed an intention of seeking help from the World Bank, the ASEAN-Japan
Development Fund, etc.

Table XI-3-7: Trends in Balance of External Debt of the Philippines
| (Unit: $ million, %)

Total : : Ratio of debt to exporis(%) Ratio of debt to GNP(%)
1980 17,422 2124 495
1985 26,643 3319 43.1
1986 28,330 322.1 64.0
1987 30,052 320.2 68.0
1988 29,448 266.1 58.1

Source: World Bank, World Debt Table, Vol.2, 1989-90

(3) Direction of Trade Promotion

~ The basic posture of the DTI regarding export promotion is that exports should be
developed as a chief means of economic growth with the aims of eliminating poverty and
repaying cumulative external debts.

Boost domestic  Create job Increase  Alleviate
production opportunities income T poverty

Export
development™ |
Finance raw material and
capital good purchases

L Earn foreign
exchange

Service foreign debt
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The realization of export growth begms from the cultlvatlon of international
competitiveness in the manufacturing sector. The government s economic and social
policies will greatly influence this.

Convenmg the country's first National EXport Conference in May 1989, the
government unveiled a "National Export Stratcgy, 1989 92," strcssmg the importance of
trade promotion. .

The government cnvisi()ns that export promotion will bring about; [1] the creation
of additional job opportunities, [2] the stimulation of industrial dispersion to the
provinces, [3] the development and improvement of appropriate technology and (4]
increases in governmens revenues.

The export strategy of the government includes the following:

1. A high purchasing ratio of domestically-produced raw materials.

2. Production in regions outside the National Capital Region.

3. A high degree of linkage with other types of industry and production items.

4. Promotion of dircct exports from provinces (central and southern Luzon,
central Visaya, Leyte, Samar and northern Mindanao). '

Under the ‘above export strategy, the DTI desires to promote the development of
(1) GSP (Generalized System of Preference) eligible products and (2) export oriented
products in the field of light industrial products. It lists the following products as falling
under these categories:

Garments and textiles . .
Semiconductors and electronics
Processed food and beverage
Furniture and wood products
Ceramics

Gifts and housewares
Computer services -

Metal products and machinery
Marine and aquaculture

D 50 ~1 g Ln L0 b =

Further, it mentions the following agricultoral products and processed agricultural
products as for promotion:

Oleo chemicals

Rootcrops and nuts

Cereals

Mushrooms, asparagus, tomatos
Spices

Cacao

Coconuts and coconut coir
Bananas

CO~IONA W b=

The Philippine government holds that exports should be developed to the
maximum degree through the efforts of private enterprises, It thinks that unjust
intervention by the government and its agencies will deter the vitality of pnvatc enterprise.
It goes without saying that the state’s export plans, if they are to succeed, require a strong
partnership between the government and the private sector.
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1) Export Development Bill

The government mobilized representatives of the private trade sector in the first
half of 1990 through the Burcau of Export Trade Promotion (BETP) 1o reevaluate the
state of export promotion and put together the draft Philippine Export Development Bill of
1990 by the end of July 1990. This Bill had already been submitted to the Congress in
November 1990, but the deliberations over it had still not ended then and there was
reportedly a good chance that it wounld be carried over to the first quarter of 1991
Whatever the case, if the draft Bill is made act, the, related parties hope, the trade
promotion programs of the government will be spurred further on.

The main points of the bill are to strengthen the state's responsibility for planning
and adjusting export policies and to create a new export development fund aimed at
promoting exports by utilizing the vitality of private enterprise.

A trade council comprising representatives of the government and the private
sector will be formed to draw up National Export Development Programs. A new
nonprofit body called the Philippine Export Development Organization will be set up and
collect 0.25 percent of the value of exports-imports for its funds. The funds will be
disbursed to support the following: _

1. Contributions to help realize product exports.

2. Feasibility studies. -

3. Servicing trade inquiries. '

4. Assistance in displaying products at international exhibitions and trade fairs.

In setting ﬁp the new body, the two existing organizations, the Philippine
Exporters Foundation Inc. and the Confederation of Philippine Exporters Inc., will be
dissolved and their assets and personnel will be transferred to the new body.

2) The Trade Imbaiancc

Five years after the birth of the Aquino government, the strain of its export-import
policy is enhancing the trade imbalance, causing the depreciation of the peso.

“Looking at exports, exports totaled $7 billion in 1988, 23 percent higher than the
previous peak $5.7 billion of 1980. Further, the Philippines recorded a new historical
high of $7.82 billion in 1989. This was largely due to the increase in exports of non-
traditional items in the total value of exports.

In 1980, exports centered on traditional items such as coconut products, sugar,
logs, copper ore, fruits and vegetables, fish and shellfish, etc. These accounted for 53
percent of total export value. Industrial products, which typify non-traditional items,
accounted for a low 35 percent. In the middle of the 1980s, exports of industrial goods
exceeded those of traditional items. By 1987, the share of non-traditional items had risen
to 73.4 percent, by 1988 to 75.8 percent, and by 1989 to around 80 percent.

On the other hand, impor(s totaled $8,159 million in 1988, 2.6 percent higher than
the peak $7,950 million of 1981. In 1989, the Philippines recorded a new historical high
of $10.4 billion. The reasons. behind the increase in imports were the increased imports
of capital goods such as power generators and communications equipmment for building up
the infrastructure, increased imports of construction related materials, crude oil, and
consumer goods due to deregulation, and further to increased imports of machinery and
equipment along with the greater investment.
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Although both exports and imports have expanded, the deficit in the trade balance
is not likely to be solved easily. This is because any growth in exports has been preceded
by the import of raw materials and semifinished producis to be used for export goods.
Moreover, the demand for imported machinery and equipment due to industrialization
continues to rise. - :

Table 11-3-8; External Trade. of the Phi!ippines

Exports Imports ~ Balance
($million) Compared to - ($million) Comparedto  ($million) -
previous year (%) . previous year (%)

1986 4,841 4.59 5,043 A 132 A202
1987 5,720 18.14 . 6,736 33.57 A1,016
1988 7,074 23.76 8,159 2112 ~ A1,085
1989 ' 7,820 10.55 10,418 27,68 A2,598
1990 (Jan-Oct) 6,743 3.90 10,085 16.30 A3,342

Source: DTI _
Note: Figures for 1990 (January to October) from NSO.

Table I1-3-9: Philippine Merchandize Exports
1986 - May 1990 S o
. (FOB Value in Million US$)

% Variance

% Inc. (Dec.) Target favorable
Year Value over previous year (MTPDP) (unfavorable)
1986 $4.841.78 4.59% $4,604.00 - 5.16%
1987 5,720.24 18.14 4,985.00 14.75
1988 7,074.19 23.67 5,688.00 . 24.37
1989 7,820.71 - 10.55 6,490.00 20.51
1990 3,263.86 5.20 - 3,492.00 - (6.52)

(Jan-May)

Source: DTI-BETP, MTPDP (medium term development plan)

For example,' an analysis of imports in 1988-89 shows that raw materials and
semifinished products accounted for 54 percent of the total imports in 1988 and 52
percent in 1989 and that imports of these items are increasing at an annual average of 30
percent. o :

Out of the aggregate of imports of raw materials and semifinished: products,
semifinished products account for as high as 85 percent, Standing out among the
statistics is the figure for the growth in imports of textile yarn, fabrics, embroidery,
synthetic resins, steel and metal, and nonferrous metals. The import of these items
increased to meet the rising demand for raw materials by export-related sectors.
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Table 1-3-10: Philippine Imports of Raw Materials

(Value in $million)
1988 : 1989 Compared to
: previous year(%)
Unprocessed raw S :

materials 62440 - 14.14 804.76 1494 28.88
Wheat 135.96 3.08 - 195.24 3.62 43.60
Inedible 413,55 9.37 528.30 9.81 2775
Other. 74.89 1.69 81.22 1.51 8.45

Semi-processed raw :
materials 3,791.21 85.86  4,581.55 85.06 20.85
Chemical compounds 367.11 8.31 410.20 7.62 11.74

Medicinat & : '
pharmacentical chemicals 113.28 2.57 123.18 2.29 8.74
Anxtificial tesins 22999 5.21 288.88 5.36 25.61
Other chemicals 328.69 7.44 392.97 7.30 19.56
Paper and pulp 111.28 2.52 131.19 2.44 17.89
Textile yarn and fabrics  324.00 734 452.65 8.40 39.71
Iron and steel - 475.20 10.76 ~  743.23 13.80 56.40
Nonferrous metals 123.95 2.31 174.01 3.23 40.39
Metal products 84.90 1.92 116.34 2.16 37.01
Embroideries 376.70 8.53 436.42 8.10 15.85

Materials and accessories
for the manufacture of

electronic equipment 910.06 20.61 884.56 16.42 A 230
Others 346.05 7.84 427.92 7.94 23.66
Total 4,415.61 100.00 5,386.31 100.00 21.98

Percentage to aggregate '

eXports 5412 51.70

Souwrce: DTI

On the other hand, in exports, note should be taken of the fact that the growth rate
‘declined after peaking at 24 percent in 1988.

Some trade experts are of the opinion that this is because the number of types of
exportable products and their supply have approached the marginal capacity. Atany rate,
export promotion in the future will require the development of exportable products and the
strengthening of the system for their supply. '

Looking at the exports of the Philippines by key countries and regions, the U.S.
- and Japan have accounted for close to 60 percent of the total value of exports. This trend
is continuing,”

_Lookling at industrial produéts for the U.S., there has been growth in exports of
garments, primarily, and in furniture, fashion accessories, and electronic equipment made
by Japanese-affiliated companies. In the first half of 1990, the reliance on the U.S. rose
even further. . ' :

" Exports of shrimp and primary products to Japan have been stagnating due to the

deterioration of the markets, but there has been growth in copper products and electronic
components and exports increased gradually as a whole. However, looking at imports
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from Japan, there was growth in demand for imports of capital gbods and components,
with the result that Japan pulled ahead of the U.S, in 1989 to become the number one
country of origin,

On the other hand, trade within the ASEAN countries has been growing. Exports
to the Asian NIEs have been slow in growing, but the Asian NIEs have risen in position
as countries of origin of imports of materials and components for electronic products and
garments.

In addition, exports to the BC have been increasing, but conversely there has been
marked growth in imports from West Germany and the U.K.
Table 11-3-11: Exports of the Philippines by Key Countries and Regions
(Unit: $ million, %)

1987 1988 1939

Value  Share  Value ~ Share - Value - Share

U.S. 2,064 36.0 2,516 . 355 2,946 37.6
Japan 981 17.2 1,420 20.1 1,586 20.3
EC 1,089 19.0 1,212 17.1 1,327 17.0
Middle and Near East 101 1.8 100 1.4 123 1.6
ASEAN 507 8.9 492 7.0 532 . 6.8
Socialist countries 116 20 - 91~ 1.3 76 1.0
Others 862 15.1 1,243 17.6 1,231 15.7
Total 5,720 100.0 7,074  100.0 7,821  100.0

Source: NEDA

3) Actual Situation of Exporting Enterprises

There are 5,267 export-related enterprises in the Philippines (ziCCording toa DTI
survey as of 1987), most of which are micro, cottage, small and medium-size firms
lacking financing. : ' '

For instance, the annual sales of 62 pefccnt of the firms are $100,000 or lower.
Firms with annual sales of $500,000 or less account for 81.5 percent of the total. Their
total sales account for a mere 5.6 percent of aggregate exports. :

On the other hand, firms with annual sales of $5 million or more (194 firms in the
survey), amounting to 3.6 percent of the total number of firms, account for 72.8 percent
of the total value of exports. '

. Large differences exist between the export-related enterprises in the Philippines.
Small and medium-size firms are constrained not only by a lack of finances. They are
also generally lacking in expertise and know-how regarding trade and their marketing
information and quality control are insufficient,

Because of this situation, the Bureau of Small and Medium Business Development
(BSMBD), in its measures for the promotion of small and medium-size enterprises,
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