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Appendix B: INDUSTRY

B.1  Present Conditions of Manufacturing Sector in CALABARZON
"B.1.1 Industrial structure

An overview is given first of the manufacturing sector in the Philippines. The
manufacturing sector, as shown below, constituted 24.5% of GDP in 1987,

Sectoral % shares of GDP in selected countries and region

Philippines Indonesia Thailand Malaysia Taiwan Korea

» : © (1987 (1986) (1986) {1984) (1987) (1987)
Agri., Fishery, Foresiry 241 25.8 16.7 20.1 5.3 11.4
Mining and Quarrying 1.9 111 2.2 10.5 0.5 1.2
Manufacturing 24.5 14.4 20.6 20.3 43,5 303

Other Industries 49.5 48.7 60.5 49.1 50.7 57.1

Sourcé: OECE HANDBOOK

The 'Cod'ntry’s share of 24.5% was larger than 20.6% in Thailand and 20.3% in
Malaysia, and "s'mailer'than 43.5 % in Taiwan and 30.3% in Korea. The Indonesia's
manufacturing's share was relatively small (14,4%), compared to the mining sector’s
performance which includes production of crude petroleum oil.  The minihg sector in the
Philippines comprisiﬁg such mineral resources as copper, gold, lime stone and marble
had relatively small contribution to GDP whereas it was large in Indonesia and Malaysia.

The mining sector's contribution to GRDP in Region 1V, where CALABARZON is a major

component, was also smaller being less than 1%. On the other hand, the manufacturing

sector constitu;ed 30.9% of GRDP in 1989, exceeding by 5.9 percentage points the share
" of 25.0% in the Philippines.

The manufactuﬁng sector in 'the:'Philippih'es had decreased the production since 1984 and in
1988 recovered the p"rodixct'ion level of 1983, with the gross value added of approximately
25 billion pesos at constant 1972 price. The sector's .performance was fairly high in recent
years but the increase fate' of Region IV ('89/87) was "moderate”, lower than that of the
.Ph_iiippi_nes. This seems to reflect moderate growth of petrofeum refineries which generate
much'of_ value added in the CALABARZON's manufacturing sector as seen in the next
subsection. o . '



GRDP in million pesos_and % shares in the Philippines and Region 1V

(Year) - (1987) {1989) ﬁ(SQﬁ/B?%) -
Current Price PHP RegionlV - PHP Region IY‘_Q__{’HP ﬁH_Rcigion Iv
Agyi, Fishery, Forestry 170,770 25,252 225,87'2 33,736 32.3 330
: (24.1) (249 (@35 (25.9) _

Mining and Quarrying 13,600 334 16,462 1,204 21.0 443
(1.9 {0.8) (Lh (0.9

Manufacturing 173,539 31,819 240,377 42,069 . 38.3 26.6
{24.5) (31.4) 25.0) {30.9) _

Other Industrics 350,459 43,329 480,460 54,975 37.1 26.9
(49.5) (42.8) (49.9 (42.2)

Total 708,369 101,235 963,171 130,183

Source: Economic and Social Statistics Office, National Statistical Coordination Board

B.1.2 Composition of value added and employiment by manufacturing subsector

The Census of Establishment is the only source for the sectoral analysis but does not
represent all the production activities by the manufacturing sector, as it does not cover small
establishments with less than 10 workers or less than one million pesos in annuat sales in
barangays and unregistered establishments throughout the Country. Value added in the
Census, for example, accounts for more or less 60% of the actual value added estimated

by the National Statistical Coordination Board.

“According to the 1983 Census of Establishment, the CALABARZON's manufacturing
sector marked 10.6 billion pesos of value added (not GRDP) through 112,020 persohs of
employment and their shares to the Philippines were 20.8% and 12.6%, respectively.

Composition of value added and employment by subsector is shown in Tables B.1 and
Table B.2, The main industries in CALABARZON were as follows.

Main industries in value added and employiment in CALABARZONK as of 1983
Based on % shares to the all industries -

Value Added Employment |
1) Petroleum refineries (57.1) 1) Food. manufacturing (21.7) |
2) Textiles (8.6) 2) Wearing apparel (18.4)
3) Food manufacturing (8.0) 3) Textiles (I7.1)
4) Beverage manufacturing (3.2) 4) Beverage _manufactuﬁng'(4.6).

5) Electrical machinery & equipment (2.9) 5) _Wood Products (3.8)



Petroleum refineries are the so called "capital-intensive industry”. Its value added is large
while the value added ratio (valuc added/gross output} is low in general. These refincries
concentrate in CALLABARZON, namely in Batangas. On the other hand, textiles such as
knitting mills and wearing apparel are categorized into "labor-intensive industry” which
generates a large part of the value added from manpower.

Aside from these industries, food manufacturing industries constitute the top shares both in
value added and in employment in the Philippines. They can be divided into two
categories in terms of locational tendency, namely "Resource-based or Agro-based
industry” and "Market-oriented industry"” like beverages.

Many industries concentrated in Metro Manila, constituting 46.9% of value added and
47.7% of employment in the Philippines in 1983.

A summarized conclusion in this subsection is that Metro Manila and its hinterland of
CALABARZON are constituting "Industrial Core" with 67.7% of value added and 60.3%
of employment in the Philippines in 1983, together with some parts of Region H1.

B.1.3 Regional distribution of manufacturing subsector

The main manufacturing industries in CALABARZON comprise petroleum refineries on
value added base and on employment base food manufacturing, wearing apparel and
textiles as already seen.

Table B.3 shows employment size of industries which operated in the provinces of
CALABARZON in 1988. These data provided by NSO as the provisional outputs from the
1988 Census of Establishment, are more up-to-date than those in 1983 and useful for the

analysis while being only limited to employment.

There was a change in composition of the main industrics between 1983 and 1988. Leather

footwear became one of the top 5 industries instead of beverages as shown on the next

page.

Table B.4- shows detailed information on changes in employment by region and by
subsector between 1983 and 1988 CALABARZON's 19% increment ratio in total was
smaller than those of 22% in both the Ci()iantry and Metro Manila, due mainly to the
decrease in employment size of beverages, rubber products and cement. However,



the increment ratio in CALABARZON was large in such industries as food manufacturing
(41%), wcaring appael (36%) and electrical machinery & equipmeni (72%).

Main indusiries based on employment in CALARARZON as of 1988 and 1983

in 1988 : ni983
CALABARZON Total 133,836 persons CALABARZON Total | 12,020 persons
1) Food manufacturing (33,05 1,24.7%) 1) Food manufacturing (24,346, 21.7%)

2) Wearing apparel (27,951, 20.9%) 2) Wearing apparel (20,575, 18.4%)

3) Textiles (19,933, 14.9%) 3) Textiles (19,194, 17.1%)

4) Leather footwear (7,080, 5.3%) 4) Beverage manufacturing (5,197, 4.6%)
5) Wood products (6,802, 5.1%) _ 5) Wood Products (4,288, 3.8%)

As for employment size by province, Laguna was the largest with 51,616 followed by
Rizal with 33,701, Batangas with 18,106, Quezon with 15,966 and Cavite with 14,447,

Laguna's main industrics were food manufacturing, textiles and leather footwear having
shares to the total employment of 23.5%, 21.0% and 10.8%, respectively. There are
large factories of desiccated coconut, soft drinks, sugar milling, livestock products and
textile spinning. Leather footwear concentrated specificaily in Laguna and constituted 79%
(5,578/7,080) of its total employment in CALABARZON as shown in Table B.5. Industry
of electric wiring and devices could also be one of the main industries because of its

employmem of 2,278 persons as shown in Table B.6

Rizal's main industries were wearing apparel and textiles like those in CALABARZON,
constituting respectively 26.7% and_22.4% of the total employment. In addition to th’eée,
industry of radio, TV and communication equipment was also one of the main industries
having employment of 1,290 persons. Cement industry, in spite of the relatively small
employment (791 persons), should be regarded as one of the resource-based industries in
CALABARZON.

Aside from the other four provinces of CALABARZON, it is remarkable that food
manufacturing constituted 66.2% (10,566 persons) of Quezon's total em'ployment (15,966
persons) followed by wood products with 13.3%. This means "mono-cultural” structure
of Quezon's manufacturing sector. Among food manufacturing industries, desiccated
coconut was the largest with 6,682 workers, accounting for 41,9% of the tofal
employment. Most of other main industries were likewise resource-based industries



including wood container and other "coco-related industries” and the so called "Local
/Rural demand-based industries” such as bakery products.

Batangas has a different feature compared to the rest of provinces in CALABARZON since
it has port arcas, although the subsector's employment concentrated into wearing appare!
(35.3%) and food manufacturing (30.0%). Along thc Batangas Bay privale companies
have their own port facilities such as seaberth or pier and respectively operaie plants of
petroleum refineries, basic industrial chemicals and ship building and repairing as well as
flour milling. These industries are the so called "port-oriented industry” and form an
industrial zone along the coastal side in the municipalities of Bauan and San Pascual and in
Batangas City.

Batangas has also a vast harvest area of sugarcane like Laguna and there locate large plants
of sugar milling and refining in the municipalities of Balayan and Nasugbu. Relating to
livestock and poultry industry, animal feeds industries with a large scale capacity locate in
Lipa City.

Cavite's main industries were wearing apparel and food manufacturing having shares (o the
total employment of 47.3% and 14.7 %, respectively. Development of Cavite Export
Processing Zone (CEPZ) is ongoing but the actual effects of the development had not been
fully realized up to 1988 as Cavile's employment size in the 1988 Census of Establishment
was the smallest in CALABARZON.

Figure B.1 illustrates CALABARZON's cities and municipalities where manufacturing
employment was more than 1,000 workers in 1988 and regional distribution of the main
industries. Indusiries concentrated in those cities and municipalities which are located in
the neighboring area of Metro Manila, namely San Pedro, Biftan, Cabuyao and Calamba in
Laguna, Carmona and Dasmarinas in Cavite and Angono, Antipolo, Cainta and Taytay in
Rizal. Bauan in Batangas is also one of the industrial centers with an intensive location
of port-oriented industries as described previously. Quezon's industrial centers are Lucena
City and its neighboring municipalities. Tables B.7 through Table B.10 show the detail
data of employment and main industries by city and by municipality.

B.1.4 Recent trends of investment and land development

Capital investments in the Philippines have been aclive in recent years. The BOI approved

investments of new and expansion projects increased rapidly as shown in Figure B.2.



CALABARZON is one of the major investment arcas -as well as Metro Manila and some:
parts of Regxon L Tt constituted 34.0 % of the prOJect cost: (69, 886 million pesos) and -
~ 19.3% of the employment gencration (101,643 persons) in the Philippines in the period
1985-1990; as for manufacturing sector, 34.9 % of the project cost (42,029 million pesos)
and 22.0% of the employment generation (95,004). S '

Tables B.11 and Table B.12 show the composition of the BOI-a'pp‘rove.d investments by
industry and by CALABARZON‘S province. The results of manufacturing sector by
province are summarized and illustrated as shown in Figure B.3. As for project cost; Rizal
posted in the fifs_t-position for 14,032 million pesos, accounting for- 10.9% of the nation
total followed by Laguna and Cavite. In employment generation, Laguna was the first with -
32,790 persons (7.6%) followed by Rizal and Cavite,

As for project cost by industry, textiles marked the largest amount of 20,537 million pesos
followed by chemical products and electrical machinery and equipment. Of the total project
cost for textile, 27.0% and 19.6% were invested in Laguna and in Cavite, respectively. In
employment generation, textiles also posted in the first position for 23,206 persons. Other
main industries were wearing apparel, other manufacturing and elecirical machinery and

equipment as shown below.

BT Approved Investments {'85~'90) in CALABARZON: Main Industries & Location

Main Industries Main Location
Project Cost 1) Textiles 20,537 +Laguna, Cavite
(inmillion  2) Chemical Products 4,727 +Balangas
pesos) 3) Electricat Machinery, Equip. 3,756 -Laguna, Cavite
4) Construction/Housing Components 2,743 sRizal
5) Plastic Products 2,011 eBatangas, Laguna
Employment 1) Textiles 23,206 -Laguna, Ca\nte
Generation ) Wearing Apparcl 16,433  eRizal, Laguna
(in persons)  3) Other Manufacturing 14,820 sRizal, Cavite _
4) Electrical Machinery, Equip. 10,876 «Laguna '
5) Transportation Equip. ' 7,851  «Cavite, Laguna

The above trends in manufacturing investments seem to reflect the existing industrial
agglomeration in each province to some extent, but investments into Cavite were relatively
active compared to those indicated by the 1988 Census of Establishment. |



Manufa’clu'ring investments into CALABARZON showed lower labor preparation rate

(LPR=employment / project cost of million pesos) than that in the -Pl.li“lippines.

CALABARZON's average LPR in the period 1985-1990 was 2.26, equal to 63% level of

the Country's rate (3.57) as shown in Figure B.4 and Table B.13. The lower LPR of

CALABARZON may be due mainly to:

1) Large mvestmentsﬁocanon of capmi intensive industries such as textile spinning
and plastic products as shown in Figure B.3,

2) Relatively small shates of labor-intensive industries,

3)  Relatively more capital-intensiveness of CALABARZON's electrical machinéry and
equiprhent, and ' _

4y - Relatively large shares of new investments against expansion.

Meanwhile,. labor preparation rate (LLPR) implies the degree of labof— or capital-
intensiveness of industry. Industries with a hlgh LPR are labor-intensive and those with a
low LPR are capital-intensive:

The above manurfaciuring investment trends, as described previously, reflect such
locatiohal conditions of CALABARZON as the proximity and transport conditions to the
largest domestic market of Metro Manila, the labor supply conditions, the existing
industrial agglomeration, the situation of development of industrial estates (IE's) and others

Table B.14 and Figure B.5 show IE's existing and planned in CALABARZON. These
IE's have been mostly developed by the private sector except for Buliham NHA IE and the
Export Processing Zone (EPZ) by the EPZA (Export Processing Zone Authority).

There exist fourteen IE's inctuding Cavite Export Processing Zone (CEPZ), which have
provided an aggrégated 514 ha of factory sites up to May 1990 as shown in Table B. 14.

Eleven out of these fourteen IE's concentrate in Cavite with 228 ha of area provided
(already sold or leased) and 413 ha of available area. Main industries including factories
under implementation located in selected IE's are as follows:

Cavite EPZ Garments, Toys, Telephone and communication equipment, Wiring,
Rare metal, Electronic parts, Exhaust Pipes and muffler, Car stereo,
Marine propellers, Screws, etc.

Cavite-Carmona Garments, Leather gérmen_t, Toys, Bone china, Ceramics,

Automotive fuel and brake tube, etc.
Dasmarinas B.B, Ski gloves, Garment, etc.




On the other hand, three IEs in Laguna have provided (already sold.-or. leased) an
aggregated 286 ha of f’lctory sites and have 700 ha of available area. In CALABARZON'
the Canlubang Industrial Park is the lar gest estate wnh 708 ha of developed area, of which
176 ha is aheady sold/leased. Main industries mchldmg factories under implementation

located in Canlubang IP are as follows:

Caniubang IP - QGarment, Beverages, Textile spinning, Pulp and paper, Drugs and
medicines, Electronics, Transmission, etc. .

In addition, another seven IE's are planned, reflecting prospective industrial d_evel'o'pmem .
in CALABARZON. However as seen in Table B.5, Quezon has no existing and planned

1E although develo:pment_ of three IE's is proposed, in candidate sites of Tiaong, Atimonan
and Gumaca. This facr may reflect Quezon's locational conditions and suggests a different -
way of its future industrial development from the rest of the CALABARZON's provinces.



 B.2 - Existing Constraints and Policy Responses

The mén'ufacturing sector is expected to lead the economic growth in CALABARZON as
well as in the Ph‘ilippines‘. There are, however, crucial constraints 10 expanding the
pro'duction. This section will C_Iarify them from macroeconomic and regional aspects while
referring to the policy responses after the overview.

B.2.1 Overview

The National Industrial Estate Program (NIEP) conducted a nationwide industrial survey
in the period December 1984-March 1985. According to the survey, constraints faced by
the manufacturing firms in Region IV including CALABARZON were as follows:

Crucial p. roblems faced by manufacturing firms in Region IV as of 1985

_ Factor ' % of Firms' Ratings
A Lack or high cost of capital 51.9
A Limited market demand - . 37.1
A - Lack or high cost of local inputs 36.1
« Transportation - 28.6
» Unreliable utilities 24.8
« Poor telecommunication _ 226
+ Access to equipment and paﬁs 211
A Lack or high cost of imported parts | 18.8
A Labor problems or inadequate Iabor supply 18.0
« Availability or high cost of industrial tand 16.5
-- Technical problems or equipment failure : 12.8

Legend: A Macroeconomic constraints  *Regional consiraints
Source: Indusirial Survey by National Industrial Estate Program {NIEP) NEDA

Somé constraints listed above, have been eased in the past six years, but they may largely
reflect existing situations. They could be categorized into two groups. One is the
macroeconomic constraint and the other is the regional one. As shown above, the crucial
problems.are boiled down to the three factors that betong to the macroeconomic area.

B.2.2. Macroeconomic constraints and policy response

(.1__) Lack or h@gh_c’:oét of capital

Thi.s'ﬁconstr'aint' ‘iis._"!he most crucial according to the survey cited above. The lack of capital
is in general attributed to a bad performance of factory operation or low profits/low capital
income caused partly by lower productivity. The high cost of capital means high lending

B-9



interest rates due basically to the small funds available in the Country. Actual interest rates
were 22% to 29% on prime base and over 30% on non-prime base in September 1990.

As a result, several situations could be derived from these constrains to the manufacturing

sector and are summarized below.

Situations derived from the constraint of "Lack or high cost of ¢apital”

Lack of capital ' 1) Limited investments
' 2) Large dependenice on foreign investments

3). Self efforts for acquisition of foreign exchange by lmpm ts
dependent manufacturers

High interestrates 1) Cost up of ploduclsllow pxoﬁts

2)  More money for the capital establishment mamly by forelgn
investors

3} Bottlencck for industrialization itself

Supplementally, selected data on investments showed that foreign money has constituted
more or less 40% to 50% of the total equity investments. (Table B.15)

The lack of capital has in general a special meaning for the manufacturers whose products
largely depend on imported materials/parts. They have to pay their imports by foreign
exchange controlled under the quota system. Unless the allotment is sufficient, they are
obliged to prepare foreign exchange by themselves through expoumg everything mcludmg

non—manufactured goods such as agro-products.

Meanwhile, high interest rates may result in a cost increase of products or low profits, and
drive foreign investors to prepare more money for the capital establishment in the
Philippines than in casc of their home countries, since interest rates on working capital are

high and loan use from foreign mérket_ is difficult.

In addition, high interest rates may be a bouleneck for the mduslr:ahzat]on since many _
investors tend to invest in other areas than the manufaciuring sector when the produc‘uon

profits are smaller than those botn from financial/commercial investments.

B-10



 Policy-response to "lack of capital”

In order to cope with such situations and problems, the Government is strengthening the
investment incentives and financial assistance. Inducement of foreign capital into the
manufacturing sector has been promoted in line with export promotion and renovation of
industrial structure of the Country. - In order to assist mannhcturing cost reduction or
profits reserve makmg, BOI provides the dcductlon of labor- -expenses and the exemptlon of
tax/import duties as shown below. Access {0 forelgn exchange on the other hand, has not
been well improved because of the country's deficit in balance of payments.

Policy response to the constraint of "Lack of capital”
1) Inducerent of fn_réig:n capital

. En‘terprisés' eligible for 100% foreign ownership: 'Enterprises approved as
- pioneer, EPZ and over 70% export entérprise.s' ' ' '
+ Enterprises eligible for the maximum of 40% foreign ownership: Enterprises
approved as n(')n—'pion.eer and 50% to 70% export enterprises
[These are Incentives granted by BOI to the projects that the Investment
Priorities Plan (IPP) prescribes.]
(The above regulations for foreign ownership will be replaced by newly enacted
"Foreign Investments Act of 1991" after the Act comes into effect. The Act
prescribes that as a general rule, there are no restrictions of foreign ownership
of export'enter'pris'es. "Export Enterprise” means an enterprise wherein a
manufacturer and a processor. of service (including tourism).enterprises.export-
60% or more of 1ts outputs or wherein a trader purchases products
domestically and exports 60% or more of such purchases. In QQlllestlc market
enterprises, foreigners can invest as much as 100% equnty except in areas
included in the negative list. "Domestic market enterprise” is defined an
enterprise which pr'oducés goods for sale, or renders services to the domestic
market entirely or if exporting a portion of its output fails to consistently export
at least 60% thereof.)

This new Act is cpoch-making, opens wide the door for foreigners and will solve the
constraint of "Lack of capitai" to a large extent. The Act, on the other hand, prescribes
investment éréas reserved to Philippine nationals or "Foreign Investments Negative List
which has three component lists; A, B and C. During the initial transitional period of
thirty-six months after issuance of the Rules and Regulations to implement the Act, the
Transitory Foreign Investments Negative List consists of the following:
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Contents of the Transitory Foreign Investments Negative List -

List A:
1. All areas of investment in which foreign ownership is limited by mandate of the
Constitution and specific laws.

List B:
1. Manufaciure, lepdll storage and/or dlslrlbuuon of fircarms and the like 1eqmred by

aw to be licensed by and under the commumg regutation of the Depariment of National
Defense; '
2. A variety of activities regulated by Iaw becauee of risks they may pose to the public
health and morals;
3. Small and medium-sized domesllc market enterpuses with paid-in equity capital of
less than the equivalent of US$500,000, unless they involve advanced technology as
determined by the Department of Science and Technology, and _ '
4. Export enterprises which utilize raw materials from depletmg natural resources, and
with paid-in equity capital of less than the equivalent of US$500,0000.

List C:
1. Import and wholesale activities not integrated with production or manufacture of
goods;
2. Services requiring a licence or specific authorization, and subject to commumg
regulation by national government agencies other than BOI and SEC (Securities and
Exchange Commission);
3. Enterprises owned in the majority by a foreign licensor and/or its afflllates for the
assembly, processing or manufacture of goods for the domestic market which are being
produced by a Philippine national as of date of effectivity of the Act under a
technology, know-how and/or brand name license from such licensor during the term

of license agreement.

In addition, the Act prescribes "Strategic Industries” which are strategié io the dévelopment
of the economy but needed to be treated deliberately for coordination between Philippine
nationals and foreigners. For this, NEDA, as a maiter of policy and not as a lcgal
requirement, shall formulate and publish a list of strategic industries specifying the desired
equity participation by the Governinent and/or private Filipino investors in each strategic
industry. The term "Strategic Industries” shall imply the industries that are characterized by

all of the following.

Characteristics of “Strategic Industries” defined by the Foreign Investments Act of 1991 -
a) crucial to the accelerated industﬁalizat_ion of the country;




b) require massive capital investments to achieve economies of scale for efficient
operations;

¢) require highly specialized or advanced technology which necessitates technology
transfer and proven production techniques in operation;

d) characterized by strong backward and forward linkages with most industries
existing in the country; and

e) generate substantial foreign exchange earnings thlough export of part of the
output that will result with the establishment, expansion or development of the
industry. |

2) Cost reduction or profits reserve making

» Income tax exemption (3 to 7 years from commercial reserve making operation)

«  Additional deduction for labor expenses from taxable income (50% to 100% for
~ the first 5 years)

» Tax and duty exemption on imported capital equipment, etc,

On the other hand, “Lack of capital" seems to be a more crucial problem for the smail and
medium scale enterprises (SME's). Consequently, the following incentives are provided
specifically for SME's.

Incentives for SMFEs:Couniryside and Baranpay Business Enterprises (CBBE) by
"Kalakalan 20"

1) CBBE

« less than 20 employees during the registration, less than 500,000 pesos total
assels at the time of registration and located in eligible CBBE areas, etc.

2) Incentives

« Exemption from all taxes except:real property, capital gains, duties on imports,
value added taxes and taxes on income not arising from CBBE productive
- activity
« Exemption of CBBE derived income from computation of owner/member
individual income taxes
. Exempuon from any government rules and regulations in respect of assets,

income and activity directly connected with the business of the CBBE

These incentives summarized above could not resolve directly the constraint of "Lack of
capital” but are effective for a good accounting management of the enterprises.
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Policy-response to "high interest_rates”

This constraint has been deep-rooted in the Country's small funds for lending as well as in
its institutional system. Total resources of the financial system aggregated 873 billion
pesos at the end of 1988, of which 50.3% (439.5 billion pesos) was capitalized by the

governmental institutions as shown below.

Compositioh of financial resources by institution at the end of 1988

Total (in billion pesos) 873.1 (100.0%)
Governmental 439.5 (50.3%)
Central Bank o T T 399 (401%)
Specialized .govér'n'mem banks{DRBP, LBP and PAB) 13.8 (1.6%)
Government nonbank financial inten.nediaries 7538 (8.7%)
Private & Commercial 433.6 (49.7%)

These financial circumstances stem parily from the fact that commercial banks have
concentrated traditionally their lending not to SME's but to large enterprises assuming. a
higher credit risk to SME's. Thus, an important role of the governmental banks and
institutions is 1o provide the loans with low interest rates and long repayment terms to
SME's.

Table B.16 shows the results of the major financing program by the Government. Total
financing amount was 3,306 million pesos, of which 43.4% and 37.5% were provided
from the Development Bank for the Philippines (DBP) and Industrial Guarantee and Loan
Fund (IGLF) by the Central Bank of the Philippines (CBP), respectively in 1989. The

interest rates and repayment terms are shown on the next page.

Among government assisted programs, the Small Enterprise Loan Fund (SELF) of the
Philippines National Bank (PNB) provides loans with the lower inierest rates by provision
for 2% interest reduction. This SELF was established by setting aside for each year an
amount équal to 1% of the Bank's annual lending to SME’s located outside Metro Mat'l'i'_[.a to
help generate employment and business opportunities through the use of ihdigénous

inputs.
Another assistance is now under consideration, namely "Magna Carta for Small Enterprises

(SE's)". This proposed bill has such policy-framework and incentives as shown on the

next page.
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Interest rates and repayment terms of the major financial programs

Interest Rates Repayment terms
IGLF ----m-- Fixed at markelt rate at the time IGLF - « 7 years inclusive of 2
© credited is released to the date of full year grace period

liquidation

DBP ------- Term loan: Floating - ¢ 5 years
Credit line: Floating - + 1 year, rencwable
One-shot: Floating s » Depending on project
_ _ cycle
Back-to shot: 4% over depositrate - + 1 year for saving; tie-

up of maturity
_ placement
PMB - - Regular rate but with a provisionfora2 % ----- + with 5 years

interest rate reduction

Incentives for SEs by "Magna Carta for Small Enterprises”
1) SE's: less than 5,000,000 pesos total assets

2) Policy framework:

a)  10% mandatory ailocation for credit to SEs (at least, effective for 3 years) in
all lending institutions as defined under the Central Bank rules

b)  Guarantee protection to lending institutions participating in the government’s
comprehensive credit system for SEs

¢}  Guarantee the loans obtained by qualified SEs

3 Incentives

« Easier and less burdensome access to credit facilities

» Collateral free loans

» Preferential interest rates on loans

+ Preference in the procurement of raw materials supply

« Tax credit equivalent 10 125% of taxes and duties to be paid on the imported
machinery, equipment and paris when purchased from a domestic manufacturer

'« - Tax and duty free importation of capital equipment and accompanying parts
This "Magna Carta" is an epoch making policy for SE's as it will expand financial

resources for SE's, ensuring their easy access to credit facilities in line with preferential

interest rates.
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Another efforts have been made to improve SME's access o credit facilities, The -
Devel(apmem Bank of Philippines (DBF} obtamed a loan of US$100 million for financing
SME's from the Asian Development Bank (ADB) in {991, Thxs loan i is the funds for the
DBP's third relending program to SME's and will be onlend at ‘market rates through the
participating financial institutions, To quahfy for this sub {oan, an enterprise should have a
{ong-term debtfequity ratio not exceeding 2:1 and & minimwn debt service coverage ratio of
1:5. In addition, the investment project to be financed should have economic and financial
rates of return of at least 15% and should contribute to exports or import subsmt.tnon

emplayment gencrat;on or rural development.

The Bankers' Association of the Philippines (BAP) establlshed the Bankers": Assocmuon of
the Philippines- -Credit Guaranty Corporation (BCGC) in 1991 which will Operale as BAP's
lending arm to SME's. The BCGC is expected to provide a broad range of loan packages
to SME's who do ot quélify for such assistance under regular banking standards and will
focus its assistance on direct and indirect exporters in the manufacturing sector aiming to
strengthen the foreign exchange income generating mechanism of these SME's in a bid Lo
boost their financial capabilities. The BCGC'is 10 be extend short-term working capital
loan initially and then will accommodate fixed asset foans in due time. |

Meanwhile, foreign investors face. the problem of "more money for the capital
establishment” due fo high interest rates on working capital loan. This aforementioned
problem could be resolved partly through joint investments with local capital or utilization

of specified project loans with low interest rates.

Foreign investors and foreign affiliate enierprises with less than 60% of Filipino
participation are not admitted to possess the land itself. Consequently, they have to endure
high interest rates on loans due to the lack of collateral land. This situation may,'
“however, be directed to improvement since the Government is now under examination of
free land possession by "foreigness”, provided that they invest in such specified areas as

industrial estate and less developed area.
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(2) -~ Limited market demand

The second constraint faced by the firms in Region IV including CALABARZON is
"Limited market demand"”, which could be divided into several factors as follows:

Factors comprising the constraint of "Limited market demand"

1) Domestic market

C——QGeneral ----mmese e «Small size of market
—Consumer goods---------=--=cmsmcccmccoaaon «Small purchasing power
—Capital goods & Intermediate goods------- sImports pressure

-------- *Lack of internal linkage
—Restriction of domestic sales to "Export enterprises”

2) E_}gport market

—Limited exporting goods
- ——J.ack of international competitiveness

—TImport regulations of foreign countries

3) - Common factor--------  oLack of access to market

Increase in purchasing power among the populace will expand the domestic market
especially for durable consumer goods such as VTR, electric refrigerator/washer,
microwave oven aﬁ_d telephone equipment as well as the demand for processed food,
clothing and shelter. Philippines' GNP per capita in 1988 was US$630, less than
US$1,000 of Thailand and US$1,870 of Malaysia.

Supply of intermediate goods depends largely on imports due to the absence of adequate
domestic suppliers. Taking export-oricnted manufacturing for example, intermediate
imports for export are more or less 30% of the value of exports in total during the
1980's. Table B.17 shows in the column of "Imports by End Use" that semi-processed
raw materials, i.e. intermediate good:s constituted 61% of the total imports in 1988. This
r'm:ar'is_‘ the lack of internal lin’kage_ or_'ihtér—indﬁstry linkage in the Philippines. (The item of
’_'No'.'-9.3iSpc'c'ial' transaction not classified” in Table B.17 covers the so called "Processing
Trade” that imporied raw materials or parts are exported after processing. Imports/exports
relating to apparel and electronics are informed to be classified mostly into this item.)
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Restriction of domestic sales to "Export enterprises™ is a compensation of incentive granted
by BOL If not restricied, a kind of unfairness is brought about between export enlerprises

and domestic market enterprises.

As for export market, one of the most serious problems in the Philippines is the lack of
international compctiti?enes& This is due partly to an overvalued exchange rate and a high
cost of local iﬁputs. There are a few prospective manufactures for export such as garments
and electronics parts based on the low labor cost that is a major competitive power of the
Country. Garments, however, face import regulations by the USA, the biggest market of

lwearjng apparel,

Policy-response to "Limited domestic market”

There are no quick cures for this constraint. Small purchasing power for consumer goods
is basically a matter of concern in this Country's macroecenomic management. As for
industrial goods, capital and intermediate goods industries do not grow as expected as the
policy had focused on import substitution of consumer goods.

However, the Government are making efforts fo improve this situation. Promotion of
inter-industry linkage is conducted through such measures as investment incentives for
concerned areas prescribed in the Invesiment Priorities Plan (IPP), coordination of
subcentracting, implementation of the Sectoral Development Program and the like. In
addition, restriction of domestic sales to “Exporl enterpriscs” is mitigated possibly within

40% of their production.

Lack of access to market is addressed through enforcement of product standards, market
development with commodity facilitation projects/activities such as the establishment of
bulk-buying center and product promotion such as trade fairs/exhibits.” For example,
"BARAKALAN", regional trade fair of Southern Tagalog was held in September 1990 at
Metro Manila. ' ' '

Policy-response to "limited export market"”

Expanding export is one of the major thi‘u‘st for sustainable growtlj of the Coulmry. The
Government targeted exports of US$15 billion in 1992, over two times the results of
US$7.07 bitlion in 1988. In order to realize this target, the Government is making efforts

as follows.



Policy-response o "limited export market"

1) Limited exporting goods

»  Promotion of export-oriented manufacturing through granting incentives,
establishing specified credit facilities and preparing EPZ's
« International economic cooperation such as the ASEAN relaiion

2) Lack of international competitiveness

« Inducement of foreign capital and technology
»  Promotion of labor-intensive industries
«  Science and technology development

3) Immport regulations of foreign countries

»  Promotion of reciprocal trade through the country's trade liberalization

4) Lack of access to market

» Exporl promotion activities such as trade fairs/exhibits, provisioh of trade

information, consultation and manpower training

Export incentives comprise exemption {rom ownership reqmrcments (the status of a
Phlllppmc national within 30 years), tax credit and access 10 Bonded Manufacturing
[Trading Warehouse System (BM/TWS).

The ASEAN remains the cornerstone of the Country's policy on international economic
coope’ration The Memorandum of Understanding on the Brand-to-Brand
Complementatlon in the Automotive Industry (MOU) paves the way for an indigenous
ASEAN car industry. The MOU ensures a kind of the "Open market” that regionally
remproca] distribution of ASEAN made automotive component/parts is possible without
tariff. .I_n line with the MOU, Philippines’ revitalized Car Development Program (CDP)
aims to develop not only the car manufacturing/assembling industry but also the parts
industry and to enable them to penetrate the export market. One of the Japanese
automotive assemble makers decided to locate large scale transmission factory in Laguna in

1990, targeting exports 1o the ASEAN countries.

Inducement of foreign capital is directly effective for attaining international

compelitiveness, since foreign companies have in general already established channels to

B-19



foreign market (of course, including that of its home country) and competitive/advanced

technology.

Science and technology (S &T) development is also effective. There are seven research
and development iustitutes, six service institutes and two collegial and scientific bodies
in the Philippines. They provide various services concerned as shown in Table B.18
and the Industrial Technology Development Institute (I'TDI) has relanvely comprehensive
functions. These institutes and DOST have such linkage with the private sector that a
total of 26 rescarch contracts between them were undertaken by the DOST in 1987.

Several projects in these joint researches are as follows:

Selected joint research projects undertaken by the DOST in 1987

«  Production of porcelain chemical crucibles from local materials

s Production of coco juice beverage packed in stand up pouch

+ Pilot production of ceramic bodies, beneficiated clays and processed nonplastic
materials |

«  Mass production of bleaching clay from local bentonite

»  Development of abaca fibers for textiles

+ Fabrication of cashew nut cracking machine

«  Microelectronics design and application |

Meanwhile, Philippines’ expenditure for S & T development is small in both the public
sector and the private secior, estimated at more or less 0.2% of GNP. Both the level of S
& T development and its application at the enterprise level is 'reported {0 need strong

upgrading,

When the so called "Industrial globalization/Borderless economy” proceeds worldwide and
open market policy becomes inevitable, S & T dcve!bpment efforts will be more inipértant
not ounly for export-oriented but also for domestic market—orieﬁtc_:d industries in the
Philippines. This is because international competitiveness is also indispensable for the
domestic market-oriented industries. To meet such neéds, DOST has established its

provincial offices for the extension service.

Policy-response of trade liberalization may be fikewise important on the context mentioned
above and will be described in the next subsection because of the close relation with the

constraint of "Lack or high cost of local inputs”.



3) Lack or high cost of loéal inputs

This third constraint can be divided into the following factors:

Factors comprising the constraint of "Lack or high cost of local inputs

1) Lack of local inputs

» Lack of adequate suppliers for intermediate goods
» Unstable supply of inputs

2) High cost of local inpuis

+  High utilities cost
«  High cost of domestic manufactures

Among these factors, “Lack of adequate suppliers for intermediate goods" has already been
discussed. "Unstable supply of inputs” is critical especially for the CALABARZON main
industries of suga'r milling, coconut oil, desiccated coconut and other agro-based
industries, partly because their inputs are not the outputs by industrial production. On the
other hand, the unavailability of transport infrastructure, which is the forth constraint in the
NIEP survey, is also related with unstable supply of inputs for industries in general,

Utilities cost is a substantial component of the production cost of energy/water-intensive
industries such as food manufacturing, textile spinning, pulp and paper, industrial
chemicals and basic metal industries while their actual consumptions depend on production
process adopted individually. Power tariff is especially higher for industry in the
Philippines as shown on the next page. Besides, there are not a few factories who have
their own self genei‘alors.' Water supply depends largely on groundwater and the tapped
water charge is more or less six pesos/cubic meter. This charge is almost the same both for

domestic use and industrial use.

High cost of domestic manufactures is closely related to trade policy of the Country. Table

'B.19 shows "Average Effécl_ive Tariff Protection" by sector which implies the degree of
cohtribﬁtion of import tariff in value added generation. It should be noted first that the
wide disparity exists in actual protection between agriculture and manufacturing. The
second is that the protective degree for intermediate goods is higher and subsequently their
local market price is also higher than the world price.



Power tariff in selected countries in FY 1987

% of Tariff for Each

Average Consumer (100% for
Residential Consumer)
TarfikWh \ -
| (US cents) Index - Incigin)i ComTerce

Philippines (MERALCO) 8.49 _ 100.0 184.2 179.9
Indonesia (PLN) 563 06.3 _ 112.5 112.5
Thailand (ME_A) 7.60 805 92_.4 117.6
Malaysia (MEB) 7.54 88.8 ' 79.4 109.6
Taiwan (Taipower) 5.85 68.9 82.8 199.6
Korea (KEPCO) 7.53 88.7 . -

Source: Electric Utilities Data Book (ADB)

Palicy response to "lack or high cost of local inputs”

The BOI sets the condition for graniing incentives 10 manufaciurers/processors of {ruits
and other agro-based non-traditional products for export (at least 50% of registered
capacity) that they are encouraged 1o integrate with supplier of raw materials 10 ensure

steady and continuous supply. Integration may be in the form of wholly owned plantation
or a cooperative venture with groups of growers, or in the form of Nucleus Estate Scheme

fcontractual agrecment with growers to supply raw materials.

On the other hand, high power tariff seems to be improved through the efforts decreasing
power distribution losses and increasing the shares of coal fired and geothermal power

generation.

High cost of domestic manufactures is partly addressed by gra.ming. tax credit 1o
exporters. The Omnibus Invesiments Code of 1987 prescribes that .the' tax credit certificate |
shall be used to pay taxes, duties, charges and fees due to the National Governmehl. As
such tax credit has only a limited use and may not contribute so much to cost reduction of
domestic manufactures. Utilizing EPZ/Bonded Warehouses sysiem makes it possible that
enterprises purchase raw materials at world price éh_rough import, but it has no diréct
relation to low cost of domestic manufactures. Thus, fundamental policy response is called
upon "Trade liberalization" now on going, )

Trade litﬁralizatioh . _ B
Trade liberalization comprises mainly import liberalization and tarifl reform, and its
objectives can be summarized below from the Medium-Term Development Plan (1987-
1992). '



" Obijectives of trade liberalization

» To accelerate industrialization through eliminating excessive protection to some
industries that only create grave inefficiencies at the expense of other industries and the
Filipino consumers

» To enhance the development of world competitive and efficient industries through
eliminating the quantitative restrictions and licence requirement on imports, improving
the access of the downstream industries to essential raw material imports and providing

consumers with good quality producfs at reasonable prices

The Import Liberalization Program (ILP) was resumed in May 1985 after many

complications and the results are as follows:

Status‘of Import Liberalization up to the end of June 1990
Phase I: April 1986-April 1988
+ 2,222 items liberalized (namely including the products of paper; glass; iron and steel;

synthetic resins; garment; fabrics and textiles; fresh fruits and nuts; fish and fish
prepafati'on' tires; liquid caustic soda, etc.)
Phase IR Decembei 1988- December 1992
+ 234 items liberalized out of the 559 items scheduled to be liberalized as of June 1990
(namely including the products of cement; automotive spare parts; spare parts/
' machinery and equipment for iron and steel, cement, textiles and coconut industries;
radiating emitting apparatus and related devices; spare parts for cars, trucks utility
vehicles, motorcycles and engines; brand new truck and engines and special purpose
" vehicles) |

The ILP's final target is to be set at the end of 1994 when the remaining 323 items will be
liberalized and replaced by tariffs.

Meanwhile, proceeding of the ILP brings about the increase in imports of liberalized items
as shown on the next page. Raw materials have led this increase with US$1,808 mitlion
of liberalized imports, share of which was 33.6% of total imports in 1989. In contrast, the
share of consumer goods decreased from 42.5% in 1985 t0 14.5% in 1989. This suggests

that liberalization of consumer goods did not progress so much.

The Tariff Reform Program (TRP) started in 1981 when the overall tariff rate range was
0-100%. The range is now 10-30%: around 40% for consumer géods, around 30% for
intermediate goods and around 20% for capital goods: It is reported that this structural
reform reduced the wide disparity in the protection among various industries.



Trends of % shares of liberalized items to total imports

1985 EC

L:Totat {I:Libe- 111 ITotal I L.i_be- Ii/1

imports  realized (%) imports  realized (%)
Totat 5,111 837 16.4 10,419 2,383 22.9
Capital goods 769 - 139 18.1 2,424 445 18.4
Raw materials 2,338 562 24.0 5,388 1,808 33.6
Mineral fuels 1,452 0 - 1,397 0 -
Consumer goods 320 136 42.5 808 130 14.5
Special transaction 232 0 - 3i2 0 -

Sonrce:Central Bank, Unit: FOB vaiue in US$ million

- However, not nominal tariff rate/protection but the effective tariff protection cited
previously has remained stronger in manufacturing than in agriculture. The constraint of
"High cost of domestic manufactares” seems not to be improved to a large extent.. More
reduction of tariff rate and structural simplification, which will set the overall tatiff rate in
the range of 10-30%, was proposed by the Government in 1990. However, it is informed
that the implementation is now suspended due to protests from the Country's

businessmen.

The Govemnment has undertaken other trade policy reforms, which comprise the removal of
export taxes on traditional exports (except on logs), the dismantling of the agricultural
irading monopolies affecting sugar, coconut, wheat and wheat flour, feed grains and
fertilizer, and the Jifting of price controls on prime commodities such as rice, corn, pork,

poultry and eggs.

These measures have been taken to remove policy-induced biases against agriculture in
order to promote rural development and thereby to expand the domestic market for locally
produced industrial goods.

The Government has been making active efforts to address crucial constraints (o the
manufacturing sector's growth as mentioned so far. Nevertheless, there are some severe
comments that the attainments are rélatively far from initially targeted obj'écliyes and new
distortion is reproduced. For exampie, the Government began to impose 9% import levy in
addition to tariff for decreasing the fiscal deficit in 1990. This levy was controversial-and
reduced from 9% to 4% in August 1991, Furthermore, the exemption of capital equipment
importation from the levy pre_ssed by DT1 is now under discussion. ‘Meanwhile, the__rﬁore
substantial efforis are expected to be made by the Government in cooperation with the

private sector.



B.2.3 —R_egional constraints and policy response

T hese constrains are related to the service level of regional infrastructure. CALABARZON
is in a better position with relatively well improved infrastructure than the rest of the
Cdunt_fy. ‘The NIEP survey cited previously showed that more than 70 % of the
responded firms did not regard the region's infrastructure as consiraints,

However, the above evaluation does not always mean "no problem” in the regi(m"s
infrastructure. The following analysis will focus on the constrains pointed oul by the
NlEP_Survey, namely; transportation, unreliable utilities and poor telecommunication.
Their improvements have a strategical importance for the future industrial development and
growth in CALABARZON.

(1 ), Transponation

Figuré B.6 illustrates principal transport (road) network in the CALABARZON region
where there are four major transport corridors, one main and two branch lines of railways,
and one major public port and thirteen private ports along the Batangas Bay coastal line.
In addition, CALABARZON is a service area of the Ports of Manila and Ninoy Aquino
International Airport (Metro Manila).

Components of principal transport network concerned to CALABARZON

Roads.etc. 1} Metro Manila-Calamba-San Pablo City-Lucena City
(served by South Super Highway and national road, PNR
Main Line South and Lucena port)

(4 corridors) 2} Metro Manila -Calamba -Lipa City-Batangas City-Calapan
(served by South Super Highway and national road,
Batangas and Bauan potts)

3) Metro Manila-Cavite City (served by national road)

4) Metro Manila-Antipolo (served by national road)
‘Railways » Main Line South: San Pedro-San Pabro
« Branch Line from San Pedro to Carmona
« Branch Line from Calamba o Batangas (not operational)

Seaporis = Batangas Port (cargo throughput in 1989:801 thousand
' : metric tons) ,
(phhlic) : « 'Ports of Manila (ditto:19,529 thousand netric tons)
Airport + Ninoy Aquino International Airport (NAIA)

--passenger traffic in 1988: 3.95 million
--cargo throughput in 1988: 176,751 tons



Among tlie transport means, railways have in g,cnéral become illéigniﬁcarll for transport of
industrial goods due to the progress of motorization. This situation is also the same in the
Philippines ,and railways freight transported was only 57,020 tons in 1988; by
commodity, 16,439 tons (28.8%) of manufactured products such as beer, salt, gasoline,
flourfstarch, fertilizer, cement, él_c. and 29,580 tons (51.9_%) of agricultural and forest

products such as copra, Corn,'rice/palay, jumber and firewood.

Batahgas Bay ports could be funcliomilly categorized into passenger, commercial and
industrial ports. The so called Batangas Port is a public port functioning as passenger p'ort_
and domestic commercial port especially for interisland shipping, while a small amount of
foreign cargos has been handled Almost all of thirteen private posts are industrial ports
handling specialized cargos where muitiple functions of cargos’ siorage, distribution and
processing/manufacturing are locationally intensive. "Port-oriented industries” such as
petroleum refineries, basic industrial chemicals, steel fabrication, flour milling and ship
building and repairing are located as shown in Figure B.7.

Along the long coastal line of Quezon, thére arc 27 existing ports, of which the base port is
Siasin. There are also "coco-related ports” and port for flour milling.

The ports of Manila are the largest ports complex in the Philippines composed of South
Harbor, North Harbor and the Manila International Container Terminat (MICT). Manila
Ports are not industrial ports while there are port-oricnted industries along the river
connecting with them. Industries located in CALABARZON using water transport for

exports and imports are mostly the users of Manila Ports.

Ninoy Aquino International Airport (NAIA) is the major air gateway to foreign countries.
Air transport constituted 24% (around US$3 billion) of total foreign trade in 1987. This
share is almost the same as in Japan, which is also an istand country. CALABARZON's
proximity to NAIA is an attractive factor for-export-oriented industries with a high value
added per weight such as electronics and precision instruments.

Congtraints and policy-response

Manufacturing factory"s concerns in transportation are in general the smoothness of
physical distribution and commuting of emplayrﬁent. Land transport related to factory
operation in CALABARZON is largely depended on geepney and truck frbin the'
viewpoints of saving time/cost, assuring just in time delivery and keeping stable

operation.



Road

Road network in CALABARZON is well developed and network deficiency is minimal as
far as main and secoh_dary roads are concerned. Transport capacity, however, is already
inadequate in such sections/roads as sections going into and out of Metro Manila, Las
Pinas-Dasmarinas and. Las Pinas-Rosario.  Another problem is poor surface condition of
roads. ‘The Factory Interview Survey conducted by the Study Team (FIS/ST) reveated
such responses as "constant heavy traffic, rough and narrow road, plenty of potholes

during rainy season".

In order to cope with such sitnations, the Government is implementing many road
improvement/rehabilitation projects concerned to CALABARZON including Rosario-
Laoag-Allapacan section and Sto. Tomas-Batangas South Super Highway extension.

Railway
"The Philippines National Railways'(PNR) system suffers from a number of problems.
They are both technical and management problems interacting with one another. They are
summarized below from the Sector Repoit (Appendix E : Transportation).

Operational constraints of the PNR system

a)  Weak track facilities such as damaged rail, etc.

b)  Inefficient communication systein

¢)  Obsolete signaling system

d  Inadequate level crossing system

e) -Poor passenger facilities at and for the stations

f)  Squatters residing in and along the PNR right of way

Railway transport is reviewed from the viewpoint of promoting mass transit for
passengers/commuters rather than for cargos. The Light Rail Transit (LRT) system in
Metro Manila started operation in 1984, transported over 10 million passengers in 1987 and
has significantly contributed to the improvement of the traffic problem in Metro Manila.

“The success of the LRT encouraged the Government to improve railway system.
Revitalization of the Main Line South is under implementation for upgrading of the irack to
be able (o effectively handle high speeds of up to 100 km/hour and increased tonnage in
the Main line, Manila to Legaspi, and the San Pedro (Laguna) to Carmona Conunuter Line.



Port (Seapor

Ports of Manila are managed by the Philippine Ports Authority (PPA) ,and the cargo
handling operation is privatized. South Harbor has two kilometers of shoreline, a 600 ha
of anchorage with 27 berths and a depth of meters. North Harbor exclusively _us_ed'for_
interisland shipping has seven finger piers and one semifinger pier. Manila International
Container Terminal has a 21.6 ha of container yard and the maximum water depth is 10.7

medters.

Port congestion at Manila Ports is also critical problem to the users, ag gmvatmg with road
congestion as well. It is pointed out by the Factory Interview Survey conducted .by the
Study Team that demurrage and delay of cargo clearance mcludmg procedural delay/red

iape are not rare.

The following are operational constraints of Manila Ports and Batangas Port summarized

from the Sector Report.

Operational constraints of Manila Ports and Batangas Port

South Harbor of Manila 9] Insufficient open storage area
2) Narrow apron and superannuated sheds and
warehouse
3) Deteriorated benhmg facilities _
4) Traffic congestion in the port sone and its vicinity
North Harbor of Manila 1) Acute open storage area for general cargo and
stacking area for containers :
2) Extensive deterioration of ex1sting facilities

3 Limitation of dredging depths along the berthing
space of the piers and slips which prevents the
shipping lines from introducing larger vessels

Batangas Port i) Squatter households in the port zone obstacle to the
efficient operation :
2) Congestion of pier area _
3) Lack of appropriate backup area
4) Poorly maintained and narrow access road to Port

In order to cope with such situations, the following projects have been scheduled in
addition to custom clearance rationalization/simplification. '

Port rehabilita_ti(}n and deveiopment prajects
Ports of Manila (PPA's Second Manila Port Project)
«  Rehabilitation of antiquated berthing and storage facilities




» Dredging of entrance channels (11.58 meters of South, 7.5 meters of North)
Bgtangas Port (Master'Plan including the Short-Term Development Plan)

« - Construction of foreign cargo berths with the water dep'th of 10.0 to 12.0 melers
+  Construction of domestic cargo berths withe the water depth of 4.5 to 7.5 meters
«  Construction of berths for Ro-Rofferry service

Meanwhile, it has been discussed how to resolve congestion of Manila Ports which shail
not meet the - future increase in cargo because of limited physical conditions. The
Government promotes  for the development of Balangas Port as an alternative port of
Manila ,and Cavite provincial government also initiates conversion of Sangley Point into an

international container terminal,
(2) - Unreliable ntilities

This is concerned to supply situation of water and electricity. Water supply for
manufacturing industries located in CALABARZON is mostly dependent on groundwater
and many factories have their own weélls; otherwise tap water is supplied by the various

agencies including the Export Processing Zone Authority (EPZA).

Electuc power supply is shared by the foliowmg organizations; the state-owned National
Power Corporatxon (NPC), the pnvately -owned Manila Electric Company (MERALCO),
clectric cooperatlves created by the National Electric Administration (NEA) privale aiilities
and self- generatmg industries. NPC had 5,808MW or 84.6% of the Country's generating
capacity installed in 1988 followed by self-generating industries with 6.9%, private utilities
with 4.5% and MERALCO with 2.3%.

NPC, aside from generating and supplying power to distribution lines, has serviced some
industrial users including the Cavite EPZ directly. MERALCO is responsible for the
operation and maintenance of distribution lines and transformers as well as the related
switchgears in Metro Manila, most of CALABARZON and other areas.

Constraints and policy-response

According to the Factory Interview Survey conducted by the Study Team, there were few
factories complammg about water supply condition. This seems 10 suggest some cost
benefits from the self- mstal!ed groundwater atilities. The Government, however, promoles
several water impounding reservoir projects such as the Wawa dam project and direct use
of Laguna Lake's water, considérihg conservation of groundwater resource.



It was already mentioned that a high power tariff was one of the const_rains to the
manufacturing industry in CALABARZON, Another problem may be unreliable power
supply systeni. According to the Factory Interview Survey conducted by the Study Team
and other information received from the sers, complaints aboul electricity delivery area are
as follows: o '
Constrains_of power supply system

a}  Voltage drop exeeeding.l()% of the speciﬁed value

b)  System frequency fluctuation
c)  Interruption of power supply and brownouts

Many -factories, because of the above problems, have to equip their own voltage
regulators or stand-by generators. For this, the following measures are implemented or
planned, in addition to development/upgrading of distribution substations in
CALABARZON.

Measures for stable electricity delivery

1) Distribution system (MERALCQO)

»  Sectionalizing of the existing long distance feeders aiming at (a) reduction of power
intenuptions, {(b) shortening of restorétion time of the fault lines, and (c) reduction of
system iosses and voitage legulatl()n '

s Other rehabllltanon of circuit reclosers, line fuses, fault indicators, etc.

» Application of taller poles and insulated cables to avoid Jine fault due to trees touching

2) Transmission system (Thifd Power System Development Project)

» Improvement of protective relay systems at some important substations

« Development of communications system for protection systems and opelatlon purposes

o Improvement of fault-monitoring capacity

» Upgrade and extension of load dispatching equipment at the Power Management
Center | '

« Load flow studies

(3)  Poor telecommunication

Telecommunication is one of the main arteries of mfonnatlon distribution and exchange
The so called "informauon society” and "Globaltzation of mdusmal actlvmes have
enhanced its importance, and International Direct Dlalmg (IDD) ser v;ce becomes
indispensable especially for multi-national enterprises. ' o



Telecommunication service in CALABARZON is mostly supplied by the private-owned
Philippine Long Distance Telephone Co. (PLDT) which occupies 95.4% of total capacity
followed by Independent Telephone Company (ITC) with 2.3%, Weslern Balangas
Telephone Company (WBT) with 2.2% and DOTC/Telecommunications Office (TELOF)
with 0.6%. The order of the telephone density in terms of main lines per 100 persons is
observed as 0.90 in Laguna, 0.80 in Cavite, 0.45 in Quezon, 0.38 in Rizal and 0.30 in
Batangas, as compared with 5.73 in Metro Manila and 1.09 in the Philippines. A reason of
the low density in Rizal is that some part of Rizal is within the service area of Metro
Manila. Telephone service is available in 83 out of 142 cities and municipalities of
CALABARZON in 1989.

Constraints and policy-response

According to the Factory Inlerview Survey conducted by the Study Teain, eight out of the
38 responded factories have no telephone line. Factories with telephone complained mostly
saying "often or always out of order, busy circuits, 10 to 30 minutes waiting period in long
distance call" To the question if IDD service is needed, 30 factories answered "Yes or Yes,
very much”.

There are many bn~going projects and programs to expand and impiove the existing
telecommunications service in CALABARZON. They are summarized from the Sector

Report as below.

Main on-going projects/programs concermed o telecommunications

DOTC/TELOF Installation of 66 local exchanges with new automatic, fully
digitalises, store programmed telephone switching system, etc
»  Construction of gentex terminals
« Duplication of telephone services (The above projects are targeted
up to 1992 and centered to Batangas.)
+ Expansion, improvement and modernization of PLDT's network
~ (X-5 Project for the 1989-1992 period followed by X-5C Project)
+ Rural Telephone Service Plan aiming to provide basic telephone
service to unserved municipalities
PLDT (excludmg X- 5 &x-5 iject)
«  Provision of telephone service to the existing industrial estates and
Cavite EPZ including IDD and National Direct Dialing service
+  Philippine Global Communication Improvement Plan 1989- 1991

providing each indusirial estates with various international services



B.3  Fundamental Directions of Manufacturing Sector Development in CALABARZON

It is Very._i_mportam for the success of the manufacturing sector development in
CALABARZON not only to address the foregoing constraints more actively but also to
direct it appropriately in the light of development policy and CALABARZON's potentials
for development. Therefore, this chapter wil clarify what role and Objectives should be
given to the manufacturing sector development in the CALABARZON region relating to

these elements.

B.3.1 National and Region 1V development policy

There are two comprehensive development plans concerned (0 CALABARZON. One is
the Medium-Term Philippine Development Plan (MTPDP) covering the entire nation. The
other is the Medium-Term Regional Development Plan of Region IV(Southern Tagalog)
which is a regional breakdown of the MTPDP. Both plans have the six-year plan period
from 1987 10 1992, '

(0 Medium-Term Phi'iippine Development Plan (MTPDP)

National development goals

The development efforts in 1987-1992 are to be principally directed toward such four (4)
goals as (a) alleviation of poverty, (b} generation of more productive employment, (¢)

promotion of equity and social justice, and (d) the attainment of sustainable economic

growth.

These goals of the Plan were set in the light of achievement of a better life of every
Filipino. Goals of (a), (b) and (c) were the primary thrusts of the Plan while goal of (d) or
sustainable economic growth was positioned as the prerequisite for the attainment of the

primary thrusts.

Socioeconomic targets

During the Plan period, the real Gross National Product (GNP) is targeted to i.nc_:rease by
6.8% on the average based on the implementation of essential and consistent policy
reforms and the continuation of a favorable world economic environment spurred mainly
by the relative stability of oil prices and real interest rates, and moderate inflation. The real
per capita GNP or income i$ likewise targeted to increase by 4.4% on the average, This
increase in .per capita income shall proVide' for the recové_:ry of the income of the
population which has been set back by ten years when the level in 1985 feil to its 1975
jevel. Table B.20 shows selected Plan targets.
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Table‘B..’Zl shows the sectoral GDP targeted by the Plan. The manufacturing sector is
expected-io increase by 7.6% on the average, higher than both the growth rates of 6.9%
for GDP total and 5.0% for agriculture, fishery and forestry. Actual performance of
manufacturing recorded reasonable attainment against the Plan targets, especially for 1988-
1989 as shown in Table B.22, whereas mining and quarrying and construction had not

shown much increase.

The oil crisis caused by the Iragi invasion to Kuwait and damages by a strong earthquake
attacked Bagio City in July 1990 and by a large scale eruption of Mt. Pinatubo in June
1991 appeér to throw the dark shade on the future growth of the Philippine economy. This
is why the relative stability of oil prices and real interest rates was one of the pi‘éconditiohs
for the tal‘gélcd growth as seen previously, but actual oil price hike by around two times
and interest rates also became over 30% on non-prime base after the incidents. Moderate
inflation Was also the precondition, but nowadays high inflation has prevailed throughout
the Country.

ConéeQuently, the growth of manufacturing sector might have slowed down in 1990
afthough investments for the BOI approved projects were active in recent years. It is
expected in order to realize the Plan targets that the following strategy for the national

development shoutd be fully mobilized.

National development strategy

The Plan adopted an employment-oriented, rural-based strategy in the medium-term as

illustrated in Figure B.8.

The Plan gave the highest priority to the development of agriculture consistent with the
goals of increasing employment opportunities and incomes particularly in the rural sector,
_alleviating the poverty situation in the Country and improving the spatial distribution of

growth.

Thus, the industrial/manufacturing sector has been positioned as playing a role
complementing the growih of 'agricu'ltural output while promoting smail scale and labor-
intensive enterprises especially in rural areas, instead of continuing with the past pattern
of urban-oriented, capital-intensive and large scale industrialization.

The Plan, however, has recognized that the emphasis on the mobilization of the rural

sector through the modernization of agricolturc and the development of small and
medium scale industries will not be a permanent one, limited in the medium-term. The
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Plan stipﬁlales that through demanded recovery stimulus, the correction of biases against
agriculture and land use, the Country's unemployed and underemployed will increasingly
be absorbed into productive employment.” As surplus tabor is mopped up, real wages will’
begin to risc in a sustained manner. The economy's potenﬁals will then shift towards skill-
and capital-intensive products. Industry will subsequently ‘contribute progressively to

larger shares in total employment and income with a more capitalizing pattern.

Industrial development strategy and policy framework

These strategy and policy frameworks were formutated bas1caliy in accordance with the
national employment- orlented rural-based development strategy by the Plan. Besides,

the pollcy response (0 Macrocconomic constraints was also taken into account from the
viewpoints of industrial efﬁc;ency and a comparanve advantage both in terms of natural
resource endowments and abundant and highly skilled labor force in the Country. Policy
efforts have been directed toward increasing the value added of these resources. |

In addition, the vital role of the private sector in development has been recognized through
pursuing deregulation and privatization. The private seclor is expected to nitimatély
translate the Country's dévelopment policies and strategy inio actual programs and projects.
The Government, on the other hand, is to play the role merely serving as catalyst,
providing policy guidelines, being vigilant against the dangers posed by hazardous wastes
1o public health and the environment, and keeping industrial peace and order.

Meanwhile, the Country's macrocconomic issue is basically - to get iself omt of the
shrinking circulation of economy and to create the expanding one. Figure B.9 illustrates

these two circulation's components and arranges the principal industrial policies.

Sectoral development programs aim at the development of key industry sectors in the

medinm-term concomitantly with trade liberalization and improved investment profnotion

measures/incentives. DTI has commissioned 55 development studies in order 1o help the
key industries improve their productivity and increase their competitiveness, thereby

enabling them to adjust to changes in the policy environment. These studies cover the

following: 1) structure, 2) demand/supply' éitua_tion, 3) investment opportuniiies,'ﬁ)

export opportunities, 5) strength and weakness, 6) pioduction/export targets up to the yéar

of 2000 and 7) strategy, and pfograms of action. The results of some 30 of these studies

are already available.

The Investment Priorities Plan (IPP) iS: an overall plan pfep_ared anmually by BOL “The PP
aims not only to develop and revitalize indusiry subsector but also to direct investments
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especially toward selected rural arcas thiough the grants of fiscal and other incentives, As
such, the IPP is 1'osp0osible both for investment promotion by subsector and industrial
dispersal. The current IPP emphasizes world competitive export-oriented industries and
favors agro-based industries which improve the linkages among industries, agriculture and
natural resources.

Regional industrial dispersal program is to be ensured through a more coordinated regional
development and planning, focusing on the transformation of selected areas into attractive
and viable industrial locations/centers, namely "Regional Industrial Centers" (RIC's) that
can counteract the absolute locational advantage of Metro qula The development of the
RIC's are intended to provide the backbone/core for the mtegt ation of other areas into the
mainstream of the Country's industrialization by intensively preparing infrastructure
through the govérnm_em support and the strengthened economic and institutional linkages.
DTI has designated 16 Centers out of 13 Regions. In addition, special incentives aré given
to promote investments/locations in less developed areas as follows.

Outline of special incentives for less developed areas

(a) Pioneer incentives----An emérpriso in a less developed area registered with BOI,
whether proposed or an expansion of an existing venture, shall be entitled to the incentives
provided fora pioneer registered eriterprise under its law of registration.

(b) Incentives for necessary and major infrastructure and public fac:lmesm—Reglstered

enterpnses establishing their production, processing or manufacturing plants in a specified
aréa may deduﬂ from taxable income an amount equivalent to 100% of necessary and
major infrastructure works it may have undertaken with the prior approval of BOI,
conditioned that the title to all such infrastructure works shall upon complietion, be
tranferred to the Philippine Government.

(c) Additional deduction for labor expenses----not normal 50% but special 100% for

incremental labor wages for skilled and unskilled workers

The promotion of micro, cottage, small and medium enterprises (MCSME's) is the
centerpiece for achieving greater employment and industry dispersal in the countryside.
Government support programs are comprehensive and composed of the following:
emrepreneuiship development, science and technology development, financing and
marketing and technical assistance mcludmg access to technology and market information.
Livelthood and income-generating projects are promoted 1o provide opportunities for self-
employment, Increasihg MCSME access to financing is emphasized through the new
establishment of measures called "Kalakalan 20" for the countryside and barangay business



enterprises and "Magna Carta for small enterprises” as previously seen in the subsection
B.2.2.

Another policies, shown in Figure B.9, comprising trade liberalization, export and
domestic trade promotion, investment promotion, etc.are not only measures for the
implementation of the main poles of industrial development strategy and policy, but also
components of policy framework for the realization of said "Expanding Circulation of
Economy". Detail information relating to these measuves is also provided in the subscction

of B.2.2 and the Sector Report concerned.

Meanwhile, towards the end of promotion of MCSMEs™ and industrial dispersal, DTI
strengthiened its 13 regional offices and established 73 provincial offices nationwide in
1987. These offices have performed many head office functions, and frontline services
such as investment promotion, business name registration, garments and coffee quota

processing and allocation, product development and the like.

(2} Medium-Term Regional Development Plan of Region IV

This Plan is a regional breakdown for the Region IV-Southern Tagalog from the National
Plan that brought'together and integrated the socioeconomic and physical components of

Region IV's development into a single plan document.

Socioeconomic targets

During the Plan period, the gross regional domestic product (GRDP) is projected to
increase by 6.74% on the average, lower than 6.90% of the nation total as shown in Table
B.23. Regional population and employment, on the other hand, is projected to increase by
2.64% and 6.32% on the average, higher than 2.32% and 4.53% of the nation total,

respectively.

It seems to be a reflection of the national development strategy of rural-based/oriented
development that Region 1V's GRDP growth rate is projected to be lower than that of .the
nation. In other words, a high priority was given to the régionally balanced development
thmughbut the Country. Higher growth rates of Region's population reflected the past
trends, and greater growth of employment may be due partly to the population increase and

decrease of unemployment.



Regional development strategy

The National Development Plan established the two-pronged basic sirategy of agro-
modernization and growth corridor development, This stralegy is based primarily on
the fact that the spatial differences in terms of physical/natural resource and state of
development between the two subregions call for different sets of public intervention
tailored to the needs and situations of the particular areas.

The Medium-Term Regional Development Plan of Region IV, succeeded basically the two-
pronged strategy as well as the elements of employment-oriented, rural-based national
deVelop_rhe_nt strategy. The Region 1V Plan, however, gave more weight on the urban and
ihduslrial/mam_lfactm'ing sector development than the National Plan did, since many cities
and municipalities of the Region especially located in the provinces of Cavite, Laguna and
Rizal were more urbanized and industrially developed than the rest of the Country.

Figure B.10 iltustrates the outline of the Urban Growth Corridor Development Strategy in
the Region IV Plan. This strategy has been designed primarily to take advantage of the
Region's economic potentials, having regard for the need for natural resource
conservation, especially the preservation of Laguna de Bay and for a good environment
for living.

Kevy and support programs for manufacturing sector development

The Region IV Plan prepared the following key and support program thrusts for the
manufacturing sector development:

(a) Industrial dispersal and promotion of utilization of existing and planned industrial

sites

This program emphasizes the active promotion for providing a solution to causes of past
failures to 1E's/EPZ's and revieWing the existing government incentives. In line with this
program, the Study on the Cavite Export Processing Zone (CEPZ). Development and
Investment Promotion Program has been conducted by JICA in 1990. In addition, Cavite
EPZ and Batangas City were designated as "Regional Industrial Centers" (RIC's) as a
" major component of industrial dispersal strategy. RIC of Batangas City, however, is not

incorporated.
(b) Metro Manila industrial dispersal policy

This policy was positioned as a complement to the foregoing program and aimed to
eéstablish a joint arrangement for some industries and institutions in the overcrowded Metro
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Manila to relocate in the Region, The principal measures comprised the following:
improvement in the facilities and services within the existing IE's, completion _of the
already operated Cavite EPZ and varicties of local and national fiscal and monetary

incentives.

{© Promotion of manufacturing indusiries with better immediate prospects for

expansion

Prospective industries listed up by the Plan were food, textiles, wood, {urniture, chemicals
and basic metals. The principal” promotional measures comprised the following:
improvement in manpower skills, development of market, removal of coristraints on supply
side and improvement in infrastructure support facilities (e.g. water supply and transport).

(d) Promotion of long term expansion of industries found to have a large labor dutput

for effective utilization of local labor

Labor effective industries identified by the Plan were agro-based pl'ocessing'industries of
vegetables and animal oils and fats, rice and corn, bakery products, coffee, cacao and
sugar, and non agri-based ones of sawmills and planing mills, wood drying and
preserving, basic industriaf chemicals, tire and tube, plastic products, steel works and
rolling mills, agricultural machinery and equipment, and metal and woodworking
machinery. The principal promotional measures comprised the following: improved
infrastructure and utilities, marketing assistance, technology and manpower development,
and the like.

{e) Regionwide promotion and deveiopmcnf of cottage, artisan and small industries

The Region IV Plan established this program not only to generate local employment and
income but also to complement the thrusts on medium and large scale industrial
development. The main thrust of the program is to promote local entrepreneurship'tﬁr_dugh
the transfer of appropriate small scale agro-;}:'ocessing technology to interested local .

investors and the communities.

Towards the end, comprehehsive measures inciudii_ig_-finan_cé by "Kalakalan 20" and

“Magna Carta for small enterprises™ have been_mobi'}'igzed._-' Tabl_e B.24 shows aciivities |
accomplished by DTI-Region IV in line with the Small and Medium Industry Technology
Transfer Development Program (SMITPD) mainly oriented 1o promote the Comprehensive
Agrarian Reform Program (CARP) and livelihood projects. As a resuit of this program, a
total of 174 farmers were developed into entreprencurs and 442 persons were employed in -
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different _li_velih_ood projects. Investment generated was 711,270 pesos. Sales proceeds as
a result of market matches and subcontracting arrangément amounted 652,173 pesos when
the initial transaction completed. Financed to common service facilities for ceramics and
kiln dryer were 150,000 pesos and 1,867,655 pesos have been approved for 11 more
facilities.

B.3.2 CALABARZON's potentials for manufacturing scctor development

In setting directions of the manufaciuring sector devetopment in CLALABARZON, not
only the national and Region IV's developmént plans but also the CALABARZON's
potemlals should be taken into account. CALABARZON's potentials could be divided into
the following two dimensions: international comparative advantages of the Philippines and
CALABARZON's proper potentials (Figure B.11).

(1) International comparative advantages

These "are advantages reléting to the locational conditious of the Philippines in
glolbalizalio'n of industrial production by multinational companies. Inducement of foreign
capital has a strategic im'portanc'e for complementing "Lack of capiial” and accelerating the
Country's industrialization. Japan posted in the first position on the foreign equity
investments approved by BO! in 1989 and in the first quarter of 1990 as shown below.

Top four countriesjregian' on foreign equity investments:in USS miilion

1988 ' 1989 Ist Qtr. 1990
Total 447.1 Total 794.5 Total 369.3
U.S.A. 146.2  Japan 155.8  Japan 200.8
Taiwan 104.8 Taiwan 146.9 Canada 46.7
Japan 90.7 . Hong-Kong 131.2 Hong-Kong 33.8
Hong-Kong 25.6 U.S5.A. 129.6 Taiwan 26.7

Considering such circumstance of foreign investments, it may be significant to see
Japanese companies’ global investment activities as shown in Table B.25 and Table B.26.

Trends and obiectiw_:s of industrial investments by Japanese companies {including joint
venture: from the 1960s to 1989)

The number of forcign companies established by Japanese investors is 1 1,484 worldwide,
mcludmg 4,299 companies in Asia, 37.4% of the total. There are 152 companies in the
Philippines, less than those in selected Asian countries/regions ‘such as Hong-Kong (751),
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Taiwan (G86), Singapere (658), Thailand (639), Malaysia(434), Korea(395), Indo_ne_si'a
(232) and China (228). There are only 83 manuofacturing companies in the Phitippines,
also the least among selected countries/regions. They mainly comprise companies of
chemicals (15'), electrical machinery and equipment (14), food products (9), and textile and

wearing apparel (8) (Table B.25).

Among the objectives of Japanese investments in the Philippines, the largest was to
preserve and expaﬁd the local and third country's market (38.2% of the responded
companies' rating). The preservation and expansion of local market has close relationship
with the government policy of import substitution. Of the companies replied 65% said that
the main destination of their produc'ts was local market in the Phi'lipp'ihes while 15% for
export to the third country. ‘The second largest objective was to reduce cost by utilizing
manpower (27.0%), and the third was to be give'n incentives (18.5%)_. ' ACces_s_ 'to'ra‘;ﬂv
materials and resources was the fourth largest objective but the largest (11.8%) among’
.selected cou'mries/regions, partly refiecting the Iarger number of investments to agriculture,
forestry and fishery, and food predtlcts in the Philippines (Table B.26).

A Questionnaire Survey on Investments in the Phlhppmes conducted by the JICA Study
Team in line with the Study on the Cavite EPZ Development and Promotion Program
clarified what factors the Lesponded Japanese companies had attached great 1mportances

Japanese companies’ criteria for locating production sites in South E_hst Asia

Criteria/Factors for Location No. of Companies (Rating)
1) Political stability ' 162 (75.3%)
2) Manpower availability - 94 (43.7%)
3) Infrastructure ' 62 (28.8%)
4) Government investment policy/incentives 56 (26.0%)
5)  Economic development/growth of the country 32 (14.9%)"
6) Stability of currency exchange 24 (11.2%)
7) Raw material availability .23 (10.7%)
8) Good industrial site | 19 . (8.8%) .
9)  Export processing zone : _ 8 ( 3.7%)
10) Financial conditions 2 ( 0.9%)

The responded' companies’ rating concentrated to the factors conducive to;"pea_ceful_,
reliable and steady” or "economicaly efficient” operation of factory. Aside from political
stability that closely relates to the security of investments, manpow_e:r; infrastructure _a_h_d

incentives are the three most irﬁport_ant factors.



Some comparative data amone selected ASEAN countries

Attracting foreign investments is also very compelitive between the South East Asian
coUntri'es, ‘The Philippines' strong rivals appear to be the same ASEAN members of
Indonesia, Thailand and Malaysia.

According to the following data, the Philippines has comparative advantages over the rival
countries in terms of engineer's wages and English speaking ability. Besides, the
Philippines has advantages in many terms/factors against Indonesia.

Some comparative data among selected ASEAN countries

Philippines  Indonesia Thailand Malaysia

B ?opiuaiio'n (million in 1988) 58.7 175.0 54.5 16.9
2 GNP (USS billion in 1988) 37.7 76.0, 54.6 31.6
3) Per capita GNP (US$ & in 1988) 630 430 1280 . 1870
4) Wages of engineer (US$/yearin 1989) -~ 870 1,000 1,240 1 ,560
5) Minimum wages (US$/day in 1988) 4.1 0.91 3.1 24
6) Power tariff (US centskWh for industriai 15.6 6.3 7. 6.0
use in 1987) |
7 Te.le_pl.mne density (fcéeivers/ld() persons) . 1.5 0.4 1.7 5.0
- 8) Tax holiday (Maximum; years) 10 0 8 1.0
9) Foreign equity (including EPZ) 100% 80% 100% 100%
10) English speaking people very limited  limited  limited
- ' popular

Source: 1), 2) and 3)--The World Bank Atlas 1989 , 4) and 5)--DTI-BOI materials 6)--Electric Utilities
Data Book (ADB), 7). 8) and 9)--each country's materials

International cdmparativé advantages of the Philippines

~ In addition to the above advantages, the Philippines’ geographical position situated close to
the countries of potential investors such as Taiwan, Hong-Kong, Korea and Japan, and
central location in South East Asia could be an important advantage in globalization of

industrial production/investments.

Another factor should not be neglected. The General System of Preferences (GSP)
privileges on import tariff, especially granted by USA, is also an important advantage in



attracting foreign investors whose home countries, such as Korea and Taiwan, have lost
the privileges. It is said that the Plulnppmes shatl be one of the last countries granted GSP
privileges by USA whlle it still has vast GSP oppor tunities in texules, plocessed food,
worked and unwmked metals and the like. 1n other words, the Pluhppmes has potentials
as a center [or the so called third-country or transit trade and processing in the Asian Pacific

region.

(2)  CALABARZON's regional potentials

CALABARZON has high potentials fort the m'mutactunng development and the global
industrial location as shown in Figure B.11.

"CALABARZON's potentials I" are specialized potentials due to the international
comparative advantages of the Plnhppmes That is, CALABARZON is abundant n agro-
resources such as coconut and sugarcane, whlch have deve]oped coconut mdustrics of
milling and desiccated coconut in Laguna and Quezon, and sugar factories in Batangas.
Lime stone isa main raw material for cement industry in Batangas and Rizal. ' Other
potentials such as good access to international ports and airport ‘(Manila Ports and Ninoy
Aquino International Airport) and availability of skilled and high—éducaied labor are largely
owing to CALABARZON's proximity to Metro Manila, |

CALABARZON’s proximity to Metro Manila is aiso a major componeni of
"CALABARZON's potentials II". Metro Manila is the lafgest market in the Couhtry and
provides varieties of business, trade, financial, technical and governmental regulatory
services. CALABARZON and Metro Manila constitute the main part of the "National
Industrial Core Region" producing estimated 64% of the manufacturing Gross Value
Added of the Country in 1988. -

CALABARZON has deep natural harbors along the Batahgaé Bay and its vicinity Where
are located port-oriented industries such as petroleum refineries, ship building and
repairing, steel fabrication, basic industrial chemicals, flour milling, and others. In
addition, CALABARZON is in a better position with relatively well developed
infrastructure including EPZ and industrial estates.

The following data provided by the manufacturing firms located in Region [V, aéidé from
the factor of personal preference, appear to strongly support the abovementioned potentials
of the CALABARZON region.



.Factors influenced firms' decisions 1o locate in Region 1V including CALABARZON

Factors % of Firms' ratings
»  Personal preference 58.6
= Access to market 56.4
+  Access-to materials - "534
»  Access to reliable utilities 51.9
¢ Labor Su'pply ' 43.6
« Business services 43.6
«  Equipment suppliers 37.6
© «  Government offices 36.1

Source: Industrial Survey by National Indusirial Estate Program (NIEP) NEDA

B.3.3 Roles and objcctives of CALABARZON manufacturing scctor development
('1) _ Roles

The CALABARZON région is a major component of Region IV, accounting for 77%
(6,349 thonsand) of the total population in region IV in 1990. CALABARZON's cstimated
G;oss Value Added (GVA) or GRDP of the manufacturing was around 43,1 billion pesos
in 1988 , accounting for more or less 90% of Region IV and 21% of the Country. In
addition to such important position in the Region 1V's and national socioeconomy,
CALABARZON has high potentials for the manufacturing development and the global

industrial location as mentioned previously.

What roles the manufacturing sector development in CALABARZON should play is to be
derived from the above position and potentials, and also could be oriented by the national

and regional development policies.

First, ‘the manufacturing sector is expected to play a leading sector for the
CALABARZON's regional development conducive to the further growth of agriculture
~ and service industry. This role is general and based on the interactions and linkages

between industries.

Second, in line with the CALABARZON's position and potentials or as a main
component of the "National Industrial Core Region”, the manufacturing sector development
should play a driving force of the further industrial development of Region 1V and the

Country,



Third, the development of manufacturing should be addressed to promoting industrial
dispersal and directed to the formation of "Urban Growth Corridor" of Region IV in line
with the implementation of the national and regional development policy.

(2)  Obijectives

The objectives of manufacturing sector development in CALABARZON have to embody
not only the rofes mentioned above but also the national and regional development
goats/pohmes These goals, however, are established from the viewpoint of medium-term,
and then the objectives need to be set also takmg into dccoum the long-term perspectives.

The objectives could be arranged as illustrated in Flgurc B.12.

Out of these five objectives, 1) 'gen'eration of employment opportunities and _2'}
enhancement of income level embedy the national and CALABARZON‘S‘dévelopment
goals recently established by the National Economic and Development Agency (NEDA)
Region IV. The objective (3) expansion of domestic and export market is set in line with
the national industrial policy and strategy, emphasizing the expansion of export market and
international competitiveness. CALABARZON has a better locational condition for eXporl-
oriented industries. The objective (4) the realization of a stronger industrial structure, is an
objective derived from the subsector structure of manufacturing in both CALABARZON
and the country, relatively lack of intermediate and capital goods. The objectwe (5) the
realization of anindustrial base in the Asian Pacific Region, is the long-term and ultimate

objective ensuring the sustainable growth of the Country.

B.4 Sirategy and Scenarios for Manufacturing-Seétor Development in CALABARZON

In order to realize effectively the objectives for the manufacturing sector development in
CALABARZON, strategy from which a variety of development policies/efforts should be
derived needs to be established. In addition, development alternatives will be examined as

the precondition for development plan formulation.

B.4.1 Development strategy

There are two types of development strategy.. One is the overall strategy, related to the
CALABARZON region total, Another is the strategy by subregion.

(1) Overall strategy

This strategy is composed of three components; common, survival and growth, and

regional integration as shown in Figure B.13.
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Common strategy

Inducement oif_‘ foreign capital has a stralegic importance not only 1o mitigate the constraing
of "Lack of 'c;ipital" but also to increase export channel, source of new technology, and the
like. As seen _pre\iiousi'y,' for_eign" capital investments in the Philippines constituted more
or less 40% to 50% of the total equity investments in recent years while Japan's BOI
approved investments. posted in the first position in 1989 to 1990 (at the first quarter).
"Foreign IiinSInlcnts'Act:of 1991", described preﬁou'sly, is expected to attract foreign
investnients not only for export induslry but also for domestic market industry.

Promb"tion of SME's is also imp_ort'a_nt' and has succeeded a strategy of the National and

‘Region IV's Development Plan. SME's, constituting a large part of manufacturing
establishment 'and'employméﬁt in CALABARZON, are 'expected' to generate local
employment and income, and to complement the thrusts on medium and large scale
enterprises development by producing agro-processing goods and parts/components for the
aé.'serﬁbly. At the same time, their growth and c'ompet'ilivenéass will be supported to
transform them into efficient production units.

Pl‘ombtion of venture business is a strategy in the long-term. ~As industrialization in
: CAL_ABARZON progresses, persons with strong entrepreneurship and technology seeds
including spin off or retired persons from the large enterprises will increase. Such
venture business is expected to play a role of driving force for the vitalization of
production and R & D activities in CALABARZON as well as in USA, Japan and other

advanced countries.

Locational strategy

This strategy serves planned industrial dispersal and development in CALABARZON. It
is, .therefore, very important to provide industrial estates (IE's) along the artery
conducive _td the formation of "Urban Growth Corridor”. Present trends of dévelopment
support this strategy, and CALABARZON has already [4 existing and seven planned IE's

including Cavite EPZ, although some of them lack access to the artery.

The séc'ond element of this strategy, promotion of industrial spillover from Metro Manila
stems from  CALABARZON's regional character as the hinterland of Metro Manila/NCR
{National Capital‘Région). The area within some 50 km radius of NCR could be regard as
a coherent region- where various activities are interrelated by way of the economy of NCR.
Taking ac'coﬁnt of further suburbanization around NCR and expansion of its influence
areas, thérpro'vin'ces' of Cavite, Laguna and Rizal should be taken as a planning unit
together with NCR. This unit-may be called the "Greater Capital Region” where the
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locational strategy of industry is to promote cxpansion/telocation of Manila-based
industries such as large market-oriented (durable consumer goods and food processing),
export-oriented (electronics, apparel, etc.), airport-oriented (clectronics, precision

instruments, etc.) and technology-intensive industries.

The position of Batangas is dif ferent from the above ihre_e provinces because it is relatively '
independent of direct influence of NCR. It has properly an attractive locational condition
with deep natural harbors and stro'ng' links with Mindoro and other pr'ovinces of Région v
including Quezon. This may be called here the "Southern Tagalog Region“'whcrc
Batangas is expected to be developed as a regional center. Locaiio_n'a'_l strategy for Batangas
is, therefore, to locate port-oriented, labor-intcnsive and agrofresource-based processing
mdustrles in the medium-term and to promote decentralization of Manila- based/related
industries in the long-term leading to the formation of the reglonal mdustna! center.

Agro-based processing is a strategic industry not only for Batahgas but also for rural areas
in the Greater Capital Region, including the processing of regional agricuitur;@ﬂ output and
processing of primary commodities from other regions. Meanwhile, detail examination for
target industries will be done in th(_z subsection B.4.2 (2).

Survival and growth strategy

Development of industrial ability/capability becomes.to have a strategic importénce in the
progress of industrial globalization and trade liberalization in order to ensure international
competitiveness. As the context, the following measures should be mobilized: manpower
development, marketing, technology transfer/development and.ﬁnancia! assistance,

Formation of industrial complex is a strategy for the attainment of built-in-growth
structure. Namely, Creation_ of inter-industry linka'ge.s shall expahd the market for
industries concerned in line with the imegratimi of SME's and large firms. De:velopment
of upstream industries should be promoted to mitigate the constraint of "Lack- or high cost

of local inputs”.

chtonal integration strategy

Major thrusts of the CALABARZON spallal developmem may also have dlfferent
implications for the two regional systems. These are described in the Master Plan Report
under the headings of 1) improvement of access to rural areas, 2) strengthening of artery
network, and 3) establishment of clearer hierarchical structure of urban centers. -



Industiial development should not be limited to the enlargement of industrial production.
It should be integrated with urban development, namely formation of "City”. Region IV's
Develbpment Plan, as mentioned previously, gave more weight on the urban and industrial
/man_ﬁfacturing sectlor development than the National Plan did. For this, industrial estates
(IE's) are to be planned and developed as a core for formation of "City", and also it should
be noticed for "City” or urban functions of service industries to support industrial
operation /developinenf.

Formation of industrial community especially in rural areas is also important. One
possible i_'nterveniion is 10 lead the industrial growth into major locations not adjacent to
Metro'Maﬁ_iIa. These locations, in turn, will be converted into full urban communities by
supportting the development of small industry district, housing, urban infrastructure, and
services in health and education. Through this process, livelihood/self-employment
manufacturing will grow up and become literally "Industry”. At this stage, industrial
community _w-i]'l have the real content as a rural industrial base where industrial production
would be regionally dividedfshared and integrated between many small enterprises.

(2)  Subregional strategy

Industrial areas and centers

The two regional system of the Greater Capital Region and the Southern Tagalog Region
could be divided into several subregion, each of which is a regional planing unit with the
similar characteristics and potentials on industrial development/location and comprises
several cities and municipalities. These subregions could be defined as shown in Figure
B.14.

First, the Greater Capital Region contains three industrial areas of Rizal , Cavite-Laguna
and Carmona-Trece-Martirez which are contignous to Metro Manila. Second, the Southern
Tagalog Region has one industrial center or the Greater Batangas industrial center. Third,
upland industrial centers are urban centers outside the suburbanization area of Metro Manila
and has an intermediate character because of its relatively independence from other

subregion.

1) Rizal suburban industrial area

This area has been a main receiving area of the spill over industries from Metro Manila and
its pb'i)ufatiOﬂ growth rate has been very high. This area, however, relatively lack of land
sﬁitablé_for manufacturing/urban use and the further encroachment on limited lowland
ags'iCilltllre arcas aldng the Lagtma lakeshore should be prevented.
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Thus industrial development efforts in this arca will appropriately focus on technology
upgrading while more industrial location should be created in the upland area without
causing further degradation of the Marikina catchment area. '

Public interventions will be necessary to develop-the inland areas not only for some
industrial relocation from Metro Manila and its vicinity but also for encouraging agro-

forestry, agro-processing, SME's activitics including handicrafts and various services.

2) Cavite-Laguna suburban industrial area

This area comprises two subareas. The Laguna west industrial area from San Pedro to
Calamba has been the main street of industrial location and thereby formed a matured
industrial zone. The Rosario-Imus mdustual area is , on the other hand, lelatwely a new

zone where Cavite EPZ is developed.

Meanwhile, industrial tocation including spill over from Metro Manila will continue in these
zones due primarily to agglomeration economies and access to large labor pool with
requisite skills. This strong trend should be materialized without further degradation of the

environment and generation of various problems.

Thus,. industrial development/location should be selectively incorporated and regulated
depending on the situations. First, strict land use control should be enforced based on land
use plan to be prepared by municipalities especially in the Laguna west zone :while urban
redevelopment and existing factories’ relgcation ~could be intenéively sy’nchro.niz_ed.
Second, wastewater discharge and solid waste disposal regulation should be enforced by
step; first for municipalities in the Laguna west zone and second for those along the Cavite
coast. A moratorium on the conversion of prime agricultural land in these zones for

industrial use is expected to be immediately established.

3 Carmona-Trece Martirez industrial area

This is an upland area where seven existing and one planned i_ndustriai estates are
developed (Figure B.5). In tetms of land capability, this area faces smaller conflict with
agricultural than the industrial areas in lowlands. Water avatlability is a constraint.

Located in the mid to upstream of small riVers, "Nonwater—intc.ns.ive industry" shbuld be
selectively introduced and developed in this area, consuienng critical mﬂuences to the
downsiream areas. Some agro- processmg industries will locate/e;-.pand in fhlS area as {he
productivity of upland agriculture is enhanced. However, fruits and vegetable processing
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should be located in lowland portions where water availability is higher and discharge of
wastewater with high organic contents is more tolerable. Meanwhile, this area has many
industrial estates and will be extended further inland up to Silang.

4)  Upland industrial centers

'These centers are Sto. Tomas/Tanauan, Canlubang, San Pablo and Lipé City, all located in
the mid 1o upstreams of rivers. Canlubang is not a mtinicipality/ciiy but an area with the
largest industrial estate named as "Canl.ubang Industrial Park” (developed within
Caznlubazjg_Sugar Estate), which has around 700 ha of dévelopcd area and out of it 532 ha
18 avé_ilab]e. In éddition to this, two industria.] estates are planned, one of which is already
incorpofated by a Filipino-]apanese joint venture. |

These centers could be the most prospective areas for industrial development/location in
CALABARZON based on recent trends of investments and fulure transport-express way
network formation from Metro Maniila to Batangas. Industries that locate in this area will
have a good access to both Manila Poits and Batangas Port. |

Industrialization should be synchronized with urban development programs in selected
aréas. This would include major housing programs, urban infrastructure and other urban
amenities to build these communities into urban centers with full functions. A critical
component of these prbgrﬁms would be provision for SME's that will rely on the relatively
large companies as sub-contractors and parts/components suppliers. The Master Plan
includes prototype integrated urban/industrial programs for these centers.

5) Greater Batangas industrial area

In the long fun, Batangas could be an alternative to Metro Manila as the national industrial
‘core because it has properly an attractive locational condition with deep natural harbors and
strong links with Mindoro and other provinces of Region 1V including Quezon, as
mentioned previously.- There is planned "Regional Industrial Center” (RIC) of Batangas
with 750 ha of land area.

In the short- to medium-term, Batangas will receive almost all of port-oriented industries
and will be buiit into a center for heaﬁy industry. Batangas will become the supply base of
raw materials and intermediatc products for industries in Metro Manila and
CALABARZON.



‘Based on the above agglomeration, Batangas should ‘build-a highly. diversified .
manufacturing base in order to provide an alternative to Metro Manila. 1t is a strategic
importance not only to enhance the downstream industries and SMEs but also to upgrade
and develop technology. For this, a regional R & D) institute should be established since
Batangas is not so convenient in utilizing such institutes concentrated in Metro Manila.

In the medium- to long-term, Batangas will be inter-connected wilh the industrial area in
Quezon centering around Lucena City. A development axis will be formed conh‘écting
Batangas/Bauan through San Juan to Lucena City, and may be further extended to the east
to Atimonan and to the west to Balayan. For the cstablishment of this axis, the planned
location of a petrochemical comf)lex (but now suspended) may play an important role as

well as the improvement of roads in the eastern part of Batangas.

Rural areas

The above mentioned industrial areas and centers are mdusmal and urban cores leadmg the
growth of CAL ABARZON. Rural areas, on the other hand are not urbanized, and their

main industries are mostly agriculture, forestry and fishery.

Strategy for these areas, therefore, is to utilize/process local resousces at maxurum and to
channel the product market. For this, technology transfer from the national R&D institutes

and the improvement in access 1o the market have strategic importances.

Livelihood industrial dévelopment is effective on the coniext. Many governmental agehcies
have promoted it and the DOST has transferred some resource-processing technologies.

Based on the past performance, livelihood industrial development in rural areas should be
more enhanced and integrated. First, entrepreneurship should be strengthened. Second,-
supporting measurcs should be effectively organized and integrated since the poor
coordinalion among existing livelihood development projects/programs cause.s the
imbalanced distribution and insufficient utilization of financial and supportive services

through the duplication of projects/programs.

In the medium- to long-term, provision of industrial site for livelihood enterprises will have
a strategic importance as they will grow up and.expand the production. This site provision
could be realized through organizing 'many livelihood enterprises and equipping convenient
common facilitiesfutilities. This provision for SME's industrial estate 'wiH be a base fbf the
formation of the so called industrial commuaity which is one of the overall strategles in
CALABARZON's manufacturing development as mentioned previously.
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B.4.2 Development scenarios

This section contains "Overall scenarios", "Target industries" and "Development phasing”.
Overall scenarios will be cited from the Master Plan Study and examined mainly from the
viewpoint of the manufacturing sector development in CALABARZON.

(1)  Overall scenarios

The Master Plan Study Alticrnatives

Thé_Master Plan Study has defined three alternatives to guide the formutation of a long-
ierm development plan for the CALABARZON region as follows,

1) Aliernative 1 : Agro-based development

This scenario emphasizes that more attention is directed towards the rural population,
through concentrating development efforts to the enhancement of agriculture and agro-
related industries including agro-processing. In addition to the above, various services
will play important roles in employment generation and economic growth based on rural
ccon'o'my.. Economic activities based on other indigenous resources will also be important.

2) Alternative 2 : High industrialization

High rates of increase in labor productivity/industrial production and large spill over from
Metro Manila are assumed in this scenario. CALABARZON development under this
scenario will be led by high industrialization particularly in the suburbanization areas ncar
Metro Manila, and other areas will develop primarily by promoting linkage with Metro

Manila and its vicinity.
3)  Alternative 3 : Leap-frog development

This scenario représents an intermediate path between Alternative 1 and Alternative 2,
Growth momentu'mtenteﬁng on Metro Manila will be effeciively utilized, but the
development will be directed also to selected urban centers in the outer arcas. Spill over
from Metro Manila will be moderate, and thus accommodated in CALABARZON in a more

orderly manner.
Altérna_tive 3 is reaéc_)'n'able. Alternative 1 of agro-based development means a limited

growth of CALABARZON and tends to neglect its potentials and roles for the

development, especially the manufacturing development potentials, although this scenario
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~ will not bring about critical problems on natural environment, and public investments for
infrastructure will be small. “This scenario is solely suitable for the rural areas in
CALABARZON.

Alternative 2, high industrialization is targctcd for acceleralmg industrial and urban
development in CALABARZON However, this’ invotves a radical ch'mﬂe in Socml_
structure/natural environment and needs a lot of public investments for atiaining the target.
This scenario might have reality only in the urban area that already has well developed
urban infrastructure/functions and a "City" with over 100,000 population within it.

Consequently, Alternative 3 of leap-frog development, which is also an intermediate path
between alternative 1 and Alternative 2, could be reasonable since CALABARZON is an-
mixed or complex region containing both of rural and urban areas.

) Target industries

Target manufacturing industries to be located and enhanced in CALABARZON could be
derived from the concerned strategy as shown in Figure B.13 and the Region's
potentialsflocational conditions. In addition to these, there are many factors relating to
industrial location such as recent trends of manufacturing investments, industrial
globalization and the present stage of industrialization itself in the Philippines and
CALABARZON.

Meanwhile, agro-processing and spill over from Metro Manila have strategic importances
in the development in CALABARZON as seen'in the above subsection of develo'pmeﬁt
scenarios. For this, it may be meaningful to sce the processing rates of agricultural and
fishing products as well as Manila-based industries.

Processing rates of agricultural and fishing products

Table B.27 shows these rates including rates for feed use. They were very high for palay,
corn (shelled), Whéat,_cassava, sugarcane and coconut, namely 100% or near 100%. As
for fruits and fishing products,' they wer'e'ranging around 10% to 20% and 30% to 50% ,
respectively. ' ' R

Grain milling such as rice milling is very popular rural—market-driem_ed indusiry in Ve.vér)'r'
area in CALABARZON as well as in the rest of the country. Bakery is also rural market-
oriented. Flour milling and animal feed industry, if dep’énding o'n_'iymported raw fn’aterials;
are port-oriented. Relatively large flour milling factories locate in Batangas and Quézon. -



Coconut processing such as desiceated coconut is the major industry in Quezon and San
Pablo City, Large sugar milling and refining factories locate in Nasubgu of Batangas.
These industries are literally resource-based.

As seen above, the processing rates of agricultural and fishing products are relatively or
very high. This may mean that development of agro-processing industries depends on the
conditions of supply side rather than those of demand side. As such, stable supply of raw
matefials/agro—produgls should be ensured. For this, efficient linkage or integration
between suppliers and processors are expected to be realized and the BOI prepares a proper
incentive to promote such lihkage as mentioned in subsection B.2.2 (3).

Metr_p Ma.nila—base_d indusfries

Tables B.28 through Table B.30 presém manufacturing industries concentrated in Metro
Manila,-acc;irding to the percent share of employment against the Philippines calcuia_ted
from the 1988 Census of Establishment (provisional outputs). Figure B.15 illustrates
some factors categorized for the following analysis.

Meiro Manila constituted 47.8% of the country's manufacturing employment in 1988.
Out of 135 types of industry on 4 digits base in the Census, 79 industry types' shares were
over the average 47.8%.

Industrics with over 80% of Manila's share to the country are mostly large/urban market-
oriented ('of bourse, domeétic market) and industry-relatéd. These market-oriented
industries are also categorized into consumer/d-urabie consumer goods, a main industry of
which in Metro Manila is assembly of motor vehicle. Main industries among the industry-
related are capital goods such as general machinery and intermediate goods. Among these
Manila-based industries, miscellaneous plastic products had the largest employment
(15,542 persons).

Industries with over 60% to 70% of Manila's share to the Couniry are also mostly
large/urbah markei-oriented and industry-related. Among the former, industry of radio,
TV, éommu_nication equipment categorized into durable consumer goods was large in
erﬁployment (30,328 persons). Main industries of the latter were metal processing,
components/parts such as metal containers, metal stamping/coating, motor vehicle parts and
accessories, tires and inner tubes and primary cell/batteries. Meanwhile, it is ouistanding
that ready-made clothing_and wearing apparel, which are export-oriented and labor-
intensive, were large in employment (90,170 and 14,667 persons, respectively). Toys and
dolls and rubber footwear are also export-oriented and labor-intensive,
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Among industries with around 50% of Manila's share to the Country, textile spinning,
finishing and other machinery and machine parts were large in employment (42,687 and
11,523 persons, respectively). In addition to these, there are many large/urban market-
oriented industries centering on food manufacturing industries but their employment was

not so large.

Target _industries

Target industries are basically not industrics that spontaneously locate but mdustnes to be
invited/developed. A variety of industries including the Manila- based shall locate in
CALABARZON withont special measures. Meanwhile, target industries are firstly export-
oriented and labor-intensive industries to absorb employment and to improve international
balance of payments and living conditions. in the Philippines. Agro-fresource-based
industries also should be targeted from the same viewpoints, These indusiries are
expected to resolve the problems pointed out by the National and Region 1V Medium-Term

Development Plan to some extent .

Real industrialization in the Country, however, has to equip the so called "grthh
structure/base” within itself. Wearing apparel is one of the most employment
absorbing/generating industries in the Philippines More than several hundred thousands
of sewing machines may be installed in the Piulnppmes “but this fact does not mean real
industrialization without making the machine by itself; hence the need for formation of
inter-industry Hnkages. For this, Philippine export-oriented industries dependent on
imported materials/parts do not have many chances/channels 1o contribute to earning

foreign exchange.

Therefore, self-made or indigenous material and intermediate industries are 10 be targeted as
well as machine parts/components. Recent trends in industrial investments presented by
motor vehicle industries are prospective for the formation of above mentioned inter-

industry linkages.

Industrialization is, in a scnse, a procéss of social gene_ralizaﬁon and modernization, -. It
should be noticed that effective realization of industrialization is to proceed through the
process that the main substantial component/factor in industrial ;jroduction transfers from
technique to technology. Technique is of course tmportant, but it is rare that technique
creates a kind of systematic and standardized production organization, which is a firm
base/core for real industrialization and social modernization. Consequently, more
important question is how to déve_lo’p and organize techniques ébundan; in the Philippines.

into technology than what target indusiries are. : o
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- (3) Development phasing

CAL'A:BARZON regional development has (o be pl.mmed in phases, as the expansion of
resource base anq_ﬁnancial capacity and related industrial development will take place over
time, The plahriing period is broadly divided into three phases: Phase 1 up to 1995, Phase
2 for 1996-2000, and Phase 3 for 2001-2010 as defined in the Master Plan Study Report.
"Subregional strategies” are described by phase in the subsection B.3.3 (2), where the term
is_divided into three: the short-, medium- and long-term. These three terms coincide almost
with above Phase 1, Phase 2 and Phase 3, respectively. Expected performahce of the
manufacturing sector in CALABARZON in each phase is described below for Alternative
3.

Overview (fundamental mechanism concerning regional and spatial struciure)
"Development phasing” is in a sense to clarify the process of industrialization in

- CALABARZON with specifically established planning _objectives and target/goals. This
proééss will proceed through the fundamental mechanism concerning to regional and
spatial 'struCture.iu Metro Manila and CALABARZON. This mechanism comprises mainly
such factors as "Sliding effect for industrial location by land price”, "Functional sharing
between Metro Manila and CALABARZON" and "Change in labor supply conditions”.

Slid_ing effect for industrial location by land price is represented in the actual land use.
Land prices form in general such strata that the highest is the land for commercial and
business use, going down by step to the land for residence, physical distribution, factory,
agriculture and forest. This situation stems from the land user's economic capability to
absorb land cost. As for manufacturing, this capability is low especially in low
productivity and land-intensive type industries. Therefore, more specialization and
concentration of world commercial and business functions into Metro Manila will be
Coﬁducive to increase in land price, and will accelerate manufacturing spillover from Metro
Manila into CALABARZON, namely the Greater Capital Region provinces of Cavite,
Laguna and Rizal. Meanwhile, the degree of land user's economic capability to absorb
land cost is a. useful tool for analysis on manufacturing location activities and could be
indicated by value added per hectare of factory site (indicator for Land Cost Absorbing
Capability-LCAC). The follo.wing LCAC data are collected and processed from the 1988
Census of Manufactures in Japan. Average LCAC for all establishments was 604 million
yen/ha. Low. LCAC group (up to around 400 million yen/ha) comprises such industries as
petr’oleum refineries, cement and cement products, wood products, iron and steel industry,
non-metallic mineral products, non-ferrous metal, textiles, and paper and paper products

including pulp.



. Manufacturing industries grouped by Land Cost Absorbing Capability (LCAC)
(value added in million yen/hectare of facto_;y site)r.
Groups by LCAC Manufacluling industries grouped
Low grdhp ----------- Petroleum refineries (173), Cement and cement products(209)

Wood products (241), Iron and sicel indusiry (286)
Non metallic mineral producls'(‘z%) Non-ferrous metal (336)

Mcdium group------- I‘abncated melal products (565), Furniture ar_\d ﬁx\mes {570)

Plastic products (572), Chemical products (614, industrial chemicals:
449), General machinery {668),

Food manufacturing (702), Beverages (704)
Wearing apparel (746), Rubber products (746)
High groupum--_;-_ Transportation equipment (819)

(ship building and repairing: 188)

Leather and leather produc[s (877, Other manufaclunng (888)
‘| Precision instraments and machm_ery (1,062)
Electrical machinery and equipment (1,339)

Extremely high group | Publishing and'ptinting (4,222, printing: 2,088)

Source: 1988 Census of Manufactures in Japan (over 30 workers cstabhshmems)
Remark: LCAC for all establishments was 604 million yenfha on the average.

Functional sharing between Metro Manila and CALABARZON will be promoted by
sophistication of Metro Manila's functions and progress of improvement in infrastructure in
CALABARZON. More specialization and concentration of world commercial and business
functions into Metro Manila will proceed according to economic growth, industrial
globalization, informization (progress of information sociely)/softnomicé,: and innovation
of industrial structure. Subsequently, Metro Manila's manufacturing will be mostly high
tchnology-intensive and high value added capable to absorb high land cost and to ntilize
Metro Manila's proper locational conditions, CALABARZON will instead be the most
important zone in industrial production in the Philippines.

Change in labor supply conditions will accelerate the above functional sharing between
Metro Manila and CALABARZON as well as increase in land price. Lack of factory
workers will occur according to such factors as economic growth,_co'nvcrsion of industrial
structure centering upon service industries (commerce including wholesale, banking,
information, business service, etc.) in Metro Manila accompanying raise in labor cost.
Subsequently, industrial investments mainly by labor-intensive industries will be channeled
to outside Metro Manila, namely to CALABARZON and other industry will mos[ly become

"labor-oriented industry”



In addition to-the above mentioned fundamental mechanism, development phase is decided
by the progress of improvement in infrastructure and utilities, Based on these, an overview
of _dévelo_pme_nt phase in CALABARZON manufacturing sector development is arranged on
the next pa'ge.- : |

Phase 1 (up to 1995): trend prowth

This phase is characterized basically by continuation of on-going development efforts and
investment trends.  Economic growth and industrial globalization will stay moderate.
Functional sharing between Metro Manila and CALABARZON will be spontancously
moderate and limited to the neighboring areas of Metro Manila. Integratio;l of the Greater
Capital Region will proceed ‘with the exlension/improvement of primary and secondary
arteries. Suburbanization areas around Metro Manila will further expand, and the area in the
immediate vicinity of Metro Manila will form a conurbation. Limited expansion of
urban/industrial activities will take place in the Southern Tagalog Region along major
arteries. Otherwise the substantial spatial development will be confined to 'Balangas. City
and Lucena City. '

The emphasis in this phase for infrastructure should be on full ntilization of existing
infrastructure and utilities with proper maintenance and rehabilitation as well as better
management. However, those projects already in the pipeline should be implemented
during this phase, including the first stage development of Batangas Port, a few highway
projects including South Expressway (Sto. Tomas-Lipa City) and the EPZ expansion
including "Special EPZ (SEPZ). SEPZ is EPZ established within industrial estates
developed not by EPZA but by the private sector. EPZA already granted SEPZ status to
two private IE's (Science Park in Laguna and First Cavite in Cavite), and another two
private [E's (Technopark in Laguna and Géteway in Cavite) expressed interest in SEPZ
with the same incentives and privileges as EPZ. Limited infrasiructure projects will also be

newly initiated as indicated below.

In e_nergy_,'urgent measures should be taken for power generation expansion as well as
cohso!idéiioﬁ of ékisting generation, transmission and distribution systems. A rural energy
program may be initiated, and applied research on new and renewable energy be
systematically expahded, In telecommunication, an improved system may.be installed
along the pros.pective second north-south highway to serve planned industrial estates/areas
in Cavite and also for rapidly growing urban centers, Basic telephone services will be

expanded.



Overview of development phase in CALABARZON_m’anufactur'mg sector development

Pﬁase 2

Ph_aée 3

Phase 1 . Phase 2. ; _
(up to 1995) (1996-2000) (2001-2010)
Trend Growth Trend Acceleration, | Sostained Growth
C Renewed Growth
Background _
sEconomic growth --------------mmmormeev Moderate sAccelerated *Suslained
sIndhostrial globahzation ---------------- -- 1 *Moderate «Agcelerated | Borderless
«Informization/Softnomics ~—---------- «Centering on Metro | «Extending to rural - || «Extending through-
' Manila/NCR urban areas “{ ‘out the couniry

Regional reformation mechanism ' B .
+Sliding effect for industrial location -- { *Moderate «Strong between sStronger between

by land price

_Functional sharing between Metro -

«Spontancous and

regions
«Relatively planned’

region & industries
=More extensive

Manila/NCR and CALABARZON limited and extensive . corderly N
«Change in [abor supply conditions --- | *Moderate «Accelerated parily | «Accelerated (Lac
(Lack of labor) {No problem) (Lack in skilled) especially in NCR)
Infrastructure and uatilities ' : o : : .
“Transporiation -Batangas Port -Batangas Port sNew port develop-
(first stage) (upgrading) | ment as an alterna- -
»South Expressway | *South Expressway | tive of Manila Port
expansion, etc. completion, etc. “Foriation of well-
«Power supply ---------------- *Expansion and «Continued maintained artery &
consolidation of other vtilities
existing facilities network
*Telecommunication ------------—--——--- »Served for planned | +Continued and «Coentinued and
- industrial areasfiEs | extensive more exlensive
sIndustrial land - | *EPZ expansion sIncrease in demand | Moderate increase
including SEPZ, in demand
Performance of manufacturing _ _
*Investments - *Moderate sAccelerated +Sustained
(Main activities) *Export processing- | =Active inindustry- { +Increase in R&D
: assembly type related industry,etc
sLocationfrelocation ------==--- o Moderate sAccelerated sSustained
Spilt over from Metro Mamita ------- *Centering on food | «Centering on indus- | *Extending to high
(Remark: LCAC-Land Cost Absor- | processing and con- | try with low/medi- | LCAC industries

bing Capability swmer durables urt LCAC .

Others - «Consumer goods *Export- and airport- | «Many industries
(resource-based) oriented converted into labor
+Labor-intensive «Labor-intensive -oriented '
+Port-oriented +Port-oriented .

sindustrial structure «Centering oo con- | <Diversified *Complex centering
sumer goods on intermediate and
investiment/capital
: goods’

Inter-industry linkage ----------=---—---- «Partly, supported *Extensive *More extensive
to develop import substitution { and complex
sub-contracling fsub-contracting _ o :

«Technology transfesftraining and --ve- sFocusing on More extensive | «Centering on R&D
research & development (R&D) transter sIncrease in joint *Regional Testing

(New projects) and training venture, efc. for and R&D Center
sManpower Training | technology uppgrad- | including incubator
Center o0 Ling o
*DOST provincial T
offices PBMTI-Southemn
+PBMTI-Southérn | Tagalog Research
Tagalog Research . | &Extension Center
& Exiension Center | {conipletion)




The trend growth of manufaciuring sector in the Greater Capital Region will be led by
expansion of Metro Manila-based industrics such as large/urban market-oriented centering
on food processing and consumer durables. Investments into export processing-assembly
type industries, motor v_ehicle assembly and automotive parts/components will steadily
increase in the existing expanded Cavite EPZ/newly established "Special EPZ's" and other
industrial estates/areas. Some of the latter will start bringing in foreign supplies of parts
and intermediates. At the same time, upstream local industries would be supported to
develop sub-contracting and input delivery linkages with large enterprises.

In the Southern Tagalog Region, the trend growth of industry will be supported primarily
by steady growth of local resource-based consumer goods industries including processed
food and beverages. At the same time, labor-intensive industries such as wearing apparel,
knitting mills, footwear and electronics parts will locate or expand their production. In
addition, investments into port-oriented industries including basic chemicals, imported steel
processing, etc. will steadily increase along. the coastal side. A BOI approved project,
petroleum refinery expansion from 72,000 barrels per day to 110,000 barrels per day
(crude oil treatment capacity base) will be implemented.

New investment will be required for further expansion of industrial output as the excess
| production capacity appears to have been already largely utilized. The availability and cost
of project financing will be an important factor of industrial expansion. Technology
transfer/training and R & D activities will be supported by the Manpower Training Center,
the newly established DOST provincial offices and PBMIT (Pablo Borbon Memorial
Institute of Technology)-Southern Tagalog Research and Extension Center. '

PBMIT is one of the state colleges in CALABARZON, located in Batangas and has
contributed to training of factory workers in Batangas. A fundamental objective of the
_ above Center is to promote functional research and extension services to meet the needs of
the industrializing areas. First, the Center is designed to develop the research capabilities
of PBMIT in the areas of production technology, environmental management and human
resource devé_lopment. Second, it is to conduct continuing research on manpower necds of
industry, environmental studies, labor relation and production technology. Third, it is to
develop the éxtension services of PBMIT in the arcas of industrial skills upgrading and
testing and certification, The Center project is scheduled to be implemented in the period
1992-2001,



- Phase 2 (1996-2000): trend acceleration and renewed growth

This phase is for trend acceleration and renewed growth. Economlc growth and industrial
globahzatlon will be accelerated. . Functional sharing between Metro Manila and
‘CALABARZON will be also accelelated by progress of moie epecmhzatlon -and
concentration of world commercial and business functlons into Metro Manila
accompanying increase:in land price. This would proceed through a relatively planned
manner by .establis'hing new policy measure promoting spill over from Metro Manila.
Subsequently, the change in functional sharing would be conducive to acceleration of
manufacturihg spill over from Metro Manila into CALABARZON, particularly the Greater
Capital Region. Deficiencies in transportation network will be resolved in both the Greater
Capité\l and the Southern Tagalog Regions, except in the Bondoc peninsula and
mountainous areas of Quezon. Development axes will be gradually formed int the Southern

Tagalog Region centering around Batangas City.

A few key infrastructure projects will be i;nple_ménted in this phase which will alter the
patterns of spatial development in CALABARZON. They may be related t0 upgrading port
facilities, artery network, and major water resource development such as the Taal lake
multi-purpose development and the Marikina watershed development and management.
They will encourage the decentralization by exchanging the comparative position of the
Southern Tagalog Region, or otherwise help to integrate part of the Region into the Greater '
Capital Region. - The provision of infrastructure and utilities in selected second-tier towns

will be strategically improved.

In‘energy; major power generation projects will be implemented within the Luzon grid, and -
a new and renewable energy project will be initiated Development of telecommunication’
system during this phase include its extension to serve major tourism sites as well as to all

the intermediate size urban centers.

In industry, active investments by domestic firms will be made in the full range of existing
industries as the domestic demand growth accelerates. Use of domestic input suppliefs and
subcontracted firms by export processing industries will become a common practice. Some
of them will establish further linkages with upstream and downstréam industries including
SME's. . |

In addition to consumer goods industry, other industries will start to dévelop rapidly, such
as fabricated/intermediate metal 'prod'ucts, chemicals and other engineering industries
including tool, dies and mo'lds, and fixture as well as new agromprocessing industries. The
former will support automotive and consumer durable industries and also find oppdrtunities



to supply parts and components to large multinational corporations in ASEAN, Processing
plants for marine and aguaculture products will also be established, Many of them are
SMESs transformed into efficient production units and serve as linkage industries.

Spill over from Metro Manila will become increasingly more the relocation of industrics
bx'igiilally established in Metro Manila centering on such industries with low/medium “Land
Cost Absorbing Capability (LCAC)" defined previously and heavily concentrated/located in
Metro Manila (see Table B.28 through Table B.30) as: iron and steel industry (stecl
working furnace, foundries, and steel works and rolling mills); non-metallic mineral
products (glass and glass products); textiles; fabriczited_ metal produ'ct's {wire,
construction/housing components, metal stamping, eic.); plastic products; chemical
products (soaps; detergents, paints, etc. and drugs/medicines); general machinery (industry
machinery and parts); food processing(dairy products and confectionery); and wearing
apparel.

Industry cd_mposition in Metro Manila and its vicinity should change in favour of those
industries capitalizing on their locational advantages rather than just common labor
availability. They include export-otiented industries such as electronics and wearing
apparel, airport-oriented industries such as precision instruments as well as electronics, and

sorme technology intensive-industries.

Port-oriented, labor-intensive and agro-fresource-based processing industries will further
develop in the Batangas Bay area and inland areas. Some of the latter will utilize raw
materials transported from resource island. A suspended petro-chemical complex in

‘Batangas is expected to be incorporated during this phase.

This is a critical phase for technology upgrading This will be effected by increasing
number of joint venture arrangemeats with foreign firms and multi-nationals linked with
local research and 'training institutions including the PBMIT-Southern Tagalog Research

and Extension Center initiated in Phase 1.

Phase 3 (2001-2010); sustained growth

Economic growth will sustain from Phase 2. Industrial globalization will be more
accelerated and become borderless, Metro Manila will be a world center of commerce and
business activities accompanying lack of labor for the manufacturing industry. Functional
sharing between Metro Manila and CALABARZON will be more orderly, and sliding effect
for industrial location will be stronger between industries in Metro Manila. Subsequently,
spill over from Metro Manila will extend to high LCAC indusltries such as transportation
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“equipment and electrical machinery and equipment.  This effect will also extend between
the Greater Capital Region and the Southern Tagalog. Region accompanying spill
over/decentralization from meiro Manila and the former iuto the latter. Many industries
would be converled into “labor-oriented” and industrial location will be corresponding to

regional distribution of manpower (o some extent. .

New port development would be initiated as an alternative of Manila Ports. Well-
maintained artery and other utilities network will be formed throughout CALABARZON.
Development axes in the Southern Tagalog Region will be well established. The main axes
will be developed connecting 'Batangas City /Bauan with Lucena City ,which may be
further extended to the east and to the west, Network defi'ciency will be co:ﬁplétely
resolved including those in the Bondoc peninsula and mountain areas of Quezon Major
urban centers will be equ1pped with some higher order service functlons such as
communication/cornference, higher educationftechnology development, and admlmstranon '
Accordingly, various amenity facilities will be provided for the major urban centers,
Infrastructure and some of social services will be increasingly provided by the private
sector with the public role confined to regulatory functions.

The composition of industry will be more diversified and complex, continuing to chang'e
from dominance by the consumer goods industries in favor of intermediate goods and
investment/capital goods. This change will also be reflected in the export composition with
the assembly type operations becoming less significant as a source of employment and
exports.l More people having strong entrepreneurship and technology seed will spin out of
large enterprises or otherwise retire from them and enter into venture-business. They will
become a driving force for further industrialization in CALABARZON with: upgraded
production and R & D activities.

CALABARZON will become an industrial base with high technology integ_ration in the
Asian Pacific Region during this phase. Baiangas could be an alternative to Metro M_ﬁﬁila
as the nationél industrial core as mentioned previously. It is a strategic importance not only |
to enthance the downstream industries and SME's but also to upgrade and develop
technology. For this, a regional testing and R & D institute should be established since
Batangas is not so convenient in utilizing such institutes concentrated in Metro Manila.
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