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1. INDUSTRY
1.1 Background to Sector Study on Industry

1.1.1  Overview of Central Luzon

Central Luzon is socioeconomically a {Q% region of the Philippines

Central Luzon corresponds to the entire Region 1l and comprises the six provinces of
Bataan, Bulacan, Nueva Ecija, Pampanga, Tarlac and Zambales. The total area of 18,231
km? and around 6.2 million population in 1990 account for 6,2% and 10.2% of the national
total, respectively, The gross regional domestic product (GRDP) was B72.2 billion in 1992
or 10.1% of the national total (B712.7 billion in the 1985 constant price).

GRDP and Its Growth Rate by Region

P100 Milion %
1985 Congtant Price Annual Average Growth Rale e
- 3.89 g .
2500 - 1 989-1992 (%) — ] 400
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.86 1 200
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Central Luzon is a main industrial center and a rice bowl of the Philippines

The industrial sector in Central Luzon constitutes 45.0% of the GRDP (manufacturing
30.1%, construction 10.3% in 1992), 10.3%-points exceeding that of the national average.

1-1



In terms of the region’s share to the Country by industry, the construction industry stands out
with a share of 21.1% while the manufacturing being 12.1%. The share of mining and
quarrying is 10.2%. Central Luzon is the third mineral producers of the Philippines with
£3.06 billion in 1990 following Central Visayas (£4.45 billion} and CAR (£3.86 billion).
Gold, silver, chromite, copper, limestone, marble, clay, sand and gravel are the main mineral
products of Central Luzon. These indigenous minerals have developed Central Luzon’s
manufacturing industries such as cement, marble processing, pottery and construction
materials.

-Regional Distribution of GRDP by Sector: 1992
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Mineral Production by Prevince: 1990
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Central Luzon is also a rice bowl of the Philippines. Agriculture constitutes 22.2% of the
GRDP in 1992. The region in fact has highly established agriculture, and its contribution
goes beyond rice. Based on the average production over 1988-92, rice production in Central
Luzon contributes to 18% of the national production, sugarcane to 0%, mango to 20%, and
few vegetables to over 13% of the respective national production such as eggplant (15%},
tomato (13%) and mongo (13%). Livestock and poultry inventories in Central Luzon also
contribute significantly to the national inventorics, led by hog (13%), chicken (15%) and

duck (22%). Central Luzon also abounds in fishery resources both in the coastal and inland
areas.



Central Luzon is divided into urban and rural provinces -
The region is divided into two groups of provinces: the urbanized provinces of Bataan,
Bulacan, Pampanga and Zambales, and the rural provinces of Nueva Ecija and Tarlac. Of the
total population in 1990, Pampanga is the largest with 1.53 million followed by Bulacan with
1.51 million. Both of these are neighboring provinces of NCR (Metro Manila) and their
urban population ratios are 68.7% and 79.9%, respectively. The urban population ratio of
‘Bataan is also high at 74.5% in 1990. In these highly urbanized provinces, industrial
workers such as craftsmen, plant and machine Operatbrs, and assemblers concentrate and
have a significant share in the total workers: 11% in Bataan, 13% in Pampanga and 18% in
Bulacan. On the other hand, workers of agriculture, forestry and fishery constitute 51% and
33% of the total in Nueva Ecija and Tarlac, respectively.’ '

Pbpulation_ by Province: 1990

Central  Bataan  Bulacun Nueva  Pampanga Tarlac  Zambales

Luzon Ecija
(13 Total Population . - 6,199,107 425,803 1,505,219 1,312,680 1,532,615 859,708 562,992
% Shares 1o Region 100.0 6.9 243 212 24.7 13.9 9.1
(2) Urban Population 3,705,258 317,246 1,202,022 513,054 1,052,204 254,784 365,948
: Urban Population 59.8 74.5 79.9 390 68.7 29.6 65.0

Ratio(2/1;%:)
(3) 15 Ycars and Over 3,835,454 258,925 939510 806,132 945,004 530,084 355,799

IS Years and Over 61.9 608 62.4 61.4 61.7 61.7 63.2
Ratio(3/1:%) . _

(4) Non-Gaintul 1,762,351 111,821 - 439.675 392,993 453,455 209,892 154,515
Occupations

(5) Working Population 2,073,103 147,104 499,835 413,139 491,549 320,192 201,284
(3-4) '
Working Populalion 33.4 34.5 332 3.5 32.1 37.2 5.8

Rutio(3/1:9%)
Souirce : 1990 Census of Population and Housing (National Statistics Office)

Central Lyzon is the area affected by the eruption of Mt, Pinatubo in 1991 - o

The cruption has aftected seriously the provinces of Zambales, Pampanga, Tarlac and
Bataan. Physical damages to the industrial sector amounted to £529.6 million or 19.7% of
the total (2,688 million) broken down as follows: £258.8 million damagés to buildings,
£80.2 million to machines and equipment and £190.5 million losses to inventory. Twelve

firms stopped their production while five firms moved to other regions from Central Luzon.

Central Luzon, however, recorded a good economic performance during 1989-1992 and
posted the highest annual average growlh among all the regions, recording 3.89% per
annum. The construction industry led this growth at 31.3% growth rate per annumi, mainly
due to the special procurements caused by the Mt. Pinatubo eruption. '



Working Population by Province and by Type of Occupation: 1990
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The June 1991 eruption of Mt, Pinatubo deposited an estimated 300 million m? of lahar or
pyroclastic materials that have caused the aftermath damages with rainfalls. However, the
Pinatubo ash is used for the production of new products such as tableware, ornament,
novelty and the like as well as construction materials.

1.1.2 Evolving conditions surrounding industrial sector

The growth and development of Central Luzon will proceed inevitably in line with the
progress of the global economy directly or indirectly resu]tihg in optimum or near-optimum
allotment of scarce resources afnong nations. The following trends are going to create new
circumstances that will direct the economic and developmental activities in the Philippines.

(1) Agreement of GATT Urguay Round and CEPT of AF_'I‘A

The Philippines is a member country of the General Agreements on Tariff and Trade (GATT) |
and the ASEAN Free Trade A:_‘ea (AFTA), both of which pursue in principle “Free Trade”
among member countries. |

Ratification of the Final Act of GATT Uruguay Round
The Philippines will become a member country of the World Trade Organization (WTO)

replacing GATT in January 1995 automatically by ratifying the agreement of the GATT
Uruguay Round, the principal components of which are as follows.

1) Industrial goods

*  Overall tariff cut of at least 33% of the 1986 level,

»  Scrap of tariffs by industrial countries (over the next 5-10 years),
- pharmaceuticals, medical equipment, steel, paper, furniture, toys, beer,

distilled spirits

»  Tariff reduction by developing countries,
- semiconductors, computer parts, chipmaking equipment to fall by 50-100%,
- tariffs on chemicals at 6.5%, and

+ Phasing-out of the Multifiber Arrangement (MFA) on quotas of textiles and
garments by the year 2005 (a 10 year'period) through four stages.

2)  Agriculture

* “Tariffication” of all quotas and other quantitative restrictions (QRs),
- lift of rice import ban: Japan in & years, Korea in 10 years,
- phasing-out of import quotas in US: sugar, dairy products, peanut,



- phasing-out of import ban in the Philippines: corn, coffee, cabbages,
onions, potatoes, garlic, feed substitutes, certain meat products, certain
species of seeds in commercial quantities,

- phasing-out of quantitative restrictions in the Philippines: all agricultural

. products except for rice,
Tariff reduction: by 36% in 6 years (mduslnal countries), by 24% in 6 years
(developing countries),
Domestic subsidies reduction: by 21% over 6 years (industrial countries), by
13% over 10 years (developing countries: except for irrigation, fertilizer
subsidies, credit support and the like)

In addition, the new WTO will promote further decrease in non-tariff barriers to trade,

protection of trade-related intellectual rights, streamlining of trade-related investment

measures and expansion of service trade.

CEPT program of AFTA
The main mechanism of AFTA is the Common Effective Preferential Tariff (CEPT) prograin

that claims an across-the-board reduction of tariffs on all the industrial and agricultural

processed products among member countrics. The program in the Philippines covering

4,122 items out of a total of 5,561 items will set to start its implementation from 1996 to

2008 and is outlined as follows:

1)

2

‘Fast-track program in 15 sectors consisting of 862 items in the Philippines

15 sectors:. vegetable 6il, cement, chemicals, pharmaceuticals, fertilizer,
plastics, rubber products, leather products, pul'p, textiles, ceramic-glass
products, jewelry, copper cathodes, electronic products, and rattan and wooden
furniture,

reduction to 0-5% within 10 years for items (A) currently SLIbJBCt to tauffs of
more than 20%

reduction to 0-5% within 7 years for items (B) currently subject to tariffs of
20% or less.

Norrmal- tlack program in other sectors consisting of 3,250 items in the Philippines

.

reduction (o 20% within 5-8 years, 0-5% in the following 7 years for items (A),
reduction to 0-5% in 15 years for items (B).

In addition to the above CEPT program, AFTA sets some regulations governing the

agreement which include the foliowing:



* quantitative import restrictions and non-tariff barriers are to be abolished for
items involved,

* member countries may designate sonme sensitive items and exclude them from
the CEPT program for a specified period of time,

* “ASEAN products” arc defined as those of which 40% and more value is added
within the region, and

* countries where excluded items are designated are not eligible for preferential
tariffs on such items.

These recent developments in international trade may have both positive and negative impacts:
positive impacts for both importers and exporters depending on imported materials because of
“cost-down” and negative impacts for domestic market-oriented agriculture and industries due
to the penetration of imported products. It is imperative, therefore, for the Philippines
economic sectors as a whole to become competitive both in the domestic and international
markets for sustainable growth.

2) Other institutional changes

Deregulation of foreign exchange rules

The foreign exchange regulation was liberalized almost completely by Circular No. 1389 of
the Bangko Sentral ng Pilipinas (BSP) on 13 April 1993. The main changes in business
concerns are : free purchase of foreign exchange by non-residents, free buying and selling of
foreign exchange by residents outside the banking system, free foreign exchange of export-
related receipts, acquisitions or earnings by residents to pesos, unlimited use of foreign
currency accounts, and full and immediate repatriation of capital and remittance of dividends,
profits and earnings from foreign investments.

Entry of [greign banks .

The entry of foreign banks are liberalized by RA 7721 on 18 May 1994. In addition to the
four existing banks, new foreign banks will be established by adopting one of the following:
1) by acquiring, purchasing or owning up to 60% of the stock of a local existing bank, 2) by
investing up to 60% of the stock of a new banking subsidiary incorporated under laws of the
Philippines, or 3) by establishing branches with full banking authority. As of the beginning
of July 1994, 26 foreign banks are reported to have submitted ap’pllications. The entry of

foreign banks will be conducive to increasing in financial resources and improving banking
services.



Revival of the Philippine Postal Savings Bank (PPSB)
PPSB has restarted its operation on 21 July 1994 at around 2,000 post offices throughout the

Country after more than twenty years. It is expected to contribute to local financing in the
countryside especially for farmers and small enterprises.

New Negative List of the Foreign Investiment Act (FIA) of 1991

The Foreign Investment Act (FIA) was enacted in 1991 aiming at adjusting the existing
Omnibus Investment Code (OIC) of 1987 to make the domestic market open to foreign
investments that are not entitled to any preferential measures by the OIC. In the FIA, 100%
foreign ownership is permitted not only for “export enterprises” but also for “domestic
market enterprises” except for areas inciuded in the Negative List (NL). Recently, an
amendment of the FIA is under discussion in the Congress. This amendment is deemed to
further accelerate foreign investments in the Country. Major issues contained in the existing
FIA are as follows :

1)  deletion of three-year requirement before a domestic market enterprise may change
its status into an export enterprise,

2)  lowering to US$150,000 from US$500,000 of the minimum equity requirement or
foreign-owned domestic market enterprises and export enterprises which utilize
local raw materials from depleting resources,

3) deletion of FIA Negative List C which identifies local industries where foreign
investors are not allowed to invest or are limited to 40% if allowed , and

4)  tepeal of provisions pertaining to “strategic industries™ which will be included in
Investment Pricrities Plan {IPP).



Outline of Foreign Investment Act as of 24 October 1994 (partly amended) -

Percentage of Foreign Equity __» 0% 25% 40%

100%

"Export Enterprise” (60% or more of export) >
“Domestic Markel Enterprise”(41-100% of domestic sales) >

exceplt for arcas included in the Negative List

‘((Areas included in the Negative List )

‘Negative _List A

Foreign ownership is

{the Constilution
and specilic laws.

limited by mandate of |

Negative List B

Forcign ownership is
limited for reasons of
security, delense,
risks 1o heaith and -
morals and protection
of local small and
medium-scale
enlerprises.

1) No loreign cquity —ee—gm

* Relail trade, cooperatives,
enginecring, cle,

2} Up o 25%

» Privaic recruitment

+ Contracts for Lhe construction

and repair of locally-Tunded
public works

3) Up to 30%: « Advertising

4) Up Lo 40%

» Ownership ol private land

* Public utility, cducation,
financing ,CU]lSl]'LlClin_'l. cle.

' 1) Up {0 40%

= Domestic markel enterpriscs
wilh cquily capital of less
than US $500,000 not
involving advanced lech-
nology

+ Export enierpriscs with
equity capitat ol less than
US $500,000 wilizing raw
materials depleting natural

. Foreign cquily in
cx-ploration, development
and ulilization ol natural
resources is limited up 1o
40% bul full forcign owner-
ship is allowed
through financial and

| (cchnical assistance

agrcement with the

President.

- - resources
Negative List C: forcign ownership is limited by capacity

of exisling induslrics. ——ee -

not yel identified and designated ]

Local Government Code of 1991 (1.GC 1991): devolution
The LGC 1991 took effect on I January 1992, The ultimate objective lies in the
transformation of local government units (LGUs) into sclf-reliant entities and active partners

in the attainment of national goals through a more responsive and accountable local
government structure instituted through a system of decentralization. Accordingly, not only
specified public services and regulatory powers were devolved to LGUs from nine national
government agencies (NGAs), but also some powers of LGUs were enhanced. The financial
resources of LGUs comprise mainly shares from the national wealth, internal revenue
allotment from the national government, locally generated taxes and public investments
financed by LGUs. New autonomous LGUs are responsible for their own territorial
development, and civi! sectors including NGOs are members of the Regional Development
Council together with LGUs, NGAs and representations from the Lower House of
Congress.
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Perspectives of Devolution by the Local Government Code of 1991

(Decentralization)

National Government

> DEVOLUTION

Major Responsibilities of the National

Government (NG)

-Formulation of policies and sctting of standards
and guidelines

-Provision of technical assistance to LGUs

-Coordination with LGUs on the discharge of NGA
(National Government Agencies) functions

-Ensuring the participation of LGUs in the planning
and implementation of national projects

-Provision of funding support

| Revenue Allotment to LGUs|

(1) Shares from National Wealth

*Mining Taxes, Royalties, Forestry and FlShEl y
Charges

*Proceeds of the Government-Owned/Controlled
Corporations (GOCC%)*

(2) Internal Revenue Allotment (IRA)

The IRA alter 1995 will be determined in a new law
now under discussien in the Congress.

Gross Collection | oy 60% for NG
of the Bureau of ;1994 40% for LGUs
Internal Revenue

(BIR) >

23%
Provinces|

23%
Cities

34%
Municipalities

20%

Barangay

| 1
| Ratio of Further Allotment
| i

ewith 100 or morc of
inhabitants

~Population 60%

-Equal sharing 40%

*Other Barangay

-a minimum of
PR0,000 per year

-Population 50%
-Land area 25%
-Equal sharing 25%

! N

| Locally Generated Taxes |

*Rea! Property Tax, Business Tax, Forest Products
Tax ,Mine Products Tax

~*LGU authority may grant tax exemption privileges.

Scrvices and Powers devolved to LGUs

DA e -Agricultural extension and on-site

research
-Inspection of food products
DAR -3 -Reclassification of agricultural land
DECS -%w-School building program
DENR - -Community-based forestry projects
-Enforcement of environmental laws
DOH .= -Figld health and hospital services
-Quarantine
~#=.Tourism facilitics and tourism
promotion and development
DOTC -Js--Telecommunication services for
provinces and cities
DPWH ~=_Public works and infrastructure
projects funded out of local funds
DSWD -3--Social welfare services
-Housing projects for provinces and
cities
-Other services e.g. investment
support, industrial R&D, elc.

Newly Enhanced LGUs' Powers

-Full autonomy in the exercise of

DOT

proprietary rights and management

of economic enterprises

-Authority to secure domestic or
foreign grants and ODA without need
of NEDA's approval

-Cooperative undertaking among LGUs

-Exemption from payment of customs
duties for imported heavy equipment

A
3

mnr“llll'
]

Expenditure of L

&~
S
&

u“]“lll-

Public Investment Fmance by LGUs

1) finance capital investment through borrowings,

2) secure credit lines from private banks and
lending institutions,

3) issue bonds to finance seif-liquidating and
income-producing development projects or
livelihood projects; and

4) enter into BOT contracts.
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3 Recovery and expansion of the Philippine cconomy

At the beginning of the Aquino administration in 1986, the Philippine economy started to
recover steadily until 1989. However, a series of events which happened during her term
resulted in a major setback in the Country’s economy. There were coup attempts, the Gulf
war in 1990, a drought, a big earthquake and power shortages. It was aggravated by the
eruption of Mt, Pinatubo in 1991 and the withdrawal of the US Military Bases. Political
stability has been restored under the Ramos administration, and the policy environment of the
Philippines in the field of the trade and industry has improved and Wel_l placéd in the past few
years. As a result, the Philippine economy has recovered and is showing signs of further
growth.’

Recent Macro Economy Indices in the Philippines

1989 1990 1991 1992 1993 (Ils??;r)
1) Population thousand 60,100 61,480 62.870 64,250 65,649
Growth rate %; p.a. . 235 226 220 2.18
2) GRDP Growth rate % pa 6.21 3:04 -0.58 0.34 1.97 3.77
(1985 constant price) .
1) Per Capita GNP US§ 700 715 734 847 - 844
4) Export Us$, mil. 7,821 8,186 8,840 93824 11270 4,960
Growth rate %; p.a. 10.6 4.7 8.0 11.1 14.7 16.1
5) Import © USS, mil. 10,419 12,206 12,051 14,520 17,625
Growth rate % pa.  27.7 17.2 -1.3 205 21.3 24.6
6) Foreign investment Uss, mil 1022 732 507 219 485 556
Growth rate % pea. - -28.4 -30.7 -56.8 1215 195.7
7} International Revenwe - USE, mil. 1,417 924 3246 4,403 5,801 7150 (Apr.)
8) Foreign Exchange Rate 2172 2481 211 25.51 27.1 26.46
(Jul.8)
9) CPI (1985=100) Inflation 127.6 145.7 172.9 188.3 202.6
- Growth rate %i p.i. 12.2 14.2 18.7 8.9 7.6 9.8

Major source;  Philippine Statistical Yearbook (NSCB for 1989-1952)
International Financial Statistics (IMF)

Other Sources:  The Philippine National Accunt CY 1991-1993 and First Quarter (NSCB)
Philippine Economic and Trade Statistics 1993-1994 (BO1), JETRO Monitor May 1994
Key Indicaiors of Developing Asia and Pacific Coumr;es 1993 (ADB)

Notes:  4) Total for January-May 1994 for "1st Qtr. 1994."

6) Total equity investment based onBOI data.
7) Total reserve minus gold except 1993; data af the end of the year.

According to the latest public release, the Philippine economy registered a rapid expansion in
the first quarter of 1994 compared to periods of 1993; GDP grew by 3.8%, exports by 16%
(from January to May), foreign investments by 196%. International reserves accompanied
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by the increase in expoits and remittance inflows from overseas contract workers reached a
historical high of US$7,150 million in April 1994. The probable GDP growth of more than
4.5% targeted by the government is being expected for 1994,

1.1.3 Study scope and emphasis

(1)  Philippines 2000

The Philippines is gearing up toward becoming a newly industrialized country (NIC) by the
year 2000. The “Philippines 2000 or the Medium-Term Philippine Development Plan 1993-
98 spelis out policies and strategies along this line and sets various targets. In terms of
growth, the Plan envisions the following targets, among others.

GDP 7.4% during 1993-98 (at the average annual rate)
GNP per capita 6.7% during 1992-98 (at the average annual rate)
GNP per capita US$1,500 by the year 2000 (extrapolating the growth rates

toward the end of the Plan period, an 80% increase from the
present level)

Comparison of Philippines and NICS/ASEAN for Factors Affecting Industrialization

Growth factors in NICs and some ASEAN
countries

Recent experiences and trends
in the Philippines or Central Luzon

1) Relatively strong government initiative

Decentralization and people-oriented and region-initiative
development

2) Effective use of foreign capital including
ODA

BOT

promotion and insufficient
reinvestment and technology transfer

manufacturing

3) Promotion of export industry or foreign
currency acquisition industry

Weakness in market channel, product competitiveness, and
tourisin with small market

4) Posiiive allowance of dual structure such as
"Free Zones" '

Still insufficient despite the existence of EPZ and SEZF
(Special Economic Zone and Freeport}

5) Acceleration . of urbanization or- urban
economy-led development

Overconcentration in Metro Manaila but potential area of
Subic Bay and Clark Field

6) Stable growth of agriculture and utilization
of local resources

Stronger agricullural and possible eco-system approach but
low productivity and lack of incentives due to the land
tenure situations

7y Strong human resource development

Also strong but more development is needed

8) Overseas Chinese network and relatively
common culture

Capital flight especially to the main land China is sighted.

Remark: Asian NICs (Korea, Taiwan, Hong Kong and Singapore), some ASEAN countries
(Thailand, Malaysia, Indonesia) '

In order to attain these targets, however, the Philippines will take some different ways from
those of Asian NICs and some other ASEAN countries. For example, “Peoples
Empowerment” is one component of the “Philippines 2000 strategy, institutionally also
ensured by the Local Government Code of 1991. Meanwhile, the Philippines has unique

status with a large share of 72.2% for the private final consumption and a smatl share of



21.7% for the domestic capital formation in the composition of the national expenditure. This
does not necessarily mean high consumption or high income .but rather small capital
formation or limited investinents, and therefore capital formation including foreign capital is
very important for the sustainable industrial development in the Philippines.

Composition of National Expendifure among Selected Countries: 1990

Domestic
Cap:tgl. :

.Government

 Final Consumpuon Private Final Consumptaon
h"ﬂ':ﬂ},.gu;-."' S S ;

- Phlhppmes _c";;fﬂu“,}'&%

1 Bax]

Thailand

=
Malaysia

Singapore 1

T
5

indonesia §8.93% it Bivbiidn e

m— »9.0*00'020-'\ AR e

Korea

Japan

0.0 20.0 40.0 80.0 80.0 100.0 1200
(%)

Source: National Accounts Statistics (United Nations)
() Medium-Term Central Luzon Regional Developinent Plan (MTCLR'DP)'

The MTCLRDP (1993-1998) indicated the region’s long—term--visioﬁ for development:
namely “Agro-Industrial Development” (A1D). This AlD aiins at synergistic development of
agriculture and industry through strengthening of both sectors’ forward and backward

linkages.

Central Luzon is expected to grow faster than the national average as one of the most
prospective regions in the Philippines. The MTCLRDP sets the growth target for the gross
regional domestic product (GRDP) of Central Luzon at 8.5% per annum on the average
during 1993-98, accelerating from 6.8% in 1994 to 12.3% in 1998. All the economic
sectors, including agriculture, industry and services, are expected to grow at rates higher than
the respective national averages.
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Vision and Objectives of Agro-Industrial Development

REGION il (Central Luzon)

VISION for Regional Development

{in the long term)
Agro-industriat development to sustain

and diffuse economic growth in the
region given its vast agricuitural
resources/potentials and already large

w—-

industrial base.

SECTORAL FOCUS -

Synergistic development of agriculture
- and industry through two sector's

forward and backward linkages.

Development Objectives definitely
relating to Agro-Industrial Development
(medinm-term,1993-1998)

--To ensure sustainable natural resource
utilization; .

--To improve post-harvest facilities and
marketing system for agricultural products
and set the stage for faster agro-industrial
development;

--To develop a critical base of world-class
industries across all provinces spanning
siall to large industries and agribusiness;

--To accelerate private investments inflow to
the region at the level approximaling
CALABARZON;

--To attain total physical and socioeconomic
regional integration;

--To attain balanced and rational land-use;

Source; Medium-Term Central Luzon Regional Development Plan 1993-1998

(3)

Study scope and emphasis

Objectives of the study

This sector study covers the long-term indusirial development focusing on the manufacturing
sector in Central Luzon with the target year 2010. The objectives of the study are the

following:

o

2)

Study emphasis is placed on reflecting the regionat characteristics and SMEs

to prepare an integrated and action-oriented development plan with components of
priority projects or programs strategically impoitant for realization of the region’s

development vision and objectives; and

to make recommendations necessary for the effective implementation of the

development plan, including investment promotion measures and organizational or

institutional arrangements.

The regional characteristics of Central Luzon could be categorized as follows.

D

Geographical position and potentials

- potential heartland of the South East Asia as well as of the Philippines, being

situated in the central part of the both;



- area qualified to share the roles already played by NCR (Metro Manila: the
comprehensive center of the Philippines), being contiguously located to it; and

- area suitable for the development of proceés and distribution industries, being
located between NCR and the Northern Luzon which are abundant in natural
Tesources.

2)  Socio-economic position and potentials

- 10% region of the Philippines comprising the urban and rural provinces;

- 56% area of GRDP in the Philippines along with NCR and Region IV,

- arearich in agricultural and mincral resources;

- main industrial center and a rice bowl in the Philippines, supported also by rich
human resources;

- area with two substantial sites suitable for the planned development, namely'
Subic Bay and Clark Field, former US military bases, being not applicable for
the Agrarian Reform Program (Jand tenure improvement); and

- area affected by the Mt. Pinatubo eruption where rehabilitation and resettlement
are urgent issues especially in the short- and medium-term.

The study gives an emphasis also on the small and medium enterprises (SMEs) that need
more developmental supports than “large enterprises” and are expected to lead the region’s
growth as “endogenous or grass-rooied enterprises.”

Industrial guestionnaire surve

A survey named the “Industrial Questionnaire Survey in Region III” (IQSR3) was conducted
as a part of this study from December 1993 to January 1994. The objectives of IQSR3 were
to collect basic information concerning actual production activities at the local level and to
reflect or incorporate the critical needs/demands presented by the manufacturers into this

study and the Master Plan process. The respondents totaled 605 enterprises consisting
mostly of SMEs.
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Outline of Responded 605 Enterpriscs to IQSR3

[ % Distribution of Respondents ]
Tarlac N, Ecija Zambales

1. Province ' A Bataan
_ Bulacan 256 (2134 [132
% % 1] 3.1
Food processing
including beverage o
GTH including wood craft N hers
2 Type of ; o e[ TTT T TN Jewsl
Fumiture 251  §£11.4% 5 fy
Industry . j’ bﬁ 69 2.1
L th leath
including textile m%a[lud?,:; Podmﬁfga?r products <~ Metal & machinery 33

Construction Materials

50-99 (2.5)
3. Empioyment 5.9 (28.4) Eé’iﬁ"”é’é 1”4"(“5'-',5 No Answer
Slze O NI 0.7

Half of factories with large employment are located in Bataan. wo 35)

Consultative meetings

Consultative meetings were held over four manufacturing subsectors consisting of garments,
gifts, toys and housewares (GTH), leather goods and furniture in June 1994 so as to clarify
their problems and effective policy measures between the manufacturers and the Study Team,

1.2 Existing Conditions of Manufacturing in Central Luzon

The performance of the manufacturing sector in Central Luzon has been relatively good with
an annual growth rate of 3.15% (1985 constant price) during 1989-1992, compared to the
growth rate at the national level (0.17%) and in NCR (Metro Manila: 2.1%). This chapter
will clarify the present conditions of the manufacturing sector in terms of spatial distribution
and major subsectors, production and export, productivity and structure of value-added
generation, regional linkages and factors of industrial agglomeration, technology
development and transfer, investment trends, and organizational aspects.

1.2.1 Spatial and subsectors structures

According to the “1988 Census of Establishments,” manufacturing in Central Luzon
employed a total of 99,904 workers, broken down by province as follows: 44,711 in
Bulacan, 20,489 in Bataan, 16,153 in Pampanga, 7,980 in Nueva Ecija, 7,648 in Tarlac and
2,923 in Zambales. The top ten subsectors of Central Luzon in terms of workers are as
follows.

1) Textile spinning, finishing, etc.(16,559): big factories located in Bulacan (14,973)
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2)
3)

4)
5)
0)
7
8)
9)
10)

Ready-made clothing (10,624): oulslanding in Bataan (5,441) and Bulacan (4,095)
Rice and corn milling (7,286): scattered thloughout the rcglon but largest in N.
Ecija ' ' -

Bakery products (6,970): scattered throughout the region

Sugar mxllmg and refining (3,467): largest in Tarlac (2,114) and Pampanga (1 353)
Animal feed (2,958): outstanding in Bataan (2,493)

Rattan furniture (2,938): concentrated in Pampanga (2,360)

Custom tailoring/dress-making shop (2.677): scattered throughout the region
Radid,'.TV, communication equipment (2,676): concentrated in Bataan (2,534)
Wood furniture (2,629): outstanding in Pampanga (1,055)

In addition to these subsectotrs, there are big factories or industrial clusters located in Central

Luzon as follows (Figure 1.1)

)
2)
3)
4
3)
6)
7
8)
9
10)
11)

Paper and paper products in Samal and Orani-Bataan and in Calumpit-Bulacan
Petroleum refinery in Limay-Bataan _

Cement in Norzagaray and San 1lldefonso-Bulacan

Steel-rolling mills and electric accumulators in Meycauayan-Bulacan
Metal craft in Pampanga

Electric wiring devices in Tarlac-Tarlac

Ship repairing in Mriveles -Bataan and in Subic-Zambales

Soft drinks in San Fernand Pampanga

Leather goods, jeweiry and marble processing in Meycauayan-Bulacan
Pottery, china and earthenware in Sto. Tomas-Pampanga

Gift, toys and housewares (GTH) including lantern, fireworks, etc.
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Figure 1.1

Spatial Distribution of Manufacturing Subsectors in Central Luzon: 1988

("+Soft drinks and carbonated water (2,116) )
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Gifts, toys and housewares (GTH) is-also one of the major subsectors in Central Luzon,
although GTH is not statistically an independent industry as its products are diversified and
produced by different industries such as wood products, paper products and miscellaneous
products.

1.2.2 Production and export
M Production and employment

Table 1.1 shows the manufacturing sector data (all establishment basis but not including
informal sector or non-registered enterprises) in Central Luzon compiled from the “1989
Annual Survey of Establishments.” The region’s manufacturing sector comprised 7,705
establishments that employed 94,681 workers, produced the output value of P37.6 billion
and generated the value-added of 812,78 billion, The region’s shares to the national total are
as follows: number of establishments 9.9%, workers 7.8%, oﬁtput value 7.8%, and value-
added 7.6%. These data imply that small size factories are relatively dominant in Central
Luzon.

By subsector, food and beverage is the top industry in any of these terms, and especially
outstanding in value-added generation. Its value-added amounts to £7.26 billion or 56.8% of
the manufacturing total, some significant portion of which is generated from big soft drinks
factories located in San Fernando, Pampanga. Petroleumn products are due to a refinery in
Limay, Bataan whose actual data are suppressed as it is the only factory. - However, its
output value is estimated at around 11 billion or about 30% of the manufacturing total.

Textiles industry constitutes around 5-10% of the region’s manufacturing total in terms of
workers, output value (P1.81 billion) and value-added. There are eleven large establishments
of textiles including spinning and finishing plants located in Central Luzon .

‘Wearing apparel, mainly comprising custom tailoring/dress-making and ready-made clothing
or garments that are also major subsectors in Central Luzon, constitutes 19% of the
manufacturing total in terms of the number of cstablishments and workers, more or less 3.5%
(£1.32 billion) for the output value and 5.5% of the value-added. o
The other major subsectors in Central Luzon are classified by the output value as follows:

less than 210 million : footwear (except for rubber footwear)
less than 100 million : pottery, china and earthenware
Less than £1 billion : leather goods, furniture.

. BI - 2 billion : paper and paper products, cement
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Table 1.1 Manufacturing Subsectors in Central Luzon: 1989
Establi- Waorkers Value of VYalue % Shares 1o Nation
shment Oulpul Added Establi-  Waorkers  Value of  Value
(in millinn pesos} shment Output  Added
ALL INDUSTRIES 7,705 94,68t 37,617 12,780 9.9 1.8 7.8 7.6
311-314 Food & Beverage 3,145 26,742 13,742 7.259 9.2 8.1 2.6 13.9°
321 Textiles 63 9,047 1,810 620 3.5 8.7 1.3 1.9
322 Wearing Apparel except Footwear 1,505 17,853 1,322 697 10.8 8.0 5.0 4.9
323 Leather & Leather Products 145 2.084 169 75 44.6 21.8 19.9 16.7
324 Footwear 37 238 8 4 1.7 1.1 0.6 0.7
331 Wood Products 307 5,687 1,168 404 113 9.1 9.9 10.6
,332 Furniture & Fixiures 6186 6,308 637 204 13.2 10.6 11.9 9.6
341 Paper and Paper Products 10 1,890 2.019 590 3.2 11.5 17.4 15.2
342 Printing 20d Publishing 123 1,062 76 34 5.8 i3 1.2 1.2
351 industrizl Chemicals [ 119 284 57 1.7 1.1 1.8 1.2
353-6 Rubber & Piastic Products 34 3.319 616 225 4.6 6.9 3.9 4.3
361 Pottery, China and Earthenware 71 473 12 8 9.0 7.4 1.3 1.4
363 Cement ’ 4 1,193 1,276 437 23.5 10.8 17.7 14.1
362 & 369 Other Non-Metallic Mineral
Products including Glass Produets 346 4,875 875 570 15.4 17.3 12.3 14.1
372 Non-Ferrous Melal Basic Tndustries
381 & 386 Habricated Metal Products
including Metal Furniture & Fixtures 807 2.046 100 49 12.4 4.5 Lo 1.3
382, 383 & 3RS General & Electrical
Machinery and Precision Instruinents 202 5,947 1,128 674 9.7 6.7 2.9 5.1
384 Transportation Equipmnent 33 [Tvke] 247 139 6.7 4.8 1.3 3.1
390 Other Manufacturing Indusirics 218 3,386 479 263 1.9 128 13.1 17.0
34, 352.354, 3 Tobacco, Other
Chemical & Pelrolesm Products, and 33 1,409 11,657 361 5.1 1.1 9.4 i.0
Tron and Steei Basic hulustries
% Shares hy Type of Subsectors “: Shares of Small  Establishiment
Establi- Workers Value of Value Fstabli-  Workers  Valugof  Value
shirent Cuiput Adlded shment Cutput  Added
ALL INDUSTRIES 100.0 100.0 100.0 100.0 87.6 29.4 9.0 12.8
311-314 Foad & Beverape 40.8 2R.2 36.5 56.8 89.9 40.9 i3z i0.4
321 Textites 0.8 9.6 4.8 4.9 57.1 2.0 0.3 0.5
322 Wearing Appaccl exeept Foolwear 19.5 18.9 3.5 5.5 87.6 0.6 16.6 15.5
323 Leather & Leather Products 1.9 ) 0.4 0.6 69.0 352 232 23.2
324 Fooiwear 0.5 0.3 0.0 0.0 8.4 3.1 21.3 11.5
331 Wood Produces 4.0 6.0 3.1 3.9 74.6 19.2 8.9 10.8
332 Furniluye & Fixtares 8.0 6.7 1.7 1.8 87.3 4.8 46.7 4.2
341 Paper and Paper Prodlucts 0.1 2.0 5.4 4.6 30.0 T 0.6 0.0 0.0
342 Printing and Publishing 1.6 1.1 0.2 0.3 81.3 57.5 234 28.2
35! Indusirial Chemicals 0.1 0.1 0.8 0.4
355-6 Rubber & Plastic Products 0.4 3.5 1.6 1.8 55.9 2 0.2 0.
361 Pouery, China and Earlhenware 0.9 0.5 0.0 0.1 B7.3 78.6 87.0 846.8
363 Cement ' 0.1 1.3 3.4 3.4
362 & 369 Oiher Non-Metaltic Mineral
Producis including Glass Producis 4.5 5.3 2.3 4.5 85.0 7.5 79.9 85.5
372 Non-Ferrous Mulal Basic Tndustries
381 & 386 Fabricaled Metai Products
including Metal Furniure & Fixwres 10.5 2.2 0.3 0.4 98,4 87.7 80.0 82.4
382, 383 & 385 Guneral & Electyical
Muchinery and Precision [nstruments 2.8 6.3 3.0 5.4 84.7 13.8 3.9 3.2
384 Transportation Equipment 0.4 1.0 0.7 1.1 51.8 12.1 1.0 1.1
380 Clher Mﬂnul’aclﬁring Indvslries 2.8 3.6 1.3 2.9 86.2 25.8 12.3 13.9
214, 352-354, 371 Tobacen, Gther
Chemical & Petrofeun Products, and 0.4 1.5 31.0 2.8 42.4 6.2 0.0 0.5

Source: 1989 Annual Survey of Establishments (Natienal Stalisties Oflice)
Nolc:  Small cstablishment is one with average employment of less than 10 workers.

Some of manufacturing are integrated because of the suppressed data,



2) Export -

The Philippine exports have grown steadily during recent years which amounted to US$8.84
billion in 1991, US$9.82billion in 1992 and US$11.27 billion in 1993. Exports from
Central Luzon in 1993 excluding traditional exports amounted to $438 million or 3.9% of the
national total. The region’s share of exports is smaller than those of GRDP (10. 19%) and the
output value of the manufacturing (7.8%) (Table 1.2)

By province , Bataan is the top exporter of non-traditional products with US$201 million
exports in 1993. The second is Bulacan with US$132 million followed by Pampanga with
US$57 million (Table 1.3). The principal expoit goods by province are the following:

Bataan . knitting, wearing apparcl/garments, leather products, rubber footwear,
sporting goods, fiberglass and fiberglass furniture, electronic
components, yacht, accessories, explosives, hair wigs, petroleum

products; _

Buiacan: . fextiles, wearing apparel/garments, leather products, jewelry;

Nueva Ecija :  wearing apparel/garments, '

Pampanga : wearing apparel/garments, GTH, furniture, wooden carving, metal
products, semi-conductors, processed food;

Tarlac . wearing apparel/garments, GTH, wire harness; and

Zambales proéesscd food, GTH.
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Table 1.2  Exports from Central Luzon
[Real Number: US$ million)] 1988 19889 1890 1991 1892 1993
Total 208.0 4267 6773 4261 4088 4388
Garments 437 432 66.1 77.6 79.0 110.7
Gifts-Toys-Housewares 20.6 17.7 68.2 54.0 67.9 95.5
Furniture 18.2 333 44.1 22.) 27.1 342
Semi-Conductor/Electronics 9.3 36.6 25.6 18.8 18.9 51.7
Marine/Aquaculture 6.0 5.5 19.5 0.0 0.2
Processed Food and Beverage 438 1.5 0.0 0.2
Cerarmics 0.1 0.2 0.4 0.0 0.7 1.9
Steel and Metal Products 0.1
Paper and Paper Products 52.3 86.6  236.i 5.8 6.1
Industrial Manufactures 1.0 3.6 1.9 2.1 36.4
Other Consumer Manufactures 16.1 338 34,1 100.8 112.6 144.1
Traditional Exports 40.9 i161.4 179.7 1447 60.1
[% Shares to the Total] 1988 1989 1990 1991 1992 1983
Total - 100.0  100.0 100.0 1000 1000 1000
Garmenis 21.0 101 938 182 193 253
Gifts-Toys-Housewares 99 41 10 127 166 218
Furniture ' g8 78 65 52 66 78
Semi-Conductotr/Electronics 45 86 38 44 46 18
Marine/Aquaculture 29 13 29 00 00
Processed Food and Beverage 11 02 00 00
~ Ceramics 0.0 0.0 0.1 00 02 04
Steel and Metal Products : 00
Paper and Paper Products 2.1 203 33 14 15
Industrial Manufactures 05 08 03 05 89
Other Consumer Manufactures 17 79 50 237 275 29
Traditional Exports 187 378 265 HO 147

Source: Department of Industry (DT

Table 1.3  Exports from the Provinces of Central Luzon

[Real Number: US$ million] 1988 1989 1990 1991 1992 1993
' . Total 208.0- 4267 6773 4261 4088 4383
Bataan 1243 169.7  319.8 1273 2162 2008
Bulacan 9.7 46.3 937 '56.2 722 1317
Nueva Ecija 2.7 0.8 0.7 03 1.1 2.8
Pampanga - 29.5 42.5 69.0 463 459 57.1
Tarlac 0.7 1.8 4.5 3.1 2.1 41.2
Zambales 0.2 4.3 9.9 48.2 11.1 4.8
Traditional Exports 40.9 161.4 179.7 1447 60.1
{% Shares to the Total] 1988 1989 1990 1991 1992 1992
Total 100,00 1000 1000 1000 1000 1000
Bataan 538 398 472 29 59 458
Bulacan 47 108 138 132 177 D1
Nueva Ecija 13 02 01 01 03 06
Pampanga 142 100 102 109 112 130
Tarlac 03 04 07 07 05 94
Zambales 0t 10 15 13 27 11
Traditional Exports 197 78 265 uo 147 1

Source: Department of Industry (DTI)
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1.2.3 Productivity and structure of value-added generation

Productivity is an equivocal term regarding the degree of competitiveness, profit making,
cost-efficiency and the like. The value-added ratio is one of the indicators representing
productivity and is the difference between the output valuc and the total cost for production as
shown below. This value added is the gross value added not taking depreciation of fixed
assets into account as a cost element except for land.

OUTPUT VALUE

Total Cost

« malerials and supplies consumed
« fuels and electricity purchased

« industrial services done by others
» goods purchased and resold

This value-added ratio of the manufacturing in Central Luzon was 34.0% in 1989, smaller
than 34.7% of the national average and 38.5% of NCR (Metro Manila). This is mainly due
to the small amounts of petroleum refinery in Central Luzon. The labor-fixed assets ratio in
Central Luzon is 16.3 workers per £1 million, lower than 23.7 workers per £1 million in
NCR. This means that the manufacturing in Central Luzon is relatively less labor-intensive
as a whole including petroleum refinery that is one of the typical capital_—'imensive industries
(Table 1.4).

It is a theory that the value-added ratio is higher in manufacturing with high labor-fixed assets
ratio: i.e. high labor-intensiveness. This means that labor or humanware is the main factor
of value added generation in certain types of industries. In this context, manpower training is
effective, and transfer from “labor-intensive™ to “skill-intensive” or “intelligence-intensive” is
critically important for improving productivity.

This relationship is illustrated in Figure 1.2 and substantiated by selected industries of NCR
(Metro Manila) except for footwear. In case of Central Luzon, such relationship is not clear,
especially in the food and beverage and transport equipment due to the existence of big soft
drinks factories in San Fernando and the large assembly plant of vehicles located in
Pampanga. “Industrial service” of the transportation equipment for others constitutes 92.5%
of the output value. This implies that transportation cquipment of Central Luzon includes
“capital-intensive” industry such as ship repairing.
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Table 1.4 Indicators Representing the Generating Structure of
VYalue-Added in 1989 (All Industries)

All Tadustrics
" Natien NCR Central (Comment)
Luzon

(1) Valuc-Added Ratio {VAR) H.T% 38.5% 34.0% | VAR of all industrics in Central Luzon

(2) Labor-Fixed Assets Ratio 15.2 23.7 16.3 ]is lower mainly due 10 the small

(3) Equipment Circulation Ratio 6.1 9.2 6.5 jamounts of the valuc-added of the

(4) Compensation to Yalue Added 8.9% 106% 71% |rcgion's petroleum refinery.

(5) Compensation per worker P35,626 P41.377 P28.103 -

(6) Main Components of Value of Qulput Non-industrial scrvice to cost is high
Product 91.7% 88.8% 93.1% |in NCR. I scoms to give some positive
Industrial Service 4.7% 6.0% 5.3% |elfects on the value-added generation,

(7) Main Componcnts of Cost {tg componenlts are rental cxpenses,

Materials & Supplics £9.3% 88.3% 92.1% |bunk charges excluding intercst,
Fuels 2.3% 1.5% 26% |insurance expenscs, commissions,
Elccuricity 2.9% 2.8% 3.3% jcommunicalions expenses, profcssional
Industrial Scrvice 28% 3.3% 1.8% |, busincss and other service tees,

(8) Non-Industrial Service to Cost 6.5% 7.9% 3.5% |representation, entertainment, freight

(9) Intercst to Cost 3.5% 3.1% 1.9% [services, and storage and warchousing

(10 Subsidies 10 Value Added 0.42% 0.64% 0.00% |cxpenses.

{11) Book Valuc Distribution
Land 6.2% 10.7% 7.3% [Subsidics 1o value added is high in NCR.
Building, Other Suructures, el 26.7% 23.5% 30.3% [NCR occupicd 83% of the national total
Transporl Equipment 48% 6.3% 7.2% [subsidics, amounting to P582 million
Machincry 43.4% 55.1% 53.3% {in 1989.
Other Fixed Asscts 13.0% 45% 1.9%

Source: 1989 Annual Swvey of Establishments (National Statistics Gilice)

Note:  Value Added Ratio = (value added) / {value of outpul) x HX)
Labor-Fixed Asscts Ratio = (workers) / {(beok value of muchinery, transport equip. and other fixed assets)
per P1 million
Equipment Circulation Ratio =(valuc of output) / (book value of machinery, transport cquip, and other
fixed)
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Figure 1.2 Value-Added Ratio and Labor-Fixed Assets Ratio: 1989

Valve Added Ratio
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Source: 1989 Annual Survey of Establishments {National Statistics Office)

The value added in the “Industrial Survey” of the Philippines is the gross value added (GVA)
and not the net valuc-added (NVA) taking depreciation of fixed assets into account as a cost
element. In order to address “total productivity,” other costs should also be counted such as
labor cost, storage and transportation cost, communication cost, advertising cost, R&D and
design cost, sales cost, management cost and others.

There are two ways to increase the value-added or productivity. One way is to increase the
price mainly by improving the quality, by developing proper markets including
subcontracting and by establishing a brand name. The other is to decrease the cost mainly by



decreasing material losses, by purchasing raw materials and other inputs at reasonable prices,
and by saving the cost through introducing mechanized production system to replace workers
with high cost or through consigned works. This consigned or subcontract works represent
a sort of division of works, of which style has been diversified according to stages of
economic development. “Industrial service” mentioned previously corresponds to the
subcontract works among manufacturers while “non-industrial service” refers to relationships
between the manufacturing and the service sector.

Some non-industrial services scem to give the following positive effects to productivity:

- rental expenses effective to decreasing the initial cost of fixed assets,

- communications, represcntation and entertainment, pi’obabiy effective to expanding
the market, and , '

- commissions, professional, business and other services, freight services and
storage and warehousing services, probably effective to decreasing the cost
comparing to doing it by self-service of manufacturers.

It is possible for manufacturers in Central Luzon to increase productivity by decreasing costs
through utilizing freight services instead of holding their own transport equipment.
A_cco’rding to the IQSR3, of a total of 605 respondents, 56.9% use their own trucks for
transport of raw matetials and 54.7% for transporting their own products. . The percentage of
transport equipment in the total book value of manufacturing is relatively high or 7.2% in
Central Luzon indiéating that the transport industry of industrial goods/freight service is not
yet developed. '

Figure 1.3 Owner of Equipment by Land Transport
- Raw Matenals : Producis

40 60% 0 20 40 60%
4547

56.9 The enferprise

Suppiier of raw materials User of products

Transporders Transporter [
Others [] 3.1 ‘ Others

No Answer [] 3.8

No Answer [

Source: Industrial Qucslionnziirc Survey in Region 11 (JICA Study Team and DTI}
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1.2.4 Region_ai iinkages and factors of industrial agglomeration
() Regional linkages

Industrial production has generally exiensive regionai linkages, both in supply of raw
materials and shipment of products. Figure 1.4 iflustrates the regional linkages of
manufacturing production in Central Luzon based on the results of the IQSR3. The
following characteristics have surfaced from the survey.

Figure 1.4 Regional Linkages of Manufacturing Production
‘ in Central Luzon '

% ralings of responded around 3% atoud 13% aund 108 (Muti-Answer]
603 manutacirers £ around 6-8% around3-5% =i aroundi-2% less than 1%
Deslination — Biiacan Pampanga Zambales llocos CAR Mindanao Hesl“?‘fxilrée
Orgin + Bataan + N.Ecija + Trlac + NCR + Cagayan + S, Tagalog+ Visayas + ASEAN +
1000 96 11 141 §24 42 22 25
Bataan 27 [ D D D L
Bulacan 196 [ & 3] 7 | O O
Nueva Ecija 159 Z T A = z D E! D
Pampings 26 @ O08onoo
Trlac wa [ 7. m t '
Zanbeles 105 ey B D D D D
NCR {Metro Manita} 449 NEY D

llecos Region 32 D D D D D

Cagayan Valley o0 El

CAf (Baguio, ete) 08 D D D D D

Soithem Tagalog 2§ D D D D D D D
Bicol Region s d0Od >4 ‘ 0 ]
Visayas 12 D D D D D
— ” D D D D
ASEAN Countrigs 45 D D o

Rest of the Word 22 [ O 0O o

Souce: Industrial Questionnaire Survey inRegion it {JICA Study Team and DTI)

Strong linkages with NCR both in raw materials supply and products marketing
Manufacturing firms in Central Luzon are strongly linked with NCR (Metro Manila). Of 602
total respondents, 270 firms or 44.9% sourced their raw materials from NCR, and 374 firms
or 62.1% supplying their products to NCR. Divisoria is a supply center of garments related
materials such as textiles, thread and zipper.
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_Intra-regional linkages (1); close within the province but strong with neighboring areas

These linkages are naturally strong with neighboring provinces: Bataan-Nueva Ecija and
Pampanga, Bulacan-Nueva Ecija and Pampanga, Nueva Ecija-Bulacan and Pampanga,
Pampanga-Bataan, Bulacan and Tarlac, Tarlac-Nueva Ecija and Pampanga, and Zambales-
Bataan and Pampanga.

Inter-regional linkages (2): Cagayan Valley is a significant supplicr for the region

Cagayan Valley supplies raw materials mainly on wood resources (buri, mahogany, narra,
rattan and tanguile) to 54 firms or 9.0% of the total respondents in Central Luzon. Some
wood processing firms including furniture and wood carving makers in the region also
import raw wood from Malaysia, New Zealand and other countries.

(2)  Industrial agglomeration

Various factors for industrial agglomeration or industrial location interact such as market, raw
materials including indigenous resources, transportation cost, labor cost, conditions of
infrastructure such as land and land price, road, port, electricity and water, personal and local
connections, and political factors. In addition, traditional factors, entrepreneurship and
availability of skills or technology are likewisc important,

Former occupations of presidents or executives in manufacturing firms in Central Luzon are
illustrated in Figure 1.5. According to the IQSR3, presidents or executives of manufacturing:
firms in Central Luzon were formerly engineers/technicians/workers, either promoted from
the ranks or from outside. This accounts for one-third of total respondents. Some former US
base workers entered into manufacturing using their separation payments. Former
manufacturers, constituting 26.0% of the total. may have entered into new areas of business.
Central Luzon has also produced many big businessmen who succeeded in Metro Manila.
Central Luzon, therefore, can boast of the presence of active entrepreneurs and strong

entrepreneurship.

Figure 1.5 Former Occupation of Presidents or Exccutives of
Manufacturing Firms in Central Luzon

| 0.0 2000 400%
Engineer/TechnicianWorker |:
Manufacturer [£

* Others |2

Farmer and the like |2

328

Merchant Jissis
Student
‘No Answer(T]) :

(MULTI ANSWER)

Source: Industrial Questionnaire Survey in Region I (JICA Study Tewn and DTI)
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Topology of industrial agglomeration or location in Central Lyzon _ _
There is an agglomeration of manufacturing subsector industries in Central Luzon based on

the region’s “comparative advantages.” However as shown in Figure 1.6, there is a basic
unit of industries to satisfy the needs for basic daily commodities and housing/construction
located almost throughout the region. The growth of these industries depends on the region’s
growth: i.e. increase in population or income. Indigenous resource-based industries have
great advantages in terms of value of resources and lower transportation cost if the raw
material aré bulky. Rural and agricultural market-oriented industries grow in accordance with
the development of agriculture and related activities. .

Figure 1.6 Topological Positions of Major Manufacturing
Subsectors in Central Luzon
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As a matter of fact, it is very important to make the maximum use of the region’s comparative
advantages for the further growth and development of manufacturing. In addition to more
effective use of the region’s indigenous resources, traditional skills and excellent
craftsmanship should be mobilized for new products, good design and high value added
generation. The contiguity to the largest market, Metro Manila should be utilized effectively
by improved access. With respect to the region’s special locational conditions, sea port and
air port-oriented industries should be more encouraged. Rich human resources should be
conducive to expanding product exports with higher quality. Inter-industry linkages and

“agro-industry are not yet fully developed and should be expanded for the region’s further
growth.

1.2.5 Technology development and transfer

SMESs in Central Luzon are very active in technelogy deyclopment.

Technology development itself is not the final goal. Without proper application, it will not
result in upgrading of product quality, improvement of productivity and the like. Acéording
to the IQSR3, majority of the respondent firms conduct technology development as shown in
Figure 1.7, even if the degree and extent vary among them. Conducting technology
development by themselves accounts for 75.9% of the total, while 22.5% undertake jointly
with subcontracting enterprises or consignors, and 8.1% with other domestic enterprises
other than consignors. Consignors are main partners of joint technology development.

Figure 1.7 Technology Devclopment and Transfer in Manufacturing
Firms in Cenfral Luzon

00 200 400 600 800% 100% 0.0 200 - 400 600 80.0% 109%

Nothing has been done 26.4 No Answer 1.7
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foreign enterprise
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Source: Industrial Questionnaire Survey in Region 111 (JICA Study Team and DTI)
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Inter-enterprise relationships provide main channels of technology transfer
Technology transfer is an effective means to save cost, avoid risks on technology

development, and maitain the product quality for subcontract production. According to the
IQSR3, 71.9% of the respondents receive technology transfer from the outside: 35.9% from
subcontracting partner/consignors, 31.1% from other domiestic enterprises other than
consignors, 11.1% from public institutes and 10.4% from other foreign enterprises other
than consignors. As such, inter-enterprise relationships provide main channels of technology
transfer, and therefore organizing enterprises through subcontracting or industrial
“associations is important for effective technology transfer as there will be sharing of
information among them.

Technology development progresses through the product price support by the market

In many developing countries, product prices are generally low mainly due to consumers’
small purchasing power closely connected with low income. Pr_icés of local-made products
tend to be undervalued, even if the same amount had been invested for technology and
product development for good quality products. This often discourages manufacturers.

On the other hand, importers in a developed country generally appreciate products with
higher prices but high quality' . Because of this, the export encourages technology
development and may bring about a multiplier cffect since local people will also appreciate
and want to buy goods successful in the export market.

In sum, technology development progresses through the product price support by the market.
In this regard, not only enhancement of export but also development of the so-called middle
class is essential for further growth of Central Luzon’s manufacturers.

1.2.6 Investment trends

In recent years, the peak of investments (the BOI approved project cost) in the Philippines
was 979 billic_)n in 1990. In 1991, investments decreased to £78.2 billion but recovered in
1992 reaching £99.1 billion and drastically increased in 1994 as shown below.

Table 1.5 BOI Approved Project Cost

[in billion pesosi 1990 1991 1992 1993  Oct., 1994
The Philippincs 118.4 84.3 99,1 v5.9 347.6
Ceniral Luzan 6.0 6.2 2.9 4.5 47.2
NCR (Mctro Manila) 232 4.7 3.5 8.3 41,5
Repion 1V 36.2 319 16.7 2l.6 55.2
[% Shares to the Nation |

Ceniral Luzon 55 74 29 47 13.6
NCR {Metro Manila) 214 56 3.6 87 119
Repion 1V 334 378 16.9 225 15.9




Investments in Central Luzon were affected by the Mt. Pinatubo eruption but leaped in 1994,

Investments (project cost basis) in Central Luzon are relatively small compared to its
potentials. The value of project costs amounted to £6.2 billion in 1991 but decreased to £2.9
billion in 1992 declining to 2.9% share to the national total. The decline could be attributed to
the Mt. Pinatubo eruption and the energy crisis.

However, the investments leaped in 1994 and the value of project costs during January-
October in 1994 amounted to £47.2 billion, about a ten-fold increase against the total in the
last year. This is due mainly to a large scale of investments in petrochemicals, cement, textile
yarn and power generation plant. Mcanwhile, two petrochemicals complexes are planned,
one in Limay-Bataan by the Philippine National Oil Corporation (PNOC), and another in
Morong-Bataan by another group.

Investments for manufacturing concentrate in Bulacan, Bataan and Pampanga,
Table 1.6 shows the distribution of the BOI approved project costs by province. Bataan

registered the highest industrial investments among the provinces of Central Luzon with
investments value amounting to £20.1 billion followed by Bulacan’s £17.6 billion and
Pampanga’s £2.8 billion during the period 1990-October 1994. Some significant
investments are the following:

Bataan industrial chemicals {£18.8 billion: petrochemical), iron and steel basic
industries (B2.0 billion)
Bulacan cement (£8.7 billion), textiles (£3.6 billion), garments (8225 million), gifts,

toys and housewares (GTH: £239 million)
Pampanga iron and steel basic industrics (P1.85 billiOn), fabricated metal products (B363
million)

Among other provinces, Tarlac is notable for refatively large amount of investments in the
electrical/electronic products and transport equipment. With respect to investments other than
for manufacturing, power plant projects concentrate in Nueva Ecija and agriculture in
Zambales.

Investments in Subic Bay and Clark Field: active and diverse

The BOI approved projects are selectively granted some incentives by the government.
Investments in Subic Bay and Clark Field, each being the Special Economic and Freeport
Zone (SEFZ), are independently given incentives as well as Export Processing Zongs
(EPZs).

Subic Bay attained 73 projects with estimated project costs amounting to US$486 million
(about £12.1 billion) as of T September 1994 while 40 projects with total investments of
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P5.66 billion (within 5 years) are for Clark Field as of 31 August 1994. These investments
are significant as compared to the BOI approved project costs in Central Luzon.

Table 1.6 Prbject Cost Approved by BOI: 1990-October 1994

Project Cost (in million pesos) % Shates to the Region
Totd  Bataan Bulacan NE:I;,CL;:‘ Pi:g{:"- Tarlac b:':?c: B;::lﬂ Bcl:‘ls' Egj A ;t::];a 1;::: ;C::lr:l
. . 4
0. Grand Total 66792 31206 18996 10739 3537 2078 235]| 46.7 28.4 161 53 31 04
l.AgriCIIIlurc Tolal 570 303 3 26 12 199 33T 55 45 21 349
Food Crop 86 70 "n .3 2 813 127 38 24
Agquaculture 27 27 100.0
Pouliry 43 206 »n o 1 47.9 53 0.6 46.2
Agricultural Services 28 20 7 . 736 . 264
2. Mining/Quarrying Total 95 i 37 17 20| 0.3 60.3 18.3 21.0
3. Manufacturing Totat 42,730 20001 17.597 8 2768 1332 3| 499 412 00 &5 32 00
Food Peocessing 321 0 67 184 21.8 20.8 57.4
Feeds 246 192 32 22 78.0 130 . 8%
Tobacco Manufacturin 80 80 . 100.0 )
Textiles : 3,646 3,600 27 9 | 99.0 0.7 0.2 00
- Garments 306 17 225 21 42 - 2] 55 738 6.9 138 .05
Other Wearing Apparel 40 40 100.0
Bags & Luggages 19 14 5 74.6 25.4
Footwear 122 iz 100.0
Leather Goods 98 4d 14 85.8 14.2
Wood Praducts 237 230 7 97.0 3.0
Furniture & Fixiures 29 G 2 21 20.5 B1 115
~ Paper and Paper Products 774 506 268 65.4 34.6
Printing 209 pLiv] 100.0
Industcial Chemicals 19071 18,793 273 988 1.4
Other Chemical Producis 148 148 100.0
Rubber & Plasiic Products 124 724 100.0
Poltery, China, ete. 12 2 10 14,4 85.6
- Glass Products 115 s 100.0
Cement 8.738 8.738 100.0
Other Non-Metallic Mingral Prct. 601 140 444 13 4 23.3. 739 21 07
Irow and Sigel Basic [ndusirics 4207 2040 07 6 13534 4856 7.3 01 444
Non-Ferrous Melal Basic Industries 100 H0 100.0
Fabricated Metal Products 60 39 363 397 . 603
General Machinery 147 7 18 33 65.7 CHG 224
ElectricalfElectrotic Products 1405 G4} h] 157 45.6 0.6 539
Transportalion Equipment 30 73 6 229 242 Z.ﬁ 739
Other Manulacturing Industries 83 36 0 7 67.4 238 .87
Gif1s, Toys and Housewares 320 1 PAL 10 50 0.2 746 95 157
Jewelry 15 15 $00.0
R&D Activities 3 3 1000
4. Other Projects Folak 23396 10204 197 10642 43 (%) 4] 436 47 455 3.2 3.0 01
Power Plant 14975 3252 215 10610 644 235 1.7 14 710 43 18
Power Generation-related 246 4 46 12 70 10 4] 18 592 51 284 40 158
Energy-related 63 63 100,0
1E Development 6890 6,736 70 85 978 1.0 1.2
Infrastrugiure/Service Facililies 29 29 100.0
Telecommunication 24 24 100.0
Tourism-vrientd 156 95 62 80.5 39.5
Transportation 1,013 3 666 306 10] 30 858 302 1.0

Source: Board ol Investments (BOT}



Projects in Subic Bay include banking/insurance services, power generation,
telecommunications, hotel, restaurant, tourism, retailing, duty free shop,
courier/transport/transshipment services, and warchousing. There are also manufacturing
companies such as machine/equipment assembly, electronics, boat building, garments,
textiles, leather goods, and novelties. In Clark Ficld, investments in the manufacturing sector
include garments, leather goods, furniture, and assemblics of golf-related cars, colored
TV/VTR and audio equipment. In addition, the following projects are already signed or
‘operated:

+ Commercial project: duty free shop, shopping mall, trading, warehousing;
+ Aviation-rclated: cargo terminal, aero club operation; and
» Others: banking service, tourism cstale.

Establishment of self-employed SMEs is recenlly active in Cenfral Luzon.
According to the IQSR3, the respondents have the following characteristics.

» almost all self-cmployed (84.8% )
+ small capital (less than P100,000: 90.1%)

The respondents who cstablished their firms before 1970 are not many and account only for
13.7% of a total of 605 respondents whereas 33.2% were sestablished during1990-1994.

Figure 1.8 Year of Establishment of Manufacturing Firms
in- Central Luzon.

1970s

4 ’1,*7 A111EL No Answer
after 1990 (33.2 13774115
832) f/lgf/f//’ i 23

: 5.5

before 1970
Source: Industial Questionnaire Survey in Region 1 (JICA Study Team and DTI)

“The firms newly established during 1990-1994 have large shares in such subsectors as GTH

(40.6%), construction materials (40.0%) and other industry (54.5%). By province, they are
outstanding in Pampanga and Zambales where the Mt. Pinatubo eruption caused serious
damages and where two US bases were withdrawn. This suggests that these events were
looked upon as opportunities to start or restart business, or ih some cases former US basc
workers put up their own business utilizing their separation payments (200,000 in a case),
and manufacturers or people affected by the cruption took advantage of government
assistance for livelihood projects. This strong resiliency is a notable characteristics of people
in Central Luzon.



Most recent trends in investments: bright and prospective in Central Luzon
The total BOI approved project cost amounted 1o £27.1 billion for the first semester (January-

June) of 1994, These investments surpassed the 224.8 biltion target for the whole year of
1994,

In addition, several big projects are underway as follows: solar systém plant in Tarlac by a
Japanese company, two petrochemicals complexes (one in Limay-Bataan by the Philippine
National Oil Corporation (PNOC), and another in Morong-Bataan by another group). These

big projects will lead the increasing number of investments along with the development of
Subic Bay and Clark Field.

1.2.7 Organizational aspects

'The size of dominant private manufacturing enterprises is generally classified as follows.

* by amount of paid—up capital
large: 40,000,000 and over; medium: £10,000,000-240,000,000;
small: £1,000,000-810,000,000; cottage: £100,000-R1,000,000;
micro or house: 100,000 and bwlow,
* by number of employment.
large: 200 and over; medium: 100-199; small: 10-99; cottage and micro: 1-9

Government-Owned/Controlled Corporations (GOCCs) operate in such production areas as
tobacco, petroleum products, iron and steel, ship repairing and others. The privatization of
GOCCs has proceeded and PHILSECO, a ship repairing in Central Luzon has already been
privalized.

Cooperatives: strong in Central Luzon

There are 2,985 cooperatives in Central Luzon (28, 277 in the Philippines) as of March
1994. It is the second largest following Region 1V(3,473) and broken down as follows:
2,715 multi-purpose (agriculture 2,109, non-agricutture 606), 92 credit, 62 producers, 52

federation, 36 service, 17 marketing, and 10 consumers. Producers’ cooperatives in Central
Luzon rank the highest in number among all regions. '

One of the advantages of Central Luzon over other regions is the presence of strong
cooperatives and various types of NGOs. They assunie some roles of government partners
serving as alternative delivery mechanisms, either as financial conduits or implementors of
- government projects. They can also be used for mobilizing community resources and
enjoining active participation of community members in undertaking priority cconomic
activities nceded to increase family income. These cooperatives develop discipline,
community values and individual responsibilitics as well as identify and enhance leadership
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and managerial capabilities of community members, They also mobilize small savings and
generate initial capital needed for livelihood projects. These activities and roles are very
important factors to spur the development of micro and cottage enterprises and SMEs.

Industrial associations (1As): active in Central Luzon
An industrial association is a group of people consisting of industrialists with common

interests. The Chamber of Commerce and Industry (CCI} is playing the comprehensive role
including recommendation of industrial policies. The sectoral and subsectoral IAs have more
immediate objectives and common interests such as allotment of import quota to the US.

There exist a total of thirty-seven industrial associations (IAs) in Central Luzon, mostly
subsectoral as shown in Table 1.7. Many of them were established in the last several yéars.
These 1As function not only for promoting common interests of respective members but also
as conduits of government policies. Based on this rationale, some Central Luzon’s IAs are
actively undertaking such projects as common facility development, relending, training and
the like.



Table 1.7 Industrial Associations (IAs) in Central Luzon

(as of June, 1994)

) . o Year No. of
Province Industrial associations Edb.  Members _
Bataan Export Processing Zone Chamber of Exporters & Manufaciurers (EPZCEM) 1974 31
Bataan Chamber of Commerce & Industry, Inc.{BACCH) 1981~ 38
Bataan Hardware & Lumber Assn., Inc. {BATHALA) sirading 1991
Sataan Handicraft Manufacturers Assn, Inc. (BAHAMAS) 1993 28
| Bataan Garments Manifacturers Asen., Inc. (BAGAMI) 1902 KA
. Bulacan Meycavayan Jewelry Industry Assn. Inc. 1985 62
Garment Busingss Assn., of Bulacan/GBAP MPCI 1986 T4
Bulacan Chamber of Commerce & Industry, Inc. 1988 162
Bulacan Livethood & Handicraft Assn. Inc/Buhay MPCI «=GTH 1890 14
Chamber of Fumniture Ind. of Phils {CFIP)-Bulacan Chapler 1991 35
Obando Garment MPCI Inc. 1991 65
Norh East Mulli Purposs Gamoent Ine 1992 35
Nueva- | Gabaldon Famn Producers Assn,, Inc.mfumiture 1983 4
Ecijla | Cabanatuan Ciy Chamber of Commerce & Industry 1989 25
Mueva Ecija GTH Manufacturers Assn,, Inc. 1989 5
Mangino Industrial Producers Coop. & Allled Services, Inc. -'sllppers 1989 35
Shoes & Footwear Manufacturers Assn. of Gapar inc. [SFMAGI) 1989 25 ¢
Nueva Ecija Garment Producers Assn., Inc. 1989 23
Cabanatuan City Gamments Assn., Inc. 1990 25
Social Action for Rural & Urban Development, InceeGTH 1991
Pampamga | Angeles City Chamber of Commerce & Induslry, Inc. 1964 150
Chamber of Furniture Ind, of Phils (CFIP)-Pampanga Chapler 1971 M
Betis Woodcraft Producers Assn., Inc. 1980 15
Pampanga Assn. of Gament Producers, inc. 1988 150
Pampanga GTH manufacturers Assn., Inc. 1990 108
Pottery Exporters & Manufacturers Assn., of Pampanga, inc. 1991 8
Angeles City Furniture Association - 6
Taflac Tarlac Foundation of GTH Manufacturers & Exparters, inc. 1991 15
Tarlagyeno Fumilure makers Foundation, inc. 1992 20
Zambales | San Vicente Brickmmakers Assn., Inc.s=clay-bricks 1989 18
Chamber of Fumniture Ind. of Phils {CFIP)-Zambales Chapter 1990 15
Phil-Export Region HI sefurniture, GTH 1990 88
Olbngapo City Chamber of Commerce & Industry, inc. 1990 251
Troptal Handerafters Associaton, Incehaskets. 1992 5
Food Processing Association of Zambales, Ing. 1892 18
Zambakes Chamber of Gifts, Toys & Housewares (GTH), Inc. 1992 29
(ireen & Bloom Multi Purpose Coop., Inc.e=cutflowers 1992 50

Source: DTI-Region Il
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1.3.  Existing Constraints and Policy Responses

In order to develop effectively the manufacturing scctor in Central Luzon, constraints to
development should be overcome properly as much as possible. In view of this, this chapter
will evaluate constraints facing the region’s SMEs based on their strength and weakness, and
assess at the same time how existing policy measures have addressed them.

1.3.1 Strength and weakness of manufacturing sector in Central Luzon

“Competitiveness” is critically inportant for manufacturers in order to survive in both
domestic and foreign markets. They will not be able to succeed without knowing their own
strength and weakness and also thosc of their competitors.  According to the Industrial
Questionnaire Survey in Region HI (IQSR3), the respondents mostly consisting of SMEs

evaluate themselves in comparison to general situations of industrics in the Philippines.

Self-diagnosis by SMEs in Central Luzon
More than 50% of the total respondents evaluate the quality, design and durability of their

products as strong. By subsector, 72.1% of gilts, toys and housewares (GTH) repondents
consider their products strong in qualily, 64.2% of garments in design and 66.7% of
furniture in durﬁbility. In sum, Central Luzon SMEs are mostly confident in manufacturing
per se (Figure 1.9). '

On the other hand, Central Luzon SMEs are less confident in marketing with only 21.6% of
the total respondents evaluating themselves as strong in marketing. In terms of exporting
poWer/chauneis, 14.7% consider themselves strong in this area. This figure includes other
subsectors such as construction materials and jewelry, of which the market is mainly
domestic. With respect to information for technology and capital raising, SMEs in Central
Luzon aie also less confident.

Moreover, with regards to manpower, production techunology/skills and cost performance or
productivity, most respondents consider themselves only “at par,” in spite of the strength of
quality, design and durability of their prod.ucls. This suggests that quality, design and
pfodubtidn itself depend on limited persons. In other words, the production in quite a few
SMEs in Central Luzon is not yet so industrialized, considering that technique or skill is
“personal” and “not socialized inside the enterprise” or “not systematized as technology.”
Consequently, it may be a issue how to develop and industrialize techniques abundant in
Central Luzon. ' '



Figure 1.9 Self-Diagnosis by SMEs in Central Luzon
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1.3.2 Constraints to manufacturing scctor in Central Luzon

While “strength or weakness” refers to the internal conditions of enterprises, constraints are

relatively external factors/conditions that affect their production activities. They include

production circumstances (supply conditions of raw materials and market demand), finance

(access to loan), information (for technology, market, etc.), infrastructure (transportation,
land, water, electricity, etc.) and manpower recruitment, Ac.cording to the IQSR3 and
interview SLll'veys conducted by the Study Team, many SMEs in Central Luzon are facing
constraints or problems which need to be addressed for their further growth and

development,
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Figure 1.10 The Most Crucial External Problems or Constraints to
Production Activitics in Central Luzon
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Major external constraints

Results of the IQSR3 are illustrated in Figure 1.10. The most crucial constraints pointed out
by respondents are “high cost of electricity” and “poor electricity supply or brown outs.”
“Brown out”, however, is now very rare excep! for some parts of the region.

Raw material- or resource-related constraints are critical for substantiating “Agro-Industrial
Development”, the Central Luzon’s vision. Forest resources are depleting and vnstable
supply of agri-products could be attributed in patt to lack of post harvest facilities. In
“addition, Jow quality of local materials forces Central Luzon exporters to use imported ones
resulting in small net foreign currency earnings. These facts will require well synchronized

development efforts among the related sectors including all concerned government agencies.

Limited domestic market demand is basically due to the low income or small purchasing

power of consumetrs, but in some cases products do not fit to needs of the market. In the
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latter case, marketing research and other related measures will be necessary for expanding
market demand. In addition, Filipino’s strong bias for imported goods has limited the market
for local-made products.

Constraint on finance is another weak point of SMEs in Central Luzon. This is the limited
ability for capital raising or procurément. H_igh interest rates decrease competitiveness of
SMEs products in the world market and may be a factor to increase in imports. In addition,
high interest rates and short term repayment schemes may discourage entrepreneurs to enter
into the manufacturing business considering that it takes generally a long time for this type of
business to obtain substannal returns.

Lack of access to information for market nol only résults sometimes in losing business
opportunities but also makes it difficult for manufacturers to identify market needs. Lack of
informaiion for advanced technology will dclny iechnological improvement. In relation to
this, poor telecommunication is crucial. The telephone density in Central Luzon is low at
0.70 mainlines per 100 people (1.40 in the Philippincs). Quite a few respondents to the
IQSR3 are doing business without a telephone.

Lack or high cost of skilled workers is a complicated constraint. For example, workers
consider factories in Central Luzon as " training ground” for them to break into other places.
After acquiring necessary skills, they leave their factorics where they have been properly
trained and find jobs in Metro Manila or forcign countries such as Korea and Taiwan. There
are many overseas workers originated from Central Luzon and as a matter of fact it may be
one of the reasons for high costs of skilled workers. '

The respondent’s concerns are generally on matters related directly to production activity and
management as seen above. Constraints on road conditions are not considered very critical
by many SMEs in Central Luzon. Howevecr, this is critical in Bataan and the rural prdVinces
of Nueva Ecija and Tarlac, especially pooi‘ access (o road network an'd'port facilities in
Bataan. :

Constraints derived from threat of natural calamitics

It is reported that Mt. Pinatubo will not have another major eruption similiar to that
experienced in 1991 in the coming 300 years or more. However, fear is still feit by some
people. Also continuous lahar is still damaging certain parts of Central Luzon. For the_se,
some manufacturers hesitate to expand their operations in Central Luzon,

Institutional constraints: minimum wages, collateral and SGS

In a sense, constraints to enterprises are comparative matters and depend on their capability.
SMEs have very limited capability and have great difficulty in institutional regulations and
procedures.,
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Although minimum wages should be paid, workers fresh from training centers often cannot
work to cover their minimum wages. This could be a constraint to SMEs.  Also, many
training centers have very low stardards. Financing requires in general a collateral of upto at
least 70% of the loanable amount. This is a burden to SMEs.

Complicated administrative procedures are also a burden to SMEs and sometimes costly.
Societe General de Surveillance (SGS) is one case. SGS is a third party, the world’s largest
trade supervision organization founded in 1878 and has headquarters in Geneva-Switzerland
providing services including the Comprehensive Import Supervision Service (CISS) in 140
countries. The Philippines is one of the 24 countries entrusting it with the verification of the
Country’s imports resulting in the prevention of smuggling. The SGS fees under CISS,
equivalent to less than 1% of the declared value of goods inspected, are paid by the
government Howcvcr some unpomuq or exporters dependent on lmponed raw materials i in
Central Luzon find the system t0 be 100 costl y and cumbersome.,

Meanwhile, there are two types of smuggling: physical through unofficial landing points and
technical through official ports of entry but goods are mis-declared, under-valued and/or mis-
classified in order to evade import regulations and/or customs duties and taxes, Smuggling
distorts price mechanism in a market economy, brings about unfair competitive conditions
among industrialists and therefore should be prevented for heal[hy development of industry.

Constraints on SGS are not limited to Central Luzon. However, there ex1st only two SGS
countries in Asia: the Phlhppmeq and Indonesia. To be a SGS country is not so honorable.
Complaints from industrialists may also take this point into consideration.

Constraint in_maintenance, 01‘ facrhhes

Lack of machines/equipment for manutaclun g is one of the ploblcms in the Philippines
along with Jack of domestic-made basic and inlcrmediate materials. In order to address the
problems, the govermnént have taken initiatives for the development of iron and steel basic
industry and petrochemical comp'lexcé.“ As for p‘foduction facilities such as machines/
equipment industry, it is not easy for dchloping countries to catch up with front runners in a
short time, | |

As a matter of fact, many SMEs in Central Luzon depend on imported production facilities
and have a difficulty in the maintenance. Especially, the maintenance of impoited second-
hand machine is generalty not supported by manufacturers. In case of brand new ones, the
makers or their agents concentrate in Metro Manila areas. In either case, the maintenance is
costly and time-comsuming, not to mention the losses which may be incurred in the event the
factory stop's operations.
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1.3.3 - Existing policy measures

“Self-Reliance” or “Self-Help” of the private manufacturing sector is a principle to be
observed in the market economy and therefore not all the constraints/problems faced by
SMEs in Central Luzon need to be addressed by the government, However, the government
is expected to improve the conditions crucial for business activities to support SMEs and to
promote investments and industrial land development.

(1) Support measures for SMEs

According to the IQSRB, Central Luzon’s manufacturers need various policy measures as
illustrated Figure 1.11. These policy measures are proposed based on survey results
regarding their strength and weakness and what they consider crucial constraints to them.
Out of 20 measures, seven regarded most importarit have been chosen. The survey results
reveal that respondent’s needs are hlostly on product development, marketing/sales
promotion, “by Filipino,” production technology development, public financing and design
development, accounting for over 50%, respectively. .

Figure 1.11 Policy Measures of Great Strategic Importance
for Central Luzon Industry Development

Cmase g Womaions™ g s
LEGEND Marketing Manpower and
[:) Finance ' i Ent;ggreneurship [IH] Factory Location
0.0 200 40.0 60.0 80.0%
Product Development 779

Marketing/Sales Prometion W?WW 714

Promotion of Local-Made Products T T
Consumption {by Fitipino} < - 69.1

Froduction Technology Development
Public Financing 160.5 relatively high responding
Design Development [ T sep  fates by Subsectororby
Manpower/Skill Training KT REE I 48 1 Province
Exportincentives ¥ 77777777 7777433 % Fumiture (58.9%)
Formation of Technology Trade Market 7] 367 <€— Garments {38.8%)
Support of Cooperative Activities [ T 306 < Construclion materials (45.0%)

62.1 -

Enhancement of Indusirial Forward _— , Other industry (45.5%}, Construction
and Backward Linkage 30.7 <&— materials {45.0%), Leather products

Incentives for Technology Transter |2 7 23 0 (43.3%)

"Hard" Infrastructure Improverent 208 <« Balaan (31.6%)
Incentives for New Factory Location §ETTIITHN 169 :

Entrepreneurship Development JTTITHEITE 15.0 - | Oul of_a tolal 605 respondents, 122

Formation of Communication Netwook 152 ﬁ;‘;{2{;9Sag%gﬁg;‘:\’:smssmfcd IS{;JG?:

Industrial Information Service [EFEEED 147 subsidy and the like while 31 {5.1%) '
Inducement of Foreign Capital [} 415 utitizing incentives such as tax reduction

Science Education [T 7.9 fexemption. import duly exermption and
Creation of Incubalor Functions [I] 3.6 the like. -

Source: Industrial Questionnaire Survey in Region HI (JICA Study Team and DT



In recent years, policy measures for SMEs development have been strengthened and

expanded substantially. The efforts have been led by such basic strategies as expansion of

export, utilization of indigenous resources, and development of human resources, all

targeting toward a newly industrialized country (NIC) by the year 2000.

D

: Product/desigh and quality development

According to the IQSR3, many SMEs in Central Luzon are confident in the quality,
design and durability of their products, and the need to support product
development of SMEs is most acute. This reflects the strong and active intention of
SME:s to address the following situation.

Background: product and guality standards

Establishing product/quality standards is prerequisite for penetrating into the world
markets. The Bureau of Product Standards (BPS)-DTI is mandated to serve
standards development, quality management system certification (ISO
9000/PNS1000), product certification and testing, technical information and
training, and laboratory accreditation. There are two kinds of standards: mandatory
(Philippine Nationa] Standards: PNS) and voluntary (PNS based on the

" international classification of standards (ICS) field).

International Qrganization on Standardization 9000 (ISO 9000)

- This is a series of five standards (9000 to 9004) that sets the basic guidelines for the

establishment of quality systems for any product or service. This ISO 9000 is
initiated by the former EC. After EC’s integration into EU, it has become popular
worldwide because of attraction of a huge single market.

DTI-Region II: Regional Products Development (PRODEV) Program

Manufacturers with PNS product standards licenses in Central Luzon are twenty-

four, comprising construction materials, atr conditioners, and others. A total of
four applications for the standards are pending for release and five are under
processing. There is only one ISO accredited firm in Central Luzon while there are
twenty-one in the Country. In view of this, there is a need for further development
of techn_ology and products.

DTI-Region [l undertakes an on-going campaign for 1SO 9000 accreditation not
limiting to specific industry firms but open to any company. In addition, DTI-
Region LIl adopts the following components under its 1994 Regional Product
Development (PRODEV) Program: '



2)

(a)

(b

©
(d)

product development mfo:manon awareness program (symposia and
‘seminars); ' '
product development technical assistance: program- (PRODEV
workshops/clinics per ‘identified industry sector as well-as client
visits/consultation of firms classified as regional export wmners)

data base build-up (putting up of a mini- design library at Reglon HI ofﬁce)
market exposure program (for the export-oriented and potential export
_ industries) consisting of:

"~ local study missions (LSMs) to leading eéxporting firms in the Philippines,
- National Trade Fairs and Exhibitions, trade houses and =centc'rs,
- The Manila Fame Market Weeks,
- organizing of foreign missions among each group of export winners,
- expositions such as a design exhibit and forum, and. '
- awards and recognition (as part of the motivational process to enhance
productivity and quality).

The Product Development of the Design Center of the Philippinés (PDDCP) is

tapped as a DTI's extension arm for pipeline PRODEV actwntles Onc of its
facilities, the PDDCP De51gn Mobile, will be stlategzcally utilized in regional
promotional activities to ﬂlve local 111(lu'slnu; a macro pel"spect;ve via a capsualized

module of trends, technology, updfnu and quality designs.

Technology development and transfer

The Department of Scnence and Technology (DOST) is the plemlele science and

technology (S&T) agency in the Country havmg the following councils and
institutes, among others:

.Phlhppme Counc:l Fon Induﬂ.uy & Energy Reseaxch & Development

(PC[FRD)

Philippine Council for Agriculture, Forestry and National Resources Research
and Development (PCARRD), ‘ )

Philippine Council for Health Research and Development (PCHRD),

Philippine Counci! for Aquatic and Marine Research and Development
(PCAMRD), :
Philippine Council for Advanced Science and Technology Research and
Development (PCASTRD),

Industrial Technology Dcvciopmcnt Insntute (ITDD),
Philippine Nuclear Research lnstitute (PNRI),

Food and Nutrition Rescarch Institute (FNRI),
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Forest Products Rescarch and Development (FPRDI,

»  Philippine Textile Research Institute (PTRI),

»  Metals Industry Research and Development Center (MIRDC), and
»  Advanced Science and Technology Institute (ASTI).

DOST-Region I11: 1994 Action Plan
DOST Region IH is active in commercialization of matured and appropriate
technologies especially for resource-based industries, manpower development and
provision of scientific and technical answers to S&T issues. It accomplished 134
projects in 1993 through the above councils or instituies as follows:

ITDI: brick plant, ceramic prbduction, pottery plant, food processing, soap
and shampob productioln, essential oil, ash (Pinatubo) artware,
mushroom, plastic waste recycling—ﬂoor wax, and candle production;

FPRDIL: lumber kiln dryer, onion dryer, biomass, pyrolizer, fluidized bed,
combustor, handmade paper, gmelina pilot production as substitute for

: wood board, and model house using wood-wool cement board,

PCAMRD: tilapia culture, grouper, crab fattening, upgrading Red Tide Testing

o Center, fish processing;

PCARRD: small farm reservoir, compost production units, fruit tree nursery,
silage development, mango deVelopment, improved garlic
development, and upgrading of native chicken; and -

MIRDC: soil preparation device and cutlery.

DOST-Region 111 has an action plan in 1994 targeting at such areas as precious
jewelry, mango, cutfiower, foresi-based furniture and gifts, toys and housewares
(GTH) with export potentials along with essential oil, organic fertilizer, rootcrop
processing, grouper, mushroom, handmade paper, bricks, tiles, and pottery for

domestic needs.

The Central Luzon State Universily in Munoz, Nueva Ecija lcads the research and
development for agro-industrial development. It has four divisions: rural
develop'ment studies, agricultural technology rcsca'rch, technology dissemination
and utilization system, and research extension and training. Under these divisions,
four centers operate: Freshwater Aquaculture Center, Philippine Carabao R&D
Center, Food Processing Center, and Feed/Grains Processing Center.

The University of Philippines has a plan (o put up a University of the Philippines in
~Central Luzon in the near future to address the future needs of the region in the light
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of the opening of Subic and Clark. They are targeting 1996 for the start of
operations with the following courses: entrépreneurship, environmental studies,
information technology, manufacturing engineering, and industrial medicine. The
existing UP San Fernando with cousses of arts in economics, psychology, business
management and a few graduate studics shall be integrated into the program of UP
Central Luzon. o '

The exact location of the UP Central Luzon Branch is not yet determined. Clark
was one of the sites eyed, but negotiations were called off due to budgetary
constraints. CDC would like UP to lease the land but since UP does not have the -
financial capablllty, they are now pushing for the free use of the fand or a donation.
However, there are many competitors to the land: (1) a Singaporean investor who

‘would want to put up a World University on Information Technology in the same

site and (2) Ateneo and (3) De la Salle whxch are both eyeing the site as possible
branch sites.

Meanwhile, these projects will strongly support the development of Central Luzon.
The manufacturing sector is expected not only to receive the technologies developed
by the universities but also to develop new products or new technology utilization to

‘be done jointly .

Marketing and subcontracting

Results of the 1QSR3 show that marketing is one of the weak points of Central
Luzon SMEs who ranked the supporting mcasures for their marketing/sales
promotion as the second for development (Figure 1.11).

DTI-Region Il promotes parlicipation in trade fairs or selling missions, market
matching based on trade opportunities or referrals, linkages with buying agents or
exporters and marketing consultancy, among others. Marketing cbhsultancy is
conducted by giving emphasis on requirements of product quality and design, the
latest market trends, costing and pricing, and efficient distribution chann:els.

Subcontracting is important not only in terms of product market but also in terms of
channels of technology transfer. According to the IQSR3, technology transfer from
subcontracting partners accounts for 35.9% of the total respondents (605 firms).
DTI-Region 111 and other related agencies including the Export Processing Zone
Authority (EPZA) intermediate qubcommcuno

Promotion of local-made products consumption or “by Filipino” is important and
ranked as the third based on the IQSR3. It is reported that Filipino’s strong
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inclination to imported goods has decreased in view of the improved quality of
local-made products. Further, such mass markets or outlets as school, company,
military, governmental offices among others are expected to be expanded. So-
called opinion leaders may also be influential in the promotion of Philippine-made
products.

Raw material sourcing and bulk-buying

Lack or high cost of local raw materials is the critical problem that some subsectors
like furniture, GTH, etc. in Central Luzon have faced. DTi-Region 1Ii and DOST-
Region Il support raw material soui'cing'and identifyirig substitute materials in the
furniture industry. These agencies also pursue bulk-buying of raw wood. Also,
some active NGOs have played an important role in sourcing of indigenous raw
materials. '

Manpower and entrepreneurship dcvclopmcnt

DTI-Region 11l prepares a full line-up of manpower development focusing on
training on skills upgrading including furniture design and finishing, management,
costing and pricing, basics of export among others. Entrepreneurial trainings or
seminars are also held. In addition, there are training centers specific to industry

~ and the government agencies.

According to the IQSR3, of the total respondents, 77 enterprises (12.7% of the
total) have used a Manpower Training Center or similar facilities. They include
20.0% of firms in leather products and footwear and 19.1% in garments. Ratios
are relatively high in Bataan (36.8%), Nueva Ecija (21.3%) and Bulacan (14.2%).
A “QC Circle” is organized in 131 enterprises (21.7%). Such circles are active in
jewelry (46.2%), food processing (40.8%) and GTH (26.1%).

As seen above, policy measures regarding manpower training is relatively well
utilized by SMEs in Central Luzon. However, a mismatch between the needs of
SMES and the quality of training is pointed out by some SMEs. In addition to
addressing identified needs, suppdﬁ measures to “on the job training” are expected
to be examined.

Institution-building and modernization of facilities

Institution-building is very clfcctive to strengthen SMEs capability as a whole.
There is a total of thirty-scven industrial associations (1As) in Central Luzon (Table
1.7,
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These 1As function not only in promoling common interests of members but also as

conduits of government assistance. Along this rationale, some Central Luzon’s TAs

are undertaking the following projects:

+ - Marble Common Service Polishing Facility for tiles and slabs in Bulacan

¢ Fumniture Production Center in Pampanga,

+  Multi-level training center, common production center with common facilities
(testing, showcase, etc.), infor mation services, and trade consultation, and

« Jewelry Center in Meycauayan-Bulacan: continuous skills upgrading training-
program, common service facilities/equipment, product desi gh center and

_ business sﬁpport center including a showroom. -

The Furniture Industry Board Foundation (FIB) will oversee thé operation of the
Furniture Production Center in Panipanga (RFCP) to be housed in the Don Honorio
Ventura College of Arts and Trade in Bacolor . A government counter fund shall be
provided to meet machinery and equipment requirements and finance, maintenance,
and other operating costs for one year. Subscquen'l 'ﬁndncilig may come from fees

- from services rendered by the Center. DTI will manage the Center until such time
- that DTI decides to turn over the machinery and equipment to the proponent sectoral

association in accordance with-existing government regulations.

IAs management is vcry vital in developing the industrial sector of each province,
particularly those producing export winners, The one industry - one vision policy of
DTI is being pursued and efforts are directed to make the existing IAs
sectoral/industry real partners in development. Sectoral general assemblics were
instituted beginning in the first quarter of 1994 where-all entrepreneurs belonging to
a sector assembled together, with leaders in the industry reporting to everybody,
and DTI-Region I1I giving them insights and direction on the industry they are
engaged in. - '

Financing

SMEs are mostly weak in capital raising, and suffer particularily from lack of
working capital mainly due to the delay in cash payments from sixlés. High interest
rates, ranging from 15% per annum for private loans to more than 30% for informal
loans pose critical problems for SMEs. The need for public finance is likewise
strong. However, the public finance programs have been increasing recently.
According to the IQSR3, 122 enterprises (20.2% of the total respondents) have
received financial assistance in terms of public loans, subsidies and the like.
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Export finance
Existing government and private scctor-supported financing programs are designed

to strengthen the foundation and pave the way for entry of the local manufacturing
sector into the export market. Specific programs supportive to these needs are:

* Industrial Guarantee and Loan Fund (IGLF): for collateral-deficient SMEs
(already phased out),

»  Guarantee Fund for Small and Medium Enterprises (GFSME): directly lending
to entrepreneurs,

»  Pre-Shipment Export Finance Guarantee Program (PEFG): for creditworthy but
collaterat-deficient SMEs exporters, |

+ Export Industry Modernization Program (EIMP): for non-traditional export-
oriented, SMEs for the modernization of their production facilities, tech'nologies
and services,

* Packing Credit by the Central Bank: qualified banks against letter of credit
(L/Cs), purchase orders (POs), sales contracts (SCs) from foreign markets in
implementation of the Expoit Development Program of the government,

+ The Philippine International Trading Corp. (PITC) P10 Million Financing
Facility: for small exporters,

* PNB's International Trade Financing Program (FXT Fund),

+ Kabalikat Sa Pagpapduniad Ng Industriya (KASAPI): for long term.ﬁnancing to

' entrépreneurs engaged in small and medium industries,

+ Export Credit Guarantee For Small an Medium Industries (ECGP-SMI),

+ Philippine Export and Foreign Loan Guarantee Corporation
(PH[LGUARANTEE) General Guarantee Facility Program: for larger
exporters, |

+ "Tulong Sa Tao" Subcontracting Financing Program: a package of assistance to
labor-intensive micro, cottage, small and medium scale businesses inciuding
subcontracting inancing component,

+ Urban Livelihood Financing Program (ULFP): for cottage, small and medium
enterprises-direct financial assistance to identified priority industries, extension
of financial assistance for special projects of trade association, cooperatives or
non-government associations, and

» Export Development Financing Program: for comprehensive financial support to
direct exporters and indirect exporters including subcontracting.

financing program
Aside from IGLF and GFSME, the following programs are pursued for SMEs in
Centrat Luzon:
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* Small Business Guarantee and Finance Corporation (SBGFC):. for SMEs
- ‘engaged in agri-business (except for farm level agricultural production),

services (except trading), manufacturing, mining and quarrying and for general
engineering contracting,

* Guarantee Opportunities for Light Industries (GOLD) Program: for existing

" projects, ' N |

* DBP Omnibus Financing Program for New Entrepreneurs: for entrepreneurs in
their start-up projects, and |

* BAP Credit Guaranty Corporation (BCGC) Financing Programs: for general
use.

 Country Wide Industrialization Fund (CIF)

This is a new fund to promote country wide industrialization through the
establishment of manufacturing, processing and related industries by providing
financial assistance to enterprises in cvery town and city not exceeding £30 million
and P40 million respectively, authorizing the appropriation therefore in the amount
of 10 billion per year for the next five years as initial capital, and for other
purposes.

This financial assistance is unique in terms of investment on equity by CIF in
enterprises, which shall be subject 1o a stock purchase agreement within a ten-year
period of book value and the project owners will be the priority buyers. Soft or
concessional loans with a rcasonable grace pertod are also prepzircd with interest
rate not exceeding [1% or 7% above CIF's or the National Government’s true
borrowing rate from bilateral or multilateral lenders whichever is lower.

Micro Enterprise Devetopment Program - Countryside Development Fund (MEDP-
CDE) '

This aims at increasing the income and improving the living conditions of families
preferably in low-income municipalitics and generating employment through
livelihood project financing. Under the programi, each Congressman was allotted
Bl million for his respective district. The amount earmarked for each low-income
municipality was lent to organization- borrowers at a maximum of £250,000 per
NGO/cooperative with 7% inteiest rate per annum.

Micro Credit Project (MCP) Locally Funded

This project aims at increasing the income and improving the living conditions of

families in specific areas nationwide by making available direct financial assistance

with annual interest rate of 7% and a six months grace period. The assistance is in



-the form of soft loans which will be used by organizations-borrowers to relend to
micro-entrepreneurs for their income generating activities, This can be used for
working capital, purchase of equipment and other capital outlay except for land
acquisition,

Livelihood Assistance for Victims Affected by Mt. Pinatubo Eruption (LAVA)
This financing program is the centerpiece of the Mt. Pinatubo Program of DTI
under the Task Force Pinatubo. Beneficiaries are those residing in affected areas

and resettlement sites, belonging to the low income category and are engaged in
viable projects on the bases of technical, financial, managerial and marketing
considerations. Loans are extended to NGOs/cooperatives at a rate of 6% per
annum, payable in three years, with a maximum grace period of six months.

LAVA has three structures with separate implementation requirements: LAVA I for
NGOs/ cooperatives with frack records, LAVA 11 for those relatively new or not
having any Iending experience, and LAVA 11l exclusively for resettlement areas.
Over the past two years, a total of £97 million had been released under the program.
This loan exposures were made to community- and resettlement-based projects,
mostly by NGOs serving the communities.

Distribution of public loan and availing by cnterprises in Central Luzon
A total of £2.56 billion of public loans was released in the Philippines during 1987-

1992. The number of approved projects totaled 13,889 and an average amount per
project was 184,758 (Table 1.8).

The Urban Livelihood Financing Program was released to 8,455 projects, the
largest number among 15 public loan programs. In terms of loan amount per
project, the Agro-lndustry Technology Transfer Program (AITTP) was the biggest
with £6.83 million. The AITTP is a program of the government managed by the
Technology Livelihood Resource Center (TLRC) and funded by the Japan Overseas
Economic Cooperation Fund (OECF). It has three windows, among which are
window | for anchor project financing, 2 for pioneer téchnology commercialization.

Central Luzon’s SMEs are active in availing of public finance. According to the
IQSR3, respondent manufacturers availed of such programs as LAVA 11 by DTI,
IGLF, and PNB's International Trade Financing Program, although there are more
- popular commercial bank loans or loans {rom credit cooperatives and private
lending companies. The AITTP has supported 11 p:"ojccts with a total of 104
million as of 31 December 1993, but all of them are agro-projects for corn, onion,

asparagus, livestock breeding and aquaculture of prawn.
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Table 1.8 Distribution of Public Loan and Amount per Project in the Philippines
{for SMEs including micro, cottage level: 1987-1992)

(A) B) % Shares  Amount
No. Amount per
of Approved  (A) (B}  Project
Project (in thousand So T {pesos)
pesos) .
TOTAL 13,880 2,566,106 100.0 100.0 184758
01. Industrial Guarantee and Loan Fund (IGLF) 146 17800 1.1 0.7 121918
02. IGLF-Special Financing Program for Micro enterprises 36 600 23 0.0 1,899
(IGLF-SFPME) _ : _
03. Agro-Industry Technology Transfer Program (AITTP) 103 703,000 0.7 27.4 6,825.243
04. Urban Livelihood Financing Program (ULFP) 8,455 - 372,001 609 145 43998
05. Export Industry Modernization Program (EIMP) 161 844,000 1.2 - 32.9 5242236
06. Guarantee Fund for Small and Medium Enterprises (GFSME) 150 288,100 1.1 11.2 1,920,667
(07. Philippine Export and Foreign Loan Guaranice 33 77,309 0.2 3.0 2,342,697
Corporation (PHILGURANTEE) _ _
08. Small Busincss Guarantee and Finance Corporation 7 5,400 0.1 02 771429
 (SBGFC) . : _ ‘
09. NGO-Microcredit Project (NGO-MCP) 197 96900 14 3.8 491878
10. Micro enterprises Development Project (MEFP) 409 39700 2.9 15 97,066
11. Tulong Pangkabuhayan ng DTI (TUNGKOD) 349 1900 25 0.1 5,444
12. Livelihood Assistance for Victims affected by Eruption 1,962 85400 141 33 43527
of Mt. Pinatubo (LAVA)
13, Cottage Enterprise Finance Project (CEFP) 10 31,100 0.1 1.2 3,110,000
14, Kabalikat sa Pagpapauniad ng Industriya (KASAPD) Lo16 2,800 7.3 0.1 2,756
15. Membet's Assistance for the Development of 575 100 41 0.0 174

Entreprencurs (MADE) of SS3

Source: Philippine Development Report, 1987-1992 (NEDA)

Cooperatives and NGOs as a conduit or 1'clcnd_ing‘tool of public finance

In case of the Asian Development Bank, Non Government Organization Micro
Credi( Program (ADB-NGO MCP), there are a total of 82 cooperatives/NGOs used
as conduits for relending. They are scattered throughout the six provinces, mostly

located in the provinces of Bulacan, Nucva Ecija and Pampanga. The loans
extended for the period 1988 up to the end of 1993 aiready amounted to £103.22
million, with Bulacan obtaining £54.25 million and Pampanga with a total loan
availment of £20.06 million. The large share of Bulacan in loan avaiiments is a

consequence of the province having the biggest number of cooperatives/NGOs

accredited with the Micro Credit Program among all the provinces in the region.
Throughout the period since the MCP started in Central Luzon, the repayment rate
has been high at 95.3% by the end of 1992.

LAVA by DTI provided a total of 897 million over the past two years, and this loan

exposures were made to community— and resettlement-based projects, mostly by
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NGOs serving the communities. In terms of loan distribution by province,
Pampanga obtained the bulk of the loan amounting to #47.4 million, which
represents almost half of the total cumulative loan releases. This could be attributed
to the largest number of NGOs in the province which qualified for loan assistance
under LAVA 1. Zambales accounted only for £19.6 million of the total loan

" releases.

The Countrywide Development Fund (MEDP-CDF) disbursed a total of £20.9
million as of October 1993, A total of 120 cooperatives/NGOs conduits had already
been served, Pampanga having the largest number of conduits with 32 followed by
Nueva Ecija with 26.

The Micro Credit Project-Locally Funded, barely six months after its
implementation, approved a total of £2.265 million representing 25
cooperatives/NGOs under the proQ‘am. Nueva Ecija accounted for the most number
of approved projects, followed by Pampanga.

Foreign assistance

Financial and téchnical assistance

One of the focal points in Central Luzon’s industrial development is how to utilize

foreign assistance. The World Bank provides the Fourth Small and Medium

Industry Development Project with a grant of US$ 5.6 million and Cottage
Enterprise Finance Projects with a loan of US$1.5 million als' of March 1994. The
grant is Ifo_r the Product Specialist Project which ihcludcs a market study for
furniture and GTH, study tour, merchandise expert trai'ning, and business
consultancy. The United States Agency for International Development (USAID)
provides an US$11 million fund for private sector pre-investment studies.

The Asian Development Bank’s NGO Micro Credit Projebt is a loan.or grant of
US$33 million provided in Central Luzon as mentioned previously. Japan’s OECF
supports the TLRC -Agro-Industry Technology Transfer Program in addition to
financing infrastructure improvement, while the Japan International Cooperation
Agency focused on technical cooperation. UNIDO prepares the Asean Handicrafts
Project t;_u'getcd to innovation through image building and entreprencurship
development, among others.

The grant-in-aid projects also play a vital role in the Philippine science and
technology development of DOST. The Indian government established the RP-
India Handtool Center in Angeles City, Pampanga in 1994. This £6.0 million
handtool center is expected to upgrade the technology of metaleraft industry and to
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be a model for self-reliance in the countryside. In the private sector for example,

- the European Chamber of Commerce of the Philippines, Inc. assists a feasibility

study for furhiture-joint venture arrangements.

The Taiwanese Government is active iﬁ the formation of inter-industry and
forword-backward linkages. It introduced the Center-Satellite Factory System (C-S
System) to the Philippines, providing an initial US$10 million, of which US$9.5
million will be used for lending to SMEs and the remaining US$500,000 will be set
aside for the C-S Program which will provide technical assistance to SMEé,
through the Development Bank of the Philippines (DBP). Loans will be connected
in pesos with an interest rate of 2% lower than the market based rate at variable or

- fixed rate option. The C- S System consists of tluec types based on the enterprises’
' mutual busme%s 1elat10nshlp as fol]owq

Center factories and the like - Satellite factories
Type | assembly factory direct parts supplier
Type 2 upstream raw material supplier receiver of the materials
Type 3 professional trading company or ~ entrusted manufacturer

turn-key exporting company

For the efficient implementation of the C-§ Program, a C-S Advisory Committee
will be formed with DTI as the lcad agency. The program will be initially
implemented in Metro Manila, CALABARZON and Subic for targeting industries
such as garments, electric and electronics, metal working, machinery and GTH,

Investment promotion

[nvestment incentives

The Philippines has lined up incentives attractive to investors as follows.

Incentives for BO! approved enterprises

- income tax holiday of 4 to 6 years, duty-free importation of capital equipment
(otherwise tax credits on domestic capital equipment),

- tax credit for taxes and duties in raw materials used in the manufacture,
processing or production of exports product, tax-deduction for additional direct
labor expenses, and

- non-fiscal incentives such as stmplified customs pi‘ocedures, unrestricted use of

consigned equipment, employment of foreign nationals and special investor’s
resident visa,
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2)  Incentives for Export Proceésing Zone (EPZ) enterprises
In addition to all BOl'incentives, the following are provided.

+ duty-free importation of capital goods, machinery, raw materials, supplies and
finished goods, '

» exemption from local taxes, licenses and fees; exemption from real estate taxes
on production equipment and machinery (for the first 3 years of operations);
exemption from the 15% branch profits remittance tax, and

+ 100% foreign ownership; simplified import and export procedure; exemption
from SGS inspection.

3)  Incentives for Special Economic Zone and Freeport (Subic and Clark) enterprises

* tax and duty-free importation of capital gooeds, machinery, raw materials,
supplies and finished goods,

'+ no local and national taxes except for final 5% corporate tax on gross income
earned, and _

+  tax holiday of 4 to 6 years (limited 1o the Clark Field).

Aside from these, other incentives are still under discussion in the Congress. They
include :
» an application of Condominium Law 1o industrial estate,
According to this ﬁpplication, foreign investors will be able to own 40% of the
unit in industrial estate,
» extension of land lease period from 50 years to 75 years, and
* an accelerated depreciation of fixcd assets.

Investment promotion

DTI-Region HI has extended its promotional activilies to attract investments from not only
foreigners but also Filipinos as follows:

1) Investment promotion targeted at {orcign investors

- data base build-up: investor’s profile and skills inventory,

- technology transfer program through training programs,

- assistance/facilitation/coordination of investiment mission or promotion,
- familarization program on SBMA, Clark Field and Bataan EPZ, and

- world class promotion collaterals.
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2)  Investment promotion targeted at Filipino investors

- investment forum focusing on activation of inter-regional flows of investment,
- investment opportunities exhibits, and
- Central Luzon Investor’s Councit (CLIC).

CLIC aims to encourage advocacy among top investors and businessmen in Central Luzon
particularly on the development of the local investment climate vis-a-vis the existing policy
structure of the national government. Amrother objective of CLIC is to establish and
strengthen institutional linkages between the private and the government sectors for joint
resolutions to ensure the effectiveness of existing policies- or- programs on the basis of
evaluations undertaken. '

Promotion of spillover from Metro Manila

Central Luzon is one of the sites suitable for absorbing spillover of Manila based industries.
The Investment Priorities Plan (IPP) is an annual list that identifies the investment areas
entitled to the so-called “BOI approved incentives.” The 1994 IPP lists industries whose
plants ate expected to be relocated and modernized outside Metro Manila as follows:

- meeat processing to include dressing plant, fish calminglproccssing, vegetable oil,

- textile, paper mills, paints, cocochemicals, soap, detergents and personal beauty
care products, '

- construction ceramics, marble processing, 1'cl‘aét0|'y bricks, flat glass, glass
container plans; vinyl tile, plastic pipe, and '

- rolling mills, G.L. sheets.

These industries for relocation shal! be entitled to capital equipment incentives of duty free
importation only, without income tax holiday. The 1994 IPP grants incentives to 100%
export enterprises in Metro Manila with expansion investiment. '

(3) Industrial land development

Changes in developmental situation

Industrial land development in the Philippines takes the following forms: Export Processing
Zone (EPZ) by the Export Processing Zone Authority (EPZA), and G.cncral Industrial Estates
(GIEs) by the public and private sector. GIEs were developed mostly by the private sector.

The situation has changed recently. First, EPZA gives permission for a certain portion of
private 1Es to enjoy the same incentives and duty free importation as EPZ. This is the Special
Export Processing Zone (SEPZ). Sccond, the US bascs conversion makes the provision of
industrial land by the newly established public sector possible. Subic Bay and Clark Field
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are good examples, both of which are designated as the Special Economic and Freeport
Zones (SEFZs). The SEFZs are granted with Ihe autonomous rights and excliusive
incentives. The Subic Bay Metropolitan Authority (SBMA) and the Clark Development
Corporation (CDC) are organized under the Office of President, and their jurisdictions laid
over cities and municipalities where these two are located. Third, the eruption of Mt.
Pinatubo has forced industrial land development by the public sector. The Productivity
Centers (PCs) have been developed by the Mt. Pinatubo Commission (MPC) and DPWH
(responsible for construction). Fourth, by the Local Governiment Code of 1991, local
government units (LGUs) can provide an industrial land . People’s Industrial Enterprises
(PIEs)- vepresent the cases. In sum, the public scctor’s initiative in industrial land
development has become stronger.

Existing EPZ, 1Es and SEZF

There alrcady are developed in Central Luzon thirteen industiial lands consisting of one EPZ,
{Bataan EPZ: BEPZ), nine [Es including onc IE containing SEPZ (Luisita Industrial Park),
two SEFZ (Subic and Clark) {Table 1.9).

BEPZ has recovered its investment having at prcscﬁt 48 factories and 19,000 workers, but a
total of 82.8ha is still available. Bulacan has six IEs with a total available tand of 142.3ha
while two IEs in Pampanga have 22.0 ha still available. In Tarlac, a total of 14.9 ha is still
available. | o

A vast area is available in Subic Bay (792.1 ha) and Clark Field (4,100.4 ha) including'lands
to be used for other purposes than industrial use. In Subic Ba'y, the Tatwan International
Economic Cooperation and Development Fund agreed (o develop an industrial estate (300 ha)
jointly with SBMA to be provided for potential Taiwanese investors, and a Japanese
corporation agreed to develop a total area of 40 ha for an IE. In both Subic and Clark, land
and facilities already built arc available solcly by leaschold because they are national propesty.
The Philippine Shipyard & Engineering Corporation in Zambales, or the former PHILSECO,
one of the Government-Owned/Controlled Corporations and already privatized, opens a
portion of its site (77.0 ha) to the outside.

Rates of leasing or selling.fand and building in IEs are: £2.75-50 monthly per m? for land
lease, £400-2,500 per m? for land selling, £36.3-55 monthly per m?for the standard factory
building (SFB) and likewise 1,000-5,000 per m? for selling.

Proposed/planned 1Es
Among the six projects including two petrochemical complexes, the Hermosa Agro-Industrial

Center (HAIC) in Bataan is one of the Regional Agro-Industrial Centers (RAICs) designated
by the government. The location of the HAIC is very strategic on a regional perspective as it
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is on the cross$ road of Pampanga, Zambales and Bataan, the end link to the proposed Manila-
Bataan Coastal road and part of SBMA. It lies at the center of the triad composed of Metro
Manila, Subic and Clark. Meanwhile, onc IE planned in Pampanga is the second Taiwanese
project following the Subic project intended for Taiwanese investors to relocate from Taiwan.

Productivity Centers (P o |

This Mt. Pinatubo-related project has developed seven Productivity Centers with 36 building
units (floor area: 1,260 m?2 per unit) in areas seriously affected by the eruption : three in
Pampanga, two in Tarlac, one each in Bataan and Zambales. Of the cxisting 36 units, 17
units are already occupied or have approved leasehold contracts. However, MPC who is the
management body and developer of PCs is planning to make some PCs with no locators
converted to post harvest facilities. The lack of locators is mainly due to poor road
accessibility to PCs due to lahar hazards and lack of promotional campaigns to attract
investors. ' ' '

The PC in the Pandacaqui Resettlement sitc in Mexico-Pampanga is one of the successful
cases of productivity centers accommodating 2,395 housing units, 14 school units including
ones for prima.ry and secondary school, [0 bed clinics, day care center, town hall and police
station, recreational center, training center and community library and public market. This is
literally a new town. The PC has six buildings, of which four are alreédy occupied by two
enterprises: garments and stuffed toys with more than 400 workers, and the remaining two
buildings having approved leasehold contracts for lantern and leather goods.

The share of resettlers to the total existing workers in Pandacaqui PC is around 50% and
‘resettlers are mostly important. This success is attributed mainly to the following: good
access condition to San Fernand and Metro Manila without lahar threat, abundant trainable
workers, no safety problems and active investment promotion, among others. Meanwhile,
MPC has a plan to develop 12 PCs (ten in Tarlac, one each in Pampanga and Z'm1bales) in
addition to the existing seven PCs.

People’s Industrial Estates (PIE«:)

The development of PIEs is focused on providing agro-based small and medium industries
with industrial land. There are 19 candidate sites of PIEs but all of them have not been
implemented and are still proposals. This is mainty due to unestablished feasibility of the
candidate sites and budget constraints of the concerned local governments.
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Table 1.9 Industrial Land Devclopment in C_cntral Luzon

(EPZ, GIEs and SEZT)

PRO- | NAME - Locatioy | ™l Deve- Occu-  Avak | poygooner
VINCE _ Area  loped  pied lable
Exising { Bakan | Bataan EPZ Mariveles 16000 4807 836 §2.8] EFZA
Veno
Bulacan | Intercity Industrial Estate Bocaue e 100 42 58 Reality &
Dev'i Corp.
Bulacan Agro-industrial Sbdivision|  Calumpit 950 850 6.0 89.0] LEXEER, Inc.
) Fil-Star
First Bulacan industrial Estte Malolos 517 31.6 180  227] Market-ing
_ & Dev! Comp.
Meyrauayan Industrial Subd. Maycauayan 204 244 166 78 gt:rt:hnd Invi
Merdian Industrial Park Meycauayan 70 70 50 20| MDJ Reality
- San Jose
Sapang Palay Industrial Estate del Monte 197 16.8 47 15.0] NHA
Subbtal 2078 184.8 525 1423
Pam- | Clark Field AngelesCity | 44400 44400 3396 4,1004| CDC
PaNGR | angeles Liveliood Vilage Angeles City 330 200 60 100 LIVECOR
Holy Angel Industsial Estake Bacolor 520 320 200 120
Subbtal 45200 4,4920 3656 4,1224
- ) Luisit
Tarlag | Luisita Indutrial Park Tarlac 1200 830 638 148 R‘i,':',ﬁ, Corp.
Zan- | g\ pic Bay Meropaltal Area(SBMA)| Obngapo 66580 9795 1874  792.1]SEMA
bales . City
_ Taiwanese
PHILSECC Subic 770 7.0 77.0f PHILSECC
Subbtal 6,7350 10565 1874 8691
TOTAL 13,1878 6,277.0 7830 52315
Proposed| Bakan | Hermosa Agro-Industrial Estate Hemosa 1150 Land by AFP
/Planned Petrochemical Complex Limay 5000 PNOC
Petrochemical Complex Morong
Subntal 6150
Pam- | Timog Park tndustrial Estde Angeles City 700 Faméy Corp.
an
P ‘ga FK. Industrial Complex | San 710 Korean-Fit.
 Industrial Complex Inc. Fernando : Cor.
{Not Speciiied) . 1500 Taiwanese
Subntal 2910
TOTAL 9060
GRAND TOTAL . 140938 6,277.0 7530 52315
Note: 1) Clark Field as of 31 July 1994, Subic as of 01 Seplember 1994, Others as of April 1994

2y Occupied Area includes that already reserved.

3) Available Area = Developed - Occupied + Some allowance included in Tolal Area

~ 4) In case of Luisita, Occupied Area is Larger than Developed Area du to a big area reserved,
Source: Department of Trade and Industry (D'F1), HCA Study Team
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1.4  Vision, Objectives and Strategy for Industrial Development in Central
Luzon o

1.4.1 Vision: Central Luzon as an Industrial Heartland in the Phlhppmes
and the Asia-Pacific Rq,lon '

“One Region-One Vision™ is a leading concept of the Central Luzon Development Program
(CLDP). It embodies the concern to integrate potentials and prospects not only among the six
provinces but also among industries.

The Medium-Term Central Luzon Regional Development Plan (1993-1998) places the agro-
industrial development (AID) as the region’s long-term vision for development. This vision
is relatively domestic-oriented. To the year 2010, global-orientation is added to make Central
Luzon an industrial heartland in the Philippinés and the Asia-Pacific Region. This vision
represents a challenge by Central Luzon. The external and internal circumstances are
supportive of it, however, as illustrated in Figure 1.12. '

(H International context of industrial development

Globalization and economic area integration : AFTA
Globalization of the economy is a logical outcome of cfficient capital investments by multi-

nationals, which operate in a borderless and sci(-multiplying manner promoting the formation
of single markets. T he World Trade Organization (WTO)"in place of GATT, will prepare a
comprehensive framework for the globalization as mentioned earlier.

Also regional integration of economic arcas has been in progress. In addition to the European
Union (EU), the North American Free Trade Area (NAFTA) and the Asean Free Trade Area
(AFTA}, among others, have already started, Thesc economic areas are hybrids of free trade
among themselves which pose a survival problem for weaker economies within the respective
integrated areas and a protectionist shicld against the outside. Thé Asian-lPaciﬁc Economic
Cooperation (APEC) organized in 1989 may intcgrate NAFTA and AFTA into one.

AFTA which is strategically meaningful to the Philippines given her “open policy”, should be
maintained and further strengthened. AFTA, alter completion by the year 2008 will give the
Philippines access to a larger combined market, benefit from the investment pull that results
from the investment boom in the ASEAN countries, and provide the safety net for the
Philippines improving overdependence on two major markets of USA and Japan.
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Figure 1.12 Vision and Global Perspectives of Industrial Development
in Central Luzon
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Strategic subregional alliance: subregional economic zong
Strategic subregional alliances have been lcading a border-less economy among the Southeast
Asian nations. This is a growth strategy to pursue an optimum allotment of development

resources among member subregions. In case of the alliance between Hongkong and
Guangdong, the former provides capital and technology to the latter whose comparative
advantages are labor and tand. The complemental linkage is conducive to a successful
experiment of market economy in China and has produced “Miracles of Shenzhen.” The
alliance between Taiwan and Fujian in China has also been sought.. These linkages are the
driving forces/engines for the formation of the South China Economic Zone.

In the ASEAN countrics, Singapore initiated a “Golden Triangle” along with Johor in
Malaysia and Riau in Indonesia. Another h'ianglé_formation is proposed by Singapore,
Thailand and Malaysia. In addition, North Western Japan, Russian Far East, North Eastern
China and Korea including the north are going to strengthen the economic linkages toward
the formation of Japan Sea Rim Economic Zone.

The Philippines has a favourable condition for a hub of subregional economic zones,
geographically situated in the center of ASEAN or South East Asia and socio-economically
abundant in human and natural resources. '

Central Luzon alliances

The Philippines seeks and envisions strategic subregional alliance of a “Growth Crescent”

among Southern Mindanao, Sabah in Malaysia, Brunei and parts of Indonesia. Also, a

. “Growth Quadrangle” is envisioned for Central Luzon to forge with Taiwan, Hongklong and
South China. ‘

In this context, Hongkong’s return to the mainland China in 1997 is the crucial point.
Hongkong has been economicatly a gateway or a conduit of flow of goods, capital, human
and information between China and Taiwan. Thesc transshipment hub functions will not
work after 1997 since diplomatic barriers shall remain between China and Taiwan. They
could be replaced by Central Luzon capitalizing on the existence of the Special Economic
Zones and Freeports in Subic Bay and Clark Field.

(2) Industrial heartland

An industrial heartland (IH) is a global center attracting mass flow of goods, capital or
investiments, human resources, information and technology. Central Luzon is envisioned to
be an [H in the Philippines and Asia-Pacific by the maximum use of its existing functions as
follows. "



(a)  Transshipment hub functions

» international free seaport and airport (Subic Bay, Clark Field),
+ free banking system, and

* reasonable business cost including low income tax and incentives.
(b} Industrial and urban functions

* . proximity to domestic mass market and information center of Metro Manila,
* agglomeration of diversified industries/manufacturing,

* availability of rich human resource/manpower,

* good residential environment including amenity and entertainment, and

. peilce and order.

For transshipment hub functions, Subic Bay has an area of 6,000 hectares, deep sea ports
and an airport with 2.7-km runway. The world’s largest express delivery company, the
Federal Express Corporation has decided to put up the hub of its regional operations in Asia
and will start operation in 1995. This hub operation is expected to attract more investments
not only from USA but also from the vest of the world. Already 73 firms have obtained
SBMA approvals as of September 1994. Clark Ficld with a total of 28,041 ha has already 40
locators signed lease agreements. It is designed to be an international hub airport based on
two 3.2-km runways. Free banking system is available both in Subic and Clark where
business cost is low mainly due to the use of transferred national assets from USA and a
privilege of tax exemption except the final 5% gross income tax.

Central Luzon’s port 'complex (airports and scaports) is a definite magnet for investments
because air transport accounted for P4.27 billion or 20.4% of the Philippine foreign trade
(export and import) while 79.6% is water-borne. Exporters and importers in Central Luzon
can enjoy the convenience for alternative or optimum combined use of ports according to the
extent of their delivery needs such as emergency/high-speed, safety and cost. As a reference,
Table 1.10 shows air transport ratios in Japan's foreign trade by commodity (value basis) in
1992, The average ratio was 18.0% corresponding to Y1,325.6 billion and a high ratio (over
40%) group comprises precious melal/goods, aireraft, fur skins or leather prodhcl_s,
pharmaceuticals, special transactions (consigned works of electronic devices, ete.) and
precision instruments. These commodily industries are called “Gram Industry” whose value
per weight 1s very high and the transport cost is minimal against total cost. The so-called
“Kilogram Industry” is also a good user of air transport, such as electrical or electronic
equipment, wearing apparel, some quality textiles and ceramics, organic chemicals and toys.
These industries are prospective locators in the Central Luzon port complex and its
surrounding areas.
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Table 1.10 Air-Transport Ratio in Japan’s International Trade in 1992

Al Commodities 18.0
E;adr:leds; p;?f ous stonelmete 933 | Fish, crustaceans, mofluse, ete.  12.9 | Dairy product, bird's eggs, etc. 23
Works of art, collector's pieces 9221 Raw hides and skins 12.3 | Copper and copper products 23
Live animals 89.5 | Other made yp texties, efc. 12.1] Meat and edible meat offal 18
Arcaraft, spacecraft and pants Products of stone, plaster, . .
thereof 799 coment, etc. 1.8 | Off seeds, feeding stuff, etc. i9
Furskins/artificial fur and their 770 Musical instruments and pars, e Straw/plaiting products, 18
products e ete A1 basketware, efc. :
Pharmaceutical products 74.1{ Glass and glassware 1.2 | Auminum and aluminum products 1.8
Clocks, walches and parts thereof 725 ﬁg’gﬁ:i"eous base metal 10.7-| Beverages, spirits and vinegar 18
Live tree, other plant, etc. 7 sgg: ae?g ammunitions and _ 106 | Cofee, tea, mate and spices i7
Special transacticns, elc. 60.2 | Knitted/crocheted fabrics 10.2 { Transporl equipment: railway 16
Leather goods, elc. 483 E:nn;;uﬁ&beddmg, cushions, g8| Tinand tin producls 15
Piinting book, typescripts, plans, 55 Inorganic chemicals, 05 Other vegaiable products, 14
afe. 1 compounds of rare metal, elc. 1 plating materials :
o Tanning or dying extracts, Preparations of cereals, flour, mik,
Precision instruments _ 42.1 paint, ik, ec. 88| o0, . 1.1
Electrical/electronic machinery and : .
equipment and parts 350 Cther vegetable textiles 8.8| Tobacco and its substtules 07
Wearing apparel and clothing ’ o Animal and vegefable fats and -
ACCES30ies 32.2 | Man-made filaments 8.7 olis, elc. 06
E‘fgparatlon of feather and down, 325 | Other animal origin products 79 [F;lrﬁl;;aggons of vegetalles, 06
Special woven fabrics, lace, Photographic and )
embroidery, etc. 31.0 cinematographic goods 7.8 Mot?r veficles and pars 08
Ceramic progucls 99.1 | Edible fruit and nuts, melon, ete: 7.2 Er%ﬂgsusii snd waste from food 04
Essential oils, perfumery, ) . . Wood ang wood products, wood
cosmelics, elc. 288 | Plstics and plastic products 7Y charoal 04
Organic chemicals 218 ,F;;e: Zr::wens' cordage, 52| Sugars and sugar confectionary 0.3
: . Explosives, matches, . .
Sik, silk yarnffabrics, efc. 24.0 fireworks, tc. 5.7| Zincand zinc products 0.2
Toys, games, sporting goodls 235t Man-made staple fibers 451 Ironand steel 0.2
General machinery, computers, Satt, sulphur, slone, lime,
olc. 23.1 | lron and steel pioducts 45| cement, elc. 0.4
Tools, implements, cutlery,
SpOONS, E1C. ) 2271 Lac, other vegetable saps, elc. 4.4 Whea_t flour, starches, gluten, elc. 0.1
Wearing apparel, elc. L .
knitted/crocheled) 224 | Umbrellas, walking shc*s. elc. a2l Feriizers 00
Miscellaneous chemical products 21,1 | Cocoa and cocoa preparations 40 Ores, siag and ash 0.0
Other base metals and products . Ships, boats and floationg
thereof 20.9 | Cotton, cotton yam/tabrics, etc. . 40} structures 0.0
Miscellaneous manufactured . . Mineral {uels and oils, their o
goods 19.6 | Nickel and nickel products 16 distilfation, elc. 0__0
' Miscelaneous edible Pulp of wood, wastelscrap of
Edible vegetables, roots and tubers 19,3 preparations 36 paperiboard 0.0
" Abuminoidal substructs, gules, - . .
enzymes, €lc. 19.2 | Preparations of meat, tish, etc, 35] Cereals oo
Soap, surface-active agents,
Headgear and parts thereof 17.4 wa, efc. . 33
Coated textile fabrics, elc. for
industrial use 14.4 | Rubber and rubber products 33
Footwear and the like i4.2 | Paper and paper producis 32
Carpets and the like 14.0 | Lead and lead products 25
Wool, woo! yam/fabrics, ete. 3.2 | Corkand cork products 04

Source: Calcurated from computer output data by the Ministry of Finance, Japan
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For industrial and utban functions, proximity to domestic mass market and information center
of Metro Manila will support Central Luzon to become an “industrial heartland” (IH) in the
Philippines and the Asia-Pacific. Central Luzon has an agglomeration of diversified
industries/manufacturing necessary for active international business activities, such as food
processing, garments, furniture, leather goods, jewelry, metal processing and
semiconductors. As for another necessity for an IH, Central Luzon has good residential

environmen{ with amenity, entertainment, and peace and order

Component of “industrigl heartland’”
The “Central Luzon Industrial Heartland” is viable as mentioned above and mainly composed

of the following:

s Tree Trade Zone¢ with business chances and amenity leading Central. Luzon’s
globalization of the economy,

+  Agro-industrial rurban community as a result of localization of the economy with
strengthened linkages between agriculture and industry conducive to rural area’s
har monized urbanization with natural environment, |

+  World class "lndustnal Capital” of fashion and interior goods/mateua] industrics,

' based on the cx1stmg agglomcmuon and qupporlcd by urban business functions,

» Competitive edge of e!ectnomcs, design, computer software, and engineering
industries mcludmc aviation and shipbuilding to be dweloped with effective use of
Central Luzon’s locational conditions, and

» Supply base of new matcrials (petrochemicals, ete.) already developed or pianned.
1.4.2 Objectives

Objectives of industrial development in Central Luzon are established in line with its vision as
an industrial heartland.

[} To establish industrial niches within the globalizing economies with free trade zones
and other supportive facilities and functions, using Central Luzon’s locational
ad\}antages, existing agglomeration of various industries and indigenous resources;

2)  To promote agro-industrial rurban (rural urban) communities through localization of
the economy with strengthened linkages between agriculture and industry; and

3) To substantiate impacts of globalizmiOIf and localization of the economy and
establish firm foundation for the further growth of Central Luzon through
promoting the formation of “Industrial Capital” and *Rurban Community™.
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1.4.3° Spati"al dcvelopment strategy

Spatial strategy for industry development has three dimensions; international, inter-regional
and intra-regional. They would enforce one another toward the formation of the Central
Luzon’s industrial heartland.

(1) International strategic linkages

A recent development in the globalization process is for foreign direct investments to be
devoted to exclusive industrial land development for the origin country’s firms. Korea has
developed an industrial estate (IE) in China’s Shandong Province, and has a plan to develop
another in Russian Far East. Japan developed an IE with the same nature not only in
Cavite, Philippines but also in Dalian City in China lhrough_ihe partnership between the
government and the private sector .

The Subic Bay Metropolitan Authority (SBMA) and the Taiwanese Government agreed on
developing 300 ha industrial estate for Taiwancse firms. This may be a step to form a
“Growth Quadrangle.” Further linkages with H'ongkong and South China should be sought.
Among others, linkages with the ASEAN countries, USA, Japan and Australia are also
St1‘ategiéal_ly important and will be strengthencd toward the formation of the Central Luzon’s
industrial heartland (IH), a global center attracting mass flow of:goods, capital or
ihvestments, humén, information and technoldgy. ‘Subic Bay, Clark Field, Bataan Export
Processing Zones and others are cores for such international 'linkages.

(2) Inter-regional strategy

The first priorities in this dimension are regional inlcgralibn with Mctro Manila and formation
of MSC Triad (Metro Manila-Subic-Clark) or the National Growth Triad. For Central
Luzon’s industrial development, the former is strategically important in 1'eceiving spillover
from Metro Manila. Bulacan has been the main receiver. Metro Manila is being paralyzed
with overconcentration and overcongestion. This trend will be inevitable due to the economic
growth and the spillover will expand along the Manila North Road and the Noith Luzon
Expressway upto San Fernando and Angceles City. For the latter, formation of the MSC
Triad would strengthen a complementary linkage to multiply their functions. Metro Manila’s
transshipment functions will be shouldered significantly by Subic Bay and Clark Field, while
Metro Mantla will specialize in higher order urban functions. Subsequently, the MSC Tiiad
will attract more investments in Central Luzon, |

Linkage with Northern Luzon is also important. Central Luzon's location situated between
Northern Luzon as a major primary products supplicr and Metro Manila with a mass market
is attractive for infer-regional distribution/delivery center project.
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As for land development for inter-regional linkages, developed IEs in the area along the
Manila North Road and the North Luzon Expressway are suitable sites for receiving spillover
from Metro Manila and inter-regional distribution/delivery center projects.

3 Intra-regional strategy

Figure 1.13 illustrates the spatial distribution of manufacturing by employment size in [988
and the present location of industrial lands in Central Luzon. Existing IEs concentrate in the
area along the Manila North Road and the North Luzon Expressway where manufacturers
agglomerate densely and proposed/planned 1Es are also located, apart from the [Es in Bataan.

Existing spatial distribution of industrial lands including those proposed/planned is
reasonable on the whole because of the following. *

(a) Balanced land development for employment-generation/absorbing unemployment

This is addressed by developing People’s Industrial Enterprises (P1Es) in rural
areas almost throughout the region, Productivity Centers (PCs) for the arcas
affected by the eruption of Mt. Pinatubo and conversion into industrial use of the
former US bases of Subic Bay and Clark Field.

In short- and medium-terms, industrial land demand wiil be absorbed by these
existing and proposed/planned cstates that can provide an aggregate area of about
3,000 ha. Aside from the land demand itsclf, the following should be strategically
pursued.

(b) Land development for the regional integration

Central Luzon’s regional integration is a prerequisite 1o “One Region-One Vision”
policy. To this end, proposed PIEs in arcas outside MSC Triad in Tarlac and
Nueva Ecija should be realized considering the future road network.

“(¢) Land development for urban renewal and indus(ry modernization

Aside from IEs, factories in existing agglomerated areas such as Meycauayan,
Bulacan will soon face lack of land for expansion. In this case, land development
will be strategically implemented along with urban renewal and industry
modernization. |
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Figure . 1.13 Spatial Distribution of Industrial Lands and Manufacturing

in Central Luzon
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1.4.4 Sector development strategy
() General directions and strategy

In line with agro-industrialization and formation of an industrial heartland, industrial
development in Central Luzon should be pursued along with the following:

- open policy-based development toward globalization,

- people-oriented and indigenous resource-based development toward localization,
and

- global-local (glocal) mix-oriented development.

These directions may be symbolized by the term AGLOCALZON signifying agro-industrial
development, glocalization and Luzon to counter a strong competitor of CALABARZON.
General strategy for the further growth of Central Luzon’s manufacturing sector is composed
of higher competitiveness, better marketability, higher productivity/lower cost, and stronger
linkages. '

(2) Specific stratcgy

In order to address globalization of the cconomy, country-and product-specific export
expansion is pursued. The Medium-Term Philippine Export Development Plan (MTP-
PEDP:1993-1998) sets the priority products and target markets as follows.

(a}) Agro- and resource-based products
Carrrageenan and seaweed  Europe, USA, South America

Shrimps and prawns European Union (EU), Japan, USA
Processed tropical fruits
Dried EU, USA, Asia Pacific
Preserved EU, Middle East, Japan/EU
Juice Asia Pacilic, EU, USA '
Marble Japan, USA, Asia Pacific
‘(b) Consumer Products
Garments USA, EU, Canada
Furniture USA, Japan, Germany
Gifts and housewares . .
~ Christmas decor USA, haly, Germany
Basketware USA, Japan, England
Ceramics Germany, USA
Jewelry USA, Japan
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(¢) Industrial Products

Subcontracted:
electronic products  USA, Japan, Germany'
metal component and paits  USA, Hongkong, Japan
Computer Software _ USA, EU, Japan

These “export winners” are mosin the main cxpon industries in Central Luzon: marble and
garments in Bulacan and furniture, gifts and housewares, ceramics and metal products (metal
craft) in Pampanga. Central Luzon has a big potential for not only agro-industries of food
processing but also more foreign and domestic investments in areas of electronic products
and computer software on the basis of the region’s rich human resources. In addition to
these, jewelry and leather goods industries intensively located in Meycauayan, Bulacan have
the potential of an “export winner” due to the strength of guality.

Indi - ing_gxpansion is a strategy directed towards localization and
addressed to external problems. According to the IQRS3, of a total of 605 respondents, the
top five external constraints encountesed by subsector are identified below (Table 1.11).

Table 1.11 Severe Constraints by Subscctor Aide from Infrastructure
Concern (Top S Problems)
h Food Leather Construction
_ processing products  GTH.  materials
. _ Metal &
{Responding rate: %) ¢ Garmenis+Fumslure ¢ Jewelry ¢ machinery
Decrease of Loca! Raw Malerial Resources 57.1 57.3 69.1 638 53.3 75.0 73.8
Lack of Sable Supply of Raw Materials . 57,1 43.8 645 580 538 500

Limited Domestic Market Demand 490 5.1 55.0 4B.0 50.7 61.5 600 476
Lack of Access to Public Loan with Low Interest Rates 58.6 58.0 60.0 54.8
Low Quality of Raw Materials 534 60.0 '
Lack or High Cost of Locat Inputs 46,9 73.3 507 75.0
Lack of Access to Commercial Loan with Low Interest Rates  55.1 46.7 46.7 55.0 64.3
Lack of Access 1o Advanced Information for Technolegy 489 46.7 61.5 50.0
Lack of Access 1o Advanced Information for Marketing 46.7
Lack or High Cost of Techniciar/Skilled Worker 50.7 75.0

Source: Industrial Questionnaire Survey in Region [11 (HICA Study Team and DTI) _

Local raw material availability and procurement are critical for pursding agro-industrial
development in Central Luzon aveiding overdependence on imported materials. Therefore,
indigenous agro-processing should be strategically expanded. I addition, resouree recycling
or ecological manufacturing, a sort of indigenous resource processing is expected to be
pursued in Central Luzon, '

Creation of domestic market is to develop the market for products in line with tourism
development. According to the IQRS3, limited domestic market demand is one of the crucial

problems for further growth. Linkage with tourism development will serve the market for a
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-variety of food products and souvenirs. Central Luzon’s food processing, gifts, toys and
housewares (GTH), garments and metal craft industries have advantages. Around Subic
Bay, there are newly established food processing, GTH and the like, also utilizing the US
base separation payments as staﬁ-up capital.

Inter-industry linkaging, specialization and subcontracting can lead to the formation of
integrated industrial clusters with high productivity. Inter-industry linkaging aims at
domestic multiplier effect of production by decrcasing overdependence on imported raw and
intermediate materials. Table 1.12 shows inter-industry input-output relationships of the
Philippines in 1988. Import dependence ratio (IDR: imported inputs per total inputs) is
21.8% for the industry total and 26.2% for the manufacturing sector total. Among the
manufacturing subsectors and aside from petroleum refineries, IDR is very high and over
50% in wearing apparel and footwear, leather and Ieather products, electrical machinery and
transportation equipment. These industries’ raw materials, parts and components could be
target areas for new investments and subcontracting.

Specialization and subcontracting is a strategic solution for high productivity. Central

Luzon’s manufacturing, especially SMEs are not so specialized and tend to internalize all
functions and processes of production.' Cost reduction will be realized through specializing
in specific processes of production, structurizing subcontracting, externalizing such functions
as transportation and business service and thereby forming integrated industrial clusters.
This strategy, however, is not applicable to all manufacturing, but garments, GTH, fumiture,
leather goods and metal craft in Central Luzon are viable components of subcontracting
structured.

Priority development of SMEs is a fundamental strategy. SMEs including micro and cottage
industries are sources of livelihood, mainstay of cmployment generation, component of
subcontracting, main actor of industrial cluster, and platform of spin-oft ventures. Strong
SMEs show one of the evidences of the nation’s vitality.

Effective institution-building is a strategy to be pursued (o strengthen SME’s through the

promotion of cooperatives and roles of NGOs in industrialization, Establishment of
industrial associations by SMEs and by specified groups has become popular recently and
has contributed in making their capability stronger, specifically in addressing their common
problems. Cooperatives are instruments to promote equily, social justice and people's
empowerment for economic development. Cooperatives are granted with a wide range of
privileges and have their own distribution systems, which would be conducive particularly to
supporting agro-industries. NGOs are also active in assisting micro, cottage, small and
medium enterprises (MCSMEs) activitics for raw materials sourcing, marketing and



rural/livelihood development projects. It is expected that effective institution-building will
significantly contribute to the enhancement of Central Luzon’s development as a whole.

Table 1.12 Import Dependence Ratio in the 'Philippines: 1988

(A) (B8) O] (D} (AB) (DICYy| (B--D)

Qutput  Export Total Imported] Export Import| Export

Value Inputs  Inputs Ratio - Ratio | Import

{Cost) (%) (%) | Balance

~ (in billion pesos) o

TOTAL 14759 2264 6997 1526 15.3 218 73.8

Primary Sector - 2299 166 -59.0 6.6 72 1.2 10.0
Agriculture - ' 1716 6.1 455 56| 35 122 0.5
Fishery 40.0 105 9.9 08 261 81 9.7
Forestry & logging 18.3 0.1 37 03} 04 7.2 -0.2
Secondary Sector © 7283 1223 4722 1209) 189 0 256 1.5
Mining o -29.6 16.6 11.8 38 56.1 323 12.8
Construction, eleclricity, etc. 114.6 0.4 53.1 8.2 0.4 154 -1.8
Manufacturing 5810 1053 4073 1089 181  2%7 -3.6
Food manufacturing 251.0 267 1701 12.0 106 10 14.7
Beverage industries. - 210 0.3 1.1 05} 14 49 -0.2
Tobacco manufactures _ 18.2 0.5 1.4 3.0 26 287 2.6
" Textiles, textile goods 242 9.9 18.2 69| 417 38.1 3.0
Wearing apparel and footwear 252" 16.5 19.0 1071 652 566 { - 5.7
Leather and leather products 0.6 0.1 0.3 0.2 %5 | 618§ -0l
Wood and cork products 18.3 3.7 15.0 05| 310 37 5.1

Furniture & fixtures 7.5 3.0 44 02| 403 = 38 29
Paper and paper products _ 10.6 07 - 65 2.6 68 - 393 - -1.8
Publishing & printing 6.8 0.3 5.1 1.2 4.3 238 -09 ..

Rubber products 779 1.6 57 2.2 208 38.3 0.6
Chemical and chemical products 41.9 59 29.1 3.4 14.2 46.1 -1.5
Petroleum refineries 50.9 37 376 247 73 | 65.8 <210
Non-metaliic mineral products 12.3 0.5 8.0 1.1 44 14.3 0.6
Basic metal industries 248 59 253 8.0 236 36 -1
Fabricated metal products 12.2 0.5 7.6 261 43 347 2.1
Machinery exc, electrical 2.5 1.0 i7 06| 387 35.2 03
Electrical machinery 29.4 17.8 22.2 13.9 60,4 627 | 38
Transport equipment 6.9 0.8 5.7 38 12.1 5.7 =29
Miscellaneous imanufactures 8.9 3.8 3.2 0.6|. 428 17.3 L. 3.2
Tertiary Sector 5206 875 1685 25.1 16.8 149 62.4

Source: 1988 [/O Table
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