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PREFACE

In response to a request from the Government of the Republic of the Philippines,
the Government of Japan decided to conduct a stady on Industrial Sub-Sector
Development in the Republic of the Philippines and entrusted the study to the Japan
International Coopération Agency (JICA).

JICA sent to the Philippines a study tcam, jointly organized by Japan External
Trade Organization and Unico International Corporation, headed by Mr. Tamaichi
Matsumoto, two times between June 1991 and November 1991.

The team held discussions with the officials concerned of the Government of the
Philippines, and conducted field studies. After the team retumed to Japan, further studies
were made and the present report was prepared.

I hope that this report will contribute to the promotion of the project and to the
enhancement of friendly relations between our two countries.

I wish to express my sincere appreciation to the officials concerned of the
Government of the Republic of the Philippines for their close cooperation extended to the
team,

June, 1992

Frentec iy

Kensuke Yanagiya
President
Japan International Cooperation Agency






CONTENTS

I. Introduction dtarRP R B ARNN b AT EAaRRE I ERNDY IR NN RN RN RN Q.l..ili."-'l-l
1. Survey Background ... .. ..ccoiiiiiiiiiiiniiii i s e s aas 11
2. SUIVEY OBJECHVES ettt it et ee et ettt et b ettt e e aas I-1
3. Industries to be SUrveyed ...oovoiii i e I-1
4. Survey HEIMS ..o e s I-2
5. Survey Methodology ...oooininiiiiii s e e I-3
6. Schedule Of SUIVEYS .ot e I-4
7. Members of the JICA Study Team....ciiciimmiineirsnniaseseen I-6
II. Policy Review and Tasks .......ccvvvvecveninncenns PR § £ |
1. Industrial Development Policies.............ovnvun. renaas tesaresansaeen II-1
(1) Structural Deficits in the Industrial Sector and Its Influence
on Sub-Sectors Studied ... e 1I-1
(2) Direction of Industrial Development POliCy....cocoviiiiiiiiiiiiiiinii 1I-4
(3) The Implementation of Industrial Development Projects and
Industry ASSOCIALIONS......ivviioiiiiiiiiiinicee e saaes 1I-7
2. Investmment Promotion Policy .............. veeraane feverreserersesacans I1-10
2-1  Overview ............ ettt b Lo r e ee et e et et e e s nareeee s s raenn 1-10
2-2  Effectuation of 1991 Foreign Investment Act......cccooiieiiniiniiiincccnnen 1I-12
2-3  Investment Activity in Asia and the Philippines..............ooiinnn, 1I-14
2-4  Japanese Firms' Interest in Investment in the Philippines........cocoiiiins 11-17
2-5 Recommendations on Investment Promotion Policy...cceviiniinniiiiiiiens 1I-21
3. Trade Policy  «..cvvvnvnivininniann Cerredseraesriteseeratraraneras cveeanes 11-25
3-1  Basic Policy for Trade Promotion ........coooveiiiiiiiiiiiiiiiic e 25
3-2  Promotion and Modification of Trade POliCY couvveeiiiiiiiiiiiiiiiiieiienns Ii-25
3-3  Proposal for Revamping the Department of Trade and Industry ................. I1-29
3-4  Trade Imbalance... ... ..o e I1-30
3-5 Export Corporation Performance.......iiiiiiiniinen, II-32
3-6 Trade Policy Recommendations.........covviiiiiiiieic i eaes 11-33

4. Financial System for Promoting the Development of Sub-Sectors II-38

(1) Recommendation on Financial System for Promoting

the Development of Sub-Sectors.....ocovoviiiiiiiiiiiiiiiiii s II-38
{2) Recent Development of Financing Programs for Small and
Medium Scale Businesses.....ociviieiiiminiineei e acrrans 11-39
HI. Toys (Stuffed Toys) ........ Cererenennes Ceveenerenesvrcrintanees verene  LII-1
1. The Stuffed Toy Export Market and the International
Development of the Industry......... veererriaine Cheeerssasriraterans RPN § 4§ L3 |
1-1  Qutline ........ O P PPN HI-1



(1) Introduction.........ocoeeeiia s S LRLITI LRI, 2
(2) Stuffed Toy and Consumer STALR. i 1
(3) ‘The Stoffed Toy Export Market and Trends in Production ... -
1-2  'The Japanese Market and Stuffed Toy THAUSEY oo vveevcannen e eenrsseniees -7
(1) ‘The Stuffed Toy Market and Purchasing Bracket........cccossvvvieeeres eeendIET
(2) Production and Distribution........ J T UPO U OO PP PPPPPPRTSIREPLLIIS -7
(3) Trends in Overseas Production.......ocevvvennenerans [STUUTRUUTTOI JUTTOPR M-8
(4)  Raw Materials SUPPLY ..oooovvvviinninsirs it arrirnsaarestist s e I1-9
(5) Overseas Development and Interest in Purchases Abroad of Japanese :
Firms and the Philippines ..o reens s 1-9
1-3  The U.S. Market and Stuffed ’I‘oy Industry ....................................... Hi-10
(1) OUHNE. i ie i evre e e e e e st s II-10
(2) Product Trends in the U.S. Market . ....oocoienienns TN weereireensens HI-11
(3) Changes in Distribution .................... et teeerbreeear ey Ifi-14
~ (4) Evaluations of the Phﬂlppmes and P‘mhppme ProductS . cove e viennenianis M-14
1.4 German Market and German Stuffed Toy Industry ... v..e... et POTR IIE-15
(1) - Summary of Toy Induqtry ...................... ereseresnnesenrnrrersennrrie m-15
(2) Demand Trends....oooooouiveerennes eaveeeesthessseeasasirsenssanerternstenat ill-16
(3)  Supply SHOUCHE .. iviviiieciin e erbinearsia e J -17
(4) - Shift of Production Ovemeas ........................ feeieriereereeairaaanans .. I1-18
(5) Guidelines for Toy Safety in EC..........ooinn. IM-18
(6) Evaluation of Philippine Smffed L e JT1-19
o Adverhsement and PR rerereereerarrenetaas 1119
2. The Stuffed Toy Industrv in Nelghbormg Countrtes RVRTRROTO | § CX.J |
2:1 Repubhc of Korea ............................... rereveiesennisssanraetenriessarteans III—31
. (1) . Outline of the Stuffed Toy Industry................- ........................... 11-31
(2) Stuffed Toy Industry .......o.iociis SO U UOTTRTPT PPN 111-32
(3) Government Assistance for the Stuffed Toy Industry .....ocevneene e 111-33
(4) Raw Material Supply and Procurement................. eeeeevseenanens LI37
&) Fore:gn Investment by the Korean Stuffed Toy Industry ........... evenvno 11-37
2-2  Thailand I U SR T PP PO SR e aiane 11-38 -
(1) Development of the Stuffed Toy industry ............................ weeeens 111-38 .
(2) Production and Consumption Trends....... Ceeeeiassssiersnrteasnasasane ... 111-39
(3) Trends in EXDOTIS ....oovesiiisiiniiisinininsinnbni e, . HI-39
(4) Domestic Supply of Raw Materials..........ooocviiinininai, e IH-40
(5) The Government's. Industrial Support Policy................ SUUTOTORTIII § | 73 W
(6) Transfer of Overseas Production Bass'to Thailand ..o, 111-41
- (7) Industry Organization Activities ieieniaeeie errrreneas eereenas reriaees il 1H1-42
3. Current Sltuatmn and Issues in the Phthppme Stuft‘ed _
Toy Industry..........ooveniss i eiasitsisssaraeniernrnress Seressaienennanes I1I-50
3-1  Outline ........... YUY veibenrernaens U PO T TN LJ1-50
o) GeneralSltuation.-...;..............,........................‘...- ..... resdraanns L II1-50
{2) Background to Establishment of Industry..._ ................................. i11-50
(3) Contribution to Employmem Creatlon TSI SO SO v s -3
3-2 Structure of Industry ............... evnereraes et Y P JII1-52

(1) General Situation................ SRUTUIRUP rrpeere s e st st e rrin veenn HI-52

i



(2) Market.....ocoviiiiiiii i e I1-53

(3) Buyers and Vendors and their FUnctions.......ou e, I11-53
(4) Subcontracting FIrmS.........oiii i ean e I1T-54
(5)  Manufactlrers oo v v eirtiiiiire it cratera s eantee i transaan e rraaraaarans ITE-55
3-3  Raw Material Supply ..............0. ettt aererae et et raaarerrarrraaats HI-59
(1) OnlINe. oo e e s e 11-59
(2) Domestic Supply of Plush ... ..o 111-60
3-4  MATKEHNE «o it ie e et e e et 111-61
I L5006 1) o1 e v« D O 1-62
A Y £ o B T S PP 1TE-62
(3) Order Reception Capability ........ooivviiiiviriiiiiiiiiicanaenes 1-63
3-5  Cost ComPetiliVenesS it i eirieraiiernris e srs s ernes HI-65
4. Development Policies and Programs for Stuffed Toy Industry.....YTI-69
4-1 DeveIop‘ment Policies for Stuffed Toy Industry.........oooviiin 111-69
4-2  Past and Present Development Programs for Stuffed Toy Industry ............ 111-69
(1) The Long-Term Development Program for the Toy Industry.............. IH-69
(2) Progress of the Long-Term Development Program for the Toy Industry 111-72
4-3  Government and Industry Organizations.......cocveeiiiiiiiiiniiniiinn e, ImM-73
(1) Industry Orgamizations .........oooiiiiniiiiirierriareieniaareraeraansns I1i-73
(2) Government Organizations, elC......cciiiiiiiniiireee e 11-76
5. Framework of Development Programs for Stuffed Toy
Industry and Recommendation on Implementation ............c0000as ..111-80
5-1 Framework of Development Programs ..........c.cooviviiinviiiniininncnens HI-80
(1) Establishment of Targets of Development Programs ........ccoecvvnninn II-80
(2) Basic Perspeciive on Development Strategies .......cocceeivcvvviniinnin HI-82
(3) Recommendation on Development Programs ........ooivviiiiiniiiia s HI-83
5-2 Recommendation on Implementation of Development Programs ............... 111-83
(1) INrOQUCHON L.ivvi'seeiiie et e ra e st e s e e e s e aeaene 11-83
(2) Development Stages of Stuffed Toy Industry and Necessity for
Implementation of Programs in Accordance With Stages.................. I11-84
(3) Necessity of Achieving Comprehensive Effect by Efficient
Implementation of Related Programs..........cooviviiiiiiinninn.. ITI-85
(4) Recommendation on Implementation Schedule and Priorities ............ 1t1-86
(5) Recommendation on Implementation System.......cooovevvviinininnecenns 111-87
6. Development Programs for Stuffed Toy Industry .................. 111-90
6-1 Program for Strengthening Order Receiving Activities.........ooooviiiiiinnens I11-90
(1) Clarification of Contact Windows for Buyers..........coocoviininiininnnnn. I11-90
(2) Industry Level Activities for Securing Orders in Medium and
High-grade Product Markets......ccccociviiiniiiriinniinnnninnncniniens. I11-92

6-2

(3) Promotion of Orders from Markets with Different Delivery Schedules .. HI-94

Program for Improvement of Corporate Quality of Medium and Small
Stuffed Toy FIMmS ..ooviiiiiiii i iracaaian s ne e HI-95

—~iii—



(1) Nuturing Designers/Pattern MaKerS...ovomsimeensereenss o7
(2) Promotion of Quality Controli............. s o
(3) Seminars on Improvement of Expont Trade Business Practices.......... = iOO
(4) Stuffed Toy Subcontractor Network Formulation Project ...oovvveivines -

6-3  Program for Joint Industrial Activities for the Improvement of 101
BUSINESS ENVIFOMMIEGN . ciiiiierieariressintersas s siunsns st -101
(1) Campaign for Suppressing Copies.....iiiee RN 1ii-
(2) Joint Purchasing and Inventory Scheme for Raw Materials ......evvnnn HI-102
(3) Tmprovement of Methods of Estimation of CostS . .ovrvereriiinniiinnnns 111-103
(4) Cooperation Extended to Domestic Plush Manufacturer(s).........oovvns 111-104
(5) Compilation of Industry Statistics.......... st s 1I1-104
(6) Assistance to Members of Industrial Organization in Loan Procedures . I11I-105

Annex

TI1-1, Result of the Questionnaire Survey for Japanese Stuffed

Toy Related Firms on Investment Overseas and Trade.... [11-117

ITI1.2. Result on the Industrial Sub-Sector Development Study

for Stuffed Toys in the Philippins........coievvnis verernans I1-125
1V, Costume Jewelry Industry....... feeneeserneranarerrrasriains cerereddV-1
1. Present Situation of Export of Costume Jewelry............. FUUUURIN A28 |
| B O 111 T OO PP PSPPI PO UPPPPPN [RTTTRPITPPIPTOTS 1vV-1
(1) A Definition of Costume Jewelry; Its Market and Characteristics........... Iv-1
(2) The International Market and Major Producing Areas.........c..o.ooeieinies V-2
1-2  The Japanese Market ..o e s V-5
(1) Features of the Japanese Market and the Production and Distribution
R 0 14 O U TSP PP PP P T V-5
(2) IMPOTIS cevnniniiniinie ittt e et b s e e e e e e Iv-7
(3) Products for the Japanese Market and Features of Export Business to
JADAN. .coii i e s v
(4) Imports of Philippine Costume Jewelry in the Futare..............ocol0 v-11
| O o T £y . O PO Iv-12
(1) Market Profile ......oiiiiiiiiii 1vV-12
(2) IPOTIS ..ottt e IvV-14
(3) IMPOrt TEANSACHON ... ceuvuiunieieeeitiin it ine it err et aeasreanens Iv-14
(4) Evaluation of Philippine Costume Jewelry in U.S. Market................ Iv-15
1-4  The U.K. Market. .ooooooiiiiiiiii i e saie e 1v-17
(1) Market Profile ....ooooiiiii e Iv-17
(2) IEIPOTIS ..o cieint et ettt e b a e e IV-19
(3) DASHIDULION ... .ot eie e et e er e ea e et e st e et e e e e aeaaas 1vV-19

2. Costume Jewelry Industry in Neighboring Countries: Thailaﬁd...IV-Sl

—iv—



(1) Overview of the INAUSITY.. i s ssecatssasss V-31

(2) ProdUCHON .. oviin i et i ere s e it e bt e b eesrestataneneranareanns Iv-31
G I 5410 (£ PO PTPRN IV-32
4 lndustnal Support, Export Promouon Policy..coviiiviiniiinnneninnne, IvV-32
3. Costume Jewelry Industry in the Philippines............ veseeane vees IV-35
3-1  OUlNE. .. et a raa e IV-35
32 ProtuCTON SIUCIITE. . ..vvtiriureieiieieeseereraseessteesacersnsssannsnnsssnnsnnnns IV-36
(1) O, iivriiiii i e es e s e aas IV-36
(2) Manufacturers ..ooo.iiiiiiiiiii s s ea s IV-36
(3) Assemblers (SIHNZErs) oottt iiiieiiceitin e rree st essransnnarans v-37
(4) EXPOITBIS . iiaiineaireirassesaiaiteasssaastiietssaasesssnnssssansnsassnnsanass 1v-37
3-3  Market and Design InfOormation .........coeviiiiiieiiiereniecneessearnsineneeessnnns IvV-41
(1) Export Market Information.........ccoivvviiiiiiiiiiimnininn e veenas 1v-41
(2) Design-related Information.....covccecn o craees Iv-41
3-4 Design and Product/Material Development.....cccoovevivniiiineiinnnennienn v-42
3-5 Raw Material Supply ..cocoiviii i s 1v-43
(1) Local Supply..ciiiii s beareanes 1V-43
(2) Imported Parts and Materials ........coooiiiiiiiii e 1v-43
3-6  Export Marketing...occcoiiiiiiiiiiiriiciciiminc i it nes Iv-44
37 Fund RaiSing ....ocovvviiiiiiiiiiiiiiniiiiiionionieisncsroimecsonismsssesenssennsanse Iv-45
(1) BXPOTIRIS . ctuiiiisetieiiiisrsireeenaressiataaesanasanercssrossssesntnsrasnsonas Iv-45
(2) ManufactUErS «..oieiiiiiiiiiinie i e iatistisisetttarenssssassasiesananasaes IV-46
4. Development Policies and Programs for Costume Jewelry
Il‘ldUStry saeccE P AR R R R R A N R RN ) trevsavaes avaa IV'48
4-1 Development POlICY..cooiiiiiiiiiiiiinniininii s sseinscrsenns IV-48
4-2  Development Projects by Foreign Aid.......ccoooviiiiiiiiinincecrnenaerens IV-48
4-3  Government Bodies and Industry Associations......c.oovevviiiiiininiiiinernen IV-49
(1) Government BogIes. . iseesrreesssensaaeereansnssanes Iv-49
(2) Industry ASSOCIALIONS.....cccoiiiiviiiiiiiiriiincinee s aresssranes IV-49
5. Framework of Development Programs for Costume Jewelry Industry
and Recommendation on Implementation.. ..cicciiiiiiiiiianssasnnsssans IV.55
5-1 Framework of Develépmént PrOgrams. ..covvvvvvieesisinirrncrriicrceneesianns IV-55
(1) Establishment of Targets of Development Programs ....................... IV-55
(2) Basic Perspective on Development Strategies .........oooviiiiininininne. 1V-58
(3) Recommendation on Development Programs.........eeiiniinenan: IV-58
5-2 Recommendation on Irﬁplememalion of Development Programs ............... 1V-59
(1) TrrOQUCHON . ettt ettt s e ee s bt et e e ae e arsnsisbsnenanans IV-59
(2) Development Stages of Costume Jewelry Industry and Necessity for
Implementation of Programs in Accordnace with Stages......c.cvvenienes 1V-59

(3) Necessity of Bringing out Comprehensive Effect by Efficient



Implementation of Related Programs........coveveeecses LTS RISTISRORIIT e
(4) Recommendation on Implementation Schedule and Prioritics.....coueines N‘62
(5) Recommendation for Tmplementing SYSIEM ... vvsrereereaanenaesrnemmnes -
6. Development Programs for Costume Jewelry INAusStry cooveevnes s IV-65
6-1 Joint Export Sales Promotion and Assistance PIOZIAm ..o ccouvuecizrsrsemneesses 1V-65
(1) Sales Promotion Project for Penctrating the Class C Market with
Products 0N HANG. ... nin it iieeeriiensrsasissarsssssessnonosniavrstssanats IV-65
(2) Improvement of the System for Easy Access from Buyers........ooeeeee IvV-67
6-2  Program for Upgrading Existing Costume Jewelry Export/ |
MANUEACTUTINE SECIOT 00t iiivianrrrunrrsrrerarenssinresrarnsaisatssssassisrastransts IV-69
(1) Project to Improve Design and Materials Development Capability........ IV-69
(2) Establishment of the Promotion and Assistance Center for Cebu C/J
{1V L1111 AU P PP P A IvV-71
(3) Project to Deter Design Imitation
(Campaign Project to Stop Design Copying) ......cooerzeeee cereenesenens IV-72
{4) Seminars on Improvement of Export Trade Business Pr_actlce_ ............ IV-73
(5) Construction of the Cebu Costume Jewelry Manufacturing Village ...... IV-714
6-3  Program to Encourage Investment by Foreign Costume Jewelry
Manufacturers and Related Parts Producers ......ocovivviiniiiiainine. IvV-75
Annex
IV-1. Survey on Interest in Costume Jewelry Imports at
Japﬂl’lese Fil‘ms --------- Y LT EE N N RN ) TS LA EXE] Y REE] Iv‘87
IV-2. Summary of Questionnaire Survey of Costuine Jewelry
Industry in the Philippines..........covuuee Ceenesiesensans AL
IV-3. The Japanese Costume Jewelry Industry.......... R ...1V-101
1V-4. The Korean Costume Jewelry Industry..... vereersseesasecsIValll
v- OleOCheHlicals... ----------- AR EEE R RN EEX LR EEEEE R R AN E R N R R NN R NN ..ftv'l
1. The Oleochemical Product Market and
Internationalization of the Oleochemical Industry.......... AT 43 |
1-1 Definition of Oleochemical Industry and Raw Materials/Products................. V-1
(1) The Gil and Fat Industry and Oleochemical Indusiry ............. erreerees V-1
(2) The Coconut Qil-Based Oleochemical Industry .......o.oooiviiicniniiennn V-1
1-2 The Oleochemical Product Market and Outline of the Industry..................... V-1
(1) OUtHRE. . evvienienrin it rrs e e eia s nae s Cererereaeas V-1
(2) Demand and Supply for Finished and Interrnediate Products................ V-2
(3) Demand and Supply for Basic Oleochemicals..........oooiiiiiiiiiiinnnnn V-2
(4) Demand and Supply for Raw Materials ...........oooiiiiiiiin, V-5
(5) International DevelOPIMEntS ... ...cocoiveriiiiinienininiiiiiane, e ¥-6
1-3 The Japanese Market and Oleochemical Industry .........cocoeiiiniinnnin, v V-8
(1) Demand and Supply for Finished and Intermediate Products................ V-8
(2) Demand and Supply for Basic Oleochemicals.............ccoooiiiiiiiiinnns V-8
1-4 The U.S. Market and Oleochemical Industry................. besarseteranrenanrens V-1i
(1) Demand and Supply for Finished and Intermediate Producits.............. v-11

— Vi -



(2) Demand and Supply for Basic Oleochemicals.......ooooviiiiiiinnni V-12

(3) Demand and Supply for Raw Materials ..........cooooiiiiiiiiienn V-12
(4) Development of the Oleochemical Industry .........ooooiviiiiiiininan V-12
1-5 'Trends in R&D..... O TP PPN V-16
(1) Trends in Oleochemical R&D Activities in Japan ...........ooovveiininns V-16
(2) Trends in Qleochemical Research in Fiscal 1990
at the Palm Oil Research Institute of Malaysia..........ococoeeiiiiininnn v-17
1-6 Qutlook for Demand in Oleochemical Products....ccocimmeveniiiicncccninn V-19
(1) S 08P cvniiiieit it e s e V-19
(2) Synthetic Detergents / Personal Care Products ........oooviiiiiiiiininnnnn, V-20
(3} Industrial Surfactants ... V-21
(4) Plastic Additives.. oo e V-22
(5) Food Ingredients and Industrial AZents ..o, V-23
{6) Other Uses of Coconuts and Cocomut Gil....oovnin i V23
(7) Development of Olecchemicals in the Philippines.....cccovvniennineninns V-23
2. Oleochemical Industries in Neighboring Countries................. V-39
1 B 1111 11 1T S O PP V-39
2-2 MIBAYSHA. 0 iu it eie e e e e e e e b e a e e an e V-39
(1) Oleochemical Firmns......cco.iiiiiiiiiiiiie i caansiaseie s taseaananss V-39
(2) Production and Export of Oleochemicals.........ccoovvvviiinniiivnnnnnnn Vv-40
(3) Demand and Supply for Raw Materials .........co.ooooiiiinnnn V-40
(4) Development Policy for the Oleochemical Industry ..........cooiiiniinns V-41
(5) RED ACHVIEES ..covinriiiiiit i it e i cnarinearerarsasnaanssan V-42
23 JRONESIA. ..ottt e et re e e te e as e s e V-43
(1) Oleochemical FIrmS. ...t e rs e e raaees V43
(2) Production, Exports and Imports of Oleochemicals .................oo.l. V-43
(3) Demand and Supply for Raw Materials ..., V-44
(4) Development Policy for the Oleochemicals Industry.....cccecvnnicnenns V-45
(5) RED ACHVIHES ....ooiiririiiiiiiiiiie e et e e s aa s sar e aereae V-46
(6) Oleochemical Industry Organization .......occoveviiiiiiiiniininn . V-46
3. Current Situation and Issues in the Philippine Oleochemical
Industry ...... ceeseraas et iaerisraerteiariatrer e rras Verersrrianess v V52
T B @ 31111 T T D SO V-52
3-2 The Philippine Economy and the Oleochemical Industry........ccceeinninnes V-33
(1) COCONUE FAMMEIS. .. vviieei et reaiieenarietaseariaenarseasisniiensonsesas V-33
(2) Distribution of CoToONUIS ......covviviiiiiiiiiiiii i V-53
(B) OHMIllS ..o i e e s e e e V-33
(4) Ol REINEIIES «. o iii i i e et i e corssasacarrensiarens V-53
(5) Employment in the Oleochemical Indusiry ..., V-53
(6) Exports of Coconut Products........ovvveeiviiiiiiiicninriiencsiciaaeans V-53
3-3  Industrial StrUCIUTE... .ot s tr s ee e enns V-54
(1) OUBENE. . oeretiis et vt e e e e e e e e a et e V-54
(2) Productionand Markets..........cocivviviiiiiie e Y-55
(3) Production of Oleochemical Derivatives.......ovcviviinnnniveninieccrninn. V-56

— Vit —



3.4 Issues Facing the Oleochemical Industry in the Philippines .....oovveverrnaesnens v
(1)  Stable Price and Supply of Coconut Oil......oevrvvirrremeenieramnee v
(2)  Small Market Size.......ocoveiiiiiniiiians T RARMRRS V3
(3) Difficulties in Procurement of Related Chemicals....... dersnese e V“SS
(4} Lack of Consistency of Measures Related to Oleochemical Industry..... -
4. Deveiopment Policies and Programs for Vod
Oleochemical Industry ....oovveieiniirieraeissnes Crrerersereseres vresers Vo
4-1 Development Policies for Oleochemical INAUSITY o .ovvvuevvirvenrrmesnrsannenes V-64
(1) Philippine Oleochemical Sector Ten-Year Development Programu......... V-64
(2)  Coconut RED NEtWOIK ... .coovvivuerriarreusmmianssssianiiiriasissnauises V-64
(3) Encouragement for Use of Domestically Produced Raw Materials ....... Y-66
(4) Investment Promotion Policy...........ooovniinn vt eeneieresanaeaeaeaaia V-66
4-2  Past Development Programs and Programs under Implementation .............. V-67
(1) Coconut TRAuSIFY LEVIES ..ot sassn s V-67
(2)  PIANGALONS L.vvvnisite et es e iesi e e s s st st e st e V-67
4-3  Governmental and Industry Organizations.......c.ovoviieriiiisiaees V-69
(1) ASEAN Oleochemical Manufacturers Group (AOMG) ..........oouvieene V-69
(2) Philippine Oleochemical Manufacturers Association (POMA)...covvinene V-69
(3) Industrial Technology Development Institute (ITDI) ......cooioiiiinennnnn. V70
(4) Board of Investments (BOD) ........ocooiiiiiiiis e v-70
(5) Philippine Coconut Authority (PCA) ..ot V-70
5. Framework of Development Programs for Oleochemical Industry
and Recommendation on Implementation................. cereeans veeeses VT8
5-1 Framework of Develoﬁmem PrOGraMS. ..coiviiiniiniinierinianrae s isaineas V-7%
(1) Establishment of Targets of Development Programs ...........coveeneen. V-78
(2) Basic Perspective on Development Strategies .........ccocovviiinianinn V-83
(3) Recommendation on Development Programs........cen V-84
5-2 Recommendation on Implementation of Development Programs ................ V-84

(1) Development Stages of Oteochemical Industry and
Necessity for Implementation of Programs in Accordance with Stages .. V-84

(2) Recommendation on Implementation Schedule and Priorities............. V-85
6. Development Programs for (Heochemical Industry................. . V-89
6-1 TImprovement of the Industrial Environment ........coooooivniiiniin. V-89
(1) Incentives Equal to those in Competing Countries.........c....cooeeninen, V-89
(2) Efimination of Obstacles to New Investment ... V-89
6-2 Strengthening of R&D Activities........ovvviiiiiiriaiiiii e V50
(1} Establishment of the Coconut R&D Center (Tentative Name)............. V00
Annex -
V-1. Information and Data on Prospective Oleochemical
Derivatives in the Philippines...... R A 2 L) |
V-2, Major Japanese Oleochemical Manufacturers Using CNO . V-108
V-3. Investment in the ASEAN Countries by Japanese
Oleochemical Manufacturers................ ceetreraicaressas. ¥=-109
Y-4, Profile of Qleochemicali Manufacturers in the Philippines, V<111

— viii -



Tables

Table I-1
Table I-2
Table I-3
Table I-4

Table II-2-1
Table 1I-2-2
Table I[-2-3
Table 11-2-4

Table 11-2-5

Table 11-3-1
Table 1I-3-2
Table I1-3-3
Table I1-3-4
Table T1-3-5

Table 111-1-1
Table HI-1-2
Table 111-1-3

Table 111-1-4
Table 111-1-5
Tabie III-1-6
Table 111-1-7
Table I11-1-8
Table HI-1-9
Table Iil-1-10
Table H1-1-11
Table 1II-1-12

Table Hi-1-13

Table 111-1-14
Table I11-1-15
Table HI-1-16

Table I1-2-1-
Table 111-2-1
Table T11.2-1-
Table I11-

Table I1I-
Table III-2-

1
2-1-2
2-1-3
Table 111-2-1-4
2-1-5
2-1-6
1-7

Table ITI-2-2-1

LIST OF TABLES & FIGURES

Details of Field Survey .....coovviiiiiiiiiii e I-4
Geographical Areas Covered by Field Survey ..., 1-4
Details of Questionnaire Survey in Japan ..........coiieiiiiiinnnnn 1-5
Countries Covered by Survey of Third Countries ...........oociivnnen I-5
Foreign Investment in Asia.......oovvvniiiiiiiniinn, II-16
BOI Approved Foreign Investment.........oveiiiiieciniecaanne 11-16
Foreign Investment in the Philippines....coinin, il-17
Japan's Investment in the Philippines and Other ASEAN

COUNTIBS L .uviviiiinen i een et e e e iI-19
Japanese Firms' Interest in Investment and Business

with the PRIHDPPINES ... e 11-20
Philippine Trade (1985-91).c.cciiiiiiiiiiiiiiiiiiiin s 1I-31
Philippine Exports by Country and Region .........vooviiiniinnnn. 1131
Major Philippine EXPOrts ......oooviiiiiiiiiiii 11-32
Profile of Philippine Exporters.......ccccocviviiiiiiiiniciionencenannns 11-33
PTTCS BUAgel. ot iiiiiiii e ccr et sii i rsas e s neaaans 1-36
Changes of Population Under Aged 9 and Their Consuming

Vallie .. oceeiiiiis i e e e aa s 11-21
Production, Import, Export and Consumption of Toys

in the Major Consuming Countries......ooovvuinniieiinnecininien.s II-22
Import and Estimated Market Size of Stuffed Toys

in the World Major Consuming Countries........ceccevcvnerniannns 111-23
World Export of Staffed Toys.......ccooooviiiiiiiiiiiinn HE-23
Market Size of Stuffed ToysinJapan...........ooviiiiiiininnnnns I11-24
Imports of Stuffed Toys in Japan............iiiiiinnnnnann. 1T1-24
Monthly Labor Cost per Capita.......ccooovviiiiniiiiiininciiannans 111-24
Import of Stuffed Toys in the United States........covervvinnene. 111-25
Sales of Plush Toys in the United States ......ocviivniiiiiiinniinnnns II1-25
Production of Toys in Germany, 1990 ... ..o IT1-24
Imports and Exports of Toys in the United States................... 11-27
Germany/Import of Stuffed Animal Toys by Major

Supplying COMNMIES ...vviiiicii e III—ZS
Germany/Tmporis of Animal Toys in Man-made Material

by Major Supplying Countries........cccooiieiiniiiiiiiiiiicriineens II1-28
Germany/Market Supply of Stuffed Toys........ooeviiiiiinon, 1129
Germany/Sales of Toys by Distribution Channel.................... 1i1-29
Germany/Advertising Expenses for Toys

{(by Media, by Month, 1990)..........cocoiiiii HI-30
Demand and Supply of Toys in R. Korea (1986-1990) ............ I1I-43
R. Korea/Export of Stuffed Toys (1990) ..o I1-44
R. Korea/Number of Stuffed Toy and Doll Manufacturers

by the Scale of EMPlOyees....cccoooiiierirnriiinnereniciannen. Hi-44
Comparison of Non-price Competitiveness (Stuffed Toys)........ I1I-45
R. Korea/Competitiveness to Competitive Countries ............... I11-45
R. Korea/Export under OEM Basis of Stuffed Toys................ I11-45
R. Korea/Foreign Investment by the R. Korea

Stuffed Toy Industry.......oov i e 111-46

Thailand/Stuffed Toy Manufacturers by the Type of Investment



Table 111-2-2-2
Table 111-2-2-3

Table 1N-2-2-4
Table M1-2-2-5
Table 11I-2-2-6

Table 111-3-1
Table 11-3-2
Table HI-6-1

Table I1I-6-2
Table I11-6-3

Table Alil-1-1

Table AlI-1-2

Table AM-2-1-1
Table AITI-2-1-2
Table ATII-2-1-3
Table AHI-2-1-4
Table AITI-2-1-5
Table AIII-2-1-6

Table AII-2-1-7
Table AIIT-2-1-8
Table AIII-2-1-9
Table AIlI-2-2-1
Table AIH-2-2-2
Table AHI-2-2-3
Table AIII-2-2-4

Table AI-2-2-5
Table AIT-2-3-1
Table ATII-2-3-2

Tabie All{-2-3-3
Table AI[1-2-3-4
Table AIll-2-4-1
Table Alll-2-4-2
Table ATI-2-4-3
Table AIII-2-5-1
Table AHL-2-5-2
Table ATII-2-6-1
Table AIll-2-6-2

Table IV-1-1
Table IV-1-2
Table IV-1-3

(As of July, 1991)..iiiiiiiiiiiiscii s e
Thailand/Stuffed Toy Manufacturers by Market Sites..........ce.. 111-47
Thailand/Export Volume of Stuffed Toys by Country of Destination,

TORB-10000. .0\t uieiei et e iiiru et eraras bt s anarerns s eirstaaansbes n¥-47

Thailand/Export Value of Stuffed Toys by Country of Destination,

1988-1990......coiiviiiieiieniiiiennesie s L JTISRTee 11-48
Thailand/No. of Major Manufacturers in Stuffed Toy Peripheral .

Industries by Product Type....ccccovciniveiinienne RPTTR— 11-48
BOI Promoted Foreign Stuffed Toy Manufacturers in Thailand

(by Nationality, by TYPE)icuiivrmiininiieeeien I11-48
Philippines/EXport of TOYS . ..vuveriverniioreriniseniriresiaasan 111-67

Philippines/Export of Toys for Children by Major Destinations. .. III-67
Objective and Development Programs for Stuffed

Toy INAUSITY ..o s 11-106
Outline of Development Programs for Stuffed Toy Industry.....IN-107
Expected Reduction of Production Cost by Increase of

Operation RALE ... ..vvveveriieciisieraiaiiissiscaisiesiisnssenrasuaces 1113
Destination and Purpose of Doing Business

with Overseas Counries. . c.oircriiiiciiniiiiiisriiienes. II1-123
Evaluations on Stuffed Toys by Country of Origin ................ 111-124
Profile of Firms by Year of Establishment ................coiiihe. IIr-128
Organizational Structure of FIrms .....occvieiiviiiiniiinisiiianne. T11-128
Capitalization Structure of Single Proprietorship.......co.ocvuiies 111-128
Capitalization Structure of Corporations..........covvevvineninians HI-129
Profile of Firms by Source of Capital...........cccooviniiiiniiinns HI-129
Profile of Firms by Number of Employees &

Type of Employment........c.oooovi i IH-129
Profile of Firms by Total Employment Size...........occvevinees HI-130
Number of Employees by Division......cccconivireccericnnenene HI-130
Profile of Firms by Total Sales, 1990..c..ccciiivieccininennnens 111-130
Frequency Count on Sources of Raw Materials ............ue\.ee. 1I3-131
Number of Firms Supplied with Raw Materials by Buyers....... 1I1-131
Problems Encountered in Raw Materials Procurement............. 1I1-131
Percentage of Firms Engaged in Process Dealing by Foreign Partner,
Local Partner......coooiiiiiiiiii it e 111131
Number of Firms Interested in Process Dealing.................... II-131
Problems Encountered in Manufacturing Process.......ccovveen... I-132
Causes of Problems Encountered in the Manufacturing

PrOCeSsS. i e e Ii-132
Methods Employed in Quality Control............ccovvvvivninnnen.n. 111-133
Factors Needed to Upgrade Product/Company.......ocovvveenene. m-133
Distribution of Total Sales by Country of Desgination............. 1I-134
Sales Promotion ActiVIHES......cceeiniiiimiiiir e sicinreeens 111-134
Distribution Channels in the Foreign Market............covevnnnnn. 1E-134
Source of FInancing.......cccocovviiiiiiiiiiii e e e -135
Urgent Financial Problems Encountered............cceuune...n., HI-135

Distribution of Firms Engaged in Subcentracting Out Activities..III-135
Distribution of Finns Engaged in Subcontracting Out Activities..III-135

Classification of Costume Jewelry Market in Japan.................. 1v-21
World Trade of Costume JEWelry ..cooovviviiiiviininieericiienninins 1v-22
Japanese Costume Jewelry Imports by Asian Countries/Area,



Table IV-1-4
Table IV-1-5
Table IV-1-6
Table IV-1-7
Table 1V-1-§

Table IV-1-9
Table 1V-1-10
Table 1V-2-1

Table 1V-2-2
Table IV-2-3
Table IV-3-1
Table 1V-3-2
Table IV-4-1
Table 1V-4-2
Table IV-6-1

Table 1V-6-2
Table IV-6-3

Japanese Costume Jewelry Imports by Country, 1990.............. IV-24
U.S. Imports of Jewelry ..o, 1V-25
Main Exhibitions in the U.S. ....oooeiiiiiiiii i, IV-26
Key Industry Periodicals and Magazmes intheUS................. IvV-27
Estimate Market Size for Costume Jewelry in the UK.

TOBS-1900. .. it e e s IV-28
Imports of Imitation Jewelry in the U.K.: Base Metal,

TOBB-1900. .. i e e 1V-2R
Imports of Imitation Jewelry in the UK. :

Other Non-precious Materials, 1988-1990.........cccoovviiiiinnin, JV-28
Thailand Costume Jewelry Manufacturer Breakdown by Level of
Registered Capital & No. of Employees.......uevviviniiiinnann, 1V-34
Thailand's Exports of Costume Jewelry....ovovciiinineneicinnnnn. IvV-34
Thailand's Costume Jewelry Export Target and Results ............ IvV-34
Philippine Costume/Imitation Jewelry Export ..........cocoieveinnini. Iv-47
Characteristics of Costume Jewelry Exporters......oiinnnnn, v-47
Philippine Government Export Targets for 1989-2000.............. IV-51
Organizations Related to Costume Jewelry Industry................. IvV-52
Objectives and Development Programs for Costume Jewelry

6100 11T & o OO v-77

Outline of Development Programs for Costume Jewelry Industry . IV-78
List of Proposed Machinery and Equipment for Promotion and

Assistance Center for Cebu C/J Industry ..o, IV-83
Table IV-6-4  Funds Required for Construction of Promotion and Assistance

Center for Cebu C/J Industry .....coovvviiiiiiininiiiii s IV-85
Table AIV-1-1 Type of Business.....c.ooiiiiiiiiiiiiiiiiiie i IV-50
Table ATV-1-2 Number of Employees {including Privately-owned Companies)...IV-90
Table ATV-1-3  Capital .....cooovviiniiiiiiiiiiin e v-90
Table AIV-1-4 Anmual Sales..........ivviiiiiiiiii e, IvV-90
Table A IV-1-5 Leading Materials and Products ...........cocooiniiin, IV-91
Table AIV-1-6 Leading Retailers (Sales Channels) ..o, 1v-92
Table A IV-1-7 Exporter-related Problems with limport Transactions................ 1V-92
Table A1V-1-8 Plans for Future Import Transactions ...........ccooeiiiivivinninennn, IvV-93
Table A IV-1-9 Information Needed when Considering Imports from the Philippines

{or Licensed Production) ......coveviiriiiiiiiiiiiiiiiiii e IV-94
Table AIV-2-1 Year of Establishment..........ccoiiiiiiiiiiiiinnnn Iv-97
Table ATV-2-2 Number of Employees.....cocooviviiviiiiiiiiiiia e Iv-97
Table AIV-2-3 Total Sales in the Latest Fiscal Year....ciiiiiininnnne IV-97
Table A IV-2-4 Export Items by EXPOTters .......coooviiiiiiiiiniini s, vV-98
Table AIV-2-5 Export Destnation.......cmiii e 1V-98
Table ATV-2-6 Materials Used for Costume Jewelry ..., Iv-98
Table A IV-2-7 Number of Equipment Used ..ot Iv-99
Table AIV-2-8 Fund RaiSINE...coiiiriiiiiiiiiiiii i e ce e naeaes V55
Table A IV-2-9 Problems of the Industry .........oooviiiii Iv-100
Table A TV-2-10 Assistance by the Government and ASSOCIations.........vovvvuinnn. Iv-100
Table A IV-3-1 Characteristics of Accessory Wholesalers.........ooooiiniinns 1v-109
Table A IV-3-2  Supply Source for Retailers..........ocooviiiiiiiin e, Iv-110
Table A IV-4-1 Costume Jewelry Industry in R. Korea: Distribution by

FIrm Size. ..o IV-115
Table A IV-4-2 Rates of Mechanization in Manufacturers, [985.....cccvmvivienenene V-115
Table V-1-1 Demand and Supply of Oleochemical Finished Products

in Industrialized Countries........ccoviiviiiniiniiiein, V-26
Table V-1-2 Production of Basic Oleochemicals in the World............... ..., V-27



Table V-1-3
Table V-1-4
Table V-1-5
Table V-1-6
Table V-1-7
Table V-1-8
Table V-1-9

Table V-1-10

Table V-1-11

Table V-1-12

Table V-2-1
Table V-2-2
Table V-2-3
Table V-2-4
Table V-2-5
Table V-3-1
Table V-3-2
Table V-3-3
Table V-4-1
Table V-4-2
Table V-4-3
Table V-5-1
Table V-6-1

Table V-6-2
Table V-6-3

Table V-6-4
Table V-6-5
Table V-6-6

Figures

Fig. [1-2-1

Fig. 1iI-2-1-1

Fig. 111-3-1
Fig. ITI-3-2
Fig. 11-4-1
Fig. 111-5-1

Fig. 111-6-1
Fig. 111-6-2

Fig. IV-1-1

Fig. IV-1-2
Fig. IV-5-1

Demand and Supply of Basic Oleochemicals in the World.......... V-28
Demand Areas g? I);alty Acids and Glycerol in the World.....coee V-29
Production Capacity of Basic Oleochemicals in the World ... V-30
Demand Prospects of Basic Oleochemicals............. s V-31
Demand and Supply of Oleochemical Finished Products in Japan . V-32
Production of Basic Oleochemicals in Japan........cccooviennsinnn V-33
Value of Shipmenis, Exports and Imports of Soap, Detergents

and Surfactants in the U.S.oinninon V-34
U.S. Imports of Raw Materials........ocoooiviiiiniinie V-35
U.S. Imports of Oleochemicals.......ovvviiniimiee. V-35
Demand Prospects for Oleochemical Products...oo.oooviisciiaenes V-36
Malaysia's Export of Oleochemicals ....oovvnviiniamii s V-47
List of Pioneer Status (Oleochemicals and Others) ...........cooeven V-48
Pemand and Supply of Raw Materials in Indonesta....ccins V-49
Consumption of Palm Qil (Crude) and Palm Kernel Oil

for Industries in Indonesia.......coim e, V-50
Consumption of Coconuts for Industries in Indonesia........cc..n. V-50
Exports of Coconut Products ... .oceveriarirenininiiniiacarsnnass V-59
Production Capacity of Major Oleochemical Manufacturers......... V-60
Domestic Prices of Copra and Coconut Oil....oviiiiacaiinneanns V-61
Exports of Oleochemicals. ..o, v-72
Summary of Levy Collections and AHocations ...........ooevviienees V-13
Philippine Coconut Situation...........ocviiiiniiiiine, V-74
Examination of Prospective Oleochemical Intermediates

in the Philippings ... s V-86
Objectives and Development Programs for Oleochemical
L V-93
Outline of Development Programs for Oleochemical Industry ...... V-94
Comparison of Major Incentives Given

to Oleochemical INduSHIES.....ccoiiiiviiieinvimrei V-95
Evaluation of the Philippine Oleochemical indusiry

by Japanese FIMMS......o.ceviiivin i V-6
Import Duties on Major Chemicals Used

for Oleochemicals Production.......c.covviiniiiiniiiniiinininneaes V-97
Oleochemical Equipment to be Introduced

at the Coconut R&D Center .....co.oovviiiiiiiiiiiiaiiiiiersiereens V-98
Schedule for Tmplementation of 1991 Foreign Investment Act ..... II-24
R. Korea/Monthly Consumption Trends of Toys .............ooois 111-49

Philippines/Distribution of Firms by the No. of Employees ....... 11-67
Production Cost of Stuffed Toys in China, R. Korea, Philippines ITI-68

Organization Chart of PCHI.......cooviiiviiiiiiiiin. 111-79
Development Stages Stuffed Toy Industry and Expected Effects
of Development Projects.........ocoviiiiiiiniiniiinineiiiieniainas 11-89

Japan/Monthly Pattern of Stuffed Toy Import (Ave., '89/90) ... .11I-114
Philippines/Monthly Pattern of Infant Toys and Dolls Export ... .III-115

Motivation for Importing Costume Jewelry by Japanese

COmMPANILS. . covviriiiiiiii i V29
U.S. Retail Sales of Jewelry (SIC3961)....ccocviiiiiiiiiininann V-30
Development Stages of Costume Jewelry Indusiry and Expected

—Xil-



Fig. IV-6-1

Fig. AIV-3-1

Effects of Development Projects. oo IV-64
Sample Layout of Promotion and Assistance Center of Cebu

G/ TRUSITY ot eviiei i eevass e eareatae et s tastateaatansasesnsansens IV-86
Accessory Production and Distribution Structure........ooovene. Iv-110
Flow Chart of Qleochemical Derivatives....uccccininrnsiiniinn V-37
Flow Chart of CNO Derivatives . ....oocciviiiiciiiiiiiniinininnn, V-38
Organization Chart of the PORIM ........cooviiviniiiiiiininen V-3l
Flow Chart of Coconut Production to Oleochemicals................ V-62
Business Relations among the Phitippine Oleochemical Firms ..... V-63
Organization Chart of the Coconut R&D Network.........c.oovueee V-75
Ristory of the PCA ... V-76
Organization Chart of the PCA.......ccoiiiiiiiinviiiiinicia, v-77
Development Stages of Oleochemical Industry and Expected

Effects of Development Projects.. .o, V-88
Organization Chart of the Coconut R&D Center (Proposed)........ V-99

— Xiif —






AES
AOMG
APG
AS
BETP
RITR
BPS
BOD
BOI
BOI
BSMBD

CALABARZON

CCPI
CCSF
CEBU-FAME
CIB
CISF

- CITEM
CMD
COCOFED
COPE
CP5C
DA
DI/A
DAR
DENR
DEP
DOLE
DOP
DOST
DTI
EO
EPZ

" EPZA

FAO-
FAMA -PHIL
F.AME.
FCDU
FELCRA -
FELDA
FOBAP
FPRDI
GTEB
HAB
IFAD
IMF

Abbreviations

Asian Development Bank

Alkyl Ether

Alkyl Ether Sulfate

ASEAN Oleochmical Manufscturers Group
Alkylpolyglucoside

Alkyl Sulfats

Bureau of Export Trade Promotion

Bureau of International Trade Relations

Buresu of Product Standsrds

Biochemical Oxygen Demand

Board of Investmenis ‘

Board of Investment (Thailand) .
Bureau of Small and Medium Business Development
Cavite, Laguna, Batangas, Rizar and Quezon -

Coco Chemical Philippinss, Inc. .

Coconut Consumers Stabilization Fund

Cebu Fashion Accessories Manufacturers and Exporters, Inc.

. Credit Information Bureau

Coconut Industry Sta'oxhzatmn Fund
Center for International Trade Expositions and Missions, Inc.
Chemicals and Minerals Department (of the ITDY)

-Philippine Coconut Producers Federation

Confederation of Philippine Exporters, Inc.
Consumer Product Safety Commission (U.S.)
Department of Agriculture

Documents against Acceptance

Department of Agrarian Reform -
Department of Environment and Natural Resources |
Department of Export Promotion (Thailand)
Department of Labor and Employment

Dioctyl Phthalate _

Pepartment of Science and Technology

Department of Trade and Indust:y

Executive Order :

- Export Proc_essmg Zone

Export Processing Zope Authority
Food and Agricalture. Orgamahon

Fashion Accessories Manufacturers’ Association of the Philipines

Furnishing and Apparel Manufactures Exchange
Foreign Currency Deposit Unit

Federal Land Consolidation and Rehabilitation Authonty (Malaysia)

Federal Land Development Authonty {Malaysia)
Forel gn Buyers Association of the Philippines
Forest Products Research and Dcvclopmcnt Institute -
Garinent and Textile Export Board

. Hard Alkylbenzene :

International Fund for Agricultural Development
International Monetary Fund '



PP
ITDI
JICA
JETRO
KOTRA
LAS
L/C
101
MAI
MAP
MARDI
MCT
MIRDC
NEDA
NMYC
PCA
PCHI
PCRDF
PDDCP
PEFI
PEFAD
FHILCIDA
PHILTOY
PITC
P/O
POE
POMA
PORDR
PORIM
PORLA
PTMA
PITC
RBD
RIC
RISDA
SBGFC
SCFDP
SDAP
SEC
STPP

TFGH Dept.

TLRC
TMA
UCAP
UCFB
UNICOM

Tvestment Priorities Plan

Industrial Technology Developmént Institute

Yapan International Cooperation Agency

Japan External Trade Organization

Kores Trade Center

Linear Alkyibenzene Snifonate

Letter of Credit

Letter of Inient

Moultilateral Assistance Initiative

Mono Alkyl Phoshate

Malaysia Agricultural Research and Development Institute
Midiura Chain Triglyceride

Metals Industry Research and Development Center
National Economic and Development Authority

National Manpower Youth Council

Philippine Coconut Authority

Philippine Chamber of Handicraft Industries, Inc.
Philippine Coconut Research and Development Fund
Product Development and Design Center of the Philippines
Philippine Export Foundation, Inc.

Paim Fatty Acid Distillate

Philippine Coconut Industry Development Authority
Philippine Toy and Novelty Manufacturers Association, Inc.
Philippine International Trading Corporation

Purchase Ordsr

Polyoxyethylene

Philippine Oleochemical Menufacturers Association

Palm Gil Research and Development Board (Malaysia)
Palm Oil Research Institute of Malaysia

Palm Oil Registration and Licensing Authority {Malaysia)
Philippine Toy Manufacturers Association

Philippine Trade Training Center

Refined Bleached Deodorized

Regional Industrial Center

Rubber Industry Smallholders Deveiopment Authority (Malaysia)
Small Business Guarantee and Finance Corp.

Small Coconut Farms Development Project

Soap and Deiergent Association of the Philippines
Securities and Exchange Coramission

Sodium Tripotyphosphates

Toys, Gifts, Fumiture & Houseware Department
Technology and Livelihood Resource Center

Toy Manufacturers of America

United Coconut Association of the Philippines, Inc.
United Coconut Planters Bank

United Coconut Oil Mills, Inc.









I. Introduciion

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

The surveys were begun in May 1991 on the basis of the Scope of the Study in the
Implementing Arrangement signed between the Department of Trade and Industry (DTI)
of the Philippine government and the Japan International Cooperation Agency (JICA) on
Qctober 6, 1989, The final report was completed in May 1992,

1. Survey Background

Economic reconstruction, and particularly the repayment of external debt,
alleviation of poverty, democratization of economy and society, enhancement of
employment opportunities, and establishment of equality and social justice were some of
the issues facing the Aquino administration, inaugurated in February 1986.

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

Economic recovery, increased foreign investment, and a multilateral assistance
initiative with the reduction of debts as its primary object materialized during the period.
However, a rebellion of part of the AFP occurred in December 1989, and natural and
man-made disasters such as droughts, earthquakes, typhoons, power stoppages and the
deterioration of public peace and order broke out in 1990, and in the following year the
country was hit by a volcanic eruption. Thus, the economic performance of the country
worsened quickly. It is against this background and only weak signs of economic
recovery that the presidential election was held in May, 1992.

Even should there be a change in government, industrial development and export
promotion will be indispensable for the management of the country's economy, though it
is hard to steer becaunse of many restraints.

2. Survey Objectives

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

It should also be noted that the implementation of these surveys should facilitate

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

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

Toys (Stuffed toys)
Fashion accessories (Costume jewelries)
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Oleochemicals

4. Survey ltems

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

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

1) Production items in each sub-sector

2) Volume and value of production and quality of products ) )
3) Volume and value of exported and imported products and their quality
4) Number of firms classified by size and number of employees

5) Profile of leading firms

(2) Overview of the industrial development policies and related measures of the -

government as well as the infrastructure for nurturing the s

products

elected sub-sectors and

1) Administrative and policymaking organs

2) Sector development

3) Export promotion

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

6) Financial system

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

1) Manufacturing processes

2) Technological level (equipment and technology)

3) Plant management and quality control

4) Production development and design

5) Management of firms (labor-management relations, training of employees,
financial management, etc.)

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

7) Cost analysis

8) Marketing strategies

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

1) Production, exports and imports by and of the specified sub-sectors and

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

countries .
3) Marketability in importing countries of the sub-sectors and products

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

products

1) Improvement of policies and sysiems

2) Improvement of technologies

3) Improvement of product and design development systems
4) Improvemeni of quality and reduction of cost

5) Improvement of management and training of employees



6) Creation of networks for sales and marketing
7y Improvement of financial and taxation systems

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

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

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

3) Collection of information about the above-mentioned firms

S. Survey Methodology

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

Work in concrete terms was as follows:

(1) Advance preparations

1) Collection and analysis of existing materials and statistics

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

4) Formulation of the questionnaire

(2) Field surveys

1) Explanation of the inception report and consultations on planned surveys
2) Gathering of information through interviews and discussions with related
organs

3) Field surveys at the related firms or factories

4) Formulation and filing of the progress report

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

(3) Third country surveys

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

{4) Domestic work

1) Compilation and analysis of field surveys

2) Compilation and analysis of third country surveys

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

4) Overview and study of problems in concrete terms

5) Formulation and study of the interim report

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

7) Compilation of the final report
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6. Schedule of Surveys

Field survey June 10 - August 8, 1991

Interim consultations and supplementary surveys
November 16 - November 30, 1991

Draft final consultation March 10 - March 18, 1992
Domestic questionnaires June - August 1991
Third country surveys June - September 1991

In-depth interviews were used for the field surveys. A total of 201 such interviews
were made and a total of 307 questionnaires collected. A breakdown by sub-sectors i
shown in Table I-1. Geographical areas covered by the field surveys the Philippines are

shown in Table I-2.

Table I-1: Details of Field Survey

Sub-sector In-depth  Interviews® Questionnaires Remarks

ist 2nd Collected
Toys 65 15 76() Complete count
‘Fashion accessories 67 14 2310 Complete count
Oleochemicals 29 i1 Not conducted

Notes: (a) In-depth interviews were conducted with private companies, a small
number of institutions and other organizations.
(b) A total of 120 questionnaires were distributed.
(¢) A total of 279 questionnaires were distributed.

Table 1-2: Geographical Areas Covered by Field Survey

Sub-sector Areas Covered
Toys Metro Maznila, Bulacan, Cebu
Fashion accessories Cebu, Metro Manila, Bulacan
Oleochemicals Metro Manila, Laguna, Batangas, Lucena, Cagayan de Oro

For the efficient implementation of the field survey, the following local consultants
were engaged to distribute questionnaires, assist in their completion, collect and tally

them,

Toys / Small Enterprises Research and Development Foundation of the Philip;iines

(SERDEF) :
Fashion accessories / Cebu Fashion Accessories Manufacturers and Exporters, Inc.

(CEBU-FAME)



Table I-.3: Detaits of Questionnaire Survey in Japan

Companies  No. of
Sub-sector Covered Companies Study Items

Toys Manufacturers 120« Issues in management and possibilities for
entry into Asia, technological tie-ups,
import business

Fashion accessories Manufacturers 151  » Degree of business interest in Philippines
and other Asian countries

» Form of import busisness and import
programs

+ Issues involved in business with the
Philippines and possibilities of expanding
imports :

Oleochemicals Not conducted

Note: As to oleochemicals, instead of the questionaire, interviews with MITI, major
industry organizations, and oil and fat manufacturers (16 interviewees) were conducted.

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

Sub-sector Export Markets Competing Countries
Toys U.S., Germany R. Korea, Thailand
Fashion accessories U.S. Thailand
Oleochemicals U.S. Malaysia, Indonesia
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7. Members of the JICA Study Team

This survey was implemented by a joint venture formed between JETRO (Japan
External Trade Ofganization) and Unico International Corporation. The study team was
composed of the following members.

Team Leader/Economist Mr. Tamaichi MATSUMOTO
Sub-l.eader/Economist

(Export & Investment Promotion) Mr. Nobuo KOBAYASHI
Sub-Leader/Econonaist

(Industrial Sector Development) Mr. Teisuo INOOKA

Toys-Stuffed Toy
Export/Investment Promotion Specialist Mr. Masayuki SWEDA
Industrial Economist Mr, Hirofumi YMAUCHI
Product Specialist Mr. Seiichi FUKUSHI

Fashion Accessories-Costume Jewelry
Export/Investment Promotion Specialist Ms. Chieko OHGAKI

Industrial Economist Mr. Yoshinari YAMAMOTO
Product Specialist Mr. Yasuo MIZUNO
Oleochernicals
Export/Investment Promotion Specialist Mr. Atsushi SUZUKI
Industrial Economist Mr. Hiroshi HASEGAWA
Project Engineer Mr. Yoshiki HAYASHI
Chemist Dr. Akio KATO
Market Analysis (Investment Promotion) Mr. Yutaka MIYAHARA
Market Analysis (Export Promotion) Mr. Jun TSUNEKAWA
Industrial Association Development Mr. Yoshio SATO
Finance and Taxation System Mr. Yasunaga TAKACHIHO
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IL. Policy Review and Tasks

1. Industirial Development Policies
(1) Structural Deficits in the Industrial Sector and Its Influence on Sub-Sectors Studied
1) Introduction

_ In the first year study report, the following was pointed out as an issue on
industrial structure in the Philippines observed when Aquino administration was formed.

The following structural deficits remain in the Philippines’ indusirial sector as a
result of government intervention in the economy over a period of many years with
protective policies which stretched in many directions.

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

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

2. The large share and oligopolistic position of large companies in production

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

3. The high-cost nature of industry

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

4. Insufficient linkage between domestic industrial sectors

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

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

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

6. Outdated plant, equipment and technology
The protective policies and restricted competition mentioned earlier have inhibited

the rationalization efforts of businesses and even the large businesses have not sufficiently
undertaken the updating of plant and equipment. In addition, a decline in the rate of plant
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operation and an increase in debt due to the recession in the 1980s caused bu:sincsses with
modern plant and equipment to go bankrupt and for foreign investment {0 withdraw from
the country. Conversely, businesses relying on old plant and equipment were able to
survive because of their low debt burden. Since then there has been little investment 1n
plant and equipment, and not only smaller business, but large businesses as well, have
not been renewing their plant and equipment.

7. Low capacity to absorb employment

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

§. Concentration of industries in Metro Manila

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

The Aquino administration which came to power in 1986 decided to make an
effort to restore the market mechanism which had become distorted under the previous
government. It promised the TMF and the World Bank that it would continue with the
structural adjustment of the economy. Thus, the government set forth the reorientation of
industrial development policy, putting an end on excessive intervention and control by the
government, and convented it to that based on free competition with vitalizing leadership
of the private sector.

However, so far, such government effori had little effect on the economic
improvement. In addition, the significant increase in wage rates compared to that of the
neighboring countries, especially of China, has reduced the advantage in international
competitiveness of Philippine industries, which were established taking advantage of
cheaper labor costs. Generally speaking, increase in wage rates is a result of increase in
demand for labor caused by industrial development., Under such circumstances, the
industries usually have to make efforts to develop themselves by strengthening such non-
price competitiveness as improved technology, and well-organized material supply ability,
etc.

However, in the case of the Philippines, the industrial development is still
insufficient. Namely, new industries, which are anticipated to be developed under the
new economic order, are not developed well, and the existing inefficient industries have
contracted; thus, industrial structure has increasingly become unfavorable for industrial
development.

_ Such symptom is especially seen in the field of raw material supply. Cease of
operation of inefficient industries and removal of foreign affiliated firms from Philippines
as observed in the various industries, has resulted in decrease in the number of locally
supplied industrial products, and increased import reliance of raw material supply. At the
same time, it became an impediment factor for expansion of domestic market (or
contraction factor in certain areas), since it caused contraction of local demand, Thus,
contraction of raw material supply sector is a botleneck of industrial development in view
both of supply and demand.
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The backwardness of technology development and obsolete production facilities,
especially of SMEs, has resulted in difficulty to formulate linkages with export sectors.
The lack of linkage has impeded the effort to absorb increasing costs of labor through
subcontracting; resulting in decrease in cost competitiveness.

‘Delay in development of infrastructure and technical infrastructure has resulied in
poor performance of the existing firms in various industries, and impeded the introduction
of new investment and technologies. ‘

Such situation has also affected the sub-sectors studied in the second year, as
described in the following. : :

2) Stuffed Toy Industry

There are relatively-large scale foreign affiliated firms, local medium-standing
firms, small scale local firms, and micro scale subcontracting firms, in the stuffed toy
~ sub-sector. The foreign affiliated firms and local medium-standing firms form the core of
export sector, while the small scale local firms are still defective as exporting firms in
view of their technological and management performance and exporting only in small-
scale. The existing stuffed toy manufacturers were established in recent years, mostly in
and after 1989. R o :

- Philippine stuffed toy industry has no adequate local supply source of raw
materials. Therefore, raw material supply ability was not regarded as an advantage of
Philippine stuffed toy sub-sector; rather, the sub-sector was established taking advantage
of the cheaper labor costs alone. However, the industry is hard to keep such advantage
any more accordingly with increase in labor costs compared to that of the neighboring
countries, and insufficient development of subcontracting system for the industry. ‘

- The domestic production of plush, which is the main raw materials for a stuffed
toy industry; has just started recently, due to delay in modernization of textile industry in’
the country. The development of plush production, however, is still insufficient compared
to that of neighboring countries, in that the diversification of product mixes of plush is
still poor to meet the requirement of export oriented stuffed toy industry, The plastics
processing industry has not been developed well also, due to insufficient domestic market
for the industry caused by poor linkage among domestic industries. Therefore, supply of
plastic parts is necessary (o rely mostly on import. Such, structural deficit of raw material
supply has reduced the cost: competitiveness by making the industry rely more on

‘expensive imported materials, and obstructed the establishment of domestic system of
material supply, which is essential for upgrading the industry for medium and high-end
markets, = .. o : :

.., Tardy development of small and medium businesses has prevented the stuffed toy
industry from improving its efficiency. The export sector of the stuffed toy industry has
increasingly refrained from engaging subcontractors.and managed to include all the
‘required manufacturing processes within their own factory. This is because of the poor
performance of quality control and production management by the subcontractors. It has
resuited. in -difficulty not only for:the industry to absorb labor cost increase by
~ subcontracting, but also to be flexible for change in volume of order booking.

3) Costume Jewelry Induistry
_ The costume jewelry industry is mostly composed of small and medium scale
“exporting firms with micro scale manufacturing and subcontracting firms. = Almost no

large scale firm exists-in the industry, because of the history that the industry has been
established in the development process of Cebu locality. The materials used are limited to
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those which are available locally, The supply of metal parts and metal findings has relied
on imported sources. Thus, since they have only an insufficient bases to promote te-ups
with advanced firms abroad or form linkages with these firms when then are established
in the Philippines, it is essential for the industry as a whole to make effort to form such
basis improving their technological, marketing and managerial petformance.

4) Oleochemical Industry

The oleochemical industry consists mainly of foreign affiliated large scale firms,
being different from the above two sub-sectors, One of two major local firms in the sub-
sector was established based on the government's policy. Most part of market is
dominated by world scale large firms, and emergence of local small and medium scale
firms in the industry seems difficult. There were several firms which once entered into the
industry, but most of them was forced to stop operation due to difficulty in marketing.

The supply of raw materials is dependent on the agricultural sector. However, due
to failure of improving their production efficiency, the oleachemical sub-sector is faced
with problems which are the matter of their existence bases; 1) unstable supply of raw
materials, and 2) lack or price competitiveness of their raw materials.

In addition to the above, the industry is faced with difficulty in diversifying their
product lines due (o insufficient development of domestic chemical industry, which is to
be the supply source of auxiliary materials. At the same time, since the size of domestic
market is small, the industry has difficulty to develop it as a comprehensive industry, and
remains solely as a supply base of basic oleochemicals to the industry abroad.

(2) Direction of Industrial Development Policy
1) Recommendation on Basic Strategy for Industrial Development

In the first year study report, the following recommendation was made on a
development strategy for the Philippines on the perspectives common to the three sub-
sectors comprised of this study.

1. While on the one hand advanced industrialized countries such as the United States,
Japan and those in western Europe are experiencing an unprecedented labor shortage, on
the other hand, in developing countries around the world technology levels are being
improved; thus, there is an ongoing change in an industrial structure on the international
level. The basic strategy for industrial development in the Philippines should be, as has
been the case in the past experiences of NIES to achieve industrialization acceptable on an
international level by making use of their advantages in the process of international
developments of industry. In any event, it is important that this sort of industrialization is
not achieved by only a number of large businesses which have been protected as was seen
in the past, but that it is achieved as a result of a joint effort between large businesses and
small and medium-size businesses or through development of small and medium
businesses themselves.

2. In all three sub-sectors covered by the study there was a group of large-scale
businesses already developed as export-oriented businesses, a group grown out of
foreign capital businesses, and small and medium-scate local businesses which existed on
a different level from that of these business groups. It was difficult for these smaller scale
businesses to gain direct access 1o export markets, and to the upper end of demand on the
domestic market. Their technology, preduction management, and management is still
insufficient to meet the needs from these markeis. Their access to financial resources
required for modernization is limited. It is not easy to foster and develop the small and
medium businesses as the export business, but regardless of this, the fostering these
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businesses is highly 1mportant and should be regarded as a key strategy for industrial
development

3, In order to achieve such targets, the fol]owmgs are recommended as development
measures common to each of the sub-sectors,

i) Increase opportunities to facilitate access to export markets and to-demand at the upper
end of the domestic market. By so doing, firstly increase in exports, and at the same timne,
improve the understanding of each firm on the requirements of these markets in regard 10
technology, production management marketing and management. :

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

iii) The snengthening of industry shouid be supported by making improvements to the
infrasiructure, technological infrastructure, the financial system, and the educatlonal and
vocational tralmng system,

In order for the mdustnal development to be most effectivein a short period as
possible, the followmg pomts are recommended to be taken into consider. atton.

i) Tncentive measures for supportmg small and medlum businesses, who are not focused
in development policy, in their efforts to find their market either in export market or upper
end domestic market

it) Implementauon of the promotlon measures of small and medrum scale business'in -
strategic and preferential delS

111) A331gn1ng Y government agency responsible for sectoral approach

w) Using the v1ta11ty of industries and prov:dmg assmtance for strengthening the
orgamzataon of mdustry asso(:lations S

: "These reeommendanons are basrcally apphcable also to the two subwseetors
compﬁsed of thls year s study except for oleochemical mdustry

In the case of oleochemical industry, there is no dual structural characteristics,
which i is observed in other sub-sectors, and each firm has potentiality to perform business
activities without any assistance from the government. Furtherinore, these firms except
- for two of them, form a-part-of multinational firms or foreign invested firms. Therefore,
operation of these firms are easily transferred to other countries of the more favorable
busmess condrtlons m: view of thetr strategy of mtematlonal business operanon

Therefore what is needed for the promotion of oleochemlcal mdustry in the
;Plnilppmes include, 1) removal of impeding factors against their performing business
activities, 2) improvement of supply condition of coconut 0il by raising the productivity
of coconut plantation and by rationalizing the coconut oil distributing so that coconut oil

can cope with-palm kernel oil, and 3) strengthening the R&D activities which is necessary
especially in view of contrlbutlon to the Philippines ecoriomy, but drfftcult to attract the
pr:vate sector’ s interest. _

2 Progress in Indsutrlal Development Polley
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a) Industrial development policies

_ The basic ditection of industrial development policy remains unchanged, The most
notable progress in this field is the aggressive actions taken for improvement of
investment environment, as typically seen in promulgation of Foreign Investments Act.

Another change during the period is formulation of a guideline, which is shown as
Attachment A of IPP in 1991, to evaluate projects applied for IPP. This is the guideline to
be used only for evaluation of applications under generic headings, and not used for the
projects under the headings clearly stated. : : :

- " However, it may be understood in a sense that this guideline clarifies the basis of
formulation of IPP. The projects, which comply with this guideline, are reg_ardg:d as the
projects 1) eligible as compeiitive and strategic industry, and 2) cconormcally desirable.

- To quélify under the criteria for compé't'i'tive and strategic industries, applications
should comply with any of the foliowing: ,

1. low Domestic Resourcé'Cdsb (DRC) which indicates the international comparative
- advantage for producing the project's product . . o
2. projéct which will produce goods that form part or are used in the production of other

domestic products : : o
3. project which will process the primary products of the agricultural productivity
4. project which will lay the ground work for industries that produce capital goods

.. -As the guideline to test economic desirab’ilﬁy of the projects, which pass the above
criterig, followings are required. . o

-1, project Whi_ch have high EIRR (Economic Internal Rate of 'Rctufn) and low FIRR
(Financial Iiiternal Rate of Return) (in other words, high economic effect, but not

excessively profitable) o e .
2. project which DRC is lower than the shadow exchange rate set by NEDA (in other
words, high foreign exchange saving effect) ' .

Thus, the strategic industries are required to have a potentiality to aim at a foreign
exchange saving effect, an industrial linkage effect, and an effect to make full use of
resources of primary industries. At the same time, it is also required to be a project which
can be éxpected to have high economic effect, but not be excessively profitable. '

b) Smali and medium business development policies

In the area of small and medium business development policies, the RA No.6977,
which is called the "Magna Carta for Small Enterprises” was approved by the President.
Based on the act, a Small and Medium Enterprise Development Council (SMED Council)
. was created with members from DTI, DOLE, DENR, DOST, DAR, and DA. The RA
No.6977 is to rationalize the small and medium business development policy through
operation of the Council. The followings are the major rationalization thrust among

others: - '
1. Rationalization of existing small and mediom enterprise programs and égencics
2. C_reafion of Small Business Guaranté’e._ahd Finance Corporétioﬁ (SB'GF{B) |

3. Mandatory allocation of 10% of total loan portfolio of ail l'en‘ding _institutibns-to small- :
enterprises ' ' _
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Of the above, the Central Bank has alrcady mdwated the guideline for the
mandatory allocation of credit resources. The creation of SBGFC is under preparatlon
stage, but rationalization of programs and agencies is still under study.

The followmg arcas are assumed in the ' ‘Magna Carla” to receive the assistance for
small and medium enterpnscs

3 busmess and technical trammg
labor management
product/quality development and product dlvermficanon
the adoption of improved production techmques and commercialization of
p ropriate technologies
marketing and distribution, and the estabhshment of common service facﬂmes
. financing program :
.concessional interest rates
amutual relief system | :
. information dissemination and entreprencurship education
10. -tax credits and other tax and duty incentives
11. product experimentation and research and development
12, infrastructure facilities and public utilities improvement

\ooo:-.la\m"“ .hww_.—'

c) Others
Othcr pomts to be paxd attentlon regardmg industrial development are as follows:

1. Dcvelopment of RIC (Reglonal Industrial Ccnter) An effort to estabhsh RIC mcludlng
that of CALABARZON, and preparatory work for development of off-site mfrasiructure
of RIC is in progress : _

2 Devclopment of Industry Rauonahzatmn ngram the rauonahzanon program is being
devcloped in cement mdustry, electromcs mdustry and automoblle mdustry ,

3 Fonnulanon of Local (Jovemment Code: T he code is to transfer a part of authonty of
the central government to regions, and develop a regional government system. It is
‘expected for the regional governments to play an important role in industrialization
promotion “in' their regions, though the authorization transferred to the regional
governments, for the time being, is limited to those related to 1) public works, 2) health,
3) agnculture, 4) soc1al welfare, 5) a partof tounsm ‘and 6) school construcucn

- (3) The Implemcntat:on of Indmmal Dcvclopment Pro_]ects and Industry Assomatlons
: 1) Introductlon o

_ In the first ycar study rcport the fol]owmg was recommendcd thh rcgard to
development of industrial associations, expecting the leadership of industry associations
in promotm g and orgamzmg the sub-sector promotlon and devclopment program

The most 1mp01tant thmg for the Phﬂlppmes to do in relation to its mdustnal
devclopment is to assist the-industry, with utilizing the.vitality of the private sector, to
enable the industry to develop themselves in response to such international movement as
transfer of production bases abroad and development of parts/materials complementary
schemes among these bases abroad. - It may be one of effective means of achieving: this
objective to foster industry associations, and use these as channels for coordinating
government and industry activities, and requesting cooperation from industry. In addition
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to this, the fostering of industry associations is important in the sense that t{ley act as a
check in regard to bias in the government's policies. Industry associations in the
Philippines today generally 1) include those which are to promote friendship among
members; 2) do not comprisc of many members from smaller scale businesses in
particular; and 3) have a weak financial base. It is desirable that the government
implement measures aimed at fostering the appropriate association. Tht; measures‘tllroqgh
which industry associations would be fostered would include 1) defining of qualification
of adequate industry association for this purpose; 2) the provision of financial assistance
including tax- exemptions for the operation of associations; and 3) the offering of
incentives to members as a means of encouraging membership.

2) Present Conditions of Industry Associations in the Sub-Sectors Studied in the Second
Year

As discussed in the first year study report, in almost all industrial sectors in the
Philippines, the industry associations were made up of the major businesses in the sector,
Although the objectives of these organizations vary from one association to another, they
have, for the most part, been established for the purpose of sharing information,
conducting mutual training, and for the purpose of engaging in joint activities of one sort
or another.

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

However, industry associations are associations which are formed on a voluntary
basis. Generally speaking, businesses which produce products for export or for the upper
end of the domestic market are well organized, whereas cottage industries and small and
medium-size industries which target local domestic markets and the lower end of the
market are usually not very well organized.

PHILTOY, which covers toy manufacturers mainly of dolls, plastic toys, and
games, etc., is the sole industry association for the stuffed toy manufacturers.
Membership coverage of PHILTOY is still low not only among the medium standing
firms including that of foreign affiliated ones, but also among the local micro and small
scale firms. Some of the toy manufacturers produce handicrafts in parallel with toys, and
some of them join PCHI (Philippine Chamber of Handicraft Industries).

There are two industry associations in the costume jewelry industry; one is
CEBU-FAME which organizes the manufacturers and exporters in Cebu, while other is
FAMA-PHIL which covers the firms in Metro Manila. CEBU-FAME is regarded as an
industry association covering a specific region, whereas FAMA-PHIL concentrates their
membership to the advanced firms in the industry putting qualification requirements to
their members. FAMA-PHIL's intention is to improve their technological and
management performance through mutuaal efforts among the advanced firms, instead of
extending their membership coverage to the whole industry.

In the case of oleochemical industry, POMA organizes major firms in the industry

as one of membership organization of AOMG, which represents the industry
organizations in ASEAN region. The members of the POMA are the world known firms,
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different from those in other two sub-sectors, main members of which are small and
medium scale enterprises.

(Detail of organizations and activities, etc. of industry associations are included in
the parts of respective sub-sectots.)

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

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

In the case of the Philippines, there is a need for further study on the possibility of
industry associations providing additional functions and carrying out other activities
including:

1. In view of the inadequacy of the present financing system for small and medium
businesses, to provide a base for financial guarantees loans or a mutual aid system to
help with the development of the financing system.

2. Complementing the government activities, to provide member firms with information
and application assistance in relation to the various encouragement and preferential
treatment programs with objective of improving management within the industry.

3. To provide an integrated representation function of the industry and coordination
function among the industry and the various government agencies as the pipeline
between the industry and the government, when there are various government agencies
related to this industry and they implement their policy measures individually.

Organization of industry associations is an effective means mainly for small and
medium enterprises to voluntarily solve various problems they are faced with. In the
Philippines, the ratio of members organized is not high enough. It is recommended that
the government actively consider the following two measures to improve the ratio:

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

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

2-1 QOverview

The Foreign Investment Act was enacted in July 1991 as part of a series of
institutional reforms referred 1o in the first year study report. There are indications that
consideration of institutional measures for the improvement of the investment climate
supporting the act will get under way around the beginning of 1992.

This indicates that the revision of investment policy has been recognized as the
most urgent issue among the various measures to support industrialization.

A Joint Congressional Review and Inquiry Committee session held in May 1991
during deliberations on the Foreign Investment Act concluded that Filipino capital algne
cannot supply the full amount of investment required in the 1990s and that the attraction
of forcign direct investment is crucial, ‘

This conclusion reconfirmed the role which foreign direct investment is e?q;ec.ted
to play in the revival and growth of the economy under the Medium-term Philippine
Development Plan 1987-92. The plan emphasizes the importance of the central role which
foreign direct investment could play in the generation of employment opportunities and
the development of export-oriented business.

The factors behind the urgent need for the improvement of investment policy may
be suinmed up as follows:

The following can be pointed out as domestic factors.

1. Total capital formation in the country remains at a low level of about 15 percent of
GNP.

2. The size of the population entering the labor market each year has grown from 600,000
in the earty 1980s to more than 800,000 at the beginning of the 1990s.

3. Exports are stagnant and the economy is growing at a slower pace. The real growth
rate for 1990 was 3.1 percent and that for 1991 minus 0.05 percent. Year-on-year growth
in exports, which stood at 10.5 percent in 1989, slowed to 4.7 percent in 1990, and to
8.0 percent in 1991,

4. Taking the lengih of time required for Congressional deliberations on policy decisions
and the transitory period following any change in administration into account, it is
desirable that the basic framework of the main revisions under consideration be
established before the presidential election scheduled for May 1992,

The following may be cited as external factors,

1. Economic management remains restricted by the sizable cumulative external debt.
Some of the indicative targets which were fixed as prerequisites for obtaining new money
under international financial cooperation schemes, including reductions in the fiscal
deficit, have become increasingly harder to achieve.

2. The relatively more successful economic performance of the surrounding ASEAN
countries is receiving wider recognition. In comparison with these countries, the
Philippines is lagging behind and there is rcom for improvement in the introduction of
foreign direct investment and export-led economic growth,
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3. New “players" who are actively secking to atiract foreign direct investment have
entered the scene in Asia.

The funds supporting total capital formation comprise the following elements:

Government (A)
Filipino sources «1:

Private (B)

Capital formation
Loans (C)

Foreign sources —~~ Grants (D)

Direct investment (E)

For the Philippines, there are limits on the expansion of (A), (C) and (D) due to

debt management and repayment requirements, Regarding (A), the fiscal deficit in 1990

stood at 3.6 percent of GNP with few significant progress made toward improvement,

-Regarding (C) and (D), a framework outlining the size of the fund inflow for the period
1985-92 has been fixed under international financial cooperation centering on the IMF.

The decisive factors in domestic capital formation will be domestic private capital
(B) and foreign direct investment (E). In particular, (E) means an inflow of foreign capital
which is not accompanied by an increase in debt.

The domestic investment rate of 15 percent as of 1990 is lower than the rate
actually realized in the second half of the 1970s, when stable medium-term growth was
achieved. It is also lower than the rate required to meet the need 1o create domestic
employment opportunities. A Letter of Intent sent to the IMF in March 1989 set the
desirable annual average rate of growth for 1989-92 at 6.5 percent and targeted the
corresponding investment rate at 23 percent.

In general, an increase in the investment rate requires a higher domestic saving
rate, an increase in inflow of foreign investment, or a combination of both. In reality,
however, there is strong evidence that domestic saving rates rise only as a result of
sustained economic growth. No major change in the saving rate can be hoped for now
that economic activity has stagnated once again in 1990-91, partly due to natural
calamities.

In order to recover economic buoyancy, the cycle of low growth to low saving
rate to low total capital formation to a standstill in development must be halted. It is hoped
that by actively addressing the atiraction of foreign investment, the vicious cycle can be
stopped and that a faverable cycle will take its place.

The following measures, which are closely related to DTI/BOY, indicate some of
the new directions which are being taken.

First, under the policy of deregulation, BOI's role and functions are changing
from those of a regulatory agency to those of a policy formation unit.

Second, it has become important that industries targeted for investment be

organized under a negative list or a positive list (reorganization of the IPP list or the
focused IPP).
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Third, non-fiscal measures for investment promotion have become more important
due to the budgetary constraints mentioned earlier. Measures that do not depend on
preferential fiscal treatment should be considered in concrete terms. A tqndency to
gradually reduce BOI's regulatory role in the authorization of incentives for investment
promotion has emerged and thus it has become increasingly necessary (o strengthen
BOI's function as a body to develop strategies for the promotion of fereign investment. .

2.2 Effectuation of 1991 Foreign Investment Act

The 1991 Foreign Investment Act was finally signed into law by the President on
June 13, 1991, and it became effcciive as Republic Act No. 7042 on July 1. This policy
decision came after 18 months of joint Congressional coordination.

As mentioned in the first year siudy report, the Paterno bill and the Teves bill were
laid before the Senate and the House of Representatives respectively. Although both were
intended to effect a drastic improvement of the investment climate, there were
deliberations on whether the transitory period should be three years or five and whether or
not a negative list should be adopted. Coordination between the two Houses was
undertaken after a series of public hearings 1o which major private enterprises and
industry organizations were invited.

The main contents of the Act may be summarized as follows:

1. The transitory period has been defined as a period of three years after the effectuation
of the Act.

2. There are now two paths for registration of foreign investment: one is BOI (foreign
investment with incentives based on the Omnibus Investment Code) and the other SEC
(foreign investment without incentives).

3, In principle, there are no restrictions on equity participation in export enterprises by
foreign nationals.

4. Foreign nationals may participate up to 100 percent in the equity of domestic market
enterprises if the enterprises are outside the fields on the Negative List.

5, Foreign Investment Negative Lists A, B and C are adopted.

6. The minimum standard size of foreign investment is fixed at US$500,000 in terms of
paid-in capital (Negative List B).

7. Presentation of conception of "strategic industries”: NEDA shall publish a list of
industries strategic to the development of the economy within 18 months after the
effectuation of the Act. ' :

The 1991 Foreign Investment Act is regarded as an indication of a move toward
deregulation. The traditional majority principle of 60 :40 (domestic capital should, in
principle, hold no less than 60 percent of equity) in favor of the Philippine side is relaxed
to allow for more positive attraction of foreign investment,

In the process from the effectuation to implementation of the Act, several
characteristics can be pointed out as follows:

_ First, the Act is in force rather progressively with a limited peried. Second, a
timetable of stages for the implementation is prepared. Third, scrupulous care is taken to
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integrate policies of relevant government agencies centering on the National Economic and
Development Authority (NEDA). And fourth, metheds are adopted to grasp reactions
from the industrial community on the effects of deregulation during the transitory period.

Mapping out of the Negative List has been assigned to NEDA.

The mass media, retail trade, regional banks, etc., are reserved for Filipino
activities by the Coustitution and nationalization laws. They are classified under List A,

List B covers defense-related activities, enterprises having implications on public
health and wmorals and participation in small and medium-sized domestic market
enterprises with paid-in capital of less than the peso equivalent of US$500,000 unless
they involve advanced technology as certified by the Department of Science and
Technology (DOST).

List C (enterprises open only to Philippine nationals in the transitory period)
includes import and wholesale activities not integrated with production or manufacture of
goods. NEDA will make a final decision on the matter after public hearings.

These are called the "Transitory Foreign Investment Negative Lists" because they
are valid only for three years. The Regular Negative List will be published 60 days before
the end of the transitory period. Implementing rules and regulations were published
October as scheduled together with the Transitory Negative Lists within 120 days after the
effectuation, upon consultation with the Board of Investments (BOI) and the Securities
and Exchange Commission (SEC).

Moreover, a list of strategic industries will be formulated and published by NEDA
within 18 months after the effectuation of the Act. The list shall specify the desired equity
participation by Government and/or private Filipino investors in each strategic industry.

The institutional improvement of the investment climate as represented by the 1991
Foreign Investment Act is expected to continue during the period, prior to the presidential
election scheduled for May 1992, fixed as the target. BOI's annual report published in the
middle of 1991 cites the following as major institutional reforms already under
consideration:

1. Application of Condominium Law to industrial estates

Aiming to case the laws on land ownership, the measure seeks the horizontal
application of the existing Condominium Law to industrial sites or estates, where foreign
firms locate their factories, and the guarantee to foreign firms of the right of land
occupation throughout the period in which they operate their factories. (House Bill
30884)

Also being considered is a supporting bill under which foreign companies could
obtain a straight 50-year lease without the need for renewal. This would replace the
current framework (basically 25 years with possible extension for an additional 25 years)
for the leasing period of industrial estates.

2, Expansion of corporate status on equity investment

This measure would have equity investments by regional ASEAN or multinational
financial nstitutions, including their subsidiaries, considered as investments by Philippine
nationals. (House Bill 30521)

3. Accelerated depreciation and net operating loss carry-over
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With a view to promoting new investmenis, the measure would provide newly-
founded firms with these incentives at the initial start-up stage. The bill contains
amendments to the Internal Revenue Code. (House Bill 30522)

Under consideration in connection with this bill are the extension of incentives
involving taxes and duty-free import of capital equipment, spare parts and supplies
provided under the Omaibus Investment Code. However in the long term the effects of
these incentives on investors are expected to lessen by stages through the proimotion ofa
serics of across-the-board import duty reductions on capital goods and parts announced
by E. O. 470 in July 1991.

2.3 Invesiment Activity in Asia and the Philippines

It is now widely recognized that the inflow of direct investment of foreign private
capital into the Asian region which began to grow in the latter half of the 1980s should be
led to the Philippines as well. The foreign direct investment boom, which was touched off
directly by the Plaza Agreement in September 1985, was first observed in R. Korea,
Taiwan, Hong Kong and other NIEs and then spread to Thailand, Malaysia and
Indonesia. (Table II-2-1)

The main recipient countries and territories of this foreign investment developed
positive measures to attract foreign investment in and after 1986. The measures involved
mostly the relaxation of controls and included the introduction of new preferential
treatment measures and the opening of sensitive sectors. Taiwan and R. Korea led the
way, followed by Thailand, Malaysia and Indonesia. A favorable cycle of foreign
investment and export industrialization spread from the Asian NIEs to ASEAN, providing

the engine for economic growth.

The Philippines instituted the new Omnibus Investment Code in 1987 and this led
to a remarkable increase in the inflow of foreign investment in 1988. But it has become
increasingly clear that the Philippines has relatively more room for improvement in the
size, growth rate and maintenance of the momentum of growth in annual foreign
investment introduction in comparison with the surrounding nations.

During the process of deliberations on the Foreign Investment Act, it was often
pointed out that new recipient countries (Vietnam, etc.), which are eagerly looking
forward to foreign investment, would caich up if the Philippines remained idle.

A policy decision placing emphasis on a timetable and a transitory period, as
witnessed in the Foreign Investment Act of 1991, may be said to show efforts to cope
with the international environment within the present regime’s remaining time in office, In
this sense, the three-year transitory period is in effect a period for encouraging foreign
investment.

Foreign investment introduction in the Philippines obviously bottomed out in 1986
and it has subsequently tended to increase. Table 1[-2-2 shows the trend in investment
based on the BOI approved statistics. :

Between 1989 and 1991, it was feared that foreign investment might decrease
because of a series of natural calamities including drought, an earthquake in northern
Luzon, a typhoon in the Visaya region and a volcanic eruption, Nevertheless the growth
in foreign investment beginning in 1987 continued up until the first half of 1991,
indicating a strong desire on the part of foreign investors to invest in the Philippines.

Total investment of domestic and foreign capital in terms of project costs
amounted to 83.5 billion pesos in 1991. This fell below the 85 billion peso investment
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target set for 1991. (The government began fixing targets since 1988), The ratio of
domestic to foreign capital in 1991 was 51 to 49,

Approvals for foreign investment alone amounted to 23.3 billion pesos (in terms
of paid-up capital) in 1990, or an increase of 34 percent over a year earlier. In 1991
investent fell 7.7 percent to 21.5 billion pesos. The surge in investment in 1989 and 1990
was due to a radical increase in investment by neighboring Asian countries and territories.
Japan was the largest investor over these iwo years, followed by Taiwan and Hong Kong
occupying 2nd and 3rd places respectively and cach maintaining high levels of
investment. In 1991 the U.K. was the largest investor in the philippines by virtue of the
fact that it received approval for a large-scale petroleum investment project. Investment
from Taiwan and Hong Kong slowed in that year.

The fields of investment are becoming increasingly diversified. In the
manufacturing field, major targets of investment are electronics, apparel, metal
processing, automotive parts (transmissions and engines) and chemicals. The
development of industrial estates, which was incorporated into the Investment Priorities
Plan (IPP) in 1989, also contributed to the growth, with six firms registering at BOI by
the end of 1990. Examples of those taking advantage of the new investment opportunities
include communication services and power generator installation projects. Investment in
the tourism sector including hotel construction also has become active.

Naticeable trends in recent years are the increase in the number of capital-intensive
prajects and the dispersion of factories to the provinces which are beginning to be
reflected in the BOI statistics. The size per unit of invested capital in terms of project costs
indicates these trends (Table 1I-2-2). Incorporation into IPP of the opening of indusirial
estates and the communication services, power and other energy-related sector projects
stated earlier are also responsible,

The dispersion of factories to the provinces is supported by a regional dispersal
plan adopted in 1987 to promote location of factories in areas other than the National
Capital Region (NCR).

According 1o BOI approval statistics, firms that located their factories in the NCR
in 1990 accounted for 24 percent of the total. Regions III and IV are the main factory
locations outside the NCR, accounting for 45 percent of all projects.

Notable in connection with this trend is the progress for receiving new investment
by way officially supported plans to improve the infrastructure in Region IV which
comprises the Cavite, Laguna, Batangas, Rizal and Quezon provinces. The Calabarzon
plan is under way in the region as one of the five special development projects adopted
under the Philippine Assistance Program (PAP) or the Multilateral Assistance Initiative
(MALI). Similar to this survey, the master plan for the Calabarzon plan is being mapped
out as a JICA study. Industrial estate projects by the private sector are also active in the
region and thus there is reason to expect the early materialization of many related
investment venturers.
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Table H-2-1: Foreign Investment in Asia

1987 1988 1989 1990
Growth Growth Growth Growth
over pre- over pre- over pre- over pro-
Value vious year  Value viousyear  Vale  vious year Value  vious year
(%) (%) (%) (%)
R.XKorea 1,060.2 1997 1,282.7 21.0 1,090.3 -15.0 802.5 -294
{million $)
Taiwan 1,418.8 842 1,182.5 -12.7 24183 1043 23018 -48
(million $)

Singapore 1,448.0 21.7 1,657.8 14.5 1,625.4 -1.2 22175 364
{million §%)

Malaysia 750 43.0 2,010.5 168.1 3,401.2 83.1 6,227.9 692
{million ringiits)

Thaitand 50,138 359.6 158,066 2153 205,495 30.1 301470 759
{million bahis) .

Philippines 3,427 114.1 9,523 171.9 17,481 g3.6 23,3069 31.2
(million pesos)

Indonesia 1,484 79.7 4,408 187.0 4,718 7.0 8,751 85.5
{miilion $)

China 3,708.8 30.9 5,297.1 42.8 5,599.8 5.7 6,596.1 178
(million $)

Source: Compiled from foreign investment stalistics

Table II.2-2: BOI Approved Foreign Investment

1986 1987 1988 1989 1990 1991

Number of project 501 1,432 1,337 2,504 3082 2,124
{Mumber)
Project cost 3.18 984 3097 70.78 108.43  83.51

(billion pesos)

Annual target - - {20.00) (60.00) (80.00) (85.00)
(billion pesos)
Cost/project 6.4 6.9 23.2 28.2 35.2 39.3
(million pesos})
Direct job creation 26.2 82.1 1279 1844 125.1 75.5

(thousand persons)
Approved investment 3.146 8.359 16944 39.684 48.032 43.697

(equity base in billion of pesos)

Filipino 1.553 4932 7421 22203 24.663 22.185
Foreign 1.594 3.427 9523 17.481 23369 21.512
Source: BO}
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Table 11-2-3: Foreign Investment in the Philippines
(equity base in milllion pesos)

1983 1984 1985 1986 1987 1988 1989 1990 1991

Japan 56 568 485 454 591 2,015 3,428 7,437 5,778
U.8. 2,029 1,709 1,087 458 740 3,229 2,852 1,446 2394
Taiwan 5 13 13 7 186 2,317 3,232 3,419 330
Hong Kong 48 168 63 149 570 566 2,886 35,064 228
China* 18 43 112 38 169 557 740 441 564
U.X. 60 34 355 135 210 485 308 477 7,826
Other 762 1,366 335 353 961 814 4,035 5,086 4,392

Foreign capital 2,978 3,901 2,450 1,594 3,427 9,983 17,481 23,370 21,512
total

Filipino capital 2,239 2,214 2,251 1,553 4,932 7,421 22,203 24,663 22,185
total '

*: Resident Chinese in the Phlippines
Source: Compiled from BOI statistics

2-4 Japanese Firms' Interest in Invesiment in the Philippines

According to Ministry of Finance statistics, Japanese firms' direct investment in
the Philippines began to increase both in number and value in 1988 and the upward trend
continued in the following three years. In fiscal 1990, Japanese investment grew in value,
although it declined in number.

Compared with investment in the other ASEAN nations, however, the statistics
show that investment in the Philippines remains at a relatively lower level in the number
of cases annually and in value (Table 11-2-4),

The tendency is particularly noticeable in the annual growth rate since 1986.
Growih in investment in the Philippines was relatively lower than the continued high rate
of growth in investment in Thailand and Indonesia until around 1990. The trend may be
regarded as similar to the positioning of the Philippines observed from host country side
statistics in Asia stated earlier.

As shown in the introduction, a questionnaire survey is being conducted among
Japanese firms in the toys and costume jewelry industries. As of September, 40 toys and
50 costume jewelry companies had replied.

A primary objective of the survey was to find out what kind of information the
Japanese firms would like to receive with relation to the future direction of BOI's function
mentioned earlier when they consider expanding business with the Philippines.

Table II-2-5 shows replies from the toys and costume jewelry firms.
1. At the time of the survey, both toys and costume jewelry firms were more interested in
closer cooperation through processing on assignment. In both sub-sectors, there are cases

where business expansion is being considered or where firms are ready to begin
considering expansion.
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2. The most important information concerning investment in the Philippines is the
situation of raw material supply. This is common in both the toys and costume jewelry

industries,

3. The basic political and ecoromic situation is regarded as equally important (particularly
by toys firms).

4, Costume jewelry firms strongly interested in imports or processing on assignment are
concerned about in receiving information on local enterprises or export systems.

S. Interest in production costs is strong in both sub-sectors.

In their replies, the Japanese firms cite problems of insufficient quality control,
unstable delivery and unsatisfactory response to demands for small-lot and shori-cycle

production.

In the comments written on the surveys, the labor force is commonly seen as a
favorable factor. On the negative side, however, it appears that many have the image of an
unstable political situation. The respondents hold the view that the insufficiency or total
lack of exchanges on the personal or industry organization level hinders business
expansion. They say few approach has been made by the industry.

Considering the situation outlined above, it may be said that there is wide room for
improvement in the industry's access to Japanese firms.

It is desirable that activities such as investrent seminars, distribution of
guidebooks on investment and dispatch of investment promotion missions be expanded
on the initiative of the Philippine side. It would be effective to hold series of seminars
based on themes such as cost factors, export systems or information related to the
situation of individual industries. For example, it is desirable that information be provided
or seminars held solely regarding industrial estates and cosi factors.

Philippine investment seminars have already been held in Tokyo or provincial
cities in Japan by BOI, through the cooperation of the ASEAN Centre, the Shoko Chukin
Bank and private banks (concluding business agreement with BOI of the Philippines in
1989), and in cooperation with JETRO. Seminars held in Tokyo in March and September
1991 drew more than 300 and 400 pariicipants respectively, exceeding original
expectations. This indicates the potentially strong interest in investment on the side of
Japanese firms.

In the future, it.is desirable that the investment promotion activities aim at building
the image of the Philippines as a whole.

11-18



Table 11-2.4: Japan's Investment in the Philippines and other ASEAN

Countries
Upper line Number of cases
(Lower)  Value in US$ million

Philippines Thailand  Malaysia  Indonesia  Singapore World Total

'80 36 58 132 96 132 2,442
(78) (33) (140 (529) (140) (4,693)

‘81 28 52 164 88 164 2,563
(72) (36) (266) (2,434) {266) {(8,932)

‘82 19 66 154 84 154 2,549
(34) (94) (180 (410) {180) (1,703

‘83 20 73 184 89 184 2,754
(65) (72) (322) (374) (322) (8,145)

‘84 12 76 108 82 108 2,499
46) (119) (225) (374) (225) (10,158)

'85 9 51 110 62 110 2,613
61) (48) (339) (408) (339) (12,217)

'86 9 58 85 46 85 3,196
21 (124) (302) 250) (302) (22,320)

‘87 18 192 64 67 182 4,584
(72) (250) (163} (545) (494) (33,364)

‘88 54 382 108 84 197 6,076
(134) (859) (387) (586) (747) (47,022)

'89 87 403 159 140 181 6,589
(202) (1,276) (673) (631)- (1,902) (67,540)

'9G 58 377 169 155 139 5,863
(258) (1,154) (725) (1,105) (840) (56,911)

* 850 2,465 1,509 1,873 2,559 63,236
Total (1,580) (4,422) (3,232) (11,540 (6,555) (310,808)

“(N.B.) Aggregate as of end of Magch 1951 - 1991. Fiscal 1990 covers April 1990 -

March 1991,

Source: Monthly Data of Financial Statistics;Ministry of Finance
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Table 11-2-5: Japanese Firms' Intetest in Investment and Busmess with
the Phlhppmes -

<Toys> Information Japanese firms want to obtain when they invest in the Philippines

6.
7.
8.

9.
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. Measures for favorable treatment of

investment
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processing zones
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Wages
Working conditions
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<Costume jewelry> Informatlon in which Japanese firms are interested when they 1mport
frorn (or process products on amgnment in) the Philippines -

9.

. Siiuati_oh of raw material supply
 Wages

. Production costS_.
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2-5 Recommendations on Investment Promotion Policy

Expansion of investment, including foreign investment, is a central issue for the
revival of the Philippine economy.

Results of investment so far indicate that the country has lagged behind
neighboring nations in terms of the comparative value or growth rate. Moreover,
competition to attract foreign investment in Asia is becoming increasingly fierce. In order
to reverse this trend, the vicious cycle of low growth to low saving rate to stagnant gross
capital formation will have to be broken by actively dealing with the attraction of foreign
investment. It is essential that successful examples of investment be monitored, that the
cx}tlt‘:rnai‘image of the country be improved and that a more favorable cycle be
achieved.

It is hoped that DTI/BOI will see the active interest that foreign investors are
showing in Asia and the Philippines in the early 1990s as a good opportunity for the
Philippines. In order to gain more than merely expressions of interest from investors,
continuing with the policy of easing regulations is expected. Qverseas investors are
concerned about the direction of foreign investment policy to be shaped after the election
scheduled for 1992, The implementation of changes to the foreign investment policy is
believed to offer a good chance to improve the Philippines’ credibility in the eyes of
foreign investors.

The Foreign Investment Act as mentioned above creates a transitory period and is
regarded as legislation which actively encouraging foreign investment. It would be
desirable for a stragegy of actively attracting foreign investment giving regard to the
following points to be adopted in the process of the progressive implementing schedule.

1. In line with the scheduled steps for the implementation of the Foreign Investment Act
of 1991, it is desirable that important policy decisions be announced collectively in a
package which clarifies their targets and interrelations to the outside world, particularly
towards the investors interested in this matter.

2. Itis also expeéted that those important decisions made alongside the implementation of
the scheduled steps consistent.

3. A strategy for the improvement of the country's image should be promoted. When the
above-mentioned policy decisions are announced, efforts should be concentrated on the
improvement of the image of the Philippines as a country ready and able to receive foreign
investment.

4. The following are important in the establishement of the above-mentioned legal
environment planned for the future.

The first is in regard to the Condominium Act. Many firms conduct their
investment activities on the basis of long term strategies and thus show great interest in
leasing terms and the securement in advance of land necesssary for future facilities
.expansion, The petition seeking the ammendment of the law jointly submitted at the end
of 1990 by Foreign Chambers of Commerce and Industry in Manila mentioned in the first
year study report also emphasized this point.

Secondly it is important that the tax exemptions for the import of capital goods and
parts be extended. It is believed that the above incentives will lose their significance
following the series of tariff reductions on a number of capital goods and parts planned in
E.O. 470. However, it is important to observe the effects of these reductions in the
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interim time. The extension of these incentives which expire in 1992 will be viewed by
foreign investors as the adherence to consistent policy.

The third point regards accelerated depreciation and net operating loss carry over.
Such measures strengthen incentives for new investment, However, BOI has said that it
plans to study the possibilty of reducing some of the incentives already existing under the
Omnibus Investment Act of 1987 when these measures once have been implemented.

How to reconcile the opposing directions of expansion and reduction of incentives
is an important issue. It is expected that adequate consideration be given to the
development of export industries in the policy formulation process. In order to lead
industrial choices in a desirable direction, rather than reducing incentives across the
board, revisions should be made on a more selective basis. Moreover, when such
decisions are made these should be comprehensively clarified and announced in the form

of a policy package.

Comprehensive policy formulation for the taxation laws relating to acccler?ted
depreciation and net operating loss carry-over, and the above mentioned tax exemptions
for imports of capital goods and parts are required. Many foreign investors hold both
expectations and concerns regarding this.

The same can be said of the conclusion of Regular Negative List to be published
after the elapse of the transitory period. It is expected that consideration be given to these
factors and that clear announcement (o foreign investors be made.

BOI functions as an interinediary for investment administration and investment
promotion activities. When it was established in 1968 it was placed under the direct
control of the Office of the President. However in 1987 it was made part of the Industry
and Investment Group, a DTI body (Administrative Code 1987).

Under the Code, the Board's main role was made the formulation and
implementation of short, medium and long term industrial plans as well as the promotion
of invesments in the Philippines in accordance with national policies and priorities. Its
role is also stated to include registering, monitoring and granting of investment incentives
to individual enterprises and the formulation of policies and guidelines aimed at creating
an environment conducive to the promotion of investments.

BOI is divided into three main components: 1) the Support Service Group, 2) the
Industry Group A, and 3) the Industry Group B. (Fig. 11-2-2)

The Support Service Group runs the Investment One Stop Action Center which
was established to facilitate investors in various field from giving approvals for
investments to procedures for the establishment of companies and import tariff
exemptions The procedures have been simplified and the time needed to process
applications for foreign investment reduced to between 2 and 3 weeks from the date of
application.

The two other groups serve different industries and each comes under the general
supervision of the Executive Director. Even within DTI/BOI the groups have the
important role of folowing the situation of Philippine industries. In October, 1987
DTI/BOI oversaw a study to achieve outlooks till the year 2000 of 52 sub-sectors (a Ten
Year Program). The Groups compiled results for a survey of about 27 sub-sectors. The
sectoral approach is becoming established as an important method and efforts are being
made to begin joint monitoring of the industries between governemit and the public
sector. :
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In order to widen the scope of its operation, it is strengthening its ties with foreign
countries and aims 10 establish regional extension offices in accordance with the policy of
decentralizing industry dispersal policy. Regarding the former, in 1990 nine overseas
missions were dispatched and 27 were received. Since October 1989 Japanesc advisors
have been sent by JICA to give advice on investment policy.

The establishment of BOI regional extension offices has been progressing since
1988. As of 1991 offices in Cebu, Davao, Cagayan de Oro, Legaspi, and Iloilo had been
established. The offices provide services for investors.

In 1991 there were 417 positions in BOT but only 344 employees. Its budget was
reduced from 69.1 million pesos in 1990 to 50.14 million pesos in 1991 and there has
arisen a need to review and reorganize the board's activities.

For these reasons the most important issues for BOI at this stage are the the
reorganization of its activities in accordance with the development of policy. Two poinis
regarding the direction of its structure and functions can be summarized as follows.

1. Shift of BOI functions: Among the current BOI fanctions, activities of a strong
regulatory nature, such as authorization or provision of incentives, is being reduced by
stages with the progress of deregulation. It is desirable that the emphasis of BOI function
be shifted to mapping out industry nurturing policies, monitoring the processes to the
realization of investment and positive investment promotion activities.

2. Enhancement of information services before and after approval: First, complete
arrangements should be made to allow DTI/BOLI to conduct surveys concerning the
specific sub-sector on their own. Second, the processes of implementing the promotion
measures should be monitored. Third, investment processes from approval to
implementation should be monitored. Successful examples of investment thus observed
are expected to offer the key to further attraction of additional projects,
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Fig. 1I-2-1 Schedule for Implementaiton
Investment Act

1991

June 13 June 15

1. Signing by President Aquino « ———-—]

2. Publication in two general
. newspapers

3. Implementation of Foreign
Investment Act 1991

4. Implementation of rules and
regulations under Act

Formulation of Transitory Foreign
Investment Negative List

5. Implementation of Rules and
Regulations/commencement of
transitory period

(Introduction of Transitory Foreign
Investment Negative List)

6. Formulation and announcement
of List of Strategic Industies

{(Within 18 months of
implementation of Act)

7. Announcement of first Regular
Negative List

(60 days prior to elapse of the
transitory period)

8. Elapse of transitory period.

(Introduction of first Regular
Negative List)

L
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3. Trade Policy
3.1 Basic Policy for Trade Promotion

Storm and flood damage and earthquakes combined with the Guif War and higher
crude oil prices to deliver a severe blow to the Philippine economy, which recorded
double-digit inflation and experienced a severe slump in economic activities in 1990.

Signs of a recovery finally began to appear in the first quarter of 1991, and growth
in the 3% range was forecast. Then came the eruption of Mt. Pinatubo and another
serious blow to the economy. In 1991 real GNP shrank 0.05%, the first negative growih
rate recorded since 1985.

The government authorities have been working desperately in relieving damage
and rebuilding the economy. They are moving ahead with restraints on interest rate
increases, which are hindering economic development, the cultivation of industrial
competitiveness, gradual liberalization of imports and the improvement of infrastructure,
all of this to create a system in which commercial activities are liberalized and the principle
of market competition works.

The government position is that trade is one of the keys to economic growth, and
great efforts are being made to promote exports as a means of eliminating poverty,
repaying cumulative external debts, creating jobs and improving income standards.

Boost domestic Create job || Increase | | Alleviate
Export production opportunities income poverty
promotion| |~
[Finance raw
material and
[Earn foreign capital goods
exchange purchases
Service foreign
debt

3-2 Promotion and Modification of Trade Policy

The trade policy of the Department of Trade and Industry (DTI) is based on a
vision ("Development and Industrialization: Qur Vision") announced in October 1989.
New export policies laid out in 1991 are summarized below.

1) Export Development Bill

_ The government mobilized représentatives of the private trade sector in the first
half of 1990 through the Bureau of Export Trade Promotion (BETP) to bring together
relevant proposals, and the Export Development Bill was submitted to the Congress in
November 1990. In the first half of 1991, deliberations and public hearings were held on
the bill in the House of Representatives, and some changes were made. At the end of
November, 1991 the revised bill had been jointly submitted under the names of the
chairmen for Commiitee on Economic Affairs and Trade & Industry in the House of
Representatives, but the bill still remains under consideration.
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- The main points of the 1ewsed bill include the estab]xshment of an Export

Development Council, streamlining of government export promotion pohcxes and
functions, promotion of mutual ties between private exporters, and. the provision of
export mcentwes to export corporations.

- The dehberatmg councﬂ is chaired by the Presuicnt and is compnsed of olght
representatives from government and six from the private sector. It convenes once each

quartcr
As a supreme body, the counu] has the nght to propose. and adopt export
promotion plans, and it establishes policies and regulations concerning export planning

- and provides assistance to export corporations. Incentives are also prov:dcd to rcgistered
export corporations and trade industry associations.

BETP sup‘crvises the council secretdriat and is responsible for authorizing exporter
associations and coordmanng and managing incentive prog:ams -

" The main incentives plowded to reg:steled export corporanons and non- proflt,
non-§ tock exporter associations are listed below.

1. Exempnon of 1mport duties on raw materials, semni- fimahed goods, machinery and
componems

2. Pnorlty allocatlon of forelgn exchdngc by the Central Bank
3, Excmptlon from the overseas travcl tax 3

4. Exempnon from the requn‘cment to pdy 1mport dunes in advance when openmg a letter
of credit

5. Authomzatlon to retain 25% of forelgn exchdnge eammgs

6. Loans usmg overseas loans by the govemment as a source of revenue are available,
. and the mterest rate 15 hmtted to the ongmdl rale plus a margin of 5%.

7. Tax deduct:ons for expenses incurred in export promotion activities (eqmvalent to
150% of all expenses incurred abroad).

Notes

(H Here the. term exporters refers to 1) those firms en gagcd in producnon/proccssmg and
commerce and for whom foreign exchange accounts for at least 60% of ordinary business

income; and 2) those firms engaged in production/processing and earns-at least 60% of 1ts' .

revenues from the sale of its products to exporters.

(2) Two revisions were made to the bill. First' a surcharge of 0.25% was levied on all
export and import transactions as a means of financing trade promotion bodies. Second,
Philippine Export Foundation, Inc. (PEFI) and. Confederation of Phlhppmc Exporters
(COPE) were mtegrated into one organization. In the end, however, both revisions were
eliminated. In return, it was decided that conmbutlons to cxporter associations would be
fully tax-deducuble : .

(3) The trade promotlon funcnons of the' DTI's Intematxonal Trade Group (ITG) are
scheduled to be privatized w:thm two yedrs from pa%sagc of this bill.

2) Five-Point Export Promotion Strategy -
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In April 1991 the UTI reexamined its medtum« and long-term export plan and
made a downward revision of its export target for the year 2000 from $35 billion to $20-
25 billion. In addition, the 1992 target of $15 billion was lowered to $10 billion,

These revision were necessary because of the natural calamltres and economic and
social unrest that have followed since 1989, making it necessary to moderate heretofore
the aggressive policy of emphasizing economic growth.

. In the short term (1992-05), the D’I‘I s new strategy will focus on tesource-based
export industries, reexamination of prodict development, assistance for new export
corporations, and the development of markets for ethnic foods among Filipinos living
abroad. The plan aims at annual export growth in the region of 15-20% and has set an
export target of $10 billion for 1992

The medium- and long-term plan (post 1995) places an empha31s on exports of
high value-added products and works to promote high-tech products, exports under
Philippine brand names, and the assistance and promotion of export champion industries
and corporations. Target markets include Europe and the Asian-Pacific region, and the
plan atms at dtversrﬁcatlon of export narkets. :

The five-point strdtegy is an dttempt to promote thebe measures whrle takmg into
consideration the reexamination of the tariff structure (to be described below), rollback of
the import levy, measures to allow export corporations to retam foreign exchange and the
proposal for structural revampmg of DTL

The philosophy behind the five-point strategy involves a fun'dame_ntal
reconsideration of past systems and policies such as the promotion of strategic industries,
selective development of industrial location, expansion of export credit, guldance in
pro-duct development, and manpower t:ammg

The five- pomt strdtegy is summarized below

1. Large exporters will be provrded w1th assrstance in terms of finances and improving
the export environment, but companics are expected to carry out their own marketmg
activities and maintain high productmty

2, Efforts will be made to maximize export prodnctron capduty at medium- mzed €XpOTters |
with annual sales of $1-10 million having potential for growth. Operating handicaps will
be removed and assistance provaded in the effe(,twe mandgement of resources.

3. Small and medtum—31zed firms engaged in mdlrect exports w1!l be given assistance in
reducing operating costs, collecting of small cargo, and minimizing risk. Subcontractors
will be classified according to reglon mdustry and product dnd helped in the direction of
export development ' _

4. The abundant raw materials and 9ktlled ldbor of the Phthppmes w1ll be moblllzed and

incentives given to export champion industries capdbie of mamtammg marketability and
‘high supply.capacity..

' " The industries and products ehglble for mcenttves are as follows: (1) shrimps and

. prawns;-(2) gifls, toys and housewares; (3) consumer electronic equipment (including
electronic prociucts) (4) wiring harness; (5) semce—related goods (computer software,

film ammanon efc. ) and (6) music tape :

S. Improved 1rnage for Phlllppmc product%
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Efforts will be made to improve the image of Phlhppme products by raising the
quality of products and services, and sales channels for Philippine brand pxoducts will be
developed on the mtemanendl market.

3) Rev:ew of the Tariff Structme

Executive Order No, 470, calling for partial revision of the import dutles llsted in
the Tariff and Customs Code of 1978, took effect on August 24, 1991. '

This involved a review of the tariff structure as part of trade promotion pohcms
and covered approximately 80% (6,193 line items) of the products listed in the 1978 tariff
schedules. Revised tariffs will be applied to approxlmately 90% of these, or 5,561 iterns.

: Tariffs range from 0% (duty free) to 50%, and the rev1sed system w1ll be
gradually phased in during a five-year period from Aungust 1991 to July. 1995. According
1o estimates by the Tariff Commission, import duties will be effecnvely reduced by
53. 5% over the five-year penod > _

: The aim of the: gover nment’ was to simplify a complicated tanff system set
consistent tariffs for related items, and revise the overly protective tariff structure.
Although protective tariffs will not be altogether abolished, many of the import duties will
be rolled back to cultivate competitiveness on the mternatmnal market. From the
consumer standpoint, the government also believes that the revisions will have a positive
effect on the liberalization of trade by providing a supply of low-cost, high-quality
materials and parts. This is thought to satasfy the conditions indicated by the IMF and
World Bank,

In the 1978 tanff schedules 1mport duues ranged from 0% to 10{)%, wnh most
products fallmg between 25% and 75%

For those 1terns which were not hsted in Exeeutlve Order No. 470 or whose tanffs
will not be revised, the classifications and tariffs given in the 1978 schedules will remain

standing.

Export-related industries predict that the tariff revisions will have little effectin the
short run, since these firms are already taking advantage of tax refunds and bonded
warehouses. - In the long term, however, there should be some effect. For example,
replacement of imports with locally produced goods: will result in tower procurément
costs for materials and semi-finished goods. However, some industry sources such as
upstream firms in the textile industry have suggested that the five-year phase-in period is
too long and that th1 ee years would be sufﬁcxent

4) Reductlon of the Import Levy

Startmg in mld August 1991 the 9% 1mport levy was cut to 5%, w1th the
exception of a few items such as petroleum : :

This surcharge was 1ev1ed on all 1mp0rt transactions as a means of compensatmg
for the huge fiscal deﬁcus faced by the eountry :

The measure was ploposed by the Department of Fmance and v was 1mplemented in
December 1990. It also happened just as the IMF and World Bank were about to give
strong recommendations for a balanced budget.  However, introduction of the levy
resulted in higher prices for imported raw materials and various products, damagmg the
international competitiveness of the export sector. ‘Moreover, there was an across-the-
board reduction in import transactions, and industrial investment was also adversely
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affected. Strong criticism were heard from the private scctor, and uliimately the
government moved to reduce the tax. A source of replacement revenue has yet to-be
found, but the government has indicated that it will completely phase out the levy by June
1992, ‘when President Aquino's current term is completed.

5) Retammg of Foreign Exchange by Export Corporatlons

In December 1991 the government increased the retention ratio of export-earned
foreign currency earned by foreign corporations from 2 to 40 percent, In April 1992 it
also abolished restrictions on its use. -

6) Export Advance Pxogram

In Aprﬂ 1992 it became possible for service exporters, not just exporters, to take
out low-interest loans in pesos from Forelgn Currency Deposit Units (FCDU) at
commercial banks .

The loan amount is hmlted to 70% of the amount specrﬁed in the Ietter of credlt or
purchase order[sales contract, and must be repald after the completion of each shipment.

Interest rafes are’ reportedly in lme with mternanonal levels (Central Bank Circular
No. 1262). : _ :

3-3 Proposai i‘or Revampmg the Department of Trade and Industry
1) Reorgamzanon of DTI |

- In April 1991 the Secretary of. Trade and Industry submitted fo the presm]ent a blll
whlch would merge the Department of Trade and Industry with the Department of
- Tourism to form the Depariment of Trade, Tourism and Industry (DTTI). The various
‘offices would be consolidated into three divisions -- trade, industry and tourism -- each
havmg 1ts own underse(n etary and a531stant secretary

Also pr0posed was the merger and pnvanzanon of related government agenc1es
for both Departments _ : : _

_ The goai of these reforms was to. provide a more effective range of services to the -
pnvate sector; promote further expansion and diversification of trade, achieve product
distribution.and stablé supply throughout the country, and increase tourism investment
and improve the industrial infrastructure. Other objectives were the promotion of small
-and mecixum sized busmesses and the development of tourismi-related service industries.

2) Estabhshment of & Councul
S Under the new. Department the council chaired by the Presxdent will be
established to give direction to the Philippines for its local and overseas activities in the
three fields. Council members will include the Secretary of Trade, Industry and Tourism
(serving as vice-chairman), the Director of General of NEDA, the Finance Secretary, the
: Governor of the Central Bank and four representanves from the private sector.
3) Reorgamzatxon of ITG

The Internauonal Trade Group (ITG) w111 be reorganized as shown below

1. Bureau of Forelgn Trade and Economic Relations
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The Bureau of prort Trade Promotion (BETP) and Bureau of Internanonal Trade
Relations (BITR) will be consolidated, the International Coffee Organization Certifying
Agency (ICO-CA) and Philippine Shippers Council (SHIPPERCON) will be absorbed
therein, and international trade-related bureaus will be reinforced.

2, Foretgn Trade Service Board '
. The Foreign Trade Service Corps (FI‘SC) comprising offtcers w1th expertence
abroad, will be reorgamzed into the Forei gn Trade Service Board, . -

3, Garments and Textile Export Board (GTEB) To be conunued as-is

4. Drrvatlzatton of ITG Group Agencies '
The powers of the president shall be used to privatize some or all of the functtons
and facilities of the following four agencies durmg the next five years
» PTTC (Philippine Trade Training Center) - '
+ CITEM (Center for International Trade Expositions and Mtssrons Inc.)
« PDDCP (Product Development and Design Center of the Philippines)
« PITC (Phrhppme International Trading Corpor atton)

5. The followmg two local commerce and mdustry -related bureaus will also be
reorganized, .

* Bureau of Domesttc Trade and Consumer Protection

. Bureau of Products Standards

Note Although the bill to revamp the DTI has been submltted to the House of
Representatives, the President has not issued authorization for urgent consideration of the
bill. As of November 1991, a legislative versmn hdd not been prepared, and public
heanngs had yet to be convened

3- 4 Trade Imbaiance

_ Both exports and 1mports in the Phrhppmes demonstrated expansron after the

Aquino government came to power. Although in 1991 imports fell on the previous year
for the first time to the tune of 1.3 percent, the Philippines still- suffers under a large trade
deficit and recufym g the imbatance looks to be drfﬁcult

_ Growtn in exports began to fall after pectkmg at23.7 percent in 1988. In 1991 the
rate of growth of exports had fallen to 8 percent. Growth in imports peaked in 1987 at
33.6 percent and has been declining since then. In 1991 imports fell 1 3 percent, marking
the Aqutno admmlstratton S frrst mmus growth n 1mports :

The trade lmba}ance is the result of. structural factors such as 1mports of equ1pment
and facilities, construction-related materials, and fuel that have accompanied improvement -
of the infrastructure and development—reiated investment. Another recent factor is the
expanded demand for foodstuffs and other consumer goods that has resulted from the
liberalization of imports. -From 1990 to 1991, the slump in econonic activity and the
surcharge 1ev1ed on 1mports reduced 1rnports of mvestment—related capltal goads,

Exports of non- tradltlonal products such as electronic goods and garments grew
noticeably, but during the past few years there has been little change in the variety of
export items, suggesting efforts are needed in the development of new products

Below is a list of problems for 1nd1v1duai export items.
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Electroni¢ goods: Labor-intensive component assembly for multinational corporations.
Although contribution to the generation of the employment opportunities are high, added
- value remains insignificant,

Gmmenté: Approximately 80% of all exports are heavily dependent on imported raw
materials. In terms of management, the Philippines are attractive because of low labor
costs, but added value is li_mited.

Fruits and marine products: Ekpofts are focus.ed around those items involving relaﬁvely
litte processing, such as fresh fish and frozen goods. More R&D is needed in the area of
plocessed foods. The country also lags behind in quahty control for seaweed products.

Copper and metal products Linkage with plOdllCthﬂ of the final product is 1rnportant
and at present firms are easily affected by international price fluctuations.

A breakdown by major countries and reglonsshows that 85% of exports went o
the ten leading destinations, with the United States and Japan alone accounting for about
55% of all shipments. In the future, export markets should be diversified, with efforts
made to develop markets like the EC, ASEAN, Oceania, and the Middle East region.

Table 11-3-1: Philippine Trade (1985-91)

Exports - Imports - ~ Balance -

’ : ~Change over P Change over
$ million previous year (%) $ million previous year (%) $ million

1985 - 4,628 -14.1 - 5,110 -15.8 -482

1986 4,841 4.6 5,043 -1.3 - 202

1987 5,720 18.2 6,736 33.6 -1,016

1988 7,074 23.7 . 8,159 21.1 -1,085

1989 7,820 10.5 10,418 - 27.7 -2,598

1990 : 8,186 4.7 12,206 17.2 -4,020
8.0 ~12,082 0 -1.3 -3,213

1991 . 8839

Source: DTI statistics

Table 1I-3-2: Philippine Exports by'Cmmtry and Regiﬁn

T (Unit: Millions of dollars)
- 1989 1990 1991

o : S Change over

-~ Value - Share Value Shdre Value Share previous year (%)
Uu.s. 2,946 -37.7 3,095 378 3,144 - 355 1.6
Japan - - 1,591 203 1,622  19.8 - 1,642 18.6 1.2
EC - 0 1,326 0 17.00 1,449 0 177 1,448 0 164 0.0
ASEAN ~ ¢ 5327 6.8 . 585 7.1 617 7.0 5.5
. MiddleEast -~ 124 16 . 131 1.6 149 - 1.7 13,7
- Subtotal 6,519 834 6,882 84.0 7,000 792 10T
Totalexports 7,820 100.0 §,186 100.0 8,839 100.0 8.0

Source: DTI statistics
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Table 11-3-3: Major Philippine Exports

1989 1990
: Change over
(FOB $ million) Sharc (%) {(FOB $ mllllon)Share (%)prevmus year (%)

Electronic goods and

" components 1,751 22.4 1,964 240 - 112
Garments - : S 1,575 2001 1,776 21.7 113
Copper concentrates and _ S S , e
copper metal 567 7.2 488 6.0 86
Coconut oil _ 377 4.8 361 44 . 96
Chemicals o C 279 36 . 261 3.2 94
Shrimps and prawns 231 3.0 219 2.7 95
Processed food and beverages . 206 2.6 . 207 2.5 100 -
Furniture and fixtures . _ 204 - 2.6 . 189 2.3 .93
Petroleum products 95 1.2 155 1.9 163
Machinery and transport ' o o . _
equipment . 115 1.5 150 1.8 130
Bananas 146 1.9 149 1.8 102
Basketwork and wickerwork = 134 1.7 128 1.6 96
Wood products 88 1.1 117 1.4 133
Centrifugal and refined sugar 89 1.2 111 1.4 125
Subtotal : 5,857 749 6,275 76.7 - 107
Other L - o 1,964 - 251 L L9IL 233 97
Total . . : 7,821 100.0 = 8,186 100.0 165. .

Sdurca’: DTI statistics

3- 5 Expgrt Corp{)ratlon Performance

- In reccnt years, progres‘; in government trade promonon pohcy has been
accompanicd by increasing enthusiasm towards exporis from the private sector,
According to a DTI study, the number of exporters grew to 6,395 in 1989, an increase of
1,128 over 1987, _

Analy’sis of corhpany size by éxl-)ort—r:elated- sales shbWed that 86. 2% of the firﬁis‘_
(only 9.1% in terms of total sales) posted annual turnover of less than $1 mllhon
indicating a large group of thinly-capitalized small businesses. : :

753 of the ﬁrms had annual turnover of between $1 milhon and $10 mllhon an
increase of 43% over 1987, while their share of total sales grew 10 29.7%. Recently, the
DTI designated these firms as "medium-scale export corporations with growth potential” -
as part of its new export promotion poliues, and as noted above has hatched out a plan to
expand production capacity at these firms. - In a related development, the Bureau of Small
and Medium Business Development (BSMBD) has proposed the need for the following
measures for small and medium-sized business: (1) expansion of the credit framework;
(2) supply and securing of raw mateild!s dnd (3) supply of marketing mformanon and
assistance in manpower trammg e
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Table I1-3-4: Profile of'PhHippine Exporters

: : o : 1987 T : -~ 1989, :
Valueof = - No. of % of % of No.of ~ %of = %of
Annual Shipment Exporters Total “Valuer Exporters Total Value
($1,000) S number number
1,000 and less - 4,627 - 87.8 9.6 5,513 86.2 9.1
1,000-10,000 531 - 161 28.1 7158 11.9 29.7
Over 10,000 109 2.1 62.3 124 1.9 61.2
Total _ 5,267 100.0 100.0 6,395 100.0 100.0

Source: DTI survey

3-6 Trade Policy Recommendations

. At present, the Internationat Trade Group (ITG) of the DTT is mainly responsible
for proposing trade promotion measures. As a nationwide burean responsible for
comprehensive planning, draft proposals, and trade promotion monitoring, however, it is
rather vague and lacking in clarity. o

The success of export promotion efforts will depend greatly on the economic and
social policies of the government. Trade promotion and industrial development are two
‘sides of the same coin, and the development of export industries and products will require
full utilization. of private sector vitality coupled with cultivation of international
competitiveness throughout industry. 3 '

Following .are several points concerning future promotion policy thought to
require study and improvement. T o

1) Compfehensive P_lanning dﬁd Draftin gof the Basic Measures

~ “Judging from the ‘current situation in the Philippines, a set of comprehensive,
nationwide measures is needed to deal with improvement of the trade environment,

- development of foreign markets, and the assistance and promotion of export corporations,

_ In this sense, the Export Development Bill currently under consideration by the
Congress clearly specifies proposed export promotion policies, a structure responsible for
coordination, and individual bureaus. This is critical for any wrade promotion policy, and
it is hoped that the bill will be passed into law as soon as possible,

.- Although it appears quite possibie that final passage of the bill through the Senate
and House of Representatives will be delayed even further in light of the upcoming
general election in May 1992, it is hoped that both private and public sectors will deepen
their awareness of the urgency of trade promotion legislation.

- - Concerning economic and trade policy, it is important that there be no significant
conflicts in opinion between government policies with government agencies. Particularly
in the field-of economics, closer links are needed between the Department of Agriculture,
the Department of Environment and Natural Resources, NEDA; the Department of

‘Finance, the Central Bank, the Department of Science and Technology, the Department of
Transportation and Communications, and the Department of Trade and Industry, From
- the- standpoint of giving priority to revenue supply, for example, the Department of
~ Finance proposed.an across-the-board levy on all imports, but the DTI opposed this plan
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because it would have an adverse effect on the promohon of trade and 1nvestment Also,
the DTI has proposed cutbacks in various taxes in order to promote investment, puiting it
in confiict with the Department of Finance, Concerning financial and foreign exchange
policy as well, there have been numerous differences of opinion between NEDA and the

Depa1 tment of Finance and Central Bank

In summary, understanding is needed between the government agencxes
responsible for planning and drafting comprehensive programs for economic and social
development in the Philippines.

2) Improvement of the Export'Environment

1. Work to create and expand a mmlmal industriat mfrastructure for tlade promouon --
ports, roads, and communications networks -- is urgently needed.
Even in'Metro Manila, the installation of a telephone line can take upwards of one

to two years from the time of apphcatxon
2. Slmphﬁcauon and Speeding Up of Expo: t/nmport Procedures

Transport of raw materials and components from the: alrpor’t o cxport processmg
zones {EPZs) is reported to take six days

There are also many complaints concernmg delays in customs processmg of
bonded fabrics, materials and components 1mported by sewmg firms. - :

R Numerous calls have also been madc for the smphﬁcanon of the procedures for
foods, and further assxstance is needed for efforts to introduce trade procedures in local
areas outside the major cities. : ‘ :

3, At present most tr‘ansactions are FOB, and CIF is seldom used. Trade promotion will
require the raising of business standards to international levels. Systems to monitor
expori insurance, loadmg condmons and sh:ppmg rates should be aggresswely
introduced. : .

The recogmnon of D/A térms (documents against acceptance) as. well as L..IC for
exports has been well recewed asa step forward :

3) Dlvermﬁcauon of Export Markets

: The Umted States and Japan alone account for about 55% of all Philippine
exports. In the future, it is recommended that Philippine exporters diversify their markets
and work to increase shlpmems to the EC, ASEAN, and the Mrddlc East..

. This will require active par ttcxp'dtlon in international exhibitionis and trade fairs _
sponsored by CITEM and other’ organizations as well-as the joint dispatch of sales '
missions and market research teams in coopcrauon with the private sector. .

Furthermore, Phlllppll‘le commelcral attaches residing abroad should be mcbmzéd

to write reports on. supply and demand and prepare prospective buyer lists for Philippine
products in the target markets, The distribution of such. reports to rclated mdusmes

would be very effective.

4) A531stancc and Promotion of Export Co'rporations '
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- 250 out of the .6 400 export corporations in the Philippines, or about 4%, are
responmble for fully 75% of total exports, suggesting that most of the export-related firms
in the Phlhppmes are small busmesses

- For cottagc mdusmes and small businesses in particular, improvements in product
quality are urgently needéd. In this respect, the "image improvement"” strategy newly
announced by the DTI is of great value. '

- Improvements in product development and management w1ll of course require
funding. In this sense, the existing credit framework should be expanded, and assistance
provided for "common semce facilities" for joint use by small businesses.

5yPTT C and Trade T: ralmng Ac.twmes

. The DTV's Phlhppme Trade Training Center (PTTC), estabhshed in 1987 as a
: JICA project in technical cooperation, has proven successful as a timely training pregram
for people involved in export business. The purpose of JICA's Project-type Technical
Cooperation is to contribute to the promotion of exports in the Philippines by offering
advice to the in-house faculty of PTTC, its counterpart, by giving guidance and by
developing human resources in the fields of trade and testing and inspection. It conducts
these activities by way of dispatching Japanese experts, acceptmg Filipino trainees and
supplying machineries dIld equzpments

Between when PTTC opened in 1987 and June, 1991 368 lectures have been
given (65 of those in regional areas) and auditors have totaled 15,000. Auditers have been
comprised largely of management and employees from cxpornng and manufactunng firms
and government employees in trade related fields. _

The vision of P’I"I'C is through its trade business n*ammg to nurture trade officials
“with a clear understandlng of the global situation.

It was rcveaied as a result of analysis of the survey on training needs (a 1987
JICA/PTTC joint survey) that in industry and in trade in the Philippines there is both 1)
insufficient knowlédge and information about the international market, and 2) a lack of
knowlcdgc regarding trade business and marketing techniques. Thls situation has
contlnucd into the 1990s. :

Thus P’ITC tramlng actwmcs must continue to pIace emphasis lectures relatmg to
1) market trends of products, 2) cost analysis, 3) trade business and 4) productlon and
technologlcal management.

Among the proposed structuml reforms to the DTI, howevcr are plans to privatize
the PTTC. Although the schedule for the DTI reforms and privatization of PTTC and
three other government agencies has yet to be announced, we would like to add a few
coinments concerning future activities and directions for PTTC, :

1. Dévelopment of Training Courses in Ncw Fields

: - The: trammg programs of the PTTC play an important role in promoting exports,
and thls will remain so as long as there is a need for trade promotion,

: Exlstmg courses in marketing and tcstmg & mspectlon (textiles, furmturc and
foodstuffs) need to be cxpanded ,

For cxample flrms must be madc aware of the fact that 1) Phlllppmes products and
designs do not meet mterndnondl standards and that 2) material and quality control
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systems in the production process must be thoroughly 1mproved and the present
technology brought up-to-date.

In order to up these issues more actively, PTTC should: p10v1de new courses in
product development together with instruction in process management and practical
management skills (receiving of orders, sales contracts, corporate tie-ups, joint ventures
and other mediation skills) in cooperation with related organizations. Furthermore, the
need for training and guidance in local areas must be met. .

2 Establlshment of a Non-profit Foundation for PTT C Assistance -

PTTC should also conduct training of faculty with expert;se in areas of mdusmdi
standardization system development, and food hygiene control and export inspection in
order to ensure smooth progress in-these areas in the future. Moreover, if privatization
becomes necessary, a non-profit organization should be established in order to suapport
PTTC and under medium and long term plans, PTTC staff should be increased and its
functions as well as its fdulmes dugmented

DTI Sources. say that the idea of creatmg a’'non- proflt public organization to
support PTTC training activities within the next one or two years has arisen. According to
the idea, a tie-up with the private sector would be sought and funds raised through the
issuance of capital stock for the building and facilities of PTTC, which are government
assets, and operatlng profits th:ou uh this would be used to support PTTC.

" The fund is sald to be'on a scale of million of dollars However afundof$ 5
million would be required if the operating profits were to cover PTTC's current budget
(around $740,000 per year) even if interest rate of around 15 percent:were regarded as
possible. According to a related source, it is expected that funds would be collected from
foreign firms as well as domestic ﬁr‘ms -

Table II-3- 5 PTTC ] Budget _ :
_ . Unit; 1 00{) pesos

Total \'}ame -. : Percentage of budget .
_ _ Co Regular budget Foreign aid funds
1988 | 17223 46.4 | 53.6
1989 - o 20,542 o 5BT 44.3
1990 . 20,260 - - 63.0 - - 37.0
1991 - 19,710 : 55.7 o443
1992 - 20,327 - 61.6 - 38.4
Source: PTTC o | | '

Note: 1. Total value represents dmount spent, Flgure for 1991 represents budget and that
for 1992 amount proposed.
2, At the end of October 1991, pldntllla posmons were 106 and filled-up positions
were 73,
. 3. FAPs: Foreign Assisted Prolects fmancml support ceases once tie- up progects
with foreign countries f;msh

3. Utlhzauon of PTT C Income
Miscellaneous income 1esultmg from PTTC actlvmes is on the rise. In 1990 5

million pesos (equivalent to about $180 ()0{) or 24% of the annual budget) was dellvered
to the national coffers. ‘ :
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The main sources of income were tuition fees for training seminars and rental fees
for the exhibition hall and seminar rooms. Although the organization is authorized to
retain tuition income to help cover operating expenses in the given fiscal year, all other
earnings must be handed over to the government. It is therefore hoped that current
regulations will be revised to allow PTTC to appropriate all earned income for operating
expenses.

Furthermore, if PTTC moved into the consulting business, it could collect a
variety of fees for its services. PTTC studio facilities could be used to produce materials,
catalogs and films on export marketing under contract. Income could also be generated
from the testing and inspection services which will be developed in the coming years.

4. Hiring and Improved Treatment of PTTC Faculty

The salaries for in-house faculty at PTTC are extremely low in comparison these
individuals could expect in the private sector. Since contracts must be renewed each year,
many of the faculty appear to have concerns about their livelihood.

At present, instructor salaries are paid by the Fund for Foreign Assisted Projects
(FAPs), but the possibility of absorbing this into regular budget and instituting an across-
the-board pay raise should be considered.

The authorization of faculty to receive fees for manuscripts or outside lectures or
to moonlight as part-time instructors would be effective in retaining the existing staff and
hiring new instructors.



4. Financial System for Promoting the Development of Sub-
Sectors ' S

(1) Recommendation on Financial System for Promoting the Development o_f-Sub-Sectors

Following recommendations, which were made in the first year study report, on
financing system for promoting the development of sub-sectors are basically applicable
also to the sub-sectors studied in the second year. Namely, financial policies for the
promotion of the selected sub-sectors must be examined from two viewpoints: 1) the
raising of funds by large and medium-size businesses which will play a leading role in
development of the sub-sectors: and 2) the raising of funds by the smaller businesses. -
The financial markets' capacity to raise and supply funds is quite limited and there is little
prospect of an early improvement of this situation. Therefore, it is necessary to promote
direct investment from overseas and direct loans from overseas financial institutions for
large and medium size busineéssés. For small and medium size businesses, it is advisable
to supply funds through institutional loan schemes by blending locally-sourced funds
with low interest rate funds sourced through international cooperation. On top of this, it is -
necessary to support moves to provide supplemental means for the improvement of
creditworthiness of each small and medium-sized business. What is most lacking in this
regard is the absence of data regarding the credit standing of each business. In order to
remedy this situation, it is necessary to : 1) use the accrediation and registration System
applied to businesses as a substitute for data regarding the credit standing of each small
and medium business: and 2) use information from industry associations and regional
chambers of commerce and industry. I

From this perspective, the following program recommendations for smail and
medium enterprises, are also applicable to the sub-sectors in the second year study,
though some of them are under the stage of implementation trial in various forms.

1) Measures for Raising the Level of Credit of Small Businches '

a) The establishment of credit-rating criteria for loans for "qualified businesses"
(businesses with excellent credit standing) and the application of preferential measures.

It is recommended that the preferential measures be applied to the excellent credit
standing businesses which fulfill the required conditions, not only for the purpose of
strengthening the creditworthiness of small and medium businesses, but also to provide
incentives for self-improvement in the areas of technology, management, and marketing,
These are : 1) relaxing loan screening criteria; and 2) securing a certain amount of funds
for preferential loans. . - '

b) Examination of establishment of a credit supplementaion system

- Itis recommended that the possibility of establishing a body with the function of
supplying supplementary credit information on individua} firms on the basis of the
organization of industry associations or regional chambers of commerce and industry be
studied. The information may be supplied by either a national body or regional units. At
the same time, it is necessary to undertake a study of the feasibility of establishing a credit
guarantee association which would base its activities on the information provided by the
body recommended above. To minimize the risks involved in such system, it is
recommended that insurance companies for credit guarantee company be established,

2) The Establishment of Loans for Sub-séctor Modernization
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Facilities in all of the sub-sectors under study are remarkably outdated, making the
rencwal and introduction of modern equipment a substantial problem. Due to insufficient
financial and technological capability, used machinery is often purchased. Moreover, the
machinery introduced is frequently inappropriate for the purposes of modernization..

It is recommended to set up a financing system which has a main objective of the
solution of this and similar problems.

The needs for the above recommendation will become more urgent accordingly
‘with increase in demand for new investment. At preset, the demand for financing is not
great for each sub-sector, and the existing systems still have a capacity to absorb the
further demand.

(2) Recent Developnﬁcm of Financing Programs for Small and Medium Scale Businesses

There is a development of financing program to assist the various types of
economic development under the Window [11 of DBP. It includes,

1) Export Finan’cing Program for the Philippine Chamber of Handicraft Industries (PCHI)
and Foreign Buyers Association of the Philippines (FOBAP) :

: This is the financing program allocating fund for FOBAP and PCHI members,
and a good example of credit supplementation through industry association for small and
medium enterprises, which have insufficient credit capacity. This type of program may be
applicable also to other sub-sectors. : -

The loan available by the program is up tb: 500,000 p'cs'os without collateral, while

the collateral is required for the exceeding amount. In the case of the program provided by .

TLRC, the maximum amount of loan available is limited to 70% of P/O or L/C. The
interest rates also vary among the DBP and TLRC; 20.5% for the former, while 18% for
the latter. Qualified borrowers are limited to the members of PCHI and FOBAP.
Appraisal investigation is carried out not only by CIB (Credit Information Bureau), but
also by PCHI through factory. interview. The borrowers must submit their post dated
check when the loan is disbursement.

The borrowers, as started in the above, are members of PCHI and FOBAP. The
membership of PCHI is opened to those who are engaged in handicrafts industries either
 directly or indirectly. There are some industrial associations, including PHILTOY, which -
joins the PCHI as an association. The demand for financing is weak at present and

amount of outstanding loan is small compared to amount available for the loan.

In the case of small and medium enterprises, they are often unfamiliar with the
loan application procedure. It is recommended for the industrial associations to assist their
members in the loan application as oue of their activities. PCHI is collecting the loan
processing fees at 2% of loan amount, and this can be utilized as a fund of activities of the
~ association,

2) Othgrs

Further, the Window 111 of DBP has a possibility to develop financing programs
focusing on specific sub-sector promotion.
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