R. Korea and Taiwan have become powerful suppliers of stuffed toys, not only
ecause of their relatively low cost and abundant labor but also because of their ability to
supply raw materials: In particular, these countries have matured textile industries which-
“have allowed the improvement of plush manufacturing capability. In Japan, there are
fabric wholesalers between plush manufacturers and users. Because the wholesalers keep
domestic and imported products in stock, users can secure a stable supply. In R. Korea
users (stuffed toy manufacturers) have laboratories and conduct research on the required
finishes for plush enabling theny to place precise orders with plush manufacturers, In
contrast, because users in the Philippines have few specialists with expertise in fabrics,
plush specified by buyers is purchased from the specified supplier. The use of domestic
products by some makers with sufficient expertise in plush would be possible.

~ The domestic demand for plush in the Philippines is estimated at about 740,000
yards a year. The estimate is based on the total stuffed toy output of 7,19 million pieces
by BOI-registered firms in 1990 and the most common product size (20cm in height). The
total demand. reaches around 2 million yards when demand from manufacturers not
registered with BOI iy added.” -~ L .

- The domestic¢ plush manufacturers currently have a monthly capacity of 45,000
yards (as of November, 1991). Assuming that the break-even point lies at 80 percent of
capacity and that there is additional deiand from sources other than the stuffed toy
-industry corresponding to about 35 percent (slippers accounting for 10-20% and other
goods for 10-30%) of ‘the total -demand, the plush manufacturers need orders for a
minimum of around 280,000 yards a year from the domestic stuffed toy industry.

Note: 1. Total annual production (operation rate of 80% assumed):

45,000 yards/months x 12 months x 80 % = 432,000 yards/year

2. Expected demand from stufted toy industry (assumed at 65% of total annual
production): R : : :

432,000 yards/year x 65% = 280,000 yard/year-

This figure is the equivalent of 14 percent of the total domestic dermand of 2
million yards. Thus if the stuffed toy industry began to procure 14 percent of its required
plush domestically, this would be linked to the improvement of the domestic plush supply
system, = C o S _ ' :

The growth of domestic raw material supply manufacturers-is a very important
factor for the growth of the swffed toy indusiry because it would facilitate manufacturing
of counter samples to be presented to buyers and would allow a reduction in the period
from order reception to delivery. Currently, however, there exists a vicious cycle —
domestic plush makers cannot meét the specifications of stuffed toy manufacturers due to
their low level of experience. --> They do not teceive large orders because of this
inability. --> They cannot accumulate experience due to the lack of large orders.

‘Plush makers currently export 75 percent of what they produce. China and R.
Korea are their main exporting destinations. As well as achieving scale merit through
~ continuing efforts fo increase -exports, plush makers should supplement this by
conducting research:on how to respond to the various needs of users. It is also necessary
for the stuffed toy industry to. establish a system of cooperation for the promotion of
plush makers involving research on plush finish and domestic procurement of plush
wherever possible. Although talks between the stuffed toy industry and plush
manufacturers have begun, they have not yei reached the stage of discussing concrete
measures. .- ‘ _ :

3.4 Marketing
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(1} Introduction

_ The firms in Groups A and B stated above (in direct investment. or tie-up
relationships with overseas buyers or vendors) depend on buyers or vendors for
marketing. ' _ ' : : '

“The marketing activities of the other firms are almost completely limited to contact
with buyers and the reception of orders through them. The firms in Group C have
relatively long-term business relationships with buyers, but even they cannot receive
sufficient orders to allow full utilization of their productive capacity. Contact with buyers
by firms in Group D through G is limited to a spot basis. Originally intended to be
independent manufacturers, many of them are specialized in subcontracting because of
thieir inability to make contact with buyers. L : S

‘'With regard to the export marketing activities of the stuffed toy industry, it'is
difficult for manufacturers to ‘contact export markets directly because they must cope
quickly with changes in tastes in the markets as mentioned earlier and distribution
channels are also changing. Accordingly, emphasis must be placed on how to increase
contdct with buyers or vendors and how to raise the percentage of orders received through
them. Thus marketing activities should be primarily aimed at: s

1): Increasing chances for contact with buyers/vendors, o
2) ‘Establishment of ‘an order receiving and production system able to meet the
expectations of buyers/vendors. 2 . : - '

(2): Market Access

Contact with buyers/vendors is currently fairly passive. Trade fairs are one of the
active points-of contact on a spot basis. However, several factors make- it difficult to
attract the attention of buyers from overseas, namely. 1) the high participation expenses
limit the scope of participants, 2) the participants have difficulty grasping market
preferences and display inappropriate €xhibits, and 3) Group D firms are dominant among
the participants. : o ' IR R

Buyers need overseas production bases and thus they are actively endeavoring to
find appropriate manufacturers, not only at trade fairs but also on other occasions. In the
Philippines, however, efforts to promote the advantages of the country to draw the
attention of buyers are insufficient. In addition, there are no established windows for
buyers to make contact with manufacturers and this results in: lost opportunities for
contact, : S . C

-To promote the Philippines to buyers, active measures are required to dispel the
misgivings of buyers regarding. the social and political instability in the country. (Refer to
1-2, (5) "Overseas development and interest in purchases abroad of Japanese firms and
the Philippines”.) Their ineasiness about the possibility of local partners reneging on
contracts and suspension of exports and imports due to external factors is so strong that it
has become one of the prime motivations for buyers/vendors to look to other.countries.
The industry's response that the stuffed toy factories did not stop operating during the
coup d’état has not reached overseas countries. It is essential that the Philippine side
actively communicate with the outside world on such occasions. - - - - L

Regarding: the establishment ‘of windows through which buyers can make
contacts, CITEM and BETP are both endeavoring to build data bases on manufacturers.

The CITEM data base is an accumulation of lists of participants in' trade fairs while the
BETP data base includes lists of firms registered with the organization. There is little
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- connection between the two data bases, however, Firms on BETP's lists are categorized
as toy manufacturers and thus the classification is sketchy. In addition, the lists do not
contain all information reg arding production capacity, main markets and year of founding
and thus it:is inconvenient for stuffed 1oy buyers to use. Overseds buyers, who have no
other individual connections, use diplomatic establishments overseas and BOI as well as
CITEM and BETP as their initial windows for contact. Information about which buyers
are looking for what is passed to relevant firms through enterprises registered on the data
bases or PHILTOY. :

Wlth only 22 percent of all stuffed toy firms joining PHILTOY as membels the
organization lacks the power to activate the entire industry on the basis of such
: mfmmatlon

About 59 percent of stuffed toy nmnufdcnuex s neither participate in PHELTOY nor
are registered with BOL. Supply of information to them is difficult. On the other hand,
firms in Groups D through G sometimes lack the ability to cope immediately with a direct
contact, resulting in a loss of opportunity.

Despite the: effom the buyers’ makes to-secure production or plocurement bases
the chances for contact w1th them are not fully utilized because:

1) The official windows f01 comd(,t are msuffment

2) The indusiry's system for receiving buyers is insufficient,

~ 3) The receiving systems of individual firms ldrgely depend on the personal ability
of owners and have their limits.

'(3) Order Receptlon Cap.iblhty

Improvcment of mder mu&:pt:on Ldpdbllll)’ is diso necessary for markctmg Unless
manufacturers have the capability to meet the expectations of buyers during contacts with
them, the buyers will turn to other manufacturers (or countries). With respect to order
reception capability, buyers focus their attention on: 1) cost competitiveness, 2) counter
sample making ability, 3) quality control ability, and 4) ability to strictly observe delivery
- schedules. Cost compctmveness will be dealt with ldter in this report.

1) Sample pattern makmg dblllt)’

- Sample pdttern mdkmg dblllty is the fnst opportumty for buyers to appraise
manufacmrers In general, buyers provide manufacturers with design concepts and
manufacturers make counter samples. Problems with counter sample making in the
Philippines include: 1) shortage of designers (or pattemmakere) and 2) difficulty in

' obtammg raw m’ttcmls for bamp]e miking.

Thc %hortage of designers (or patter nnmkers) is pamcularly Serious among firms
in Group D through G. Although owners or their deputies personally possess some
knowledge of sample makm;_,, they generally lack the experience necessary for
appropriate sample making. ‘However, even in advanced stuffed toy making countries
such as Japan, R. Korea and Taiwan, there-are hardly schools or training institutes to
provide guidance on special ‘methods of sample making or pattern making for stuffed
toys. In general, sewing machine operators or designers become patternmakers after
several years of practical work experience. Normally, it takes about threc years for them
to become mdepcndent pauei nnmken

Patternmdkers are key personnel who translate design concepts sent from buyers
into counter samples. Growth into independent manufacturers of stuffed toys for export
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is impossible without them. Patternmakers also play an important role in the teduiction of

costs through rationalization of production processes..

Bven if stoffed toy manufacturers in the Philippines have pattern making or sample
making capability in-house, they are sometimes unable to make and present counter .
samples within the period fixed by buyers due to the difficulty in obtaining raw materials
in. the country. In other words, even if overseas buyers visit the Philippines to find
production -bases, they. sometimes cannot go into. commercial negotiations because
samples cannot be made while the buyers are in the country, This is because there are no
material wholesalers or supporting organizations in the Philippines which stock a wide
variety of raw materials and scli them in small lots. S ' gt

2) Attainillg quality

~ Firms in Groups A, B and C generally possess appropriate quality control ability.
Tt is possible to expect them to manufacture products qualified for export if the proper raw
materials are used. ' : : o L

In addition to the quality of raw materials used, the products should meet various
quality requirements including: 1) ‘even finishing of products, 2) firm sewing, 3)
sufficient fixation of accessories, 4) natural positioning of eyes and noses, 5) absence of
sharp-edged objects, and 6) absénce of dust or flocks. The appropriate execution of these
quality control measures depends on the system of directing and checking individual
stages in the production process.. Checking is mostly likely done by visual inspection.
Firms inexperienced in export markets often lack consciousness of these items which are
aimed at maintaining the basic quality of products, ‘

Guidance given by. domestic supporting organizations emphasizes sewing,
management ¢control, design, etc. and is insufficient for quality control,

3)Strict observance of delivery schedules

The demand for stuffed toys is greatly influenced by changesin consumer "
preferences. Accordingly, any delay in delivery may not only reduce the value of the
products greatly but may sometimes even make them totally unsalable. For this reason,
buyers are strict in expecting others to observe the delivery schedule. In the Philippines,
the time of delivery fixed in the contract ténds to be longer than in other countries. Buyers
point out that Philippine manufacturers are not conscious enough of the imnportance of
strictly observing delivery schedules. Such ¢omments are not valid for all firms but care

- should be taken because such appraisals can become a factor which will convince buyers
to avoid the Philippines. : . s B S

Factors responsible for a longer time for dcli\}ery or delayed delivery include the
underdevelopment of the domestic raw material industry, the fact that subcontracting
firms are not well organized, and insufficient infrastructure. - L

_- Firms teaming up with vendors can receive materials from vendors at the stage of
beginning production so that there are no delays in delivery due to this'reason, But the
period from receipt of orders to delivery is still longer than it is in countries where firms
are able to purchase raw materials domestically. . = . eul C

Firms producing without any relations with vendors but through:direct access to
buyers are forced to spend around one month for raw material purchases after the receipt

of orders (airival.of L/C). If they want to compete with others, they must reduce the
period needed for actual manufacturing, Even though utilization of subcontractors in one
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way to reduce this period, because of anxiety regarding the ability of subcontractors to be
utilized for manufacturing, they sometimes give up accepting orders.

According. to a questionnaire survey ¢onducted in the Philippines between June
and September, 1991 by the Team, firms which have actually done subcontracting work
so far account for 45.7 percent of the responding firms. Although the percentage seems
high at first sight, most of the subcontracting is conducted mutually among
independently-exporting manufacturers (about 55 percent of the stuffed toy
manufacturers) and most small-sized manufacturers are left out in the cold. The main
reason for this, as cited by 73.5 percent of the firms surveyed, is that everything can be
done within their own factories and that it is not necessary to subcontract. But "a distrust
of subcontractors” regarding their ability to strictly observe delivery schedules (14.7
percent) and the poor quality of their products (20.6 percent) also exists.

3-5 Cost Cdmpetitiireness
1) Production'_cdst |

Between 1987 and 1989, moves began to shift stuffed toy production from R.
Korea and Taiwan to China, Thailand and other countries. The biggest factor responsible
for the moves toward newly-developing stuffed toy producing nations is cost
competitiveness. _ - :

A remarkable wage increase has. taken. place in the Philippines recently in
accordance with higher prices. Minimum wages have riseén as much as 30 percent in one
year between 1990 to 1991. . ' :

While the minimum wage in the Philippines was 14 percent lower than that in
Malaysia as of January 1991,-it was 15 percent higher than that in Thailand and 200
percent higher than that in China. Reflecting this, exporis from the Philippines are
stagnating while other countries are smoothly expanding the value of their exports. In
particular, China has grown into a leading stuffed toy exporting country following R.
Korea. Even Malaysia, where labor costs are 14 percent higher than in the Philippines,
tops the Philippines in total exports. These facts clarify the degree to which the
Philippines, as a host country has failed to capitalize on moves to shift stuffed toy
production overseas. :

For example, the costs of a medium-grade stuffed toy are estimated as follows:

Estimate of manufacturing costs for stuffed toys
(FOB)

Unit price per piece (US$)

“R. Korea - 2.20 - 2.30

China 1.60 - 1.80
Philippines : 200-210

_ Note: Medium-grade products with seated height of 20 c¢m, lot size of 15,000
pieces. C '

There is already a huge gap between production costs in the Philippines and
China. However there is still significant scope for reduction of production costs in the
Philippines. Most important is the increase in operation rates. If operation rates were
increased 30 percent, production costs would be reduced 13 percent, bringing them close
to those in China.
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The smaller the products are in size, the higher the percentage of labor costs in
them. The Philippines is at a particular disadvantage in this area. In contrast, the country
is believed to have a relative advantage in larger-sized products because the ratio of raw
material costs becomes greater (see Fig, H1-3-2).

2) Cost of marine transport

The cost of marine transport to the U.S. market is lowest from R. Korea,
followed by Taiwan, Thailand, Malaysia, the Philippines and China in that order. Since
the cost of marine transport depends on cargo space demand rather than on the distances
of transport, nations along busy foreign trade routes or positioned at the relaying points of
busy routes have an advantage. :

Although geographically closer to the U.S. market, the Philippines has to pay an
ocean freight rate which is about 40 percent higher per unit than that paid by Thailand.
The ocean freight from Shanghai to Los Angeles costs US$4,412 per 40 feet container, or
25 percent more than that from the Philippines. The Chinese stuffed toy industry more
often does business through vendors in Hong Kong or buyers in other developed nations
rather than direct transactions between manufacturers and the market. If the route via
Hong Kong is used, the marine transport cost is 40 percent cheaper than that from the
Philippines.

The situation is almost the same with the Japanese market. The marine freight rate
from the Philippines is equal that from Thailand, which is farther away.

HI-66



Table Hi-3-1: Philippines/Export of Toys

Amount Growth Rate

(US$, FOB) (%)
198 78,617,530 B
198 15,735,365 -33.40
198 4,471,049 ~22.00
198 5,806,905 29.90
198 10,083,560 73.60
198 19,386,467 92,20
199 24,423,008 26.00

. Source: Philippine Export to the World, BETP

Table III-_3-2: Phllipp'inelexpdﬂ of Toys for Children by Major Destinations

by Mazajor Destinations

-~ 1988 1989
Amount. ~ Share Amount  Share
(US$, FOB) (%)  (USS$, FOB) (%)

U.S.A. 3,822,527 587 6,625,170  55.8
UK. 371,821 57 2,127,899 179
Germsny, FED.R. 247,808 3.8 869,252 1.3
" Japam - 522,882 80 - 730,329 6.1
Australia 710,279 109 - 233,496 2.0

Total(lnel. Others) 6,506,914 100.0 11,876,322 100.0
Source: 89 Foreign Trade Statistics of the Philippines '

Figure I1-3-1: Philippines/Bistribution ot Firms by the No. of Employees

Number of Firms ' '
3 —
|-

b
15
lg [ I P U Vg™ - [
N .
0

20-49 " 50-88 100-199 200 over
Humber of Employees

Note: Total number of available data: 74 firms
-Source: Based on . the gquestionnaire survey conducted by the Study Team
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4, Development Policies and Programs for Stuffed Toy
Industry

Starting in the 1970s, commercial (i.e., corporate) production of stuffed toys
began with the help of technology from U. S, buyers and Korean manufacturers.
However, government policy gave priority to the garment industry within the stuffed toy
related industries, and there were no measures specifically targeting stuffed toys. Imports
of raw maierials were allowed only by garment manufacturers, leaving stuffed toy makers
without access to foreign materials. Even garment manufacturers, who supplied raw
materials to the stuffed toy industry, were hindered by high import duties and found
themselves unable to import the materials they needed. Furthermiore, when manufacturers
tried to import foreign stuffed toys for the purpose of product research, they met with
long procedural delays due to unclear classification criteria for stuffed toys, which were
$0 vague that even customs superv;sors were unable to provide accurate classifications.

Against this backdrop and thh the reallzation that there were hmxts to what
individual firms could accomplish on their own, interested firms in 1975 established the
Philippine Toy Manufacturers Association with the aim of bolstermg industry unity and
improving bargammg power wnh respect to the ‘government,

In response to an mqmry from the BOI concermng the establishment of the
organization for foy manufacturers, a total of 19 firms (including four manufacturers who
were members of the original Philippine Toy Manufacturers Association, 10 toy-related
exporters, and five subcontractors) grouped together to establish PHILTOY {The
Philippine Toy and Novelty Manufacturers Association, Inc.) in 1986.

. 4-1 Deve!opment Policies for Stuffed Toy Industry
“There are no development policies specifically targeting the stuffed toy industry;
apphcable policies for export- orlcntcd mdustncs and small businesses are utilized when
- possible. o &
4-2 Past and Preéent Dévelopm’ent Progi‘ams for Stuffed Toy Industry
‘ (1) The Long—Term Development Program for the Toy Industry

. PHILT()Y analyzed toy mdustry concepts and problem areas and in 1987
submitted to the government the Long-Term Development Program for the Toy Industry.

. ThlS program proposed two development strategies: a basic strategy, assummg no
substantial changes in government assistance for the toy industry; and an "enhanced”
strategy, based on the premise of expandcd government aid '

1) Basic Strategy

The basxé strategy is based on’the existing management environment for the
company, and assumes PHILTOY as the main implementing body. The main measures
in this strategy are descrlbed below (only those related to the stuffed toy industry are
hsted here) _ ,
a) Improvcment of handlcrdft tcchnologies

'In order to improve productivity and efficiency, a specialized trammg program

must bc built up around a private sector body. In line with this aim, the following
training programs will bc implemented at NMYC using PHILTOY staff as instructors:
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Level A: Basic skills training

Level B: Skills upgrading '
Level C: Development of supervisory skills
Level D: Trainer's program

b) Promotion of R&D of product design for world market rends

PDDC‘P (Pxoduct Development and Design Center of the Phxhppmes} is currently
respoiisible for R&D in the field of product design. - The following measures should be
considered as means of improving the cfflctency of Center funcnons and increasing
motivation, ‘ _

1.A prwately -led body to provide assistance in reldted flelds for toy demgn R&D at the
Design Center. _ _

2. Efforts to improve the quallty of stdff engaged in toy demgn at the Demgn Ccnter
¢) Creation of an export-onented markeung orgamzatton . : '

One of the factors inhibiting exports of Phlllppmf" toys is the lack of markct:mg In
particular; the Philippine industry must be more aggressive in its marketing efforts if it is
to compete with the NIEs and lessen the uncertainty of exports. In line with this aim, a
marketing organization composed of toy industry representatives should be established
under the guidance of PHILTOY. The main functions of the new organization will be as

follows:

1. Efﬁcmnt procurement of Taw matena]s :
2. Marketing assistance
3. Monitoring functions '
Production capacity and producuon level at manufacturers will be monitored, and
this information will be provided to such firms as con31gners who are looking for

- consignees and subcontractors.

4, Tmipleméntation of a campaign to promote a better understandlng of the Phxhppmes
Manufacturers in the toy industry must be very sensitive to lead time, therefore, it

is important to convince forelgn partners that the Philippine toy indusuy can be rusted in

business.
2) Enhanced Strategy

This is an expansnon of the basic’ strategy, and it wxll requtre the govemment o
change and modify existing policies appropriately. The main measures are listed below,
and all should be undertaken from the twin perspectives of the government and the pnvate,
sector (only those measures related to the stuffed toy mdustry are listed here).
a) Formation of an export- oncnted markctm g orgamzatlon . _

This organlzatlon is to be established as part of PHILTOY w:th the cooperatlon of
ﬁnancmg agencies. Its main functions and aims are the same as those for the marketmg

organization described above, but under the enhanced strategy it is based on the premise
of active involvement by the government.

b) Improvement of export toy quality

1. Minimization of duties on imported raw materials
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The import duties on main raw mdtermls raw materials which are not produced
locally, and raw materials which are produced tocally but are not of adequate quality
(fabrics, plush, pldhtlc cycs/noscs/buttons, synthetic resins, ¢tc.) should be rcduced to
10%.

2. Improvemcnt of handlcraft technologles
- Emphasis should be given to the enhancement of PHILTOY and government
programs and to the adoption of vocational training in public and private high school
curricula, At vocational schools, efforts should be made to improve education in the areas
of embrmdery, high- speed scwmg machme operanon pattcmmakmg, cutiing, and toy
de&gn . _ .
3, Enhancement of toy design R&D at the Desxgn Center (PDDCP)

: R&D acnwtie‘; at the Design Center should be made tax-deductible, providing an

envm)nmcnt in Wthh the Center can make the most of its R&D activities.

4 Early mtroducuon of standdrd mspectlons and quality control

The industrial standards required by leading export markets should be iniroduced
through PHILTQY. In order to promote the adoption of these standards, PHILTOY
shouId '

- Work to 1mprove awareness amon 8 toy cxportels Of the cmstence and importance of toy

- safety standards; and -

-~ Adopt a "Seal of Good Quahty" system and establish a standard inspection system usmg
factory. quality control classification under which products meeting certain standards can
carry-this seal.

5. Adoption of a piece-rate wage systém

The govemment should consider legahzmg and adopting a plece—rate wage system
based on negotiations with the private sector and taking. into consideration minimum
wages in the regions.

¢) Others

Outlined bclow-are also proposed in the program.

1. Creatlon of an exporthmport bank
2 Improvement of access 1o low-cost, long«term ﬁnancmg
3. Adoption of a dollar-based reserve system for foreign exchange export earnings

4. Simpliﬁcation of exporifimport procedures

5. Prevention of smugghng

6. Recvaluatlon of the energy price structure

7. Slmphﬁcatlon of BOI 1eglstmt10n procedures

8. Improvement of the investment environment

- - Resolution of labor-man_agemem disputes '

.- Return of political stability
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9. Establishmeht of bonded warehouses for pi'oéessing on hssignme_m -
2) Progress of the Lorig;Teim BPevelopment Px'ogram_for .th.e Toy industfy

~ Total costs required for implementation-of the various projects: proposed in this
program are estimated to total P20 million.. Since access to long-term loans at favorable
interest rates has yet to be found, for the time being necessary funds will probably have to
be procured through'a financing agency or through international aid organizations, The
program was also submitted to NEDA, whose response was that "Although we recognize
the importance of marketing activities, more emphasis should be given to product
development.” Progress on the main proposals is shown below.

1) Establistiment of an export-oriented marketing organization

Of all the projects proposed in the Long-Temm Development Program for the Toy
Industry, this one has the greatest priority. PHILTQY believes that the results of this
project will have a determining influence on the future growth and' direction of the
Philippine toy industry. -~ = - -~ ' : - -

The BOI and PHILTOY hired the Asian Institute of Management to conduct a
feasibility study, and the results were released in March 1989. The study proposed that
the project be broken down into the following three phases for implementation: - '

<1st Phase>

- Bstablishment of a sales office and showroom in the Philippines
- Preparation of catalogs using videos and printed materials-
- Active participation in CITEM activities

<2nd ‘phase> .

- Establishment of a sales office in a leading U.S. market =~
* This will be an experimental sales office to determine the validity of the project
concept. o '

<3rd phase> . )
- Expansion of U.S. sales through the sales office

- Establishment of similar offices in other regions (e.g., Australia or the EC)

Based on these results, PHILTOY is now considering possible locations for the
1J.8. sales office. Co e o :

2) Improvement of quality and the adbption of quality and safety standards -

In 1988 the BPS established two Philippine National Standards for toys: Safety
Requirements for Children's Toys: Part I -- Constructional Requirements, Part If --
Toxicological Requirements, Part II -- Flammability Requirements, and Packaging and
Labelling Safety Requirements for Toys. o :

These standards were adopted after a one-year transition period. Currently,
producers of products not meeting these standards are subject to legal action, but in
general the toy industry which includes many "outsider” firms not belonging. to
PHILTOY has been negative in its reaction. Another reason for the ineffectiveness of the
standards is the lack of testing and inspection facilities at BPS itself,
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3) Joint training program by NMYC and PHILTOY

7 In 1989 PHILTOY was formally accredited as a training facility by NMYC, and
the two organizations reached an agreement whereby NMYC students undergoing on-the-
job training at specified toy factories of PHILTOY members will have half of their tuition
paid by NMYC. - : '

4) Adoption of a piec:e-rate wage system -

Industry associations related to the toys, gifts, furniture and houseware category
have submitted to the government a request for early adoption of a piece-rate wage
system. o

5) Improvement of export credit conditions, changes in ﬁn_anéial policy

~. “The DTI provides loans to small and medium-sized businesses through the PITC.
During the period from July 1988 to Angust 1989, 47 firms were given loans totaling
P13.186 million. S e .

6) Special Foreign Cuﬁ'cncy D#po‘sit Account (SFCDA) for expoi‘ters,

: Exporters certified by the Ceniral Bank or registered with BOI/EPZA are allowed
to have SFCDAs. As of December 1991, up'to 40% of export value has been able to be
deposited in the accounts in the appropriate foreign currency. Money deposited in these
accounts can be used to pay agency fees, freight charges, etc. at the discretion of the
firms. ' o

7y Reduction of import duties on main raw materials

The government has already agreed to reduce these duties (refer 11, chapter 3, (1),
3)). In addition, the toy and textile industries, which were at odds over the issue of duties
on texiile imports, reached a compromise in July 1990 whereby the textile industry would
provide -sample textiles to the toy industry at minimal prices regardless of the order
volume. -

4-3 Governlﬁent and Indusiry Organizations

Government organizations involved in the dcvélopment of '_thé stuffed tdy industry
include DTI/BOI which deals with the formulation and implementation of industrial
policy, NMYC which deals with manpower training, and CITEM dealing with trade

promotion. PHILTOY is the major industry group involved in the development of the
industry. The following is an examination of the major organizations and bodies.

(1) Industry Organizé’tions
1) PHILTOY |

PHILTOY (The Philippine Toy and Novelty Manufacturers Association) is an
organization which represents toy firms including stuffed toy firms. The organization was
" reorganized November 27, 1986 to take ‘the place of PTMA (Philippine Toy
Manufacturers Association: estd. June 2, 1973), its predecessor. Below is an overview of
PHILTOY. ' '
a) Purposes

1. Promotion of the toy and novelty industries.
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2. Supply of the latest information on trends and other matters relating to production and
marketing,

3. Encouragement of the exchange of technical information and marketing ideas between
members.

4, Encouragement of the incorporation of Philippine culture and craft into product
designs.

5. Giving of assistance in product safety measures,

6. Participation and cooperation in government instigated activities for the development of
the toy and novelty industries.

7. Promotion of ethical conduct and adherence to laws among members,

b} Content of services

1. The organization aims to improve the technology and management know-how of
member firms through the activities listed below.

2. Supplying information on production trends in the major countries through seminars
and workshops.

3. Lobbying related government organizations to provide technological and financial -
support needed for expansion of operations and the procurement of driving capital;

4. Promoting skills development through seminars and workshops implemented in
cooperation with NMYC,

5. Gathering and distributing information on demand trends in overseas markets,
consumers tastes, and trade policies and regulations in trading partner countries.

6. Researching methods for better procurement of necessary materials.

¢) Structure

1. 1 President

2. 2 Vice Presidents (internal, external)
3. 1 Treasurer

4, 1 Corporation Secretary

5. 2 Directors

<Committee>

1. Government Affairs Committee

2. Membership Committee

3. Income Generating Comrmiitee

4. Subcontracting Development Committee
5. Trade Fairs Mission Committee

6. Public Relations Committee

7. Labor Commitice

8. Financing Committee

9. Suppliers' & Services Committee

16. Newsletters Committee

d) Membership (as of July, 1990)

1. Regular Members (makers): 27 firms
(breakdown) stuffed toys, textile toys i
plastic toys
wooden toys
others

W L bt

2. Associate Members (traders, exporters, and designers): 16 firms; of these 8 firms deal
in stuffed toys
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e) Main activities targeted in 1991

1. Expaunsion of member firms.

2. Introduction of system of finance packages for member firms.

3. Active participation in trade fairs and exhibitions held in the Philippines and overseas.
4. Introduction of suppliers of raw materials to member firms.

5. Effective utilization of bonded warehouse facilities.

2) PCHI (The Philippine Chamber of Handicraft Industries Inc.)
a) Purpose

PCHI was established in 1967 as a non-profit organization for the promotion of
the handicraft industry. The organization offers services in the following 4 fields to
makers, exporters, traders and suppliers in this industry.

1, Common Marketing Program
2. Skills Development Program
3. Raw Material Procurement Program
4. Lending Assistance Program

b) Content of services

1. Creation of base for organized activities in business and local community.

2. Arrangement of smooth communication with other industry or government
organizations.

3. Establishment of reliable trade relations between members of the handicraft industry.
4. Expansion of export support network.

5. Support for raw materials procurement.

ﬁ.h Protection of the righis and interests of members and the handicraft industry as a
whole.

7. Encouragement of participation in trade fairs and exhibitions held overseas and in the
Philippines.

8. Support in cooperation with the government and government organizations for the
general realization of profits in the handicrafi industry.

'The above are realized through the following activities.

1. Monthly meetings

2. Workshops

3. Offering guidelines and consuitation services for marketing activities.
4, Making available libraries and reference data,

5. Publications of circulars and bulletins

6. Organization of social gatherings and trade meetings.

7. Organization of marketing conferences.

8. Awarding prizes to members achieving excelient results.

¢) Structure
Refer figure 111-4-1.
d) Membership

There are 280 member firms and organizations from 11 industries in the
organization. There are 9 member organizations representing industries such as the
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woodcraft, farniture and fashion accessories industries. PHILTQOY is the organization
representing the toy industry in PCHL

¢) Other

Of the four fields outlined in a) above, activities relating to training and finance are as
follows.

i) Skills Development Program

PCHI provides subsidies for employees of member firms taking NYMC trainiﬁg
courses (Basic Skill Course, Skill Upgrading Course, Trainer Training Course) and 30
employees from each firm are able to receive training free of charge.

ii) Lending Assistance Program

The are two financing packages for member firms, one using TLRC funds and the
other using DBP funds. The packages are offered to firms satisfying the following
conditions. ‘

1. Firms who attend over 60 percent of meetings, including general , regular and special
meetings.

2. Firms with no annual fees outstanding,

3. Firms who fulfill their obligations as members.

4, Firms who endorse the cause-and purpose of PCHI

Between March and July 1991 the packages were granted to 46 firms.

Finance is supplied either 1) directly to member firms, or 2) through industry .
organizations to member firms. In the latter case, financing goes to any firms endorsed by
the member industrial group: the final recipient need not be a member of the PCHL
However, strict standards are required, and even should a single member of an industrial
group fail to fulfill its contract, funds from PCHI to that industry organization cease.

{2) Government organizations, etc.
1) TLRC (Technology and Livelihood Resource Center)

TLRC is an organization which aims at securing and expanding methods of
making a living through the commercialization of appropriate technology. A range of
activities are conducted through its three offices, LEAPQ (Livelihood External Assistance
Program Office), TIDD (Technology Information and Dissemination Department), and
TVISD (Technological Ventures and Information Systems Department).

TLRC has concluded a policy agreement with DTI and PHITOY for the scale
expansion of the stuffed toy industry through the activities listed below. This was
concluded under the government's National Economic Recovery Program, designed to lift
lifestyle bases.

1. The augmentation and systemization of a subcontracting network.

2. The supply of information on overseas trade and markets to domestic toy makers.

3. The review of regulations, official procedures and incentives which affect trends in the
toy industry.

4. Encouragement of appropriate support by government organizations.
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: Regardmg the ‘;ubconttactmg netwmk workshops were held in cooperation with
PHILTOY in order to bring about the spread of marketing techniques and stuffed toy
manufacturing technology. One of the aims of the workshops was to provide members of
the stuffed toy industry with an. understanding of the types of technology and
management plevalent in the global market.

The Busmess Technology Trammg Department the training arm of TIDD, also
holds a variety of programs from time to time. The followmg courses pertaining to stuffed
toys are: offered. _ ,

1. I—Iow to manufacture stuffed toys (30 hours total)

Content; how to begin a stuffed toy business in your own home, the required labor and
space, obtaining materials, essential pomts for produetton and export, actual stuffed toy
making (7 types).

2, How to make novelty dolls (LID) (both 15 hours total)

3. How to make up a garment subcontracting business (15 hours total)

4. How to make country motif Christmas Decors (15 hours total)

5. How.to make quilted produets {Basic, Advanced) (both 15 hours total)

6. How to operate and repair industrial sewing machmes {15 hours total)

7. Hand qurlnng (15 hours total) .

2) CI’I‘EM (Center for Intemanonal 'I‘rdde Exposmons and Mtssrons Inc.)

CITEM is an export promotton orgamzatlon whlch 1) plans and conducts various
government activities and programs relating to export promotion, and 2) participates in
activities intended to lift the image of Philippine products. Its activities target export
promotion items (garments, fashion accessories, footwear, leather, furniture, gifts, toys,
houseware and fresh and processed foods) and are as follows.

1. Trade fair sponsormg - :

2. Organization, dispaich and aeceptance of trade missions

3. Supply of consultation services and merchandising support

4, Pubhclty activities for Philippine products.

5, Arranging and provrdmg access to related facilities (exhlbltlons trade fairs, grounds,
etc. } _ _

The orgamzatron has’ partlclpated in the Nueremberg Internattonal Toy Fair
continuously since 1983. In participating:in that trade fair, member firms receive
permanent aid from Germany's international aid organization GTZ (Deutsche- Gesellshaft
fuer Technische Zusammenarbeit), as well as receiving advice on the three points 1)
finishing, 2) design, and 3) marketing as part of the Integrated Promotional Programme
operated on E.C. funds. Also, by participating in the Frankfurt Trade Fair, Phrhpprne
products receive checks and comments by German consultants.

The. organtzatron dtspdtched a toy sellmg mission at the time of the Paris Toy
Show, and in 1988 a toy and novelty mission was sent to the 1988 Tokyo toy show,
receiving assistance from ASEAN CENTER in Tokyo

.3) BETP (Bureau of Export Trade Promotlon)

BETP is a DTI affrltated trade plomotlon orgamzanon whlch compiles and
supphes overseas information, particularly to small and medium sized firms or those even
smaller. Information on markets and systems gathered by commercial attachés posted
overseas are compiled and processed by BETP's Documentation Center and are available
for general perusal in its reference room. Information on toys is also distributed to
PHILTOQY and its associated firms. Its facilities also includes a Market Opportunity
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Center where Philippine products are exhibited for foreign buyers, A "match-making
service" is also run here. :

There is a registration system for member firms, Registered firms are listed in a
directory published by the organization, BETP Registry of Philippine Exporters (44 firms
were listed in the registry in 1990).

BETP has submitted to NEDA three proposals in line with the 10 year
development plan for the toy industry concerning 1) Enterprise Development (Product
Adaptation), 2) Trade Fair Pariicipation and 3) Market Research. The proposals are
undergoing screening at NEDA at present. However, whether or not these will be
implemented seems very likely to come down to a matter of funds.

Many of its functions currently overlap with those performed by CITEM. An
investigation is currently being conducted in order to overcome this. Studies are being
conducted into the possibility of assigning the formulation of export policy to BETP and
actaal export promotion activities to CITEM. However, as this will be affected by the
outcome of the proposal to unify the DTI and the Departinent for Tourism, this cannot be
clarified at this point.

4) PDDCP (Product Development and Design Center of the Philippines)

PDDCP has responsibility for the development and improvement of design in
order to strengthen the competitiveness and quality of Philippine products. It offers the
following services as a DTI affiliated organization.

a) Advice on product and packaging design

The organization responds to requests for advice from makers as to the most
appropriate products and packaging to makers when new products are developed or
existing products altered to respond to changes in the market.

b) Collection and supply of information on design

The organization makes design catalogs, products of outstanding design and a
continually updated data bank of design information available to stuffed toy firms and
designers. It also holds periodic exhibitions of design, technologies, materials,
processing methods, and industrial art relating to products and packaging with the object
of spreading knowledge of design among indusiry members.

PDDCP sends designers with between four to six years' designing experience 10
study in countries where design is advanced. It also invites experts from a range of
different countries to the Philippines with aid from JICA, UNIDO, and GTZ.

Toys are not designed by specialist toy designers but by two or three designers
specializing in gift, toy and houseware design. As the major makers whose production is
export oriented are supplied designs by buyers, most of the requests made to PDDCP are
from small and medium-sized makers wishing to target the domestic market. Both
PDDCP and the particular firm are deemed to have title to the design, when a completely
new design is offered or when improvements are made on the firm's original design.

There is also a forum for the discussion of toy design with PRILTOY. A long-

term aim of PDDCP for export designs is to develop a Philippine Collection in some form
or other, instead of remaining tied to trends in partner countries.
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Eigure Hl-4-1: Qrganization Chart of PCHI

General Manager

Board of Directors

Council Advisors Executlve Commlttee
Consultive Crisis Management
Counecil —— President }——- Committee
Board Treasurer
Secretary
Secrefary

Management
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5. Framework of Development Programs for Stuffed Toy
Industry and Recommendation on Implementation

5.1 Framework of Development Programs
(1) Establishment of Targets of Development Programs
1) Introduction

In fixing targets for development programs it is necessary to 1) gain a grasp of
trends in the staffed toy market and the way the stuffed toy industry is responding to this,
and 2) to consider the advantages and disadvantages of the Philippine stuffed toy industry
and how the advantages may be most effectively utilized and aligned with the market and
with international trends.

2) General Characteristics of the Stuffed Toy Industry

Before atiempting to grasp the characteristics of the Philippine stuffed toy industry
and trends in the market, the intrinsic characteristics of the stuffed toy industry as a whole
will be examined (refer 1-1). :

1. Demand for stuffed toys is greatly influenced by changes in consumer tastes, and what
characters are popular at any particular time. Products which do not follow these trends
are ignored by consumers. It is thus essential for stuffed toy makers to be sensitive to
these changes and to be able to respond accordingly. Furthermore, sales channels for
stuffed toys are changing. For this 10 be possible, a system of researching market trends
and making the appropriate responses is necessary, As market analysis and planning is
the function of buyers, distribution would be impossible without them.

2. When overseas orders for stuffed toys are made, vendors often play an important role.
Vendors choose appropriate makers, organize the necessary materials and supervise
production for buyers. When buyers place orders directly and perform these functions on
their own, vendors are not necessary. However, vendors are employed to conduct
production, cost and quality control when the buyers do not have access to adequate
information on local manufactures or when they are unfamiliar with manufacturers’ style

of management,

3. The stuffed toy manufacturing process is extremely labor intensive and their is little
scope fo reducing labor with the introduction of machinery. The proportion of labor costs
in total production cost is large in low-priced products. As products enter higher price
brackets this proportion becomes lower. Furthermore, the smailer the item the higher the
proportion of labor costs in total cost. As size increases this proportion drops. In other
words, as items become bigger and more expensive, the influence of labor costs on price
competitiveness becomes comparatively smailer.

3) Characteristics of the Stuffed Toy Market and Industry Trends

The largest stuffed toy market in the world is the U.S. and the largest in Asia is
Japan. However, the volume of direct exports from the Philippines to Japan is currently
very small. In Japan, markets for low-priced articles and high-grade products are
expanding. The increase in demand for low-priced products is particularly remarkable.
(Refer 1-1 and 1-2)

Stuffed toy production in Japan, the U.S. and western Europe, which are
consumption areas, is declining and buyers and vendors are looking for countries where
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costs are lower and are shifting orders to manufacturers overseas, R, Korea and Taiwan
had previously been regarded as low-cost countries but the Philippines and Thailand later
replaced then. Today, China is attracting the most attention and some buyers believe that
Vietnamn has the potential to become an important production base in the future. At the
same time, other buyers place emphasis on non-price competitiveness, They attach
importance to a manufacturer's ability to understand the features and design of characters
specified by buyers, whether the manufacturer has enough experience to realize these
requirements in each product as well as the firm's quality control capabilities and ability to
easily and accurately understand subtleties in buyers' verbal directions. These have
become particularly important elements for buyers of medium and high-grade products.

4) Advantages and Disadvantages of the Philippine Stuffed Toy Industry

Amid these general circumstances and against the background of such market and
industry trends, what are the advantages and disadvantages of the Philippine stuffed toy
industry? As has been stated early, the Philippines has drawn the attention of buyers and
vendors due to its low labor costs. Production bases began being transferred to the
Philippines in the latter half of the 1980s. However, competitiveness based solely upon
labor costs is already being lost. Buyers and vendors who conducted production of low-
priced products in the Philippines have already moved their production bases out of the
Philippines and into China. It is now the non-price competitiveness of Philippine stuffed
toy manufacturers which is able to attract buyers. In consumer countries such as Japan
and the U.S., the makers, which were able to stay in business after price competitiveness
was lost following increased labor costs, were those of small number of makers with
planning capabilities. Their planning capability, a form of non-price competitiveness,
allowed them to remain in the market and the fall in price competitiveness was overcome
by shifting their production bases overseas. A similar pattern is visible in R. Korea. Not
being in a consumption area, R. Korean makers were able to remain in the market by
utilizing their production arrangement and raw material supply capabilities, which could
not be matched by other countries.

As the Philippines has almost no domestic market, the industry must continue as
an export produciion basc. Under these circumstances, reliance will continue to be placed
on buyers for the supply of designs and the Philippine industry will maintain non-price
competitiveness through 1) production technology and quality control levels adequate for
buyers, and 2) the ability of workers to speak English, which makes giving directions on
the factory floor simpler. There are cases of buyers having gone to Thailand and
Indonesia only to find that giving accurate directions was too difficult, closing their
offices and returning to the Philippines. Furthermore, because of the Philippines'
exposure to U.S. culture in the past and present similarities between the two cultures as
can be seen in television programs, it is easy for Filipinos to understand U.S. character
fashions. This can be said to give the Philippines an edge in counter-design.

5) Establishment of Development Targels

Under the current system of minimum wages being applied to firms, it has already
become difficult for the Philippine stuffed toy industry to maintain price competitiveness
in the low-priced product market. Thus the existence of the Philippine stuffed toy industry
is currently based on non-price competitiveness and fundamental goals in the future
sho;;(ld be based on the establishment of status in the medium and high-grade product
markets.

However, this non-price competitiveness is possessed only by firms which have
teamed up with overseas capital and a small number of local firms of middle standing.
The remaining majority of firms lack ability in pattern making, quality control and other
areas necessary for manufacturing medium and high-grade products. Unless efforts are
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made to nurture such firms, the size of the Philippine stuffed toy industry will inevitably
shrink. One fesult of this would be a reduction in the infrastructural facilities required by
the stuffed toy industry and this disadvantage would outweigh the Philippine industry's
advantage in non-price competitiveness. That is why. nurturing of the majority of local
firms should be considered in parallel with the fundamental goals stated above, Where |
these firms can currently compete is in the low-priced product market. '

(2) Basic Perspective on Development Strategies -

-Local firms of middle standing essentially possess non-price competitiveness
‘sufficient for advances into the medium and high-grade product markets. However, this
non-price competitiveness is diminished a great deal by the lack of price competitiveness
in the current level of production costs. Difficulty in local purchases of raw materials and
the social tolerance of illegal copying also offset the non-price competitiveness. As
countries with low labor costs currently producing low-priced items are likely to begin
production of goods of higher quality in the-future,- efforts ‘to. bolster price
‘competitiveness st be the first-priority, even in the medium and high-class product
markets. Price competitiveness may-be bolstered by lifting the currently low operation
rate. Expansion of orders from markets which have delivery times different from those of
current customers. would improve the operation rate and bolster price competitiveness
(refer chapter 3, 3-5). - - C i . - TR

_ - On the other hand, active efforts to make known the industry's ability to
manufacture medium and high-grade products are required to establish a position in the
medium and high-grade product markets, and thus exploitation of new buyers is
absolutely necessary. -~ S - S :

As for the remaining majority of local firms, it is necessary for the time being to
take measures to give them price competitiveness in the low-priced product market. For
instance, while making efforts to utilize subcontracting firms for the reduction of labor
costs, manufacturers should also make efforts to- improve operation rates by: 1)
subcontracting for other stuffed toy makers; 2) accepting orders for handicrafts or other
sundry ‘articles; and 3) subcontracting-for the clothing industry. However, such actions
alone will not bring about improvement of the corporate guality of stuffed toy firms.
Nurturing of pattern makers and study of quality control manuals are also necessary to
receive orders from the medium and high-grade product markets. -

- Throughout the process of development, it is necessary for the entire indus_try' to
collaborate on the improvement of corporate quality. Above all, the following points are
important: : SR R o e

1. Positive acceptance of orders for Jow-priced products is required for the improvement
of operation rates. For this purpose, the conventional estimation method of accumulating
profits and costs on each order should be changed to-an estimation based on éxpected
" annual costs and expected volume of sale$ so that attention is shifted to reducing costs
through the improvement of the operationrate. .~ SR Lo

2. Restraists on copying should be :-furthef strengthénéd' émd sales chahnels‘ in the
domestic market should be opened so that domestic sales should be one of the means of

improving operation'rates.

3. Advertising and publicity activities should be done jointly to promote the Philippines to
overseas markets as a production base for medium and high-grade products. - X
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4. It should be understood that nurturing of domestic plush makers would lead to the
strengthening of the non-price competitiveness of the stuffed toy industry and that the
industries should collaborate f01 tlus purpose '

5 It should be understood that the stren gthenmg of small firms would lead to
improvement of the infrastructure of the stuffed toy industry and contribute to the overall
enhancement of nonprice competitiveness. Everyone should agree that large and mechum—
sized firms should nurture small ones.

The possﬂnhty of local raw material purchases is one of the most 1mportant-_
conditions for selecting a producnon base from the viewpoints of buyers and vendors,
The Philippines has only one plush manufacturer wiih the present capacity or future
potential to produce articles qualified for export. However,protecting and nurturing one
firm may distort the corporate quality of the industry. It 'would be more appropriate to
provide the firm with. encouragement measures as an exporting firm under free,
competition and for the user industries to understand the significance of nurturing the firm
and collaborate with it. While waiting for the growth of the local plush industry, it would
be necessary to consider complementary measures for raw material purchases. '

: To achieve the unit)}_ in the 'in'dustry which will be required for these activiﬁes, itis
essential that the membership of PHILTOY be expanded.

3 Recommendanon on Development Progx ams

As- stated above the 1mplementdtlon of programs in the followmg areas is
necessary for the overall developmem of the stuffed toy indusiry:

1. Program for strengthemng order rec,elvmg aenvxtles

a. Improvement of contact windows for buyers

“b. Activitigs for the promotton of the mdustry focused on the medium and hlgh-
grade product markets

c. Strengthening of order recewmg actmtles, including those for low-pnced
products, in markels where shnpment seasons are dlfferent from those of the current main
markets

2. Program for i 1mprovement of ¢ corpox ate quality of medinm and small stuffed to3,r firms
" a. Nurturning of designers and patternmakers ~
b, Promotion of quality control
" ¢. Dissemination of business practise on trade
d Establishment of stuffed toy subcontrdctmg network

3. Joint: mdustnal actmty progrdms for the 1mprovement of the business environment
a. Campaign for suppressing copies
b. Joint purchasing and inventory scheme for raw matenals
- ¢. Improvement of methods of estimation of costs
d. Cooperation with domestic plush manufacturer%
¢. Compilation of industrial statistics
f. Assistance to members of mdustrml organization in loan procedures

5-2 Recommendatlon on Imp]ementatlon of Development Programs
6] Introduction - |
In the stuffed toy subsector a pdrnal development program is already underway

under the 10-year plan, but much of what is being done is msufﬁment It is extremely
important how falthfully this plan is implemented.
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Birst of all, in its implementation, the focus should not be on just the individual
plans. A sufficient grasp should be obtained of the role which the individual plans should
play in the overall plans and the plans must be implemented with proper linkage. '

Next, it is necessary to set up a system of responsibility over the implementation.
It is necessary to establish-a system in advance enabling various preparatory processes,
coordinating processes, etc. to go smoothly. Positive action by the responsible
organizations is also essential in terms of efficient action in raising the necessary funds.

Below, mention will be rmade of the interrelationship between project functions
and récomrendations will be made of how to achiéve comprehensive effectiveness in the
implementation of the plans. Further, recommendations will be made on the sequence and
timing of implementation of the projects. Also, recommendations will be made on how to
set up an implementing system (Fig, 1I-5-1). ' : : :
(2) Development Stages of Stuffed Toy Industry and Necessity for Implementation of
Programs in Accordance With Stages - 7 - S

The following two' stages of'-'dévelopment of the stuffed toy industry are
envisioned in the promotion and development plans: A N

1. The first stage is the stage where it is basically necessary to solidify the
- foundation for proceeding to the second stage of development using the. current -
capabilities of the subsector. In consolidating for the second stage, it i§ necessary to 1)
strengthen the international competitiveness of existing medium and large sized companies
through expanding their markets and raising their rates of operation and 2) raise the level
of the small and cottage sized manufacturers to bring some of them up to the level of
medium sized companies so as to increase the size of the subsector as a whole and, at the
same time, to create a group of subcontractors which can make exportable products.

o 2. In-the second stage of development, it is coﬁsidercd hec_e_ssary to try to
establish the Philippines as a world center for production of medium and high: grade
stuffed toys through this expansion of its markets and manufacturing base. Lo

. Whether or not the Philippine stuffed toy industry will be able to follow this
course will depend on how soon the Philippines secures a global position through the
implementation of a comprehensive development plan. ~. -~ - - - o0 o :

The Philippine stuffed toy industry, however, is already losing its international
superiority in terms of labor costs. In order to achieve development in the stuffed toy
industry as a whole, as opposed to sirhply those firms possessing special capabilities, it is
important that the whole subsector be given:the ability to handle higher grade products.
Looking at the development of products throughout the world at present, it is questionable
whether the Philippines would be able to gain dny substantial edge in manufacturing
technology for high grade products. It might be possible for a certain number of existing
stuffed toy companies to maintain a position for themselves in the future, without having
to compete with countries with lower labor costs, through the enhancement of the abilities
for planning and the manufacture of high quality: products. In this case, however, one
could not expect development to the second stage and there is a danger that only a handful
of companies, i.e., those with planning abilities and the capability of making high quality
products, could survive as stuffed toy manufacturers or other toy or craft makers. -
Moreover, it is conceivable that competing countries. will eventually lose their advantage
in terms of labor costs to other countries and be faced with the necessity of moving into
production of medium and high grade stuffed toys. Thus it would be difficult to increase
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the size of the stuffed toy subsector as a whole, as envisioned in the promotion and
development plan, unless prompt efforts are made to increase orders in the medium and
high grade products markets and the Philippines' position as a production base
established. For this reason it is important to begin such efforts before compeiing
countries develop the required capabilities. a -

(3) Neééssity of AchievingComprehénsivé Effect by Efficient Impiementaﬁon of Related
Programs L :

1) Interrelationship in Marketing Activities

" The themes. which must be taken up by the Philippine stuffed toy industry in
export marketing are 1) the increase of orders from the medium and high grade product
markets and 2) the opening up of markets with different delivery schedules. In line with
these objectives, as marketing projects with such goals, "joint industry. marketing
activities for entering the medium and high grade preduct markets” and "activities for
promoting orders from markets with different delivery schedules” are recommended.
These projects are ones which the industry must work on jointly. At the center of this are
activities for promoting business in high potential markets. In regard to this, one cannot
necessarily expect buyers to immediately respond. In many cases, when ihese projects are
implemented, it will be a matter of timing if buyers feel a need to start business with new
production centers. Therefore, it is possible that there will be a response to the project
- implementing end and it is also possible that there will be contacts from other markets
through completely different channels. Suitable channels for handling inquiries from
abroad must be specified and suitable action taken as, for example, in a project for
"clarification of contact windows for buyers”.

2) .Iﬁterrele.ltionship in Each .Project for Improving Standing of Individual Com;ﬁéxnies
through Design, Manufacturing Technology, Management Control, etc. -

: - Support in these areas will be prOVided through 1) projécts focusing on medium
sized or large-sized companies and 2) projects focusing on local small-sized independent
companies and companies currently engaged in subcontracting work.

The former companies basically already have the capabilities to export and require
only assistance in export marketing activities (mentioned earlier) and assistance in
improving the environment of the industry as a whole in the following respects: .

1. A "copy suppression campaign" to enable development of the domestic
market and positive domestic exhibition of products S
2. Implementation of a "joint material purchasing” scheme for smoothing the
fabrication of counter samples = = : C :
3. Revision of the methods of calculation of estimated costs and acquisition of
~ methods of estimating prices in accordance with the improved operating rates
4. Cooperation with domestic plush manufacturers in establishment of system

for domestic supply of raw materials : . _ .

- All of these are basically themes which the industry should pursue on its own, but
it would be desirable that a system of public support be established to assist these
activities of the industry. Note that to-establish the Philippines as a future base for
production, it is necessary to strengthen the foundation of production of the industry as a
- whole through "expansion of the subcontractor network". Public assistance will be
necessary in forming this network from the perspectives of promoting small and medium-
sized business and the regional dispersion of industry.
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Next, turning to support for local small-sized independent companies and
subcontractors, these companies still lack both the money and manpower. to train
designers and acquire manufacturing technology on their own, s0.a public support system
is considered necessary. Toward this.end, 1) assistance should be provided in impreving
their ability to make counter samples by a project for "training designers/patterners” and a
"joint purchasing and inventory scheme for materials required for making samples”, 2) a
place should be provided for learning methods of quality control-of products and parts-
and safety standards required in export markets through the project for “nromotion of.
suitable quality control”, and 3) a system should be set up for tedching the rules of
. business which must be followed in dealing with export markets and export companies
through a project for "seminars for improvement of export business practices”. Further,
subcontractors qualified for dealing with the export companies thus formed should be
organized into a network through a project for "forming a network of stuffed toy
subcontractors”. Contacts from stuffed toy companies desiring subcontractors should be
facilitated, and support should be given to maintaining the quality:of the network of
organized subcontractors. o - : T o Co

(4) Recommendation on Implementation Schedule and Priorities
1) Introduction

Below, "shori-term plans” refer to plans for which it is desirable to quickly start or
start preparations for. "Projects for which it is desirable to start preparations for" means
those for which it is assumed that further study of the necessity, feasibility, and cost will
be made in the process of preparation. "Medium and long-term plans™ mean plans for
which no need for immediate start or start of preparations for is currently recognized, but
wléich are recommended to be started along with the development of the stuffed toy
industry. ' S ' o

‘Note that in addition to these, separate study is required on the establishment of 8
new system of loan guarantees and system of development loans for small and medium
sized businesses. : - o B SO _

2) Short-term projects
. a) Projects for which immediat_é implementation is recdrmn'ehd_ed

Promotion of orders from markets with different delivery schedules
Industry-level activities for securing orders in medium and high grade
product markets o i N ‘ 3
Clarification of contact windows for buyers

Campaign for suppressing copies

Cooperation with domestic plush manufacturers

Improvement of methods of estimation of costs .~ -

Compilation of industrial statistics

1 .

Assistance to members of industrial organization in loan procedures

PNoOUEW N

-~ b) Projects for which immediate commencement of preparation is recommended .
1. Joint purchasing and iriventory scheme for raw materials
2. Training of designers/patterners
3. Promotion of quality control
4. Seminar on trade business practices -

3) Medium and long-tem1 projects
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Expansion of subcontractor network
4) Priority projects

" The projects mentioned above are all :ones which' it is believed could play
important roles in accordance with the relevant stage of development of the stuffed toy
industry. If only a limited number of projects can be implemented due to problems in
funding and the implementing structure, however, it is recommended that projects be

- restricted to the following three, which require quick public support in the development
strategy, and that the way be prepared for industrial development. '

. 1. Promotion of orders from markets with different delivery schedules: This
would help improve operating rates and cut unit production costs and thereby would
strengthen competitiveness in costs, a key element in the expansion of orders in the
medium and high grade product markets. -

2. Industry-level aclivities for securing orders in the medium and high gi'ade _
product markets: The success of such.activities would determine the future development
of the stuffed toy industry. In this sense, this would be the most important project.

3. . Clarification of contact windows for buyers: This project would be
necessary to make efficient use of the results of the marketing activities, especially
important for the development of the stuffed toy industry. -

* (5) Recommendation on Implementing System -

There are many steps to be taken in implementation. Further, the individual
projects ave mutually linked and are sometimes planned assuming the implementation of
other projects. Therefore, in implementing the plans, it is essential that an implementing
system be established with suitable control and coordinating functions. Suitable
organizations in this system must perform the respective functions in line with the overall
implementing plan. The following two organizations are recommended as implementing -
authorities with overall functions of promotion and coordination: . :

1. . General Secretariat: This would maintain a grasp over the state of progress
in the individual projects, convene and coordinate related organizations as needed, and
make corrections to projects. Desirably this would be formed based on the DTI/BOI and
PHILTOY. - . : -

2. Advisory Committee: This would provide recommendations and assistance
in activities of the above secretariat. It would be based around PHILTOY and would be
comprised of representatives of the BOI, BSMBD, BPS, BETP, CITEM, DTI Planning
Group, DTI Regional Group, PDDCP, ¢tc. The representatives would endeavor to have
their own organizations act in accordance with the matters agreed upon in the committee. -

Note that among the short term projects, the following projects could be
" implemented through just partial improvement of existing activities or would require only
a little more in additional funding. All should desirably be immediately acted on by the
industry itself or through coordination of related organizations under the industry's
leadership: -~ - ' ' '

Promotion of orders from markets with different delivery schedules
Industry-level activities for securing orders in medium and high grade
product markets : -

~Clarification of contact windows for buyers
‘Campaign for suppressing copies

£ D
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MO NG

Cooperation with domestic plush manufacturers

Improvement of methods of estimation of costs

Compilation of industrial statistics

Assistance to members of industrial organization in loan procedures

he implementing structure for the individual plans are discussed in Chapter 6.
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6. Development Progr‘am:sfo'r Stuffe’d Toy Industry

The rc]auonshlp between development issues and proposed projects for dca]mg
with those issues are shown in table I1I-6-1. Proposals concerning the content, necessary
requirements, and implementation of individual projects are set out in table I 6-2. '

6-1 Program for Strengthening Order Recciving Activities

The operation rate of the Phlhppme stuffed toy industry is esumated to bc low,
especially at the beginning of every year. This has caused cost increases, resulting i a
decline in cost competitiveness. Cheap labor costs used to be one of the advantages of
Philippine industries. However, Philippine labor costs are no longer an advantage when
compared with new comer countries such as China. Thus, without further efforts 1o
obtain new orders, the opcrauon rate will continue to decrease to result in further
increases in producnon COsts. : :

The key strategy to cope with such unfavorable situation is an increased |
penetration into the medium and high-end products malket where competitive labor costs
are not the key factor. .

However,-evén in the medium and high-end market, buyers are quite conscious of
cost factors in addition to quality; and the present Philippine cost level is not necessarily
attractive to potential buyers of these middle and hsgh -end products :

- Taking account of these factors, .this program is 1) to reinforce Phlhppme _
capability to produce middie and high-end products to potential buyers, and 2) to promote
order booking from the market with different delivery seasons from those of traditional
markets to reduce production costs by an increase in operation rates. At the same time, it
intends to provide potential buyers with easy access routes to Philippine manufacmrers sO
as to take full effect of the above efforts. _

(1) Clariﬁcation of Contact Windows for Buyers
1) Outline of project
a) QOutline

BETP and CITEM currently aim to estabhsh the collection of overseas mformanon
and dispatch of domestic information overseas through public organizations, as well as a’
system of answering overseas enquiries through embassies and consuls. However the
coordination of functions of these two organizations is not yet clear. Although it is proper
that emphasis be placed on these functions, if only one body is contacted only incomplete
information will be given, and suitable introductions will not be arranged. The sales
promotion activities of the industry can not be said to be adequately effective. Both
organizations must have an awareness of the other's functions and estabhsh a system
whereby appropriate organizations can be introduced ‘to-answer enquiries ‘made
domesucally or from overseas. This should include 1) strengthening of a system to deal
with enquirics, 2) clarification of contact pomts for buyers, and 3) estabilshment of a
system for the supply of 1nformat10n

The system should consist of government affiliated organizations likely' to be ‘
approached by buyers such as CITEM, BETP and BOI and the industry organization,
PHILTOY. There are also many firms who do not have stable contacts or who would like -
to export but do not know how to go about starting. In order to aid firms who do not have
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the funds or the personnel to enter export markets mdependontly, a system like this is
needed to clarify access pomts from which potonnal overseas partners can be found,

b) Roqulrcments of pmject

1.Establish a coordination committee among the relevant govsrnmcnt
agencies/organizations including the industrial association, create a definite liaison system
for buyers attaching it to one of these, and take joint responsablllty in operating the liaison
offices. Further, come to an agreement among agencies about cooperation by assigning
responsibilities to the respcct:ve agencws/orgamzaﬂons . o

2 A coordmauon comrnitiee should demgn thc system SO that rcspcctwc
agencies/crganizations are able to adequately handle i inquiries they receive, in addition to
the systems for the Haison office to handie inquiries received directly. These should
include the followings: : :

i) Allthe agencies/organizations of CITEM, BETP, BOI, and PHILTOY should
have handlmg office for the1r respective inguiries, and the creation of the office angl its
being left unhandled.

i) Bach agency/orgamzanon should know about the lnquu'y handle offices of
other agenciesf/organization so as to be able to transfer 1nqu1r1es to the appropriate
agencies/organization.

iii), -All the agenmes/orgamzatlon should reach an agrecment on a definite allotment
of rcsponmb:hues among them, and this should be made known to their staff in their
inquiry handling guidelines. - .

iv) Each agency/orgamzauon should handle i 1ncommg mqumcs accordmg to. 1ts
allotted - responsibility, and transfer inquiries to other and approprlatc
agencxes/orgamzattons if these are not rclevant forits I'GSpOBSlblllty

3.To makc sure that dll mqumes are handlcd adequately by the sald
agency/orgamzanon relevant orgamzanon/agency and private sector entities must be
informed of the creation of the deﬁmtc liaison scrv1ce, The relevant organizations/agencies
and private sector-entities 1nclude, : . .

1) Buyers theu' assomanons, vendors, etc.
n) Philippine government offices abroad
iif) Buyers having dpproachcd as a result of joint marketmg activities of the
industry dssoc1atlon ‘ :

4.The system to prowdc buycrs with 1nformanon on manufacturers should be as
follows ' :

. i) Include data on local manufacturers registered at BOI and BETP, participants
~of CITEM fair, PHILT OY members upon their agreement and those who will apply to
the system :
ii) Information should include not only the name and contact address/telephone
number, but also their capablhty pcrfm mance in the past and thcn’ plans on tie-ups with
forelgn panners

2) Refercnce matters in 1mplementanon of pI’Ojf:Ct
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This project should not remain a "subsidy project”.- Ins’tcad, operations should be
based partly on payment from beneficiaries of the project. It should be operated by a
registration fee for registered firms oh a manufacturer data base. '

. On this basis, the registration fee of PHILTOY membérs be reduced or exempted,
since; o _

i) - PHILTOY must play a leading role in formulating and updating the data base
on manufacturers. - 3 S R N L o
i) Such preferential treatment encourages manufacturers to join PHILTOY,
‘which is expected to play a key role in sub-sector development, and an increase in
coverage rate of PHILTOY membership among the sub-sector is essential from this view
point. - o S : . R

3) Recommendations on implementation

- -1,Promotion of project: 1) Plauning of the project should be promoted by the
private sector, which is: PHILTQY in the case of stuffed toy sub-sector. However, since
the same type of project is applicable t0 other sub-sectors, needing an increased
opportunity of access to export markets, the CITEM is recommended to coordinate the
cooperation among: the government agencies and industrial associations, with full
initiatives from PHILTOY. . : S :

2) Immediate implementation is recommended. .

~ 2.Operation of project: It is recommended to attach the liaison office to CITEM
with establishment of coordination commitiee by BETP, CITEM, BOI, and PHILTOY.

(Note: The current functions assigned to CITEM do not cover the functions recommended
above, However, operation by the CITEM is recommended because of the following; 1)
BETP is to be restructured to limit its function to handle policy planning on trade
promotion, so actual operations of other trade related functions will be transferred to other
organizations. 2) CITEM ‘is currently in charge of trade fairs and trade missions.
However, these are not sufficient for effective international trade promotion. It is
recommended to develop CITEM to play a more aggressive role in international trade
promotion, for example, to become an organization like former JETRO-<Japan External
Trade Organization>.) SR : S

(2) Industry Level Activities for Sccuring Orders in Medium and High-grade Product
Markets ' _ . : :
1) Qutline of project
a) Outline o | 7 _
Although a fair humb.er of ‘stuffed tey _nianufaétﬁri;lg fu'ms c'ém satisfy _tﬁe
technological requirements for entry into medium and high-end toy markets overseas, an
inadequate volume of orders are received due to the low appeal of the industry to overseas
markets. The sales promotions activities at an individual firm level will not necessarily
generate appeal for their middle and high-end markets, because of the promotion using
their products alone. The aim of this project is not to give assistance to individual firms
for sales promotion, but 10 appeal the order receiving capacity of the industry as a whole -

through joint activities of the industry. The following activities should be conducted
toward this end. _ t e
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.1, Calling for excellent toys from companies and selecting only those able to
appeal to medium and high-end toy markets as samples.
-~ .72, Preparation of catdlogs and materials mnoducmg the 1ndustry to boost its
appcal :
3. P10v1dmg advemsmg opportumtles to the mdustry and appcahng to buyers -
whereby using the above samples, catalogs, anci industry mtroductlon materials, etc.

Posmve approaches would include, in the case of Japan, for example,
approaching the Japan Toy Association, regional chambers of commerce and industry,
and JETRO offices in the various Tegions by asking them to place literature in the reading
rooms or libraries of those organizations as well as establishing industry booths at trade
fairs. Efforts must be made to use every possible opportunity to catch the attention of
potential partners. _ -

b) chmremcms of proy:ct
Lin selecung appropuate products cooperanon of buyers who are stationed in the
Ph:hppmes, or have estabhshed thelr buyin g offices in the Phlhppmes, will be
mdxspensable . _
 2.To show the capdbll:ty of Phll:ppme manufacturers cxposurc of thexr ongmally
‘designed products to potential buyers i3 essential. - In this connection, certain protective
measures against illegal copymg of ongmal demgns are necessary.

3 To focus on 1he interest of potent:ai buyers appropnately, implementation of the
pr0ject to create and operate a deﬁmte Imnson service for buycrs is a pre-requisite.

2) Refcrcnce matters in 1mplcmentat10n of prQ]ect

1 When buyers sedrch for potentml manufdcturers abroad to producc their
proeducts, they approach certain information sources. These information sources are not

limited to. trade service organizations in the public sector. In most cases, buyers will

contact with manufacturers, who have experience of manufacturing dbroad trading
~ houses, vendors, -or. plush.suppliers, etc. Manufacturers with- manufacturing bases -
abroad who are seeking better alternative markets, will also approach. Thus, joint efforts, .
to disseminaie Philippine's capability should not be limited to government relatcd
organizations, or trade fairs, etc, The above types of firms already doing businesses in the
Philippines will play a sagmﬁcant role in the d:sscmmanon of mforrnanon among potential
buyers abroad

2 In addmon to partlcxpdtlon 10 falrs 1omtly under PHILTOY 8 booth joint
actmties whlch would be effectwe for the pnomonon of export sales, include:

: 1) chucsts to govemment ofﬁccs of the Phlhppmes abroad to assist in act1v1t1es
to introduce fairs to potential buyers ~©
i) Joint advertisement in magazines and news papers spemahzmg in toys in the
market concerned by the fairs. .
. iii) - Establishment of-a handling system for inquiries from buyers (thc
irnplementation of the pro;cct to estabhbh a contact window for buyers is essential in this
context)

However the vmbzhty of these joint activities must be evaluated in adv.m.ce in
view of cffectweness

3) Rccommendatlons on implementation
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" 1.Promotion of project: 1) PHILTOY with support from CITEM, 2) Immediate
start is recommended for detailed planning of the project; coordination work among the
relevant governimeiit agencies/organizations, and also among the PHILTOY membcrs in
settmg up an orgamzauonal framewoxk

2. Ope1 ation of project:. CITEM w1th assxstance on secretanat act1v1tles of CITEM
by BETP and PHILTOY _

(3) Promotion of Orders from Markets wnth D:fferent Dehvery Scheduies
1) Out]me of pro;ect | |
a) Outline -

Thc major markets for Stuffed toys made in the Phxhppmes are the U.S,, Europe
and Austraha The three peak demand periods for each of these regions are Chnstmas, St.
Vaientines day and Easter. The shipment seasons for each market derived from order
receiving time and transportation period are almost the same. This means that under the
- current.order receiving system the peak production times for the three markets are also the
-same. The manufacturers who presently suffer a shortage of orders could increase annual
orders as well as operate all year round to. disperse peak seasons if they could
successfully enter new markets w1th difterent shlpment seasons.

T herc are two types of markets w1th shipment season patterns dlfferent to thosc of
the present markets. The first is markets where although demand peaks aré the same as
the present markets, because of the difference.in time taken to deliver producis ora
difference in the time orders are made, peak production and shipment fimes are different.
The Christmas market in Japan, which does not import many stuffed toys directly from
the Philippines, is one of such markets. Japanese buyers tend to procure goods from
producer countries closer o Christmas day than is the case for other countries. Thus if the
Philippines are able to supply the Japanese Christmas market directly, peak produchon
and shipment times for the J apan markct would oceur after that of other countries. - :

- The other types of market are markets other than the’ tradmonal Chnstmas, St
Valentines day and Easter markets: These may include new "filler" markets such as the
school and university graduatlon/cntrance period in Japan and festive seasons such as the
Chinese New Year for Chmese commumtzes o

In order to break into markets with shlpment seasons dlfferent to thcse of prescnt
markets, information gathering and marketing activities in these potennal ma,rkcts must be
conducted wﬂh the following in mind.

1. It is important to be well versed not only in market trends in partlcular
countries, but also in the dlstrabuuon system, and ordermg and purchasmg patterns of

buyers.
2 Particular seasons and occasions may be capltahzed on as potenual demand

periods. =
3. In establishing price estlmdtes, costs arising solely out of the p]acemcnt of
additional orders are to be bome by the buyer Orders for low priced goods should also

be catered for
b) Requirements of prcgect

The creation and operatlon ofa pro_]ect of cianfxed contact wmdows for buyeﬁ’ isa
prerequisite to focusing the interest of potentaa} buyers approprlatcly, and implementation
of the project.
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2) Reference mdtters in 1mplemenmtlon of p:olecl

1 Actwmes mvolved are similar to thosc for of "Industry level activities for
securing orders in medium and high-grade product market”, but the activities should be
- definitely directed to potential target buyers of delivery seasons different from orchnary

buyers for. Philippine manufacturers. The foliowmg are the key factors to be taken into
conmderauon in orgaumng these actlvxnes : .

) Pubhcxty activities on existence of surplus manufacmrmg capacity in certain
$easons ¥
ii) Adoptlon of estimation methods wh:ch allow for recovery of i increases in
variable and fixed costs resulting from additional orders. -

: ~ 2.The monthly distribution of unloading seasons of imports in Japan and exp_ort
shipping seasons in the Philippines are shown in Figure I1I-6-1 and HI-6-2 respectively.

Japan 5. ma_;or 1mportmg seasons’ (dlscharged cargo ba31s) are between March and
April for the néw.academic year and "Golden Week" in May, and between October and
November, when imporis peak, for the year-énd (Christmas) and New Year markets.
Shipments out of the Philippines increase month by month from January to December,
- when they peak. Thus the peak season for both demand in the Japanese market and
shipments from the: Phlllppmes is between October and December, The March-April
penod is 2 shlpments perloa umque to Jdpdn

_ 3.Refer to chapter 3 3-5 on productlon cost reducuons to be expected with
1mprovemcnts in the opcranon rate.

3 Recommenddnom on 1mpiememat10n

: I Promotlon of pr03ect 1) PHILTOY w1th support from CITEM 2) Immedxate
start is recommended for detailed planning of the project, coordination work among
relevant government agencies/organizations, dnd also among the PHILTOY members to
set up the organlz?nonal framcwork :

: 2.0peration of plQ]ﬁCt CITEM thh assistance from PHILTOY on secretariat
: actwatles of CITEM o _ .

6-2 Program for Improvement of Corporate Quallty of Med:um and Small
Stuffed Toy Firms -

- This program is to upgmde the technologn,al and management performance of
stuffed toy MCSMEs (Micro Cottage, Small and Medium Enterprises) and promote their
- involvernent in export businesses either dlrect!y as export contractors, or indirectly as
- sub-contractors. The upgrading of MCSMEs as sub-contractors will also contribute to
strengthening of the mdustry $ capab:hty to respond to increased orders from export
markets

The program consists. of three ccmponents
_ lUpgradmg of counter sampic making: capablhues through 1). fostermg of
designers/pattern makers and 2) joint stock operations on materials needed for making

samples (for details of this project, see “Program for Joint Industrial Activities for the
Improvement of the: Bu<;1ness Enwronmcm")
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2 Improvement of the technologledl and management performance of MCSMES by
providing them with opportunities to learn about the needs of exports market through
seminars and workshops on 1) quality control and safety standard requlrements, and 2)
export trade busmess praences : : -

3. Improvement of the MCSMES zmrket access through the: followmg two
systems for contact with or approach by buyers, main contractors and MCSMEs;
-Formulation of a sub-contractor network for the stuffed toy industry - <
- -Creation of a clarified contact window for :buyers and potential exports
manufacturers (for detail of this project, see "Program for strengthening order receiving
actlvmes“)

(1) Nutarin g Desi gners/Pattern Mdkers
1) Outlme of project
a) Outlme

A serious problem encounteled by MCSMES in the Phlhppme stuffed toy mdustry _
is the lack of design and pattern making capability. A quick response to buyers' inquiries
in making a quality countersample is essential to obtain job orders: Designers and pattern
makers are generally trained in their respective firms through OJT (oii the job training)-in
the case of medium/large scale stuffed toy firms. However, in the cise of MCSMEs, even
owners, who are responsible for conducting the OJT to their employees, do not have
sufﬁclent experience in design and pattern making, nor is there any appropriate
organization to provide a transfer of design and pattern making technology. This project is
to facilitate those firms in providing with opportumtles to train their de31gn/pattem makmg
staff to cope with these prohlems _ : :

: The training of deszgnerb/pdttem makers should-not. be Ilmlted to basxc trammg
aione Rather, emphasis should be put in training on a high quality and effective
design/pattern making. Therefore, the project must’ mclude consultancy servxces for the
des:gn/pattem makmg as a followup funcuon _ :

Trammg of demgner/patternmakers is requ1red only at the 1mt1al stage of suh-
sector development. Once the MCSME:s are heavily involved in the busmess they will be
able to foster successors themselves through OJT. . -

b) Details
This pI‘OjCCt must focus on the followmg pomts

1.Continual implementation of workshops.totrain petential designers/pattern-
makers unul a sufficient number of designers/pattern-imakers can be ensured

2. Asmgnment of a stuffed toy speolfzc de31gner in PDDCP to be'in charge not
only of design’development and supply, but also of coordination work for fostering
stuffed toy designers/pattern-makers and improving the des:gn development capablhty in
the Philippines. _

c) Roqmrements of pro_]ect

- L Trammg of potentml demgners/pdttem makers should not be hmlted to the area
of basic training. Followup training is required from. time to time in the course of pattern
making work, Consultancy services should include those on 1) design trénd, 2) quality
design/pattern making method, and 3) cost effective pattern making, etc. Therefore, the

111-96



training facnhty needs to plovnde comultdncy services on designing and pattern making
sxmultancously

2 Thc PDDCP staff assigned to s.tuffed toy spemﬁc d1v1smn must have sufficient
experience in the designing and patternmaking of stuffed toys. The PDDCP assigns a
designer on stoffed toys concurrently with gifts, furniture, and housewares at prcsent
The concurrent assignment of projected staff in other industries may be acceptable in view
of limited demand for design development work in the stuffed oy industry. Nevertheless,
a sufficient experience in designing and patternmaking of stuffed toys is a necessary
condition for the designer in charge Advancc training of the staff abroad is
tecommended if necessary. :

2) Reference matters in 1mplementd11on of pxoject
1 Expected funcuon of stuffed- -toy- speuﬁc dmsmn of PDDCP should include,

i) -Development and supply of ougmal design 10 manufacturers/exporters
il) ~Assistance of manufacturers in pattern making
iif). Coordination work:in preparing training courses.and follow -up assistance -
iv). Design information gathering, analysis of trends and dissemination of market
information in view of design trends, patternmctkm g tcchnology, and material
developmem

2.Basic data for esumatmg demand for demgncr training are as follows (though
quality and target. paruupants need to be taken into account when making an actual
estimation): _ o

' '-'i)Number of firms requiring qualiﬂed designers/pattemma.rkers; 76
ii)Number of designers/patternmakers required per firm; 104
(Group D firms: 2 people x 28 firms = 56 people)
(Group F fu‘ms 1 person x 48 firms = 48 people)

3)Rccommendauons on 1mplcmentatlon :
i Prornotlon of pro_]ect PDDCP with request and support by PHIL.TOY

2 Opcrdtlon of project: PDDCP with support by PHILTOY. TLRC or NMYC
could be-another agency to provide this kind of training course. However, their objectives
of training will be confined to basic patternmaking techniques, if available. The training
discussed here requires development of design and patiernmaking capabilities matched to
export markets. The ability to supply information on design tends to trainees is essential,
and PDDCP is deemed the most appropriate agency to handle this matter.

) Prombtion of Quality Control
1) Outline of prOJcct | |
a) Outlme

-~ Adequate quality control is highly important for stuffed toy manufacturing,
especmlly of medium and high-end market oriented stuffed toys, since these stuffed toys
are required to express exactly the intended feature and/or touch of characters and
animals, Some manufacturers, who produce medium and high-end products, are inclined
to quit-engaging sub-contractors, and expand their in-house production lines to maintain
their targeted product quality. This ensures their quality, but might cause cost increases if
~orders are insufficient to operate the factory at a high operation rate, The production
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capacity, when the received order exceeds the capauty will lose’ ﬂexibxhty in rgsponding
quickly to the order increase. Fostering MCSMESs, in this context, for them to underiake
appropriate quality control is cssential to form a delS for the furthel development of the
sub sector.. .

In addmon to the above, clearance of safety standards set by exXport. market
couniries is a minimum requirement for stuffed toy exporters, since most of- these
standards are enforced on a mandatory basis to protect children from harm, The EC is
now launching new safety standards to which all-the exporters and manufacturers must
eomply Tgnorance of such safety standards’ could result in a serious: loss caused by
rejection of cargo at the port of discharge. Most leddmg manufacturers in the Philippines
have given great attention to this point; for instance, in selecting plush using adequate
dyestuffs, paints, etc., and detecting metals and other harmful materials contained in their
products. MCSMEs also need to be familiar with such standards to prevent unexpected
loss from rejection. .

b) Details

Seminars/workshops: on praenc al quahty control to meet the needs of export.-
markets and on safety standdrds of deOF prospectlve export markets .

c) Requtrements of pro ject

L.It is necessary to ptomote quality controt accepted by export markets. Lecturers
“are recommended who have enough experience to understand the needs of. export
markets, including buyers, exporters, and foretgn consultants. o

2.The most effective way to transfer quahty control know how is to show many
comparison samples of passed products and rejected products Lectures on quahty conlrol
method alone will not be sufﬂcnent for the purpose of this pro_]ect

3 Smce the course is not a basic course it should be operated by payments from
beneﬁmanes Government assistance for the venue and lecturers pay is recommended in
view of export industry promotion aspects of the courses.

2) Reference mdtters in 1mptementat ion of prOJect

1. Semmars are recommended 1o mclude, but not be hmtted to, the followmg
points; - . .

1) Basic concepts and methods of qudhty eontrol :
it} Quality control required by export mttrkets companson of passed products vs.

rejected products
iii) Safety stdndards of major export mdrkets :
iv) Pointsto be chet,ked to mdnuﬂtcture acceptable products -

2.Basic data for estlmdte demftnd for pa}'UClde}[S are as follows though deta:!s_
and lccturers of seminars need to be taken i mto account when makmg an actual estimation: -

_ 1)Number of firms which 1equue 1nformat:on on quahty control and export market
needs on quality; 104%) _ :
ii)Number of quality control supemsor per ﬁnn, 1

Note: *) A- c group firms :t]ready hdve QC supervxsors and the tra.nsfer of thetr :
knowledges to firms in other groups is targeted through the parttclpatlon of these
supervisors. _ _
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3) Recommendations on implementation - _
1.Promotion of projéct: PTTCin 'cooperation with PHILTOY and BPS

- 2.0peration of project: PITC in cooperation with PHILTOY and BPS. Actual
operations will be handled by the PTTC; while PHILTQY will contribute to publicize the
seminars to members and other manufacturers, and at the same time, assist PTTC in
planning the seminar details in view of demands for such seminars, and BPS will support
by adVlSmg on cuxrlculum planmng, and aSSISE in 1nv1t1ng lecturers, etc,

(3) _Semmars on Improvement of Export Trade Business Pracnccs
1) Outline of project |
a) Qutline

Export business practlces of thhppme firms are not hlghly rated by-buyers,
engaged in export business with Philippine exporters. This is especially true in the case of
small and medium firms. Basically, there is not yet sufficient understanding on business
rules to be complied with, Problems include delay in delivery, discrepancies between
counter samples shown at the time of contract and articles, insufficient communication

~when encountering difficulties to fulfill contracted terms, etc. Some problems may have
arisen because of factors outside of their control. Nevertheless, the firms need to do better
in avoiding pOSSlblC losses. Even if most exporters do business appropriately, failure to
comply with above rules by a limited number of exporters has damaged the reputation of
Philippine export businesses. This program aims to promote a thorough understanding of
export business practices especially among MCSMEs which intend to engage in export
business either directly or indirectly through sub-contracting, and improve the reputation
of Ph:.hppme ﬁrms in the export market.

b) Details

Periodical seminars and workshops to managers and responsible staff, on export
business practices, may.include, but not be limited to, the foilowmg

1.Basic pomts of export busmess practice and rules to be comphed with by
exporters _ _ _

2. Casc studlcs of ddmage to the reputat:on of cxporters and posmble
countermeasures
--Delay-in delivery
-Discrepancy between oounter sample shown at the time of contract and articles
- ~Costing and discount practices
-Design copymg
~ -Force majeure

3.Accoss to potential buyers
¢) Requlrements of prO_]CCE

Lecturers of the seminars and workshops need to have suffxcxent experience in
-export trade ‘with Phlllppme stuffed toy exporters. These include buyers, veadors and
forcxgn conSultants ete. _ _ _

2) Rcferemcc matters in implementation of project
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1.Since the course is not a bas:c course it should be- operatcd by paymem from
beneficiaries. Government assistance for the venue and lec,turers is recommcnded in vxew
of export industry promotion aspects of the projects. :

2.Basic data for an estlmate of demdnd for participants are as follows (though
contents and lecturers of semmars need to be taken into account when makmg the actual
estimation): : :

i) Number of ﬁrms which need information on expmt busmess practlces, 104
if) Number of staff in charge of export irade prdcnces per firm; 1

3) Recommendations on 1mplementanon

1. Promotion of project; PTTC in cooperation with PHILTOY
2.0peration of project: PTTC in cooperation with PHILTOY

(4) Stuffed Toy Subcontractor Network Formulation Project
1) Outline of project | |
- @) Outline

In ordcr to develop a stuffed toy subcontractor network, its mtegratlon into
subcontractor network of the garment industry is recommended. By this way, the-number
of firms able to do subcontract work for ‘the:stuffed toy industry would increase, and so
stable order booking can be expected by subcontractors as they would be able to. work for
the garment mdustry 1f orders from the stuffed toy firms declined. - :

‘Most subconnactors in the stuffed mdustry started thelr work in the garment
industry. They moved to the stuffed toy industry usmg the same sewing rnachmes, with
litile addmonal training. _ .

Although TLRC DTI and PHiLTOY are currently irying to fonnuiate a stuffed
toy subcontractor network; in line with the government's National Economic Recovery
Program, the nctwork does not perfonn ddcquately at present. -

The garment 1ndustry deveioped 1ts subcomractor network under SUBCONEX
This program aims to attach the stuffed toy 1ndustry subcontractor network to
SUBCONEX, while providing registered subcontractors in the stuffed toy d1v1810n thh
periodical 1nf0rmat10n on mdustml trends and technology .

b) Details of prOjESCI
Main activities are as follows.

1.Establishment of a stuffed: oy subcontractor nctwork ds one dmsxon of
SUBCONEX, the garment industry subcontractor network. G :

2 Registration of firms expectm g subcontracted work in the stuffed toy industry to-
SUBCONEX, including the firms now registered to the garments industry .

3.Provision of basic training to firms newly registered to stuffed oy division :

4.Periodic supply of information on industrial trends and tcchnology to the -
rcglstcrcd stuffed toy subcontractors. : _ B :

¢) Requirements of project
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Provision not only of basic training, but also of the various programs aiming at
upgrading subcontractors is a prerequisite for successful operation of the network under
“the development strategy to penetrate into middle and high-end market. Implementation of
projects under the program for improvement of corporate quality of medium and small
stuffed toy firms is necessary in this context. .

2) Recommendations on implementation

1.Promotion of project: BSMBD with support from PHILTOY
2.Operation of project: SUBCONEX with support from PHILTOY

6-3 Program for '-Jfoint Industrial Activities for the Improvément.ef
Business Environment _

: ~This is a program to be undertaken by the industrial association themselves for
further improvement of their business environment. However, assistance from the
government is also effective in most cases-as indicated under the respective project
statements. The actions recommended in this program cover the following areas:

1.Joint activities to improve the business environment; 1) deterring design
copying, 2) support on development of local plush suppliers '
2.Joint operations; joint stock operation of materials for counter-sample making
3.Technical/managerial guidance activities for members; 1) loan application
assistance, 2) rationalization of costing
- 4 Research activities; compilation of indusiry statistics

) Campﬁi gn for Suppressing Copies
1) Outline of Project |
a) Outline

Diegal design copying which occurs in the Philippines hias not only damaged the
image of the industry through frequent distribution of copied products, but has also
hindered original design development in the country and impeded the introduction of
excellent foreign designs into the country. o :

..~ This project-aims to promote the activities to increase a consciousness of the need
to deter from illegal design copying. Laws prohibiting copying are not usually so effective
in deterring copying as expected due to the technical difficulty of registering designs and
the time needed for litigation. This project puts emphasis on a campaign to improve
consciousness on the need to curb copying, instead of pursuing legal provision
development. :

b) Details
It is recommended to include the following activities in the campaign;

1.Formation.of a conference to discuss measures for prevention of design copying
comprising as many exporters, manufacturers, and subcontractors as possible. A minimal
fee may be charged from members which would fund television advertisements and
posters to introduce the assaciation and appeal to people in deterring from illegal design
copying. Membership cards: given to the member firms are to be displayed at their
factories and retail outlets as evidence of their concern over copying.
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2.Encouraging industrial association mcmbers to avmd sub- contracung ‘with non-
members of the conference. . :

-3.Campaigns for the prevention of 1lhcat copymg shouid be camed out whenevet
such problems arise, and include discussions of the i issue: in (,onfcrcnce and industrial
assocmtlon puhhcatlons :

) Requlrements of project

The most important point in this campalgn is‘niot to win cases, but to pubhcxze the
illegality of design copying as much as possible, The campaign will be more effective if it
is carried out together with as many other mdustual assocmtmm reiated 1o deSigmng as
possible. _

2) Reference matters in 1mplementation of prcgect

The stuffed toy manufaciurers and dlstrlbutors in Japan often request cooperatlon
with custom bureaus on the disclosure -of illegally copied products before these are
shipped into Japan. They send a circular notice on the copied praducts to custom bureaus
at ports where the copied products are e;\pected to be shlppcd in, if copled their products’
are found in the market. _

3) Rccmmnendzitions on' 'goVerﬁmcnt assistanée

1.Participation in thc confcrence - '

2.Campaign through various government pubhcauons

3.Cooperation with customs bureans in dlsclosmg ﬂlegaliy capxed products at
: cxport shipment upon request from the industry

(2) Joint Purcha_sing and Inventory Scherme for Ra_w Materials
1) Outline of project:
_a) Outline

"The stuffed toy sub- sector in the Phxhppmes rehes mamly on 1mports for supply
of its materlals There is no established local supply channel of materials. In the case of
processing on assignment, all the required materials are provided by buyers or vendors..
Quick response to the inquires from buyers in providing countér samples, is essential to
obtain job orders; but most Philippine stuffed toy manufacturers have difficulty in making
quick response due to lack of materials for counter-sample making. This program is to
‘operate material purchase/stock Jomtly by manufacturcrs to 1mprove thc avaxiablllty of
materials especially for this purpose. -

b) Details of the project

1.Establishment of a fund for operatxon collccted from parncxpants
2Joint purchase/stock of materials -~ -
-Study of prospective materials to be handled
-Operation with minimal profit - :
-3.Purchase/stock of materials for counter sample. makmg
The possible supply sources of materials may be; - = =
- -Donation from members of small portlon of surplus matenals Icft aftcr their
manufacturing : o .
-Donation from localjforelgn plush supphers
-Donation from buyers/vendors
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-Purchase using the profit obtained from joint purchase operations
c) ch_uirements of project

Feasibility study including a study of the following points is indispensable for
successful operation: o

1.Demand for materials by kind and type, and seasonal change of the demand
2.Possible cost saving through the operation _

3.Possible loss caused by long term stock, dead stock, and in distribution etc.
‘4.Estimated operation costs : ' - '

2) Reference matters in implementation of project

~ LPCHI has operated a similar scheme, although they only handie local materials:
-The operation proved unsuccessful to date, and they intend to make further study to
improve operations. Their experience will be useful for promotion of this project. ‘

2Mateuals to be h:é'ndled should be imported, and be of the follbwing nature;

a.Size of purchase lot by individual firms is small, but type of materials are fairly
standardized in terms of the users (stuffed toy manufacturers). These include plastic eyes
and nose, etc, - - o , S L : :
' b.Integrated purchase size of the material by all the participants is large enoungh to
be more profitable than individual purchase. These include acrylic and polyester fiber for

stuffing. _ |
3If theil.ikél.ihood"of 'r:éaliziﬁg joints"project.s is judged to be lovir, it .is neces;s;ai'y: io
further study ways of improving inventories and increasing the efficiency of procurement
| I;ljlzorgg%cing requests to c’xisting whoiesalers and giving them status as PHILTOY—spcciﬁe@
3).Recollmmendat.i0n's.on. :gbirefnnien:t aséi'sfénée
: A’pplication of impoﬁ fax ér_edit for thc'; materials handled.

3) Irﬁ;ﬁroverﬁent o.f. Methods of Estin;ation of Cc;sts

1) Outline of préject |

a) Cutline

_ By the cost estimation method commonly employed in the Philippines, they
calculates costs independently order by order, and further, a certain percent of cost is put
on top of the cost as the profit margin regardless of the operation situation of the plant
concerned. This- practice has been one of the causes of decline in their cost
competitiveness, The following would imiprove this situation, ' '

_ I.Ch_an'gc' in costing; the fixed costs and profit margin should be calculated on the
basis of a certain planned operation rate of the plant, instead of the total cost being
calculated on the basis of operation assuming the existing orders alone (Table 111-6-3),

'Z,Chang,e: in sales policy and ‘p'lant operation policy; long term managément

: étab__i_lity can be attained by an increase in operation rate of the capacity, through
reasonably small profits but quick returns. '
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b) Details

Periodical seminars on costing
(4) Cooperation Extended to Domcstio Plush Manufacturer(s) _'
1} Outline of pr OjeCt |

a) Outhne

This is a campalgn prolect dlrected to local stuffcd toy manufacturers o increase
an awareness among firms of the importance of the growth of the domestic plush industry
in strengthening both the price and non-price competitiveness of the industry, and to
encourage them to use locally produced plueh whercver possﬂ)le _

It would be poselble to. promote the use of domestlcally produccd piush through
such measures as import restrictions of plush and application of tariff barriers on plush ,
ete. This wounld; however, result in a disadvantage on cost competitiveness and quality of
Philippine stuffed oy industry. Basically, the local plush industry should be promoted as .
an export industry, in light of the small scale of the domestic market for plash. Then, the
stuffed industry, as a result, would benefit from their: operations. ‘However, development
of the plush industry as an export industry would require support from domestic demand.
It is necessary, therefote, for the stuffed toy industry to appeal to member firms to -
cooperate by procuring plush domestacally whercvcr it is acc‘eptable from a commercml
view point. :

b) Details

In addltion to the appeal o membcrs on thc above basxs, the followmg actions
.could be encouraged. : S o : :

1. Actiive proposal by stuffed toy manufaclurers for buyers to ailow them to use
local plush for their production :

2 Seminars for stuffed toy manufacturers on the characteristics and use of plush,
considering the fact that lack of their sufficient knowlcdge on plush has lost orders for
domestic plush manufacturers, leading to the reliance only on 1mported matenals

¢) Requirements of pmJect

Cooperatiou should be on a voluntary basis, and the government should not
coerce the private sector to cooperate with the plush indusiry. _ :

2)Recommendations on government assistance

Provzs:on of pioneer status for plush manufacturex(s) and other mcentwes as an
export oriented 1ndustry -

(5) Compilation of Industry Statistics
1) Outline

Lack of adequate statlsnce on the sub-sector has caused dlfﬁculues in planmng an
appropriate development strategy on the basis of the actual s:tuatlon
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Since no government agency has taken responsibility to compile industrial
statistics especially by sub-sector, it is recommended that the industrial association takes
-dction on this. The statistics will be also useful for introducing the industry to potential
buycrs

Thc statistics to be complled are recommended to include the following for each
type of product

1. Production (value, volume) .

2.Import/export of products (value, volume) :

3.Import of materials used for manufacturing (value, volume)
4 Number of manufacturers, employment, sales

Tn this connection, it is recommended to set up a reporting system that COVErs non-
members as well as members, If it is difficult to include non-members, statistics should
be supplemented periodically, for example biennially, by ad hoc sampling surveys, etc.

It is recommended to utilize the data available from govemmcnt agencies at the
same time,

{6) Assistance to Members of Industrial Organization in Loan Procedures
1} Outline of projcct

. DBPand TLRC have a loan facility avallable for members of PCHI, of whlch
PHILTOY is a member. However, application for the loan from PHILTOY member has
been minimal so far. One of the reasons for the few applications is the procedure which
apphcants have to go through. This project recommends that PHILTOY assists its
members in procesqm g the loan appl.canon to encourage them to use the loan facility.

PHILTOY can obiam a small processmg fee from the applicants based on ¢ost
sharing among beneficiaries. The fee may be used as a fund for PHILTOY activities.

2) Reconmlendations on government assistance

Semmars on apphcanon procedurcs for those who will be in chargc at industrial
associations of aasmtmg the loan application. :
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Tabls lil-8-3; Expested Reduction of Produciton Cost

by Increase of Oparation Rate

Production Costs at:

Present Op_arationél Condition

Increase of Oparation Rate by

N o (% of total) 30% 50%
Variable Costs 100.0 : (45.0) 100.0 100.0
Fixed Costs 100.0 (55.0) 76.9 66.7
Total 100.0 (100.0) 87.3 81.7

Note: 1. Present Cost Level = 100
2. Assumptions: :
~ Prasent Operation Rate; §0%
- Product; Middle Class Froducts
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ANNEX Il-1,  Result of The Questionnalre Survey for Japanese Stuffed Toy Related Flrms on
- Investment QOverseas and Trads

I. Target and Methodology of the Survey

One hundred and twenty stuffed toys related fixms in
the toy industry were selected as a target firm for mailing,
of which forty responded. Within the 40 firms, 20 were
manufacturers, 15 manufacturers wholesalers, 5 wholesalers
and the rest 11 firms were importexra. By the handling item,
34 firms handle'mainiy stuffed toys, 25 fancy goods, 17
character goods, 17 dolls and 15 handle plastic toys (dupli-
cated answer allowed). The study was conducted during June
to August, 1991. '

II. Result of the Survey
{1} Scale of Firms

Composition of 40 responded firms are; 37 corporation
companies and 3 limited (liability) companies. Nine of them
are 10 million yen to less than 50 million yen by scale of

- capital, 8 of them are 100 million yen to less than 500
million yén,p? of them are less than 5 million yen and thus,
over three forth of the responded firms are less than 500
million yen in the scale of capital. There are two firms
whose capital is 10 billion ven or more. '

Twelve firms hold 11 to 30 employee accounted for 30%
of the total responded firms. The rest are; 11 firms hold
31 to 100 employees, 6§ firms hold 101 to 300 and 301 to
1,000 employees respectively; 97.5% of the 40 firms hold
less than 1,000 employees. :

In view of "annual sales, 12 firms, 30% of the total
. firms, have the sales of over 1 million yen to 3 billion
yen,  followed by 7 firms (over 3 billion yen to 10 billion
yen) and another seven firms (over 300 million yen to one
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billion yen). Foxr more than 90% of the firms, annual sales
does not exceed 30 billion yen. There are four firms whose
annual sales being over 100 billion yen. '

As for the share of import or overseas production to
the annual total sales amount, 3 firms exceed 81%, 5 firms
being 61 to 80%, 5 firms being 41 to 60%, 6 .firms. being 21
to 40% and 16 firms being 20% and below. Many of firms are
handling imported goéds and products manufactured overseas.

(2) Managerial Difficulties

_ The most serious managerial problems shown in the
‘replies are; a) planning and development (13 firms), b)
shortage of labor forxce (7 firms), c) production cost (6
firms), d) working capital (5 firms), e) marketing (2
‘firms). Following to these problems, sales network,
technologies, training of workers are pointed as the second,
and lack of raw materials as the third serious problem
respectively. ' -

.- Both increase of production cost and lack of labor
force are seen across the variocus sub-sectors reflecting
current situation of Japanese economy. Though Japanese
stuffed toy manufacturers déVelbp new products without a _
break in "big multi-product production by minimum lot®, the
answer; "planning and developing" prioritized as the first
serious problem, shows crucial competition of nmarket
expansion by introducing new items. o

(3) Outgoing Investment

Thirty three of 40 firms (total of 67 cases) have
already established their production bases somewhere in
Asian countries. . Almost 70% of the cases (46 of. 67 cases)
employ processing on assignment. The main reasons for-their '
advancement are; countermeasures for labor cost increase,
export to Japan and acquire of labor force.. o
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When it comes to stuffed toys manufacturing, 21 firms
have their production bases in Asia. REight firmes ave
- located in China, 7 in R. Korea, 3 in Hong Kong, one each in
Taiwan and Indonesia but so far no one has their production
base in the Philippines, '

Destination and type of business are shown in Table
A ITY¥-3-1.

As for 6 firms which have no production base in Asian
countriés,'dnlynone firm plans to have a business
.transacti@n in China or Philippine under processing on
:-assighment_basis. The reason for nominating the Philippines
as a production base is derived from "having ﬁany a
acquaintances” in the country, and feasibility study has not
commenced yet.

(4) Foreign Trade

Three gquarters (30 of 40 firms) of responded firms have
experiences of importing stuffed toys made in Asian
countries. The most of cases (27 firms) are motivated by
its cheap price. On the contrary, product development
capability‘such'as sophisticated technology and design are
suggested by only 3 firms and one firm respectively. Also,
one firm suggested high quality raw materials and four firms
a delivery period.

Types of business transactlons are; 1) Processing on
ASSLgnment by - detall specification (57.9% of the total firms
-replled), 2) Processing on Assignment by supplying raw '
materials and parts (26;3%), 3) Import of original products
(13.2%), 4) Inport of parts (2.6%). About one quarter of
firms supply raw materials and parts on_prbcessing on
- 'assignment basis, which means that many firms are not
satisfied with local raw materials and parts.

m-11%§



Evaluation on the imported stuffed toys by country of
orlgln is shown in Table A III-1-2.

Comments on the bus;nese transactions with- Philipplne
firms are as follows. '

1) Seems to be lacking peace and order.

2) Due to the substantial increase of minimum wages by the
general strike in late 1990, cost rise and dimlnlshment
of export capability derived from lnflatlon are
concerned. The cost inflation generates the same
situation cbserved in R. Korea, thus, for us, overseas
counterpart, making trade with the Phillppines being
-unfavorable. : . : :

3) Former business éxperience with the Philippines was not
so favorable in terms of quality, price, delivery that
we had to change counterpart to R. Xorea, China or
Taiwan. '

0f eight firms whofhéve had no transactions with Asian
countries, one firm is reviewing importation of raw
materials (including parts), and another two examining
processing on assignment. Some firms are ready to review
the possibility of the import of raw materials and-finiShed
products as well as the processing on assignment ‘upon
condition that their foreign_gdunterpart'ﬁan'meet the
requiremeht of color and design suitable for Japan market
(in the case of parts and finished products import), or they
can meet the technical regquirement to manufacture (in the
case of processing'on'assignment); '

(5) Evaluations of the Philippines :
Although many firms are fascinated by low labor cost in

the Philippines, firms.which have not had any business
transactions with the country pointed out several reasons:
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for
1)
2)

3)

4)

3)

6)
7)
8)

5

10)

11)

that.

Political instability causes big business risks.

Public peace is not maintained.

Less sales promotion from the Philippine side. If any,
it seems people in the Philippines do not understand

Japanese market well.

Stuffed toy industry in the Philippines does not
approach Japan market aggressively. '

We have some idea of exporting on the basis of
processing on assignment in the Philippines, but can
not find suitable counterparts in the country.

Problems in quality and delivery.

Originality of Philippine people are not impressed

'since planning and management of most of firms are

handled by the Chinese merchants.

Production schedule and deliveﬁy is not assured because
of political instability.

Quality reliability is low.

Philippine original products are not so much
attractive.

Quality and design are not suitable for Japan market.

Although_these reasons include such many difficulties

‘which are not solved in a short time as political
instabilfty or unstable public peace, many reasons such as
study on the propertyiand taste of Japan market, aggressive
approach to Japan market, dévelopment of original products
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and 80 on are not so difficult to be commenced. It is
highly recommended to take immediate and practical measures
especially for point above indicated by 3).
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Table Alll-1-2: Evaluations on Stuffed Toys by Gpumry of Origin

: : Poor Not Satisfied Acceptable  Good Excellent
(Thailand) , o _
Quality - - 2 - 1
Price - - 2 -
Delivery - - - ¥ - -

{Philippine) .

Quality - - Lo e
Price - - - -
belivery - - - ‘ —_

R

{China)
Quality
Price
Delivery

[+ I I ]
L) bt N
[ &)
oL e L oG
DO OO

{R.Korea) -
Quality
Price
Delivery

L0

oo N

oo w

W e o
1

{Malaysia) _
Quality - -
Price :
Delivery -~ -

I
]
ot bt
I
)

{Taiwan)

Quality - - C - 2

Price - 1 : - ’ 1 -
Delivery - 1 ' e 2

(Hong Kong) _ :
Quality - - - - 2
Price - 1 ~ 1 -
Delivery - 1 : 2

Note: Above figure shows the responded numbers
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Annex Hl-2 . Hesult on the Industrial Sub-sector Development Study for Stuffed Toys
In the Philipplpnes

Introduction
The survey foc_ns_ed on mahu_facturcrs of stuffed toys in Metro Manila and other arcas outside Metro
Manila like Laguna-Region IV. A total of 70 sample respondents are to be covered in the survey.
Respondents were drawn from BOY and DTI registered firms and as well as from PHILTOY members
and other related industry associations. :
The survey was conducted during June to September 1991,
Outputs of this survéy include a preséntation of the descriptive and statistical analysis of the survey
~ results covering the basic functional operations of the respondent firms, Included also, are activities
related to subc;o'ntfacting practices in the industry and issues concerning government assistance pro-
grams.
1... Company Profile
1) Year of establishment (Table AHI-2-1-1)
Most of the _entérprises sﬁrveyed (68.57%) are young firms, having been started in the Jast six
years. Of these young firms, more than half has been founded during the period 1987-88. The
older firms (31.44%) have been established before 1986.

2) Organizétional structure (seé Table AllI-2-1-2)

Sole proprietorships (57.14%) dominate the respondent group, followed closely by corporations
(40.00%)

3) Capitalii_ation structure (see Tables ATII-2-1-3 and ATII-2-1-4) |
.4) Sou.rce’ bfcépital (Qee 'fable AiII-Z'—l-S)
_ Sj Numbt;r of eraployees and type of employment (see Table AlII-2-1-6)
6) E.mp‘lofmenl size (see Table AIII-2-1-7)
)] Number_of cmp.l'oye.cs.by diﬁsiﬁﬁ (see Tz;blc Alll-2-1-8) |
~ 8) Total ‘salcs (see Table All1-2-1-9)
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2. Raw Materials
1) Sources of raw materials (Table AIIL-2-2-1)
The survey shows that stuffing material is the raw material most frequently supplied locally (as
indicated by 65.71% of the respondents). Most of the other raw materials are also locally sup-
plied, but much less frequently.

2) Supply of raw materials by buyers (Table AlII-2-2-2)

There are less firms being supplied with raw materials by buyers (24.29%) than those that do
their own raw material sourcing (75.71%).

3) Procurement problems (Table ATI-2-2-3)
The most commonly-cited problem encountered in procuring raw materials has to do with lack
of financing. Other problems significantly mentioned are lack of dealers, delivery and high
minimum order (in that order).

4) Process dealing (see Table AIlE-2-2-4)

5) Interest in process dealing (Table AIlI-2-2-5)

There is a good deal of willingness among the stuffed toy manufacturers to engage in process

dealing activities.
3. Manufacturing and Technology Aspec!s
1) Maaufacturing problems (Table AIH-2-3-1)

Design problems rank highest among the difficulties encountered by the respondent-firms in
their manufacturing operations. This is followed by problems related to sewing, cutting and

assembly.
2) Causes of manufacturing problems (Table AIll-2-3-2)

Manufacturing problems are caused mainly by lack of skilled Iabor. Most of "other causes”

cited appear to be related to design probiems.



3) Quality control methods (Table AIN-2-3-3)
All the respondent-firms use visual inspection as a method for controlling the quality of
products. Methods, replied imply that the firms control quality only through ocular inspection,
unaided by tools or equipment.

4) Factors for upgrading product/company (Table AIII-2-3-4)
Generally speaking, the respondent-firms most urgently require design improvement aud tech-
nical training in order to upgrade both their product and company. Other significant factor
cited as necessary is "market information”.

. Marketing Aspacts

1) Sales distribution by country of destination (Table AIII-2-4-1)
Majority or 78.00% of those who responded to this guestion sells largely to the local market,
suggesting a still prevalent domestic-market orientation among stuffed toy manufacturers in the
country.
For those selling to export markets, the biggest foreign buyer is the United States.

2) Sales promotion activities (see Table Alll-2-4-2)

3) Distribution channels in the foreign market (see Table AllI-2-4-3)

. Financial Aspects

1) Sources of financing (Table AIII-2-5-1)
Most of the firms surveyed use their own money for capital formation (74.29%). A significant
number (25.71%) borrows from commercial banks. A few (14.29%) obtain funds from relatives
and friends while 8.57% financed from government non-banking financial institutions.

2) Urgent financial problems (see Table AHI-2-5-2)

. Subcontracting Activities

1) Subcontracting out among firms (see Table AI-2-6-1)

2) Subcontracting in among firms (see Table AIII-2-6-2)
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