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(1) s@mIL
Status Report on the Implementation of the Following
' JICA RECOMMENDED PROJECTS:
1. ﬂhch;nery‘fhdustry Ubgradzng & Advzsory
fyétem/ﬂbnter _ .
2. Metal Casting Tbchhblcgy Center
Machinery Industry Upgrading & Advisory System-Center

Backeround

In 1999, the Metal Industry Association of the FPhilippines
(MIAP) reguested the assistance of the DTI in upgrading &
strengthening the Tool and Die Making Sector of the
Metalworking  Industry, a key contributor to the HMachinery
Industry, in order to . sufficiently meet  international
standards. The DTI referred this matter tc the Japanese
Internatiénal Cooperation Agency. (JICA) ' :

The follow1ng year, 1991 JICA came up with a comprehen51ve
study on . industrial sector development -in - the Ph111pplne=
which included the tool and diemaking sector. The JICA
report, - concluded that the tool and. dlemaklng Cindustry of
the Phllipplnes is sadly inadequate to support the country's
bid to become an NIE by the year 2000. 1t specifically
identified two (2) major reasons why the industry is
considered underdeveloped: to wit:

1. Lack of technologiéal'infréStructure, and
2. Lack of tocl and diemaking technology.

To address the identified problems pxoperly, the reﬁort
recommended the following: .

1. Set up an advisory;type center for the purpose of
upgrading technology and product quality.

2. Set up an accreditation system to recommend
suitably  modern tool and diemaking companies to
domestlc & overseas users.

3. Promote the standardization of tools and dies and
components thereof.

4. Establlsh a tool and dlemaklng Jndustry assistancs
center..

&3]

Establish'a metal engineering industrial estate.

—3b-



In its desire to foster the advancement of  the machinery
industry, MIAP - made a proposal to stablish a Machinery
mﬁxmmmmmm which shall pursue
#7ll the recommendations made by JICA in its study. Ite
ultimate goal is to elevate the status of the Philippine
tool and dlemahlng industry, specially the small and medium
enterprises, to a level that will satisfactorily meet the
needs of the domestic machinery industry for tools and dies.
The "“System” or center will be implemented Jointly by MIAP
and - the DII/BOI. The funding of the project amounting to
$19 million will be requested from the Japanese government
while the Philippine government will provide the land. The
project will be located in Taytay, Rizal.

The proposal has been forwarded to the Trade and Industry
Utilization Staff (TIUS) of the NEDA last July 1883 for
svaluaation. The said office favorably recommended the
setting up of the advisory center and forwarded the proposal
to  the Fublic Investment Staff (PIS), also of NEDA, for
indorsement to DFA. '

2. . Metrsl Casting Technology Center

The Metal Casting Industry study ie one of +the four (4)
studies which were - completed by JICA in 1882 wunder its
Technical Cooperation Program. . The study touched on the
whole aspects of the metal casting industry in the
Philippines particularly those affecting the development of
the micro, small and medium enterprmseo

Thé study recommended the setting up of the Metal Casting
Technology Center which will be implemented by the DOGST.

Ergjggt Status:

For imminent implementation.

- DaCert F:HEHO.OTA
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MOGTDEN FUih D TURE St =T
cograms}

{Lipdate on Subsector
June &, 4553

UBSE
Fra

in  Gprii, 1991, the Japan International uaaperatlmn agency

{JiCAr completed thne study on the  Wooden rurnxture Subsector
which inciudes suggestions and - recommendations for - the
deveiopment oF the subsector. A Technical Working Eraup {Twi]

was arganizeu"ln :eptemnar.,xmx} comﬁaqem of members from  the
private secter (OFIF) and concerned gavernmenc Aagencies (BOL,
BETF, CITEM, =TT, FODDOR, CR, TLRE, LI70, 0 BPL, NEYC, BSMHBL,
DEMR ., to oversee the implementation of programs and projects for
the development of the wooden twnifture ingusiry.

The following are the stawws o these programs :

=y rigrket pspects
1% Trade Fairs
Recent fuwrniture Tairsg are the  FAME  last
February ang the Singapore Iinternational fFurniture
Show - in  Harch 1993 with pariicipants Trom - CFIF  and
CITEM. S

ad

Market InfTormation

ETF is Tinglizing = lser s Hanual and pricing
scEme on the use of Compuiterized  Trade Information
System . and preparation of  data bank on’ market
information. ' : : :

eyl

m

Tecnnical Sspect

N

i1 Furnituwre Industry board (FIR

The Roard being incorporated with the SEC is
alrpady caﬂaucrlng anThly meen;ngﬁ and i=  in-charge

af the accreditation af trainors, training Tacilities
amd training programs for the sutbsector.

Bulr buying ot raw material5

1
S

To address the grmn;em ot raw material - SURRLY Y

orIf _ proposed & bulk buying sCheme through
importation witn the BETF ‘preparing. a
feasibility study Tor : : Tinancing negotiation

with DorF..

Ul
—

Standardization of raw materials and products
fAside from raw materials standard, RS has

Tormu1atea e furpiture strandards. It is 11k

CBHSlBEFlﬂg o adopt the 154 vmww’serxes.
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Faciiity modernization

_ A technical support team is being organized Jor
the introduction of modern equipment. !LKL Jextends

financial assistance to all types of Turnlture
manutTacturers. '

Human Resource Aspect

iy . Tdrainors  Training Program

. LFIP in cooperation with DECS® is conducting this

program Tunded by FITO-F which at present has i4
teachers i the intermediate ang Z2 teacnera in the
naslc ievel.

=1 Gtner Training Frograms

& lcan proposal to Tinance these pPrograms  wWas

csubmitted to DEFE . However ., the implementing guidelines

Tor ltﬂ apgrova& has yEt to be TlﬁallgEG.

Government Support

i}

ka

Specialization and Eumpiementatinn'

The scheme is cnmpusec of : Sawnmilling and kiln
urylng in Lagayan and rampanga due to the raw material
supply and Taciiities and the Tinishing process to  De
done in fFetro flaniia. fi project proposal Was
submitted to TLRD for possible Tunding.

Matching System Tor Possible Jdoint venture

£ concept papef'of the program was submitted
Tar cqnsideration by TWis.

Financial HSDECI

The gub:EctBr was able to avail a F 38 miliion loan

Trom PLCIR Tor warking capxral through export packing credit
without collateral.

wgg_
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STATUS REPORT ON THE COMPUTER SOFIWARK/SKRVICES
DEVELOPMENT PROJECTS AS RECOMMENDED IN THE JICA
INDUSTRIAL SUB-SECTOR DEVELOPMENT STUDY

ON THE ESTABLISHMENT Gﬁ‘a'S@TTWHRE.EE?’T. INS?TTUTE

The  National Computer Center {lead agency - for  this
project), in coordination with the private sector, Board of
Investments and other government  agencies concerned,
prepared .a project proposal entitled  "Philippine-Japan
Software Development Institute™ '

.The project proposal was forﬁarded to the National 'Economlc

Development Authority which eventually endorsed (thru the
Department of Foreign Affairs) to the Japanese Government
(JICA} for funding consideration.

The proposed rroject is currently being evaluated by
JICA/Japanese Government . ;

Counterpart fundlng by the Philippine government amounting

e P 8,585,000.9¢ is included in. the BOI/DTI Budget for

1994,  Saigd budget is- 1ncorporated in the Philippine Budget
for 1994 which is now a bill and will be deliberated on for
the 3rd and final time by the Committee on Appropriations
this Novembsr 1993, :

ON Qiﬂﬁﬁﬁﬁﬂﬁﬁfﬁﬁ'QF.ﬁﬂﬂﬁﬂS IO OVERSEAS S&Fﬁﬂﬂﬁﬁ' DEVELOPMENT
INDUSERﬂES

1. The Center for Internatlonal Trade EhhlblthﬂB and
Missions has conducted missions and exhiblts joined by

the private sector. Thess were: S
CEBIT 893 in Hanover, Germany ' ~ March 24-31, 1993
* Phil. Selling Mission/Exhibition to Australia

- Melbourne _ - July 6-8, 1983

- Sydney , - July 13-15, 1893

* Phil. Selling Mission to New Zealand - July 19-21, 1993

* Phl]- Selling Mission to the Hlddle Eéat A
.~ Kingdom of Saudi Arabia - Sept. 20-23, 19983

- United Arab Emirates - Sept. 24-27, 1983
- Oman - Sept. 28-30, 1993
~ Bahrain - Oct. 1 - 2, 1993

- Kuwait _ L - OGet. 3 - 5, 1893
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CITEM s upooning projects are as follows:

' COMDE& Fall U SA in Las VYegas

Nov. 15-19, 1993

f

Phllu'Electronlc Solo Exhlblt _ - Nov. 22-23, 1883

‘and Business Opporbtunities

Conference in Sta. Clara, USA

CEBIT 94 in Hanover, Germsay

March 16-25, 1984

# Phil. Industrial Goods Selling - 2nd Quarter 1994

The

Mission to Japan and Korea

Bureau of Export Trade Promotions, as part of its

marketing wtxdtagy for cowputer anftware/&ervlcea, has
the following projects:

. A.- -.

Prade and Industrial Cooperation in the Computer
.Field '

This project will entail the matching of firms ﬂhru

A wquahopa to be held in the Philippines and EC.
- Phis will be funded by the European  Community and

-the Philippine Software Association is the
Implementing Agency.

Status as of Oct. 31, 1893: DTI Letter of Acceptance
was forwarded to DFA for confirmation to EC; on
receipt of such confirmation, EC commitment will
become effective.

Software Expoft_and Budget Computerization Project

This project will support programs for software
export. However, the main objective is the
_computarl?ation of the government which is one of
the recommendatlons of the JICA study, viz.
"Implementation of a public project with large scale
software dGVelopment .

Status as of OCt. 31, 1993: World Bank Reconnaismance
Mission were undertaken last Feb./June-Jduly 18383 to
prepare project documents; BETP is awaiting final
project proposal from WB.

Industrial  Goods Sector includes Computer Software
and Services '

__.40_



(4) RE (A< HH)

JICA INDOSTRIAL SUB-SECTOR -
MOMITORING DEVELOPMENT PROGRAM
STUFFED TOYS SUB~SECTOR

29 Dcotober 1993 -

Program for utrengthenlng the APthltlES Lo Increase Order

'Booklng

1T1.

amvh

Program: Establlshment of Databaae uystem for Philippine
Exporters

Status :

The system design for the implementation of . the
database has been formulated and presentsd to the members of
the Technical Working Group. A seriés of meeting were held
from $September to the present for the purpose of "refining
the system. It has been decided that DTI-MIS will develop
the system which will be . implemented using
Informix(software) operating under mlnlcomputer environment.
This “will be housed at the DTI-MIS wheére each of the four
agencies (BETP, CITEM, GTEB, and BOI} can connect @ to ‘the
gystem uaing a modem. R R

A B 40,000 budgst to cover the cost of hiring .a

‘programmer to develop the system haz already been allocated

and sourced from BOI. Presently, the THWG 4is negotiating
with a programmer to do the job required. :

Program: Industry Promotion/Marketing

13 CITEM recently conducted a Market Week for Gifts
and Toys for Philippine Exporters on.7-10 October
1983 at the PICC, PTI and  Golden Shell
Pavilion participated by 25 toy companies.  Most
of ' the toy companies exhibited toy products such
as stuffed, wooden, educational 'toys and games.

Program to Improve Technological Performance of the Sector
Project: Narturing of Designers and ?attern—Makﬁrs
Status

- In 1992, the BOI in coordination with PHILTOY requested
for Japanese experts’ in the field of  design-making and
pattern*making'for toys. The - experts dispatched , however,
lectured only on “Updates in Trenda and Designs in Toys" not -
on  pattern-making/designing. Therefore, for 1993, BOI and
PHILTOY requested for experts for design developmeht._and'
rattern—making to directly teach/help the " sewers ' in ~ the
industry by conducting a comprehenzive: training program
involving existing toy companlea thru workshops/seminars,
handa-on training. '

fa:statns

dsk:jica
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H Hr.lmphuyuki Dicle, Japsn Deshk

Fir The Consuser Manufactures Depariment

£:  F1 Detobsr 1993
ST Shetus Feporit on the fspleosentation of  a Datsbese

=it of bthe Ji0A Froject

QMﬁ&%ﬁmmmmmmm%wwwwﬁmmmmmwmmmmmmmmwwmmw@mmwwmmWNNMNWNNMmNMmmmN

To implement one of the sction programs recbhomsnded in the
‘stody for stufied toys, ws are pleased to infors vou that  a

o)
tem degiqn'fnr_iha Philippine Exporiters Databace (now Lto  be
1=

a2z Svetem Tor Fhilippine Euporters or SEFEXRY  have bzen
lateﬁ v  student trainmes from the De LaBSalle thiversity

D...

which wee presented to the concerned DTI sgencies on 23 June 1993

at t

he  M15 LDonference Room. Ty presentetion tackled the

cagahilitiéﬁ, lJmltdtand, hardware and software regquirements  of

SREX,
that

1.

Licted bmlow ore the prorlems, commenhks and  soggestlons
ware raised dusring the prossntatiomn:

For thw 'nxtxal pHaHL of the implementation of the proposed
system, the ageneiss will stil}l monitlor two sy bemns

censisting of  thelr .own systems used for their specific

13

i
[ ]

reeds and GFEX which will contain inforaation common only to
the egenciss concerned. Howsvar, the proposed  system
Fan =till be modified to cater tu ‘the agencies specitic
nesds. '

The DF1~-MIG will develop the system and will be  implessnted
using  Informix {zefbwuare) and operating under minicomputer
enviraonaent. Thie will be housed at DTI-MIS. Each of the
four sgencies {(BTER, CITEM, BRETF snd BBI) can conpnect to bkhe
svatom uzing a modem, :

he initis] database will zems from the Fursav of  Export

Trade Fromotion (BETPY and will initiaily | cover databaue

for jewelry, tuys and furniture.

With coding as one af the key problews aresas, it was agresd

Tupoan by the group to use the Philippine Standard Commodiby

i
L[]

Code (PFSECY for product coding since the PoLC is aligned
te the Harmonired Coting System.

Only “reliablefackive exporters® as determined by ths source
sgencies will be included in  the database. .

The proposed systen will also  include & listing of
blacklisted companies or fires with court csses. '

Hﬁzw



A series of mesting was conducted from September to October
with the purpose of refining the proposed system.. Unnecessary
data/fields were  deleted from the system  and additional
requirements needed by each agency were included. One of  the
Fields added will contain data on the interest of domestic firms
on joint-venture arrangements with foreign investors. Several of
Tthe " pn~screen data Tormat were changed to meet the needs of the

USErs.,

A Memorandum of Agresment between the concerned agencies and
the programmer was drafted, reviewed and finalized. It has been
agreed that the Beard of Invastmertﬁ {BO1) will shoulder the cost
of hiring s programmer. On 14 September 1993, ths 601 Management
Committee granted the request to allacate PO30,000,00  for
payment of the programser’'s fee. As of now, the cohcerned
agesncies are negotiating with & programeer to do the job

reguired .

LUEITQ P. REYFS
Director o _
Consumer Manufactures Department

For your information.

Sl \
amvb/gmgﬂ/

fnrotake
gskrietters
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STATUS OF IMPLEMENTATION OF RECOMMENDATION
FOR THE OLEOCHEMICAL SECTOR

RECOMMENDATION: Establishment of & Coconut R & D Center

STATUS: BOI is coordinating with the Department of
Science and Technology (DOST) through its
Undersecretary William Padolina. I% was agreed

that the DOST would prepare a proposal which
will be submitted to the JICA for purposes of
securing funding for the Center.
Undersecretary Padolina has given this
agsignment to the DOST s Industrial Technology
Development Institute (ITDI) which has already
prepared an initial draft of the proposal.

,_.44_
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_ . EP o
FOR _JICA FUNDING -
SUBSECTOR MAJOR. IMPACT
Electric asppliances High 1inkage affect "to

and. its comFonem+5

Components for electronic

products

Processed f uits/

vegetables

Cutfiowers

Industrial ceramic

products

Packaging for processed
foods/pharmaceuticals/
other high value items

metal/non-metal, glu&s, rlastic, rubber

1ndu hries.

Regional ‘localization of

components  for  higher valus-—
added .

Target. export market —

(Japan)
and regional development :

Regional impact and
orientation.

export-

Raw  material as well  as
development of high-value added
industrial components/produchs

High linkage to export winners
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I Backward Linkages in the Philippines] oiff s

BACKWARD LINKAGES IN THE PHILIPPINES:
OPPORTUNITIES AND IMPEDIMENTS

Foreign Investment Advisory Service (FIAS)
a. joint service of

International Finance Corporation (IFC)

- Multilateral Investment Guarantee Agency (MIGA)

The World Bank

May 1992
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EXRCUTIVE SUMMARY

1. The Philippine Government has been trying, since the 1970s, to promote
linkages between large, assembly enterprises established by foreign investors
in the country, and small and medium sized indigencus parts and components
manufacturers. This policy has been motivated in part by a need to save
foreign exchange on imported inputs and in part by the notion that the large
assembly industries can serve as powerful stimuli to local industrizlization

by generating the demand for an array of intermediate goods and materials.

2. After two decades of efforts, through various regulations and
programs, the objective is yet to be reached. By and large, major assembly
firms today still depend heavily on imports for the materials and components
they require. In the cases where linkages have been made, they have often
resulted in reduced quality and higher costs of the required inputs to the

assembly firms.

3, The failure to havé more successful backward linkages has caused
concern in the Government. At the request of the Department of Industry and
Trade and the Board of Investment (DTIfBOI), a FIAS mission went to the
Philippines in November 1991 to study how backward linkages might be more
efficiently encouraged. The specific purposes of this mission were: a) to
investigate the existing industry and policy conditions to identify the
opportunities for and impediments to developing backward linkages in the
country; and b) to recommend any policy adjustment Oor government action
necessary to enhance the conditions for future development of such

. relationships.

4, The field investigation conducted by the FIAS mission focused on the
backward linkages involving direct inter—firm relationships. These do not
include "off-the-shelf" purchase arrangements, domestic commercial
subcontracting, or any international subcontracting. Linkages between
automotive, electrical appliances and electronics on the demand side, and
metal, plastic and rubber parts industries on the supply side were reviewed by
the FIAS team. These sectors were chosen because of the inherent potential
for linkages, and their relatively high level of development in the country.
They were selected alsc because they were the areas in which the Gavernment
made special efforts in the past to promote backward linkages. An examination
of these sectors can, therefore, help draw lessons from the past experiences.

5. To learn about the existing conditions for backward linkages in these
industries, the FIAS team interviewed twenty-one firms (thirteen assembly
firms and eight local supplier firms).  The team also met representatives from
local manufacturers' associations and financing institutions, and had numerous
meetings with a range of government agencies in charge of relevant policy
making and implementation. In addition, the mission exchanged views and
opinions with representatives of several international organizations including
the World Bank and IFC, as well as officers of other bilateral agencies in _
Manila, including JICA (Japanese), DEG (German) and USAID (American) that have
knowledge of industrial development issues in the country.

6. On the basis of these investigations, it is clear that the accumulated
foreign investment stocks on the ene hand and the level of certain local
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supporting industries on the other have provided a base for developing
backward linkages., _Prospects-are most promising in the industries that are
more:labb;—intensive and less technologically complex, such as electrical
appliances;and=certain auto parts and components., It is evident that there is
a_w;llingnESs.among many assembly firms to subcontract locally for purely
industrial and commercial reasons. The interest is likely to grow if local
suppliers can improve their quality and supply capacity.

7. _ The'gurrent'trend in international development is ‘also working in
favor of more subcontracting. The prospect that many parts industries are
peing gradually phased out in Japan and Asian NICs, and moving to new
locations in the Asian Pacific region indicates an opportunity that the
philippines should exploit for major development of intermediate goods
industries. Indeed, with a rather convenient geographic location and a
_relatiVEly high qQality work-force, the country may be seen as a potentially
ideal spot for relocating the parts industries not only for domestic but also
for export market. This opportunity, however, will exist for only a limited
time; and the Philippines will have to provide a more conducive investment
environment to take advantage of it.

8. The prime impediment to formation of backward linkages in the
Philippines lies in the relative inadequacy of the local parts producers in
providing products that are competitive in terms of price and quality.
Evidence from the investigation shows that the majority of parts producers
have remained at relatively small scale’of production. Many of them are
under—capitalized, using aging technology and equipment, and suffering from
serious managerial defects. Recovery from the economic recession ‘in the 1980s
"has been particularly slow in this group of industries. Today, many firms are
operating at only 50-60% of their production capacity. :

g9, ' While complex economic and social factors might help explain the
present level and status of the Filipino parts industries, the past industrial
strategy also has been a very important factor, Two basic elements of that
strategy have been important. First, government policies for many years
emphasized the role of large, final-stage assembly industries of consumer
goods while'neglecting the development of a wide range of supporting
industries. Secondly, government policies and programs applied in the past
emphasized import substitution by using protectionist measures, such as import

restrictions and local content requirement.

10. °° The emphasis on final assembly plants was partly based on the
expectations that they would play a leading role in the growth of small
suppliers of the required parts and components through technical, financial
and. marketing assistance (i.e. backward linkages). - Accordingly, past
localization policies and programs that intended to assist the growth of
- supplier industries, had concentrated on the assemblers, whether by providing
incentives or imposing compulsory. purchasing requirements. Meanwhile, little
was done to. directly work with the suppliers, ta address their needs and solve

their problems.

11.  The éﬁphasis-plahed on the assembly firms seems to have been
misplaced. The investigation by FIAS has shown that most assembly firms were
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rather unwilling, or unable, to help supplier. firms through financial and
technical assistance. Indesad, they would not deal with any particular 10931
supplier unless the supplier proved himself capablg of meeting their demands.
This was sometimes due to the fact that assembly flrms.did_np; have the
technical capacity to help the supplying fi:ﬁs,_,Other assembly firms were
simply unwilling to bear the high costs required by substantial technical -
improvement of the suppliers. = '

12. The emphasis on protectionist methods has been supported by the _
argument that policies such as import control and local content requirements
work in favor of domestic industries. The findings of our study, however,
suggest the opposite results for two major reasons. First, protection seems
to have given the domestic producers an advantage in the domestic market only,
which in effect penalized the domestic producers in competition in the rest of
the world. As the evidence shows, protracted protection has led to L
deterioration of quality, escalation of cdsts and, of greatest concern, an
apathetic. attitude towards technological and managerial improvement among all
domestic producers in the production process, assemblers and suppliers alike.
In the cases where local content was enforced by official requirements, the
effect was to encourage in-plant production or subcontracting at lower quality

and higher costg.

13. Protection also has encouraged the industries to be solely responsive
to the domestic demand -and,” thus, has severely constrained  the volume of
production. While this has been harmful to the growth of :many assembly
activities; it has particularly hurt the development of parts and components
industries, since the latter could not be economically feasible at they
available operational scale, The auto parts industry, for instance, requires
mass-production to become economically feasible, Given the domestic market
size that a Filipino parts producer faces, it is impossible to be competitive.
Furthermore, it was found that too small orders in most cases discburaged
reinvestment in new technology and equipment -- -anaother factor that '
constrained the badly needed technical improvement. '

l14. . Based on these observations, it is probable that. the lucal'qantent_
requirements, intended to assist local parts industries, has actually been -
inhibiting rather than assisting the development of backward: linkages in the
country. . Given the required scale of many parts industries and the small size
of the Philippine domestic market, policies that induce primarily domestic
market oriented production in a protected environment are bound to backfire..
To further liberalize trade and obtain mure export markets, therefore, seems
to provide a more realistic alternative to achieve a éompetitive,level and
quality of preoduction. o ; R

15. "It is noticeable that the Philippine Government has in recent years
become increasingly aware of the limits of the protéctionist strategy'and has.
_started to move towards. a more outward looking and liberal approach to.
development. Applications of tariff and local content have already been

reduced over the past years. Our evidence seems to suggest that where there
are more liberal policies, there is a more viable and sustainable growth. of

backward linkages. The import libéralization‘of;electripél'appliances,'fpr
instance, seems to have had a dramatic impact on the growth of both assembly
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and supplier‘industries‘producing those products. Linkages established in-
thig sector today are more . a function of the market itself, that ‘is, ta be
responsive to such factors as prices, quality and other industrial and
commercial needs. Moreover, as firms are now more exposed to international
competitiun,'they become more sensitive to technical changes, product
Standardization,_managerial improvements, and so on, and many eventually
reach, through exports, an efficient scale of operations. This kind of
1inkage points ‘to ‘a new direction that future backward linkage development in

the country should follow.

16. - All these.observations suggest that two fundamental shifts are
required in the strategic approach of the Government if the goal of promoting
more viable deestic supplier industries and more effective backward linkages
is to be achieved. First, thaere is a need to shift more emphasis to policies
‘and ‘programs designed to directly assist the supplier industries. Secondly,
there is a need to move further away from the protectionist approach towards a
more liberal one, emphasizing competition and export promotioen. Both changes
are eg¢sential and neither can be dispensed with if the goal of advancing more
effective and efficient backward linkages is to be achieved.

17. Although there are signs that these changes are already underway, the
pace of the current transition needs to be accelerated. Clearly, this
strategic transition has to be assisted by concertad steps in a number of:
policy areas, including: the SME supporting policies; the txade policies and

i i ] ] ; the i. £ . . E 1 ] » . ] I . .
programg, mainly in the autpmotive sector; the financial assistance Programs;
‘the BOI investmenk incentives; and the T sgtrengthening supporting
infrastructure for industries.: Experiences of some East Asian developing
countries seem to suggest that such supporting policies and programs; when
constructed in light with an open and liberal economic policy and administered
by competent and honest agencies, can effectively assist in successful
backward linkage development. '

18. . Supporting policies for SME_Development is important because the
‘majority of suppliers. in the Philippines today are SMEs. The future backward
linkage policy will need to include a strong SME palicy component aimed at
upgrading domestic manufacturers in a wide range of supplier industries.

19. - The past industrialization strategy, as mentioned earlier, always
assigned a leadership role to large enterprises engaged in consumer goods
- assembly activities, whereas the current SHE supporting policies are
emphasizing the resource-based, mierc or cottage enterprises outside
metropolitan areas. The stress on the two extremes have left out a large
‘group- of SME manufacturers in between, who produce a whole range of
 jntermediate goods,: such as the metal, plastics and rubber parts and

' components. It is, however, this "missing middle"” that could have been the

i major force in industrialization, and their labor-intensive nature certainly
suggests. that they provide a basis for exploiting the country’s comparative
advantages. It is also this group that should play a pivotal role in building
up competitive industrial networks through backward linkages,
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20. Given thxs situation, we suggesc ‘that Lhﬁ_ﬁgxgrnmgg&mﬂﬂx&hmlJul
mwmmmmwmm :
mmaLﬁMhﬁ—ﬁ wmmmmwmmﬁ
betw and. SME supplierd. Such a scheme will need to be

coordinated with the efforts to modify the existing industrial policies and
SHME policies. : S L _

21, In practlcal terms this means that the Department of Trade and
Industry (DTI) should re-evaluate its current industrial policy and
organization, to focus more clearly on the objective of industrial integration
and the needs of the parthlpatlng prlvate sector, especially the SMEs. The
change in the policy will take into account the fact that parts:and components
suppllers would need to be clustered around the major assemblers, so that the
future strategy would pay more attention to SMEs around majoxr ‘industrial sites
and in urban areas, especially the natienal capltal region (NCR). . This may
mean some trade—off between the need for regional development and- the need for
_ industrial integration based on SHME develgpment in major urban centers gr the
. EPZs. Given the different nature of this proposed scheme and the existing SME
programs, there is perhaps a need to sepagate the management of the Industrlal
Integratlon Program from that of the current SME- programs.

22, - . I alicd whac .are crucial -in
affecting the access to raw materials for parts producers. Intermediate goods
producers easily spend up to 60% of their total production costs on raw
materials and, very often, the needed materials are only available through.
1mpcrts.; The access to raw materials becomes a more important factor when the
_economy ig moving into more export*orlented development.. Under this  pew
policy, the suppliers of parts and components are operating under greater
pressure from their buyers to meet critical cost, quality and dellvery

~griteria.

23. Although the trade regime today is much more o¢pen than a decade ago,
the overall situation is still far from adequate., There are still high duties
imposed on some raw materlals (such as plastlcs) and capital goods. The high
trade barriers set for protecting raw material industries 'at home, together
with the high protection on the assembly 8ectors, continue to squeeze the
large group of intermediate goods manufacturers. The best solution to this
is, clearly, a continued trade liberalization establishing a very limited
number of duty level bands and lower rates for matérial, machinery and’
intermediate goods. Until these conditions emerge, 'howevar; the Government
will need to be more sensitive towards the specific needs of the parts .
suppliers by making access t0 imported materials easier and at lower costs.

24, The Phxlxppxne Government has establlshed a system called "Duty
Drawback/Exemption Scheme (DDS)" to deal with this problem. This system gives
a-privilege to exporters in the form of a_:efund or tax credit-for ‘the ‘actual
‘taxes and duties paid on raw materials used in making exported-articles. In
theory, this incentive can also be granted to “"the indirect exporters,” i.e.,
domestic supplxers ta major exporters. S - '

25. The duty drawback takes a complicated form which ‘involves an overly
bureaucratic and time-consuming process. Many assemblers and their suppliers

s
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interviewed complained about the long delays (often more than a year) in the
proceésing of the Qrgwback claims and the bureaucratic procedures of
presentation of original documents, proof of eligibility of the exporter, etc.
Because of the costly procedures involved, many exporters and .especially the
“windirect exporter” have actually given up on claiming the drawbacks they are

entitled to.

26 ‘Part of this problem lies in the failure of the needed institutional
coordination. The Department of Finance (DOF).and the Bureau of the Customs
(BOC), and to a lesser extent the Bureau of Internal Revenue (BIR), seeing
their responsibility to be generating government revenues, often feel that DDS
only adds on additional burden to their work. The BOI, that is held
-responsible for DDS, never has had-authority to grant the drawbacks. Its
function in the system is meant' to be a check point for eligibility -and a
" facilitator -= that is, to help BOC in processing the applications. The lack
- of ‘consensus and- institutional coordination, as a result, seriously hinders
the functioning of the system.

27, There has been some expectation within the Government that the current
DDS problems could be solved by establishing a "one stop -center" for handling
the procedures. This proposal may somehow improve the functioning of the
system by reducing the inter-agency communication problems. However; it must
be noted that such a center would not solve the roots of the documentation and
verification problems and it would still have to face the ultimate issue of

authority.

- 28, Based on these 6bservatidns, we recommend.that:QII;EQl_ﬁmggdA_gL
actively lobby for amending, the following specific policies that divectly
effect the supplier industries and indirect exporters: _

(i) The new Import Liberalization Program should include all raw
materials and parts and components that are needed by the
suppliers (metals, plastics and rubber products) of assembly
operation in the Philippines (for export or domestic market). The
new tariff system should be structured in such 2 way that the
suppliers of parts and components will not be penalized by higher
tariffs on their ipputs. - - -~ =

(ii) The DTI-BOI should continue Lo press for an immediate resolution
of the DDS management problem. The introduction of Standard
Formula of Manufacture; the replacement of the original
documentation -~ verification -- and recommendation system with an
accredited public accountants signature on claims (and in some
cases surety bond); the access of the BOI to the process; and the

- strengthening of the BOC DDS system, can go a long way .towards
streamlining the DDS management. problem.

29 To implement the proposed strategic’éhif;s in the overall backward
linkage promotion, the Covernment will need to consider certain modifications

of the existing programs. The. existing programs that are still of
significance today are the Motor Vehicle Development Programs (MVDPs), which

are based on an approach that belongs to the past. The two major elements ef

viii
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these programs, i.e., the "local content” and foreign exchange requirements,
are open to questions. The “}ocal content” component, as seen earlier, _
appears especially counter-productive in relation to its obJectlves. This
requirement emphasizes an across= the-board approach which fails to take .
adequate consideration of the country's comparative advantages, of what local

supply capacity is and at what cost.

30, Experlences in’ many competxtlve countries suggest that the extent of
localization percentage can vary greatly among sectors and countries,
dependlng on each country's economic size and its. comparative advantages. The
key to successful backward linkages is, therefore, not the absolute percentage
of local content across the board, but market- based ‘selection of certain parts
and components whose production is competitive in the Philippines -- whether
because the parts are more labor-intensive or: less technically complex. Once
such parts and components are identified by the market, the Government could
support these industries in production not only for domestic consumption but
also for exports. Suppose the realized local content is only 10Z of the total
input of each car assembled in the Phxlipplnes, as ‘long as this 10% provides
the country an opportunity to develep a strong line of the parts industry
supplying both domestic and export market, the ratio qhould not be considered
a failure but a success of industrial pollcy. :

31, Taking into account all factors,'we recommend that the Government
review the current localization programs in order teo down . play the emphasis
given to the assembly industries. In particular, the Government should
consider the elimination of the minimum local content requirement of the MVDPs
and replacing it with new promoticn program. almed at developing the parts and
components -that could be produced efficiently in the Philippines for both the
domestic and world markets. The program would involve the assembly 1ndustr1es
in identifying the parts and components with potential for local productiocn,
and.in finding local firms which could produce the components. The program
would help mobilize SME suppert programs of the type outlined above for the
local producers. Where appropriate, the program could also help to promote
foreign: jeink ventures and technology transfers to upgrade its capacity of the
local producers.

32 The promotion program for the moter vehicle industries should be part
cf a larger promotion program that could :be developed to promote linkages
between forsign investors in the Philippines and local firms. - The design of
such a program would be the obJectlve of Phase II of the work program that
FIAS has undertaken in the Philippines. ‘ S : : :

33._  Special attention ta the m@mmuiuw is

required because financial constraints are among the top concerns of most SME
suppliers. The Philippines today faces a serious financial situation, marked
by large internal and external debts and high interest rates. In the
meantime, the domestic capital market sufférs from a weak commercial banking
system that allows serious crowding-out of private sector investment by the .
large public sector deficit. As a result, there is .a general shortage of
long-term credits available to the product1ve sectors, part1cu1ar1y ta SMES.

ix
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14. Civen the severity of the financial crisis and the time that will be
needed to develop a functional capital market, the SMEs' access to term
financing is likely to remain highly restricted in the years to come. The

" panks usually have 11m1ted interest in lending to SMEs, which are considered
to be high risk and high cost customers. Commercial bank loans to SMEs, if
ever made, can charge as high as 35Z intereést rate. Most SMEs are, thus, left
to Finance their needs from their own personal or family savings, or to turn
to the informal market at much higher costs. Moreover, as seen in the
interviews, most assemblers are much less willing to provide financing to
their suppliers than expected; on the contrary, the suppliers are often
requested to provide 30-60 days credit to the assemblers, which presents an
additional burden on the financially strapped SMEs

35, In an effort to alleviate the financial constraints on the small
bu51nesses, the Philippine Government has establlshed a number of credit and
guarantee programs for SMEs. Some of these programs offer long term credit,
working capital finance and pre-shipment and post-shipment export flnanclng.

" However, these lending programs, like the overall SHME policies, focus on the
micro and cottage businesses, engaged in resource-based activities and located
away from the major urban centers. As a result, they leave out most of the
$MEs that are potential suppliers in forming backward linkages.

36. . . The mapagement of these lending programs also present major problems.
The SME sector, by its nature, needs a system that is as simple as possible so
that the majority of SHEs can readily access it in times of need. The
existing programs are, however, a multitude of plans and rules, managed by
different institutions and Government departments. The procedures required
for accessing these programs are so complicated that most small businesses do
not have the time or the ability to learn of and to deal with them. It is
therefore not surprls1ng that many SMEs simply have lost interest in seeking
the assistance that is actually -available.

37.‘ r In thls sxtuatwn, we suggest that m_qgmxmngjmﬁﬂﬁ

oo

financial assistance. This would mean consolidating programs, reducing
bureaucratic. rules of accessing available funds and changing policy to make
funds ava1lab1e to the ma30r1ty of SMEs that could be involved in linkage

programs.

38, There is a need ro tre-examine the ﬁQI;;nxgggmgnL_ln;gnglxgg aimed at
offsettlng the negative elements in today's investment environment to
encourage prlvate investment, 1nclud1ng the parts manufacturers. The most
1mportant source for investment incentives is the Omnibus Investment Code of
1987. . The Code (Book II) grants "Regzstered Enterprlses" certain -fiscal and
commercial 1ncent1ves, which are ‘given in various extent to activities defined
in the Investment Priority Plan (IPP). The conditions of approval in this
case are limitations on foreign ownership to 40 of operating or divestiture
for a specified period of time so.that the ownership of the enterprise should
be at least 60Y Filipino. The ownership limitations do not apply to pioneer
operations or those that export at least 76X of their production.
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19, The law provides some general criteria for approval of "pioneer"
enterprises, including: new products and technologles' the exploitation of
natural resources to attain self- sufficiency or achieve social goals;
production and use of nonconventlonal fuels; and substantial use.of domestic
raw materials. In addition to the genaral crxterla,_each product group or
sector in the IPP list must meet spec1f1c guxdeilnes for approval.

40. The complex nature and xneffectlve 1mplementat10n of this incentive
system have been discussed in detail in an. earlier FIAS report, and the
Government needs Lo take steps to simplify the system to make it more
transparent and automatic, - While the use of ‘incentives should be replaced by
an overall 1mprovement of the investment environment in the long run, there is
a need to point out certain elements in the system that are currently
preventing parts suppllers from using the system.. :

41, The preblem of the existipg:system.does not lie in its level ‘of

" incentive or its sector coverage, but in the ability of its targeted

populatlon to access the system. Certain criteria used by the regulators are
creating special difflcultxes for SMEs in the sectors under study.

42, "The product- sp831fic nature and the adequately explolted“ regquirement
provide probably the most serious hurdles to the majority of SHE suppliers who
may want- to participate in the scheme. ' According to these criteria, BOI. has
to measure the “desired” vvlume of supply of each product or service;’
determining its "reasonable” prlces, economies of scale, and export pctent1al
The "desired” volume of supply is then compared to the ex1st1ng productive
capacity in the country to establish a “measured capacity." . For export-—
oriented activities, the BOI also has to determine the "measured" caﬁaclty
against the availability of domestic raw materials after deductlng the needs
of production for the domestic market. In order to guarantee the "adequately
exploited” criteria, moreover, each appllaant has to publish publicly the
details of his project, and the BOI holds a publlc hear1ng to consider
objections fur grantxng approval. :

43. ‘Such procedures have made the access to investment incentives
particularly difficult for the SMEs engaged in the.metal, plastic and rubber
parts manufacturing. In these sectors, there are endless'types of products
made and materials used, not to mention the different.sizes and purposes. of
each part. It is, therefore, almost 1mp0591ble for the regulator to-establish
a reagsonably "measured capac1ty“ or to determine whether the particularly
proposed production is "adequately exploited" or not...Obviously, it is quite
pointless as well to requlre the applicant hlmself to publxsh such data as .
requ1red : , :

44, Additional problems with the existing system are the ‘exclusion of NCR
as eligible location for incentives and the 10% public owrership requirement
for Registered Enterprise.  These two requirements are hard for the SME
 suppliers because of their néeds to be close to their buyers and suppliers

(which happen to be located in the NCR), ard the obvious prnblem of a SHE to -
access the stock exchange.. Consideringall these problems,. it is-not .
surprising that most SMEs interviewed by tha mission expressed little lnterest
in availing themselves to the BOI incentive system.

xi
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45, Based on these observation, we suggest that tLhe Goverpment re-examnine
2 exi . iteri pcedure make the system

system can be

5 L ia.s rocedure: Q
i e _development. Specifically, the

modified in the following manner:

(a) To exempt the parts and components sectors from the minimum export
requirement and the “"adequately exploited" criteria;

(b) To exempt the eligible SMEs from the publication and public
_hearing procedures;

(¢) To exempt SME suppliers of parts and components from the 10%
minimum public offering requirement; ‘

(d) To exempt SME parts and components supplier in the targeted.

sectors from the NCR restriction.

46, Assuming that the Government reaches an internal consensus on these
principles ‘and is feady to take the necessary actions, FIAS recommends that
the project continue into its second phase, with DTI~BOI commissioned for its
execution. In this new phase, major efforts will be made to reconstruct a
longfterm‘scrategy and specific programs for backward linkage promotion, based
on mare in-depth analysis of the country's existing and potential economic
conditions and industrial capacities. ' The second phase also will deal with
the necessary institutional structure, the resources required and their
availability from local and foreign sources in oxder to implement the dew
strategy and to carry out the new backward linkage programs.

47. Finally, there is a need Lo strengthen supporting infrastructure for
industries in the country. The weakness of the existing supporting
infrastructure has been a recognized problem. Among the most cited problems
in this area are: limited development of common techniques. crucial to
improving product quality (such as heat and surface treatments); lack of
facilities needed for product R&D, testing, and technology guidance;
insufficient promotion of standardization; and shortage of qualified engineers
and techniclans. .

48. The Covernment has made some efforts in the past to improve.the
situation. The Metals Industry Research and Development Center (MIRDC) under
‘the Department of Science and Technology (DOST) was established to provide
domestic industries with a wide range of services from product testing to
technician training. HMIRDC, however, is the only government organization that
serves such purposes today, and it is located in a very inconvenient part of
the city that is difficult for companies to access.. Its facilities are
deterigrating and it suffers from serious staff shortage.

49. To_strengthen the country's supporting infrastructure, the Government
will clearly need to increase its efforts to improve the existing organization
like MIRDC by uperading i _ arti ar_attention should

he paid Q h 3
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FIAS ASSISTANCE PROJECT: BACKWARD LINKAGE% IN THE
PHILIPFPINES (PHASE [I) .

OBJECTIVES:

To assist the Government in desxgning and developing a
national program for promoting ecconomically - efficient
industrial linkages between large, foreign/local firms and
small and medium domestic manufacturers, especially between
the varlous assenbly Iindustries and the  industries of the
required parts and components. - The . final purpose 1is  to
achieve a multiple and internatiocnally competitive base of
local supply, which will gradually lead to viable industrial
networks benefiting both foreign investors and the local
economy. : o ' ' ' g

CONCEPT AND APPROACH

The proposed Program will differ fzom ‘the local content
program previously enforced by the governmeént to achieve
" higher level of local sourcing.  The proposed program. w1ll
use market-oriented approach, emphasizing the role of " the
Government as a promoter rather than a resulator: It will
require a close Government/private sector cooperation, and .
the participation by flxms w1ll be on a voluntory basis.

The pzogzam will put special empha51s on the need to
upgrade the domestic’ supply industries, paltipulally the

need to enhance the technical and manageriﬁl LapaLity of

local firms to gradually reach- the internatlonal standards.

The same supply firms, In this context, will be encouraged
to explore export opportunities, to achieve the required
econonies of scale by supplying not only the domestic market
but alsc the regional and global markets ' '

The program will inltlally 'target_,the'.(electriCal
appliance) sector based on: (a)  the rélatively  high
possibility of develoring linkages in the sector; (b) the
relatively developed base of the sector’ in the country; (¢}
the potentlal capagity of local supply. = Morsdover, this
sector has also witnessed a relatively rapid. liberalization
in terms of both trade and industrial’ policies. The program
targeting this sector will be used as a pilot program, whose _
methods can later be adopted “to promote 11nkages in other
sectors. . : -

The output of thefproject will~be_ag§régrahjreport
which will propose action plans for linkage - development.
Major elements of such actions could be-information
provision, technical/managerial assistance, financial .
assistance, and targeted promotional efforts. The report
will alseo look into the lnstitutional and financial
implications. :



_MODE AND TIMING OF THE PROJECT

: The PPOJPCT lel be a Joint effort by FIAS and the
Government . As the first step, FIAS will help organize a
study - tour of a small group of government official to
several neighboring ocountries (tentatively, South Korea,
Taiwan and Singapore) that have successful experience in
promoting backward linkages. The tour will take place in
December, 1993) = The Government group will Ue responsible
for preparing a small report summarizihg the lessone learnt
from those countries.

. Following the completion of the study tour, FIAS will
launch -a - two-week ~ mission, in(January—February,'1994 to
conduct a substantial investigation of the sectoral/firm
conditions in the country. The Government (DTI/BOI) will
. provide all necessary assistance  to the misgion,. including
“organizing thé required meetings and hiring/funding a.local
consultant {an industrial expert in the targeted sector).

FIAS will prepare in Washington a report focusing on
“the promoting strategy and program. A preliminary report
will be delivered to the Government 1n(ﬂay,_199@ followed
by a two-day seminar in Manila to discuss implementation

matterb
BUDGET

Fundlng for the project w1ll come from ..... {Study
tour; FIAS mission;) ‘
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SURVEY ON THE PRESENT CONDITION OF
FARTE PRDCUREMENT IN THE PHILIPPINEB

1. Results of the _prncurahant including 'parts, eto,

Yhis is & study inte the actual condition ralating to tme
factories npuratang in the Philippines such -1

a., Amount of proturemant (vnluma!ueiqht}l
b. Percentage of In-houss) :
c. Role of an affi!iatnd tampanyfindepenﬁent cmmplny.

Furs : - Lo
a.» Metal casting : Qﬁ3\1¥’\Wﬁ“¥ﬂ
b. Wootden patterns for Gasting

c. Forging
dg. Metal diss for Tor’qing

. Die-Casting : é‘l\@ C-é%ﬂ% (QD\.O\S. Y!UST\QQB
1. Metal molds Tor die-castzng :

gs: Metal Prese/Btamping : ‘ ﬂ

h. Metal dies for metal press % { \ﬂ
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2. Company Backgruund
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3. Result of Parte Pmcurmant in the Pasig

TVPH of Farts Quantitylvaluu } Pradu:ad ) Enught 8 Impﬁr“tedw
Ragulired t (kgs./P'O@8) s In-house ¢ Locally @ fr Japan
t 3 (%) ) (%) 5 (%)
. — s — \ e e e .;.___.- : .
Casted Parta t - ' - O 2
Nm:sden Patterne 1 - ' T ' £
fur Baﬁtxng H - % — $ —— £ -
Fﬂrgﬂd F‘En tﬁ [ . - . - ] . T —
Hatal DL!;_fur .F_-.;._...,-‘....... o Y | - = ' B
Forging 3 — e - N —— ] -
Dia—:nntqd Parta t I s — 1 - t ,,_,
e T Yo T * oo
1 Dle.Mechkiss "]h \Inr \umhﬁ“h - e e / .. . ‘ﬁﬁ
ta " ﬂ‘--—“? - e \I k’“ -
Meatal Prenued @ 1 z 1 . £
Parte - ' - : T - [ e ) —
m.ea for Metal 3 . : s Ty 1
Fress/Stamping 5 - ] - ' - P -
Molds for Conge - [L@T3W ‘ :
Plastic Injactions v, 1 —_ H —
| 3 ] =
v4, How do you assess the Japanase ﬁystnm of & Inng‘"term on-the-job

wkiile traimm“%;npment and up rading)‘?
('3! 0 W M%




v Iw thors any possibility for'thb Philippinnu to davelop Lés own
aystem of developing and upgrading akiills in specitie industries

TifE ¥ FTi ATRARATO innniry?

7. Policies for Parts Progursment:

a. What are your present policiee for the praosurement ot pirta'
(In-houss production, purchase 4rom locel ‘conpanies, purshane

from Japanese tompaniex operating in the Philippines, Import.
Trom Japan, ete,) )

R

P

b

mi
L4 P )
tl‘(?p'r‘ o

, -
company/in—-hause?

v28c mentioned abOve can bz don= in your
\
TN,

establivhing n=e Tactories)?

Sr BRUYAW.RMAC 10, {pElement %hﬁ”ﬁ?a“é’EMHQPE&QQR&'BF

!a_-f:'f,_\’ag’ fl-;ﬂf Na

SENT BY!Bonded Export Madg Srd: G- 6-B3 1IIBERK ; -E328i9156?;

832 p2ean0din

B+ Appraisal ot local manageament . systems/praciices and gquality of
labor: ’ S S . [ .
&+ How do you asceew (think or conaider} the Japansse aystem for
developing the #kills 07 its amployeas in the parts

processing industry? (for the different processes, eupect
for mnimple and labour inptensive operations only - assembling,
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SURVEY ON THE C...3ENT CONDITION OF
PARTE PROCUREMENT IN THE PHILIFPINES

i. Results uf-thn procurement including parts, stc.

Thie ie & study inta the actual condition relating to the
factmrion oparating in the Philippinse such asi

&8. Ampunt of procuramant (vulumn/weiﬁht)|
bH. Porcantage of In-housey

Cu Role of an affiliated company/indspend@ht company.

Fari

a. Mota) casting
b. Wooden patterns for casting

‘g Forging -
de Metal dies for forging

a. Dim—-casting
¥, Metal molids for dis-casting

'g. Mstal Fra#s/Stamping

h. Matal diss for mepial press

4. Metal molids for plastic 1nju=£1on

Company Background

Name of Companys CACREMTIVE TRADE (CENTBRC "ei

Addrens: % 6 GAILE INQUSTRIA 2 BAOUMBAYAN , QUEZON CITY

o

G P73 S A A /J;f

Cnntnﬁt Person 1 g#ﬁé.’@'!ﬁ, \E;I.EU':(. DESiQﬂatiﬂﬁ' éEN‘E’R‘W{J MKN‘B}%ER
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Tillphnn' No/w.1 {B5B5009-87-60°89 Fax No/w.: G835466-87

Line of Businessi

'Prndutta Manufaecturad ] Monthly Production
. Capacity
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3. Regult of Parts PracuPémaht in the Fanpi

Type af Parts 1 Guantity/Valus » Produced o Bought @ Imporied
Requilred t {khgs./P'@28) 1 In-house 1 Locally : fr Japan
LI . : R (R 1 (%) = (%)
Cantad P’rt“ i 3:T6§§%ﬁﬁﬁﬂfﬁ{“ ,NGNE?f ' r@@&ﬂ b NoNE
Wooden Patterns : o o s s B
tor Casting ; 2Rdéﬁb$%T?N6€7 PONONRST v LAGR S 1 NONE,
/ L N ) an
Forged Parts ' N/h}f b N/A Ty N/A 1 N/A
Motal Dies fopr LI . 5 oy i :
Forging v ON{K, /A t N/A P N/A
Dim—-ca=zted FParts 1 "‘Nf/:’é 1 CN/A o N/'A "_ : N/‘A
| Metal Molds for . RN [ -
Matal Frasesd o s %) 3 N
Parts Vo3CTonE oo, f o YEh%t f MdRET ! AloNE

Dies for Metal

P " - i : ; ¥ L
anss{stampinh 1 fgigggg?ﬁﬁééglu fba%r% 1 oaNensE vV ANONES
Molds for : ; I D
Plastic Indnctian: APHA N/R Y O N/aA : N/A

¥ L A

~a

4, How o you assass the Gapnnnﬁe syatﬂm of a long-term on~ the—;nb
uikilles training tdnvolnpmnnt and upgrading}?

LIK’L HALE A JOF R /"fﬁ AN
WE HAVE NOT SENT ANY.

%. Ias the Jspanusw style management applicable in the Philippines?
NO  /DEA  NO IDEA,
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8. Appraisal o? local management systems/practices and guality of
labors _

&, Mow do you assess {think or gonsider) the Japansss systam for
davaloping the skills of itwe employees in the parte
processing industry? {(for the differant processes, expact
{or simple and labour intensiva gperatlons only — assenbling.

ate,)
NG IDEA,

Bpacifically,; how do you sasasss the system of a continuous
long term an-the-job zkill development and upgrading which
preduced the pressnt Japaness style of labour managemant?

N0 IDEA,

b. How do you tampare Philippine management styln with that ef
Japan? Can the Japanswss management mtyle ba adoptwd by
Philippine companias?

Al sO0EE . NO IDEA,

. I there any pnlsihility for tha Phi;ippinss to d-VEInp a
systeamn of skills devalopment snd upgrading in specifie
incdumtries such as the paris processing industry, ccnsider;ng
the Philippine management style?

i



BURVEY ON THE PREBENT CONDITION OF
PARTS PROCUREMENT IN THE PHILIPPINES

ATTN: MR, CECILIO JUAN LANOX - 503
L. Results of the nrncuremen‘t ingluding ﬁarta, Btc. JA~~ NSA

This im a study into the actual condition relating to the
factories operating in the FPhilippinds such asi

a. Amount of pr‘r’acuramant (vmlumu/waiqht). '
h. Percentage of In~house) : :
c. Role of an affiliated :mmpany/mdenandant c:csmpnny.

For:

a, Metal casting

b. Wooden pattesrns for casting

¢. Forging

d. Matal dies for fnrging

¢. Die-casting

. Metal molds for dis—-camting

g. Metal Press/Stamping |

h. Metal dies for metal press .
i. Metal molds for p1a5tic injactiun

2. Gompany Békkgruun&

Name of Company: _EAGLE ELSCIRIC OF THE PHILIPPINES

Andress: #113 Eagle St,, Bo, Ugong, Pasig, Metro Manila

Contact Parson 1 Jir, Keelin Chua Designation: _General Manager

Telaphone No/s.i 073:3730-t0 53 Fax Mo/s.s (632)407208

Ling of Business:

— e

FProducts Manufactured Monthly Progucticn

Capacity

.

L

Elactrical ¥Wiring Devices

1,200,000 pes. (approx,)

A ma 3E Tx R AN AF I WE W O
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3. Result of Parts Procurement in the Past:

NPT PPETUE P PP e

Type of Parts : Quantity/Value 1 Praduced : Bought @ Imported
_Requifad -8 (kgs. /P ABB) . ¢ In-house 3 Locally @ fr Japan
' - ok APPROX . i (%) = (%) : %) )
. ’ ] ] T 8 g'
Canted Parts t 20 TONS 1 100% ' B
Hooden Patterns 1 ? - :
far Casting g 2 : 3
Je— — . q
Furgea Parts 1 -} H H
Metal Dxas for » ¥ $ ' 1
Furging ‘ : 1 :
Die-casted Parts t 6 TONS . & v 100% (H.Eu )
Hatai Molds for v , T g
Die-Casting : ] )
Metal F’;ﬂSﬁed -h: T % oy s ; ;
Parts ' éo TONS ;W% : 10% (_USA)
Dige for Metal 1 : ' ;
Press/Btamping & 70 TONS y  100% B
molds for $ R N N ! - '
Plastic Injectians 2.5 TONS ;9% : O
F| H H H
i e . e ) . N

4 How do you assemxs the Jannnasa qaystem @f a long-term on- the-job
skills traxning {developmant and upgrading)?

The Ja.panese system of long-term on~the-job skills training is worth smulating
but hard to implemen$s

3. Iz the Jananﬂse style management applicable in the Phil;%ring,?
We can adopt only part of Japa.nese-ustyle- nanagement, partly may be due
‘o oultural difrerences. E _
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6, Is there any possibility for the Philippines to develop its own
systam of developing and upgrading skille in specific industries
like the parts processing industry?

' | sapabl . ing skille in the parts

1k we are capable of developing and upgrading
Yﬁgéezs:g;nindﬁstr;, eﬁgecially with full support from gavernmgnt‘agenciea
?ike the Metal Industry Research and Development Center (MIRDC) s

7. Policies for Parts Procursments

&, What are your present policiez for the procuremsnt of parts
{In~house production, purchase from local companies, purchaze
from Japan#se tompanies gperating in the RPhilippines, Import
from Japan, ete.) :

About 90% of our stamped parts are produced in-house and the rest procured
from our principal coumpany in the UsSa .

b. Following lmiter (a), what are your policy {ar procurement in
madium term? o . '

Which of the processes mentioned a&dve can &e'dﬁﬁn in your

company /in-house? A _
A1l of the processes mentioned can be don
mould and die making technologye

e in—hoﬁée; provided_with ,

c. Do you plan to impiument'chanqes,with'yﬁuf}prdsnnt'
procurement policies (in cthe case of increasing or
eatablishing new factories)?

7%/ Yas /_/ No

If yes, what changes do fnu axpect in the future . s om
We will procure more state-of-thewart produ¢tion_ma3$1nes'%o step=up production

~67-



8. ?gggaisal of local management systems/practices and guality of
r: ‘ -

a How do you assess (think or consider) the Japanese sywsitem FO7

b

developing tha skills of its employeas in the parts expact
processing industry? (for the different pru:ﬂagaﬁsﬁgemb1inq,

for simple and labour intensive oparations only
gte.)

?sﬁgi:igﬁllvstnmw.do YOU assess the gystes of & continuaus
erm on~the-job vkill developmant and ungradineg which
praduced the prasent Japaness styls of labour managgmant?

Continuous long term on-the~job skill development and upgrading will
definitely produce and promote produciivity in large coprporations.
Productivity would alsc depend on the harmonious relationship between
labor and management, :

Huw o yuu wubipar w Flilllp
Japan®? Can the Japan=se
Philippine companies?

Partly due to cultural differences, Japanese management atyle cannot be
fully adopted by Philippine companies. S

pine management style wit |
h that ot
fanagemeant style be adopisd by

I there any possibility for the Phililppines to develop a
system of skills development and upgrading in specific
industries surh as the paris processging industry, considering
the Philippine manaqement style?

Yos. there is a possibility for the Fhilippinmes £o develop a system,
bzzgthe systen hﬁa to suit FPhilippine setting and condition.



SURVEY ON THE PRESENT COMDITION OF
PARTS PROCUREMENT IN THE PHILIPPINES

1. Rewults of tha procurement lnﬁiudiﬁg §8ri§,'at=.

This i% & study into the actual condition relat;ng tc tha
factoriea operating in the Philippines such a=: :

4. Amaunt of proacuremsnt {volums/welight);
b, Percantage of In-house;
c. Role of an affiliated :mmpany/;ndependant conpiny .

Fors

a. Metal casting

b. Wadden patterns Tor castin
c._Fmrg;ng

4. Metal dies for forging

=, Die—cmasting

f. Metal molds for. d;a—casting

g. Matal Press/Stamping

. Mztal dies for metal pross

i, Metal molds for plastic-injection

L

2. Company Background

Name of Company: _PHILIPPINE APPLIANCE CORPORATION

fddrasgr _ 8377 Dr. A, Santes Avenuz, Pararcoue. Meirne Vanila

Contact Person 1 FDWIN M, FSTRE[LA Dwseignations YICE PRESTDENT

Telaphone Na/s.; $8-55-51 'tff_ 58 _ Fax No/s.: §78-74-45

Line of Businzws:

Products Manufactured - 31 ﬂonthlv Produczion
' ' ' Capa:xty '
:
REFRIGERAT(RS AND 78 .
FRFEZERS : : 28,000 units
]
¥

ak A6 R e

_Bgm




2 Result Of Parts Prowcuremsnt in the Past:

B Type of Parte 1 Quantity/Valuwe

X : Produced 3 Bought' 3 Imporied
Required s (kgs./P @88) : In~house : Laeally = fr Japan
3 C % (%) 3 (%) : (%)
3 s : t
Casted Parts 2 3 1 :
Woaden Patterns & H 3 2
for GCasting _ B . % : :
Forged Parts 3 . : 1
Matal Dies for  : ' : :
Foraing ] : 3 3
Die-casted Parts : 2 3
Metal Molds for i 3 3
Dim—-Canting 1 : 2 H
Hetal Pressad H 8 : H
j Farts. t 52,042 bON/A T 7905 * NONE
pies for Matal H H H :
Frasg/Stamping S 5117 T NONE t 79% §  NONE
Molds “ar ' L _ H . M ) H
Plastic Injection: ,; oo ! NONE T 100% i NONE
g o H £ .8

4, Rnw do ymu assess the Japaness systen of a long—term ocn=the—job
akills training (devzlppmeni and upgrading}?

SEE ANNEX A

5; Ie the Japanese style managsment applicable in the Philippines?

[T
im

=
[

ANNEX B
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fa thare any poss;biixty f%r the Phlligp&ﬁﬁg to develop its own
gyseem of developing and upgrading skilles in specitic indusitries
1ike the parts procagssing industey?

SEE ANNEX C

7. Folicies far Parts Procuresnsnt:

a. What ars yoir preﬁent palicies for the procurems=nt af parté

{In-house production, purchase fram local companies, purchase

from Japaneas conpanies npnrac;ng in tha Philippines, Impqrt
fram Japaﬂ, ete.)

NG bPECIFIL PULICTCS

PROCUREMENT ° PRALTLCES ARE BASED ON QUALITV DtLIVcQ! AND
COMPETITVE PRIC NG

Fallowing 1etter {a); what are ynur pml;cy for pru:uramant in
medium Ltera?

NG SPECIFIC POLICIES.

Which of tha processes mEnt;cr"d abnva can ha dane in yousr
company / in-house? :

Do you plan to implement ghangas with your pres=ot
pracurement policies (in the case of increasing or
astablishing new fantnries)”

f_j Yas /_f ' Na

If yea, what changes do you expect in the futura?

e



-8 ?Pgraisal ot local management systems/practices and guality of
P=Wwliaf o

da. HMow do you assess {think or consider) the Japanese system for
davaloping tha skilla of its smployees in the paris

processing industry? (for the differmnt processes, axpect

fzr ?imple and labour intensive operations only - assembling,
mte.)

Speeitically, how Ho you assess the system of 3 continuou=
long terw. on~the-job skill development and upgrading which
produced the present Japanese style of labour management?

SAME AS IN ANNEX A

b. How do you compare Philippine managesent style with that of
Japan? Can the Japaneses managsment style be adopted by
Philippine companiss?

SAME AS IN ANNEX B

=, Iz there any gossibility for ithe Philippines to davelop &
gsystesn af skills development and upgrading in specific
industriss such as the parts procsssing indusiry, considering
the Philippins managemant styla?

SAME AS IN ANNEX C

Hr‘"z_



ANNEX A

Few do you asaess the Japa.m‘uz aysdem 05 @ £ong Lerm, vn zhe.
Job SkiLLs Trzingre  development and-upgrading -

The Japanese model of &kiLLs WLMﬂg B aveay e;gzcuwe
and aaﬁx_c:,eut sybiem that ensuwies high- Quabity workmanship
grom dne werhens witide at Lhe same time motivates Lhe work-
force Ly excel in hein respective functiors. This syatem
has alsc been racognized aa che of Zhe neasons why maviy

, Jiz LANCEC COmPanies have been éLLQ?;Séﬁ‘.LE- in their faabﬂectuz
f<elds of business. '

The Jcr.panue meded s m.gh.Zy wa-tema.tr.c and aﬂgmz.an,t It :
allows fox greaten 4lexibility on the ;:tcmt a4 the compeny
deploy (&8 manpowes whore oritical nesulls are r.eeded_m«.ncut
difficully and provides fox greaten Lzamucik among workens who
arne well rgunded cad well versed in many 5ki2%4.

This Syatem requines a conaiderable amount of invesiment on ‘
the part of the compary but it m well spent because the weturns
arz much gheater in the fong nun., With meny government on
andus tny a.ssaua.twh subsidies Mdf"bty auuiauﬂe to amall
companies, 4his his problom i ecs Ly . cuercome in Japa.r

._71 _



ANNEX 8

15 Lne Japanese style of management apelecable in the
Phidlippines 7 '

Aa abready p!ﬁouen by many successqul compandes such as

Henda Phifappines, Matsushita Efecinic Philippines, Toyoda
Meton Philippines, and Yazaki-Tonnes, the Japanese principles
04 management are readily adaptable in the Ph{&ip'p_r;ﬂe seliing.

‘This obsewation & 4urther supported by the very strong inte-
nest Shown by many Local comparied <h Leanning and adapiing

the successful principles of Kaizen, total quelily management,
the 5 & principles, dnd many other Jdpanese management 'p'mcfti.c.a.s
2L nefatively urkrown.

The Japanzsz slyie o4 management presents o negreshing model
o Zocal businessmen who have patienned many of their syslems
__a;ﬁten.tue-stan.n medefs. In many nespects the Japansse mudel may
be seen as more approprdate o the {llipine cilture and therefore
can neaddly be assimilated cnee wesiean &,tgie. mancgement L& un-
Zeanned as can be vbs2wed wornlduide. '
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