CHAPTER 3

EFFECTS OF CAVITE EPZ DEVELOPMENT AND
~ INVESTMENT PROMOTION STUDY






3. Effects of Cavite EPZ Development and Investment Promotion
Study

3.1. Background and Objective of the Study and General Outline of
Recommended Measures

3.1.1, Background

The Aquino government, which was inaugurated in 1986, implemented its Medium-
Term Development Plan (1987-92) by giving priorily to cxpost promotion in order to
improve the balance of payments. It called for two strategics: one was to cmphasize
promotion of non-traditional export industrics, while promoting industries that clfectively
utilize local resources, such as fumniture and food processing; and another to promote
forcign investment for developing cxport-oriented clectric/clectronics and machinery
industrics that have high levels of technology, together with promotion of domestic
industrics.

As part of these strategies, the Government decided to implement an expansion project
of CEPZ which had already been in the first phase of development by the Export
Processing Zone Agency (EPZA) and accelerate the promotion of investment in CEPZ.
In 1989, thc Government requested the Japancse Government to provide financial
assistance for the implementation of the CEPZ cxpansion project while providing technical
assistance for the formulation of the basic praject concept and investment promotion
measures for that projeck.

In responsc to the request, JICA conducted the Cavite EPZ Devclopment and
Investment Promolion Study (the “CEQZ Study™). At the same time, OLCK
simultancously conducted a SAPROF study to review and finalize the feasibility study on
the CEPZ cxpansion project (the “CEPZ Feasibility Study”) which had been prepared by
EPZA. Those two studics were conducted in close coordination. The CEPZ Feasibility
Study was proceeded on the basis of an interim report pertaining to the CEPZ Sludy that
includes the development target of the CEPZ, priorily industrics selccted for the promotion
of investmient in the CEPZ, and projection of investment demands for the CEPZ.

The main objectives of the CEPZ Study were defined as follows:

1) To identify and define the development goal of the CEPZ cxpansion project and

priority industrics to be promoted for investment in the CEPZ;

2) “To assess and analyze potential demands for investment in the CEPZ by local and

Japanese induslrics;

3) To formulatc investment promotion measures; and



4) To formulate appropriatc mecasurcs for fostering industrics which have cffective
linkages to the CEPZ’s locators,

3.1.2. Conclusion and Recommendations of the CEPZ Development Study

The CEPZ Study, as its conclusion, indicated the development goal (together with
projection for land requircments) for the CEPZ expansion project and priority industrics to
be located in the CEPZ; the measures to promote investment in the Philippines, paiticularly
the CEPZ; and the measurcs to foster induslrcs that have cffective linkages with the

CEPZ’s locators.  Outline of the indicated conclusions is cnumerated below,

(1) Development goal for the CEPZ expansion project

a. Site development fargets (industrial land only)

- First phase development: 39.6ha (alrcady started at the time
of the study)
- Land available to subsequent
(sccond -- fifth) development: 134.4ha
- Total land arca: 175.0ha

b. Priority industries to be promoted for location in the CEPZ
- Electric and clectronic equipment
- Automotive parts
- Metalworking
- Precision machinery
- Plastic molding and processing
- Textile and garment

- Computer software

Among those industries, an emphasis is made to promote non-polluting, energy saving,
cxport-oriented (including supply to export industrics) and high-tech industrics.

(2) Promotion of investment in the Philippines and the CEPZ
The following recommendations were presented as the mcasures for promoting

industrial investment in the Philippincs and the CEPZ in particular:
a. Foreign investment promotion measures for BOI and EPZA;



b. Recommendations on the development, expansion and upgrading  of
infrastructure in and around the CEPZ and also on the cstablishment of Common
Scrvice Facilitics within the CEPZ; and

c. Recommendations on improvement of the CEPZ management system and on

improvement and upgrading of facilitics, procedures and services in the CEPZ,

The recommendations included the following issues:
a. Forcign investment promotion measures for BOI and BEPZA
1} The strengthening of institutional capabilitics of BOI and EPZA (functions to
support investment promotion activitics);
2) Intensification of foreign investment promotion activities; and
3) The cstablishment of intcmational communication nctworks to seek foreign
investors.
b. Development, expansion and upgrading of infrastructure in and around the Cavite
EPZ and the establishment of Common Service Facilitics within the CEPZ
1) Extension of a coastal highway (Bacoor and Novelcta) and construction of a
Noveleta — CEPZ section;
2) Expansion of tclecommunication system;
3) Assuring of slable power supply; and
4) Supply of adequate industrial water.
¢. Improvement of the CEPZ management system and improvement and upgrading of
facilitics, procedures and services within the CEPZ
1} Improvement of the management system
» Increase in CEPZ’s slaffing;
» Strcamlining of export and import procedures; and
» FEstablishment of close communication with locatois.
2) Improvement and upgrading of facilitics, procedurcs and scrvices within the EPZ

Y

Sciting up of housing facilitics to accommodate locators” employces;
Establishment of a technical training center;

SME support measures;

Enhancement of assistance for the recruitinent of employces; and
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Promotion of the cstablishment of Common Service Facilities on a commercial

basis.



(3) Recommendations on the measures for fostering industries that have cffective linkage
to the CEPZ’s locators

To foster industries that arc functionally linked to the CEPZ’s locators, the following

measurcs were rccommended:

1) Promotion of indircct export (supply to export industrics);

2) Assistance for fostering subcontract suppliers, such as the provision of institutional

finance for modemization of cquipment, exemption of import dutics, transfer of
appropriale processing technology (including production management and quality
management systems), tax incentives for the import of raw materials {including the
rcturn of import dutics), the establishment of a bulk purchase system, and award of

excellent suppliers;

3) Establishment of an intcnmediary function for subcontract arrangements; and

4) Technical assistance for quality improvement of local supplicrs to be subcontracted.

(4) Programs to be implemented for foreign investment promotion

To attract forcign investment in the EPZ, the following two programs were proposcd:

BOI and EPZA foreign investment promotion programs

1) Establishment of investment promotion offices abroad, particulacly in Japan, South

Korea, Taiwan and Hong Kong;

2) Strengthening of BOI and EPZA headquarters’ functions, padicularly overall

=

coordination and support functions, as cnumerated below;

Ovecrall coordination and supervision of promotional activities carried out at the
investment promotion offices sct up abroad;
Coordination with rclated govemment agencics and bodies in  industrial
promotion as well as coordination and communication with rclevant forcign
organizations within the Philippincs;
Collection and provision of information as required for investment promotional
activitics at the aforesaid promotion offices abroad, planning of and preparation
for investment scminars, sclection and scnding of speakers, and other support
services; ,
Provision of information on policy issues and other high level issues in response
to inquiry from the investment promotion offices abroad; and
Assistance, guidance and other scrvices to potential investors visiting the
Philippines. :

Main activilics for investment promotion at the investment promotion offices

abroad



a. Publicizing and disseminating information on  comparative advantages,
investment climate and industrial infrastructure in the Philippines;

b. Identification of potential investors; and

c. Follow-up communication and information and consulting scrvices for potential

investors identificd.

EPZA’s promotion programs

1) Declincation of priority industrics to be promoted for location of production units in
CEPZ;
2) Securing of cooperation from domestic industrial associations; and
3) Main promotion activitics, including:
a. Public relations
b. Follow-up/marketing activitics
c. Information service
d. Consultation

¢. Monitoring -

3.2 Current State of PEZA and the Cavite PEZ
3.2.1. Current State of PEZA

(1) Background of the creation of PEZA

In the Philippines, the development of a fice ltade zone (FTZ) was started in 1969
Then in September 1972, Presidential Decree No.66 was issucd to initiate the development
of Export Processing Zonc (EPZ) as a public-scctor project. The EPZ is a specially
developed industrial cstate to accommodate foreign and domestic manufacturers
specialized in cxport.  The development of EPZ aims at promoting investment,
patticularly foreign investment, exports and the creation of employment opporlunitics.
Manufacturing cstablishments located in the EPZ arc required to export all of their
products, while provided with several incentives, including free duty import of production
cquipment and raw materials, tax and other fiscal incentives, and other privileges.

To plan, develop and manage the EPZ, the Export Processing Zone Authorily (EPZA)
was cstablished under the Department of Trade and Indusiry (DTI) and developed the
following four EPZs: '

- Bataan EPZ (Mariveles, Bataan)
- Baguio City GPZ '
- Mactan EPZ (Cebu)



- Cavite EPZ (Rosario, Cavitc)

In the previous two Medium-Term Devclopment Plans (1985-92 and 1993-98
respectively), policy priority was given to the foltowing threc areas: (1) industrial
development and promotion focusing on the promotion of investment and export; (2)
regional dispersion of industrics and stimulation of industrial clustering at potential growth
centers; and (3) introduction of private investment to infrastructure development. To
accomplish these goals, the Government adopted slrategy of cncouraging extensive
development of the cconomic zone by private developers and investment in those
developed cconomic zones.  As the legal framework to support the promotion of
cconomic zone development, Special Economic Zone Act of 1995 — EO No.7916 was
enacted in July 1994, and the Philippine Economic Zonc Authority (PEZA) was created in
February 1995 as a govemment agency responsible for the promotion of development of
the Special Economic Zone (ECOZONE) and the promotion of investment in ECOZONE
by locators, as well as management and administration of ECOZONE. At the same time,
EPZA was absorbed by PEZA and the four EPZs nanaged by EPZA werce transferred to
PEZA accordingly.

(2) Objective of the Special Economic Zone Act

The objective of this Act is to pursue industrial, economic and social development in a
sustainable and balanced manncr by promoting the development of ECOZONES in
strategic arcas having adequate growth potential under the government’s lcaﬂcrship and by
attracting foreign capital investment cffectively, aiming at creating employment
oppoitunitics for the pceople {especially those in rural arcas) and thereby raising
productivity, income and standards of living. Morc specifically, the following objectives
wcre sct:

1) To establish the legal framework and mechanisms for the integration, coordination,
planning, and monitoring of special Economic Zones, Industrial Estates/Parks and
Export Processing Zones to be developed throughout the country;

2) To transform sclected areas in the country into highly devcloped agro-industrial,
indusirial, commercial, tourist, banking, investment, and financial centers;

3) To promote the flow of investors into special cconomic zones which would generate
employment opporiunitics and establish backward and forward linkages among
industrics in and around the economic zones;

4) To stimulate the repalriation of Filipino capital by providing atiractive climate and
incentives for business activities;



5) To promote financial and industrial cooperation between the Philippines and
industrialized countrics through technology-intensive industrics that will modemize
the country’s industrial scctor and improve productivity levels by utilizing new
technological and managerial know-how; and

6) To vest the special cconomic zones on certain arca with the status of a scparate

customs territory.

(3} Development concept and current status of ECOZONES

ECOZONE is dcfined as selected arcas with highly developed or which have the
potential to be developed into agro-industrial, industrial, tourist/recreational, commercial,
banking, investiment and financial centers.  An ECOZONE is generally classified into the
following thrce types:

a. Industrial csiate (1E) — Refers Lo a tract of land subdivided and developed according
to a comprchensive plan under a unificd continuous management and with
provisions for basic infrastructure and utilitics, with common scrvice facilitics for
the use of the community of industry.

b. Export processing zone (EPZ) — a specialized industrial cstate located physically
andfor administratively outside customs territory, predominantly oricnted to export
production. Enterprises located in the EPZ are allowed to import capital cquipment
and raw materials frce from dulies, taxes and other import restrictions.

c. Frec trade zone — an isolated policed arca adjacent to a part of entry (as a scaport)
andfor airport where imported goods may be unloaded for immediate transshipment
or storcs, répackcd, sorted, mixed, or othenwise multipulated without being subject
{o import dutics. However, movement of these imported goods from the free-trade

arca to a non-free-trade area in the country shall be subject to import duties.

Enterpriscs within the zone arc granted preferential tax treatment and immigration

laws are more lenient.

(4) General profiles of PEZA

As mentioncd carlier, PEZA is a government agency established under the Act of 1995,
and is responsible for prorrit)tion of the development of ECOZONES, promotion of
investment therein, and management and administration of the zones.  Although PEZA is
attached to DTI, it is an autonomous body corporate having specific functions and
authority. The PEZA Board appointed pursuant to the provisions of the Special
Economic Zone Act sct the general policics that are exccuted by the Director General



appointed by the President under the Act.  PEZA’s organization, and key functions and

authority of the PEZA Board arc summarized below.

Composition of PEZA Board

Chairman: Sccictary of DT1
Vice Chainman: Director Gencral of PEZA
Board Members: Undecrsccretaries of DOF, DOLE, DOI, DOENR, DOA,

DOPWH, DOST, DOE; Dcputy Director General of
NEDA; Onc representative from the labor scclor; one
represcntative from the investors/business scctor in the
ECOZONTE; total 11 persons

Organization of PEZA

Dircctor General (appointed by the President: to be the rank of department
underseerctacy)

3 Depuly Dircctors General (cach for policy and planning, administration and
operation)

Hcadquarters: located in Mctro Manila

ECOZONE Administration Offices: located in cach ECOZONE, where an
Administrator and other staff are stationecd.

Totat staft: approximately 600 (No increase in the number of staff compared
to the time of EPZA, whercas the work volumes are substantially increased.
Minimization of the staff numbecr is the PEZA’ s management policy.)

- Functions and Powers of PEZA Board

€ mo o

Set the gencral policics on the establishment and operations of the ECOZONES,
Review proposals for the cstablishment of ECOZONES and cndorse to the
President the establishment of the ECOZONES. (The ECOZONES arc described
in a proclamation to be issucd by the President.)

Regulate and undettake the cstablishinent, operation and maintenance of utilities,
other services and infrastructure in the ECOZONES, and fix rates, charges and
fces for those utilitics and other scrvices.

Approve the annual budget of the PEZA and the ECOZONE development plans,
Issue rules and regulations to implement the provisions of the Act,

Exercise its powers and functions as provided for in the Act.

Render annual reports to the President and the Congress.

General Powers and Functions of PEZA

a.

To operate, administer, manage and develop according to the principles and
provisions sct forth in the Act.



b. To register, regulate and supervise the enterprises in.

¢. To coordinatc with local government units and excrcise general supcrvision over
the development, plans, activitics and operations of the ECOZONES.

d. In coordination with local government units concemed and appropriate agencices, to
construct, acquire, own, lcase, operate and maintain adequate facilitics and
infrastructure, such as light and power systems, water supply and distribulion
systems, telecommunication and transportation, buildings, structures, warchouscs,
roads, bridges, ports and other facilitics.

c. To creale, operate andfor contract to operate such agencies and functional units or
offices of the authority.

To undertake legal aclivities under the Act.

g. To coordinate the formulation and preparation of the development plans of the
different entitics mentioned above.

h. To coordinate with NEDA, DTI, DOST and the local govermment units and
appropriate govemment agencics for policy and program formulation and
implementation,

i. To monitor and evaluatc thc development and requitements of entitics in
subscction (a) and recommend fo the local government units or other appropriate
authoritics the location, incentives, basic scrvices, utilitics and infrastructure
required or to be made available for said entities.

As cnumecrated above, PEZA’s role, function and authorily have expanded
significantly compared to thosc of EPZA,

Formerly, EPZA’s responsibility was limited to the planning and implementation of
projects for the development of EPZ with public finance, as well as management and
administration of thus developed EPZs.

Now, PEZA is responsible for the promotion of ECOZONE developnient projects
throughout the country, including gencral coordination and supervision of ECOZONE
development projects to be undeitaken by the private developers and local government
units.  Hence its activitics has substa-nlially cxpanded by covering all arcas throughout the
country and also scale of development. [In addition, PEZA has authorily to approve
construction of industrial estates out of ECOZONES, which authority was transferred from
BOL

Previously, BOI controlled investment promotion activities in the Philippincs,
including investment in the EPZ, and EPZA was only responsible for cffoits to promotc
investment in the EPZ under BOl. Today, PEZA is dircctly responsible for investment



promotion in the ECOZONLE, while BOI is engaged in investment promotion activitics for

other arcas.  Thus, PEZA is fully capowered to promote investment in the ECOZONE.
Similarly, responsibility for registration of ECOZONE locators and the granting of

investment incentives to them was transferred from BOT to PEZA, while BOI deals with

companics investing in other arcas.

3.2.2, Development Status of the ECOZONES and Export of Industrial
Products from ECOZONES

(1) Devclopment status of the ECOZONES

Under EPZA, only four EPZs were developed as public projects (see 3.2.1(1)).  They
were operated and managed by EPZA and were transferred to PEZA’s responsibitity,
including the CEPZ.

Alter the cstablishment of PEZA, the development of ECOZONES led by private
investinent (both forcign and domestic capital) was encouraged.  As of 1995 when PEZA
was established, 12 industrial estates were developed in addition to the four EPZs, totaling
3,183ha of land area.

Since then, 122 ECOZONE development projects (total area of 21,275.6ha) were
approved up to the end of 1999 and 61 projects were completed and are currently in scrvice.
Private developers undertook majority of the projects, and only few projecis were
developed by local government units.  Thus, none of them was carricd out as public
investment, A recently approved ECOZONE development plan includes the development
of two I'T parks.

Table 3-1 shows the number of ECOZONE development projects and the totat amount
of investment (approval basis) for the development between 1995 and the end of 1999,

Table 3-1  Recent Trends in ECOZONE Projects (Approval Basis)

1995 1996 1997 1998 1999 'g5 —'89
New Projecls approved 8 27 31 28 14 106
Total 22 49 80 108 i22
Value of Investment 3 43 106 33 119 303
(billion pesos)

(Note) The total number of ECOZONE development projects includes 16 projects that were
already completed. :
(Source: PEZA)



As is apparent in thc above table, thc amount of investment in ECOZONE
development under PEZA grew rapidly up 1o 1997, After a temporary setback in 1998
due to thc Asian cconomic crisis, it grew again and exceeded the 1997 levcl.
Geographically, 56 projects (including the CEZ) arc located in Cavite or Laguna, of which
29 arc alrcady in operation.

Table 3-2 shows the breakdown of ECOZONE investment by country between 1995
and 1999,

Table 3-2 Breakdown of ECOZONE Investment by Origin of Investors
(1995 — 1999)

Coutntry Philippine Japsn Malaysia = Singapore Others

share(%) Q0 3.4 3.3 1.5 0.9
(Source: PEZA)

(2) Investment by locators in ECOZONES
Yearly trends in value of investment by locators in the ECOZONES (approval basis)
arc shown in Table 3-3.  Also, breakdown of total investment by subscctor and origin of

investors during the same period arc shown in Figures 3-1 and 3-2.

Fig.3-1 Breakdown of Investment by Subsector
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(Source: PEZA)



Fig.3-2 Breakdown of Investment by Country of Origin
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(Source: PEZA)

Table 3-3 Yearly Trends in Total Investment by Tenant companies in the
ECOZONESs (Approval Basis)

1995 1996 1997 1993 1998 95 -'99

Value of [nvestment

(Billion Pesos) - 49.7 22.7 536 64.1 36.8 226.9
(Source: PEZA)

The total investiment made by locators in the ECOZONES between 1995 and 1999
amounted to 226.9 billion peso. During the same period, BOI approved investment
projects directed to the manufacturing sector, totaling 615.3 billion peso (scc Fig.2-3 in
2.3.1). Assuming that the total of the above two figures represents the grand total of
investment in the manufacturing sector, investment by locators in the ECOZONES
accounts for approximately 27%. OfF total investment by the ECOZONE industrics,
clectronic parts and products account for 50.5% (mostly clectronic parts), followed by
houschold appliances and clectrical machinery (16.4%), basic mctal products,
transportation equipment and automotive parts and precisionfoptical products. In fact,
these top five are high-tech industrics, which represent a combined total of around 89% of
total investment. Other industrics, mainly light industrics including rubber and plastic
products, textile and gnrmcnl,'and leather products, account for a merely 4%.

By origin of investors, Japan accounts for the largest share of ECOZONE investment.
As shown in Fig, 3-2, they account for 45.7% of total, followed by the U.S. (15.4%), the
Philippincs (14.6%), the UK (6.6%), Singapore (6%), and South Korea (3.9%). These six
countrics hold a 92.2% share of total. Other countrics include Thailand, Germany and
Malaysia.



(3) Incentives for ECOZONE developers and locators
Incentives available to BECOZONE developers and 1ocators are suinmarized below:

Incentives for ECOZONE developers

a.

d.

[ncentives under the BOT Act;

Provision of vital ofi-sitc infrastructure facilitics;

Incentives listed as (c), (f) and (g) among the incentives to be granted to
ECOZONE locators;

Assistance in the promotion of ECOZONES to local and forcign locators
enterprises; and

Other incentives under EO No.226 (Omnibus Investment Code of 1987), as may be
determined by the PEZA Board.

[ncentives for ECOZONE locators

HR

d.

= g

Income Tax Holiday or exemption from corporate income tax for 4 — 8 ycars;

After the Tncome Tax Holiday, the option to pay a special 5% Tax on Gross
Incomie, in licu of all national or local taxcs;

Excmption rom duties and taxes on imported capilal cquipment, spare parts,
supplics, raw materials, breeding stocksandfor genctic matcrials or the cquivalent
tax credit on these items, when sourced locally;

Excmption from wharfage ducs and export taxes, imposts and fecs;

An additional deduction of 50% of the total cost of devclopment training for labor
and management from the 3% National Govermnment’s-share of the 5% Special
Gross Income Tax;

Permanent resident status for foreign investors and immediate family members;
Employment of forcign nationals;

Simplificd cxport and import procedurcs; and

Other incentives under EO No0.226 (Omnibus Investment Code of 1987), as may be
determined by the PEZA Board.

(4) Employment and export trends in the ECOZONLES
The aggregate total of employment in the ECOZONES in recent years is shown in
Table 3-4, and cxport trends in Table 3-5.



Table 3-4 Employment in the ECOZONEs (Aggregate Total)

1994 1995 1996 1997 1998 1999

L.‘\ggregato Total 229,660 304,557 380,625 562,085 609,044 617,690
(Source: PEZA)

Table 3-5 Exports from the ECOZONES

1994 1995 1996 1997 1998 1999 (upto Nov))

Value of Export (Million US.$) 2,739 4,284 6,500 10,266 13,270 15,807
Growth rate (%) 56.4 51.7 63.5 24.9 i9.1

Share of total axports of

. . . 49, . 492
manufactured goods (%) 22 272 351 91 51.0 9

(Source: PEZA)

As scen from the above figures, the ECOZONES have been producing significant
results in terms of both cmployment and export.  In particular, the export value has been
growing continuously and the exports from ECOZONE in 1998 accounted for around 50%
of the country’s exporis of manufactured goods.

3.2.3. Development History and Current State of the Cavite Economic Zone

(1) Dcvclopment history

The first phase construction of the Cavite Export Processing Zone (currently called the
“Cavite Economic Zonc: CEZ” ) was commenced in 1983 (first phasc) under authority of
Presidential Decree No.1980 dated May 30, 1980 and Presidential Decree No.201S dated
Scptember 19, 1980. EPZA, then implcmcntalidn ageney of the project, prepared a

master plan in 1980 to proceed with construction in five consccutive phasces, as shown in
Table 3-0.



Table 3-6 CEZ Development Plan (Master Plan)

Industrial Site Public space* Total arca
Phase | 396,180 238,814 634,994
Phase ll 394,742 246,682 641,424
Phase 1l 279,089 125,721 404,810
Phase IV 390,854 310,616 701,470
Phase V 278,894 169,858 448,752
Tolal | 1739759 1,091,601 2,831,450

Source: JICA, "The Cavite Export Processing Zone Development and Investment Promolion
Sludy Regport,” — September 1990)

The first phase was completed in 1989, followed by the sccond phase. At the time
when the Cavite Export Processing Zone Development and Investment Promotion Study
was carried ouf, the sccond phasc construction was underway, and thus the Study was
undertaken to preparc the basis for formulating the development plan for the third and later
phases. Though the industrial site arca developed in the first phase was decreased by
70,000m2 from the planned arca shown above, the subscquent phases were procecded
according to the master plan.  The third phasc was completed in 1994, the fourth phasc in
1995 and the fifth phase in 1996.

Thus, CEZ has been developed up to the fifth stage in accordance with the master plan,
with a total land arca of 276ha including an industrial arca of 167ha (7ha short of the

originally planned arca, as pointed out above).
(2) CEZ’s facilitics

Qutline of the facilitics in CEZ is enumerated below.
4 Location: Rosario, Cavite (approx.30km south ot Manila)
< Total land arca: 276ha
¥ Ultilitics

¢ Water supply system — 8 decp wells and a pumping station (intake capacily,

45,000m3/day)
¢ Power supply
- Main source — A 63MW power station operated by Magcllan Co-Gencration
Inc. adjacent to the CEZ



- Backup source - Rosario substation (LOOMVA, 115/345KV)

< Scwagce treatment plant — 2 units (capacity of 7,680m3/day each)

< Public facilitics and commion scrvice Facilitics provided in the CEZ

> S @ S & S S © S > ©

PEZA administration office
Customs office

DOL ficld officc

Mutual Housing [Fund Branch Office
Statec Government Office

5 Banks Branch Offices

Hall (CEZIA Club Housc)

Ficld offices of service providers
Medical facility (St. Dominic Mcdical Center)
Container yard

Sports facilitics

(3) Role and service of the PEZA CEZ administration oflice
The role of the PEZA CEZ. administration office is summarized as follows:

a.

b,

Maintenance of the CEZ., 7
Onc-stop service for procedurcs and reports to govemment offices made by
tocators as required under the IRRs of the Spécial Economic Zone Act.

To give a permit on incoming and outgoing of cargoes, such as raw matcrials and
shipped products, as required by locators.  (Note that a containcr delivered to the
CEZ for imports and the one shipped from the CEZ for exports are to be inspected
by the customs officer being stationed at the CEZ.)

Collection of garbage and general wastes discharged by locators, and transportation
and disposal at a dumping site, which is currently carricd out by a garbage
collector under the contract with the PEZA administration office.  (The dumping
site currently used is filled up and it is imperative for the PEZA to find a ncw
dumping site as early as possible. However, it may become a serious issuc, since
there is no dumping site available within the Cavite Province.)

Locators shall manage industrial wastes by amanging confract with privatc
collectors  for taking off.  Nevertheless, the PEZA  administration office
introduces such private colleciors if requested by locators.  Currently, the PEZA
administration office encourages locators to scek the way for recycling use of
thosc industrial wastes.

Monitoring and supcrvision of solid wasle dischargc' made by locators (both
garbage and industrial wastes); '



g. Recruitment service for workers employed by locators and employment support
activitics; and

h. Sponsoring of seminars regarding various issucs of common interest to locators.

(4) Leasc charges for the CEZ industrial lot and other scrvice charges
Icasc charges for the CEZ industrial lot and other scrvice charges to be paid by
locators arc summarized as follows:
a. lease charge for the industrial lot: 17.55 peso/m2/month (subject to an upward
amendment at 5% every five years).
b. leasc charge for the factory building: 90.65 peso/m2/month for old building and
121.67 peso/m2/month for new building.
¢. Garbage collection fee: classified — 100 peso/m3; unclassificd — 150 peso/m3
d. Waste water discharge fce: 4 peso/m3

c. Container yard fec: 50 peso/container/day

(5) Current state of rclated infrastructure

During the CEPZ Study, the apparent shortage of infrastructurc was recognized as a
major issue, including power shortage, poor communication networks, and (raffic
congestion due to poorly developed road networks around the site.  Since then, power
supply situation has been improved and communication networks have been added to offer
higher capacity. 'On the other hand, road conditions have worsened in terms of traffic
congestion because construction of bypass roads and the widening of various scctions did
not catch up with increased traffic volume.

3.2.4. Gurrent State of Locators in the CEZ

At the time when the CEPZ Study was conducted in 1989, there were only cleven
tocators opcrating in the zone,  As construction progressed to the sccond, third, fourth and
fifth phases, the number of locaters grew rapidly.  As of the end of 1999, there were 221
locators operating and 10 new locators being under construction.

The cutrent state of locators in the CEZ as the end of 1999 is as follows:

Number of locators which signed the contract: 252 (4 canceled)

Those in operation: 221
Those building the factory: 10
Thosc that suspended operation: 17



Almost ali of land tracts available for industrial use have been leased out.  While 17
locators have suspended their operation duc to the difficulty after the Asian economic
crisis in 1997, most locators are normally operating,.

The total amounts of investment made by the CEZ locators from 1991 to 1999

(approval basis) are shown in Table 3-7.

Table 3-7 Investment by CEZ Locators (1991 — 99)

1691 1692 1933 1994 1995 1996 1697 1998 1999

Investments (Million Peso) 1,159 881 499 932 4,i12 3,279 506 957 1,574

{Source: PEZA)

Classification of the locators {including 10 under construction) by industry type and
origin of investors is shown in Table 3-8. As for subscctor-based classification,
electronic equipment, houschold appliance/clectrical equipment and parts dominate by 93
locators (40.1%), followed by textile and garment 46 (19.8%), machine parts other than
automotive parts and metalworking 34 (14.7%), plastics processing 19 (8.2%), and
automotive partts 8 (3.4%). These five industrics account for 200 locators (86.2%).  Also,
locators operating in the CEZ export more than 70% of their products dircctly or indircctly.
This indicates that CEZ has successfully achicved the location of high-tech based export
indusltrics as ofiginally planned.

By origin of investors, 84 locators come from South Korca, followed by Japan (79),
the Philippines (31), and Taiwan (10). Top four countrics represent 204 locators.  Six
locators come from the EU except UK, S from the U.S,, 4 from the UK, and 12 from other
countrics. Japan, South Korea and Taiwan werc spécific(l in the CEPZ Study as key
targets for investment promotion. In addition, it is noteworthy that the CEZ receives
large amounts of invesiment by domestic capital as well as Buropean and U.S. companies.

In view of this situation, the CEZ project is considered to be a successful case of
developing a large-scale industrial cstatc as it is mostly occupicd within threc ycars after
completion (fifth phasc) and has successfully attracted both foreign and domestic

investments,

3.2.5. Employment and Export Trends in the CEZ

Aggregate totals of employment in and expotrts from the CEZ, between 1991 and 1999
are shown in ¥ig.3-3.



Fig. 3-3 Employment and Export Trends in the Cavite EZ
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With increases in the number of locatorss, dircct cmployment grew steadily over the
period to reach 58,000 in 1999, If employment in rclated industrics and temporary labor
are added, the CEZ employs 70,000 — 80,000 workers, most of which live in the Cavite
Province, thus conirbuling greatly to the regional cconomy. Meanwhile, expoits grew
apprectably to approximately $1.7 billion in 1999, twelve times that in 1991 and
representing around 10% of total exports from the ECOZONES. The nct foreign
currency carning from the expous (the value of exports less imported matcrial costs)
amounted to $1,060 million in 1999 (approximately 62% of total cxports). Thus, the CE7Z

JE—

11,872:20.20435.637

40,442/47,146:51,61058,402

contributes greatly to both exports and forcign currency carnings.
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3.3. Management Status of Locators and Major Issues
3.3.1. Current State of Management

As revicwed carlicr, 200 locators (87%) in the CEZ arc forcign companics.  Of total,
108 arc wholly owned subsidiaries and 92 arc morc than 50% owned by foreign companics.
These companies have confidently decided to operate in the CEZ by applying high levels
of technology, rich expericnce and sound financial positions, They export most of their
products and usc the CEZ as their overscas production bases to scrve their established
cxport including the markets in their home countrics where they have cstablished
marketing channels. Hence most products arc marketed by their parents or group
companices and have no trouble finding customers.

Similarly, most local companics operating in the CEZ have sct up their factorics for
cxpanding their eslablished businesses.  They have relatively high levels of technology
and marketing capability. As they export at least 70% of their products, many of thcm
suffercd from declines in expost sales and profits between 1997 and 1998 duc to the Asian
cconomic crisis, a stow cconomic recovery in most industrialized counirics including Japan,
and intensificd pricc competition in cxport markets.  [n 1999, however, orders retumed to
the previous levels and scveral companies operate at their full capacity to meet demand.
Nevertheless, export prices continued to decline and most companics reported only slight
growth of export revenues and profits,  in the future, price compcetition in the cxport
markets for the CEZ locators will become ficrce.

The following scctions deseribc the management status of the major industrics
operating in the CEZ, i.e., clectronic cquipment/houschold appliance/clectrical products
and parts, textile and garment, machine parts (not including automotive parts), plastics
processing, and automotive parts.  All plastics processing companics in the CEZ produce
clectronic parts and arc classificd as manufacturers of electronic cquipment/houschold

appliance/clectrical products and parts.

(1) Manufacturers of clectronic equipment/houschold appliance/electrical products and
parts
Most manufacturers in this category producc key paris for precision compoenents (¢.g2.,
ICs, PCBs, hard disk drives, connectors and wirc hamesses) and precision machined parts
(such as aluminum die cast, injection molded and metal stamped parts). They expott their
products to lcading ‘clectronics and clectrical system makers or component makers in

foreign countrics and parts distribution centers that constilute the international logistic



system.  Some of them who make precision parts supply their products to component
asscmbly companics who operate in the CEZ or other ECOZONE.  These single partts arc
considered to be indirect exports as they are incorporated into assemblics that are to be
exported.  These manufacturers compete not only for price but quality and delivery
schedule as well, because they have to win orders from world-class manufacturers that
have the broad supplier base.

In the CEZ, 112 locators ave classificd as these industrics, including plastics processing.
Of total, 46 locators come from Japan, 40 from South Korea, 16 from the Philippines, 3
from Taiwan, 4 from Europe and the US, and 3 from other countrics.  All of them,
regardless of origin countries, are well-cstablished companics in respective industries with
high levels of technology and management capabilitics.  They import most raw matcrials
as well as dics and molds for injection molding and aluminum dic-casting, and as a result,
they add a relatively small value within the CEZ.  To generate profits in the less favorable
condition, they make serious clforts to raise productivity and production efficiency,
minimize material costs through strict procurement management and inventory control,

and implement strict control practice.

{2) Textile and garment manufacturcss

46 companics operating in the CEZ arc classified into this category, Of total, 22 are
Korean companices, 7 Filipino, 5 Japanese, 6 Europe and the U.S,, 1 Taiwan, and 5 other
countries, All of them make medium- and high-grade garment for cxpors. The
Philippincs was a major exporter of low-end products such as underwear and T-shirts up to
the mid-1980s.  As new low-cost produccrs emerged in various countries including China
and Victnam, fraditional garment manufacturers in the country were wiped out.  Today,
mid-sized manufacturers of medium- and high-grade products with modern cquipment can

compete in the export markefs,

All companies operating in the CEZ are well cstablished and usec modern cquipment,
including the CAD/CAM system for pattern making, precision cutting, and computer-
controlled sewing machines. Workers are well trained and strict quality control and
production management is cnforced to cnsure high levels of efficiency and productivity.
The companics in the CEZ take advantage of non-tariff imports of equipment and raw
malerials, which allow them to specialize in higher-grade products. Many forcign
manufacturers operale factorics in China where they mass-produce low-cend products,
while positioning the Philippine facilitics as the production base for small-lot, diverse,
high-grade producls. Whilc wages arc much higher than those in China, female workers
in the Philippines are considered to be highly qualificd for scwing work in terms of
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workmanship and efficiency. For this reason, they have strategically chosen the country
as the highly specialized production base.  Another factor attracting forcign garment
manufacturers is possible utilization of quota available in the Philippines, since there are
some unutilized quota that can be utilized with application due to the recent decling in the
number of low-grade manufacturers who cxport to the U.S. market.  Export volume has
declined to create a room for expoit production.

Nevertheless, the U.S. may lift the quota in 2004 according to the WTO agrecement, in
which case the market will become highly competitive to make the Philippine industry

difficult to maintain competitiveness, as some manufacturcrs anlicipate.

(3) Precision parls manufacturers and metakhworking shops

Of 34 companics in this category, Sapancse companics are largest in number, totaling
15, followed by Korcan (9), Philippinc (4), Taiwancse (3) and others (3). These
companics arc engaged in the manufacture of precision-machined parts and other
machining operations. They arc characterized by dircct imports of parts and products for
machining, followed by supply of machined patts to manufacturers of dics and molds
operating in the CEZ and other ECOZONES. In particular, Japanese companics have
often followed their customers who came to the CEZ for export production and thus make
products ordered by them.  While these companics have high levels of technology and the
sound financial base, they are relatively small supplicrs and must meet strict requircments
for price, quality and delivery schedule, as scen in the supplicrs of clectrical and clectronic

parts, facing the difticulty in generating profits.

(4) Automotive parts manufaclurcis

There arc only 8 automotive parts manufacturers in the CEZ, of which 7 are Japanese
and one Korcan. AM of them make parts for assembly manofacturers operating in East
Asia countrics. The number of automotive parts supplicrs is limited because they cannot
tely on the domestic market where automobile makers operating within the country have
relatively small scale. Al of them arc small supplicrs and are rcquired to meet strict
requircments in terms of price, delivery schedule and quality. As scen in the
manufacturers of clectronic and electrical pané, these supplicrs import all raw mafcrials

and most of jigs, molds and dics.

3.3.2. Export Competitiveness and Other Advantages

All the above manufacturcrs have high levels of technology and productivity as they

use madern production cquipment.  They import all raw materials and semi-finished



goods.  Some companics make jigs, dics and molds by themsclves, but many companics
usc imported ones,  While these imports arc not unduly costly because of duty free, they
have to be purchased in larger quantitics than usual in an cifort to minimize lead-time and
mcet delivery schedule,  This fcads to the increases in inventory causing financial burden.
Similarly, the excess numbers of jigs, dics and molds need to be held (only limited
quantitics arc available from suppliers operating in the CEZ and othcr ECOZONES) to
incur additional costs, including time and cost required for repair in foreign countrics.
Finally, sclf-making of jigs, dics and molds also causc relatively high cost because their
manufacturing lots are relatively small below an economic scale.

While workers arc relatively skilled in terms of workmanship and cflicicncy, wages
arc on a tise recently.  Also, a high turnover of skilled workers incurs training costs.
These factors make the manufacturers incrcasingly difficult to maintain  cost
competitivencss.  Also, the power cost is relatively high compared to other countries, and
s0 is the transportation cost for container trailers.

Under these eircuimstances, manufacturers operating in the CEZ appcear to strive in the
highly competitive export markets, as they do not have an outstanding competitive edge in
a particular arca.

3.3.3. Constraints and Qther Issues

While the CEZ manufacturers enjoy the privilege of duty-fice import of cquipment and
materials for export production, PEZA is required to inspect such imports stricfly and
imanufacturcrs must obtain PEZA’s approval to bring goods in and out of the CEZ. These
proccdures often take a fairly long period of time and somictimes prevent timely shipment
of products.  Also, delays in delivery of raw materials have caused some conipanies to
reject customer’s order because of the inability to mect delivery schedule.

The PEZA administration office has increased staff to mect locator’s demand, but
many companies ask the strcamlining of the inspection and approval procedures.

An incrcasing number of the CEZ locators are considering procurement from local
industrics 0pcraling' outside the CEZ in an aitempl to niintain cost competitivencss, but
they arc handicapped under the present VAT system.  Both the CEZ companices and local
companics rcquest various changes in the system to invigorate commercial relationships
between them.  In this connection, there is the lack of interaction between the two groups
to prevent the development of an effective inter-industrial linkage that is desirable for both
sides. Many companics also want the improvement of infrastructure including infand
transportation service, access roads and communication networks



3.4. Items and Methodology for Evaluation of the Effects derived from the
CEPZ Development and Investment Promotion Program Study

3.4.1. ltems for Evaluation of the Effects

(1) Basic cvaluation items

As discussed in 1.3.1, the basic items adopted for the evaluation of the cffects are

listed as follows.

1. To cvaluate “broad cffcets” brought about by the CEPZ developiment project that

has been implemented on the basis of the CEPZ Study.  The cvaluation is made in

terms of the cffects to the development goal sct for the praject, particularly in the

following four factors:

»

>
»
>

Effcctivencss
Relevance
Impact
Sustainability

2. To evaluate more specific cffects derived from the recommendations (measures and

action programs) proposed in the CEPZ Study. The cvaluation work is carried out

in the following two steps:

¢ First step: To cvaluatc on how have the recommended measurcs and action

programs been applicd or utilized for implementation.

¢ Sccond step: To evaluate the correlation between the achievement of the project

objective (i.c., the development of CEPZ, investment promotion for CEPZ, and
performance of CEPZ locators) and the cffects contributed by the proposed

measures and action programs. This evaluation is made on the basis of the

results of the first step evaluation and the results of evaluation (1) above. In

particular, the degree of effects is assessed on the following three items:

» Effectivencss

»

Impact

» Sustainability

As the effeet in terms of “relevance” is not cvaluated, because the relevance is

concerned with the substance of the project itself and the recommended measures

and programs arc the means for bringing the project to success and thus have no



dircct relation with the “relevance” of the project. Thus the cvaluation of the

“relevance” is made in (1) above.

(2) Specific evaluation items
For cach of the basic evaluation items as discussed above, specific evaluation items
and their rationales arc discussed below.

1) The project goal that is the subject for the cvaluation of “broad effects” brought
about by the CEPZ development project:  In view of the primary objective of the
CEPZ development project, the following three goals are sct for the evaluation:

a. To promote the development of the CEPZ and industdial investment therein
by manufacturers (locators). The industries to be promoted with priorily arc
as follows:

Electrical and electranic equipment

Automotive partis

Mctahworking

Precision machinery

Plastics molding and proccssing

¥V VWV ¥ Vv Y

Textile and garment
»  Computer software

Among those industrics, an emphasis is made to promotc non-polluting, cnergy

saving, export-oriented (including supply to export industrics) and high-tech

industrics. :

b. To promote non-traditional exports and generate new  employment
opportunitics through the promotion of expoit industrics.

c. To accelerate industrial development in the Cavite arca that scrves as an
industrial center of the CALABARZON region (designated as an accclerated
industrial development region) by inducing industrial investment in the CEPZ,
In patticular, priority is given to the buildup of inter-industrial linkages
between the CEPZ locatots and SMEs in the surround areas.

2) Rationale for sctting the four items for the evaluation of the “cffects” to the
development goals that were brought about by the CEPZ Study throuz,h the
implementation of the CEPZ development project
a.  Effectiveness: The level of achicvement of the development goal (a) that was

brought about by the CEZ development project; specifically, the level of

achievement in industrial investments into the CEPZ, as compared to the
original plan.



b. Impact: Dircct and indirect impacts (both positive and negative) brought by
the CEPZ development project.  Positive impacts comprise the level of
realization of the developmient goal (b) namely, “cxport and employment
generation cffects in the CEPZ”, and development goal (c), namcly, “cffects
measurcd by industrial devclopment within the Cavite Province and the
buildup of the linkage with local SMEs”.  Negative impacts are evaluated in
terms of any affcct to environmental pollution and other negative factors,

c. Relevance: “Relevance” of the project objective designed to develop the
EPZ and promote industrial investments therein, in light of the development
goal as well as the national development policy, cspecially in the changing
cxternal cconomic cnvironment.

d.  Sustainability: “sustainability” of the project for the futurc, particulaty

focusing on the capabilitics of thc CEPZ to provide locators with adequate

facilitations that enable them to maintain long-term sustainable operation.

Specifically, the following five points arc cvaluated:

Development and maintenance of the related infrastructure;

Management and administration of the CEPZ;

Availability of setvice in the CEPZ;

Possibility of continuous provision of various incentives granted to the
CE®PZ locators; and

»  Ability to maintain a competitive advantage for locators to operate in the

¥ ¥V ¥V VY

CEPZ on a sustainable basis.
3) To cvaluate the results of the priority measurcs and action programs. In
consideration of the rccommendations made in the CEZ Development Program,
the following mcasurcs and programs arc cvaluated.

Reconmended Measures

1. Measures for forcign investment promotion to be taken by BOLand EPZA
a.  Strengthening of BOD's and EPZA’s functions to develop and maintcnance
the support system for implementation of investment promotion activitics;
b. Driving the activities to promote foreign investment; and
¢. Bstablishment of international nclworks for investment promotion.
2. Decvelopment and upgrading of infrastructure around the CEPZ and cxisting
common scivice facilities within the CEPZ, particularly focusing on:
a. Extension of a coastal highway (a Baccoor - Noveleta section) and
construction of a Noveleta — CEPZ section;

b. Upgrading of tclecommunication system;



¢.  Amclioration of power supply shortage; and
d.  Sccuring of water supply.
3. [mprovement of EPZ’s opcrational organization and system, and upgrading of
facilitics and scrvices within the CEPZ:
a.  Improvement of the administrative organization and management system;
and
b.  Upgrading of facilitics and scrvices within the CEPZ,
4. Establishment of inter-industrial linkages between the CEPZ, locators and local
SMEs:
a.  Encouragement of indirect export (supply of parts and sub-asscmblics to
systcin manufacturers of export products);
b.  Suppeort for development of local SMEs forming the supplier base;
- Institutional lending for cquipment modemization
- Exemption or reduction of customs dutics
- Transfer of machining and metalworking technology (including production
management and quality control)
- Duty-frce imports of raw materials for export processing (tax relumn)
- Establishment of a colicclive purchase system
- Commendation of ¢xcellent supplicrs in terms of quality and others
c.  Establishment of the CEPZ’s intermediary office to link supplicts and the
CEPZ locators; and
d. Technical assistancc and cducation for tocal suppliers in the arca of quality

improvement,

Reconmended action programs

¢ Program 1: Forcign investment promotion program (BOI)
a,  The cstablishment of investment promotion offices abroad, particutarly in
Yapan, South Korca, Taiwan and Hong Kong;
b. The strengthening of BOI/EPZA hcadquarters’ functions in ternis of overall
coordination and suppott capabilitics; and

c.  Promotional activities at the investment promotion offices set up abroad.

¢ Program 2: Investment promotion program for CEPZ (EPZA)
1) Delincation of priority industrics to be promoted for location of production units
in CEPZ;

2) Sccuring of cooperation from domestic industrial associations; and



3) Main promotion activities, including:
a. Public rclations
b. Foltow-up/marketing aclivitics
¢. Information service
d. Consultation

4) Monitoring

3.4.2. Evaluation Method and Criteria for Each ems

An cvaluation method and criteria are established for each of the above iteins and

cvaluation is carricd out.  Details of these methods and criteria are described below.,

3.4.2.1 Evaluation criterila on measurement of results vs. the

Q)

(2)

&)

)

development goals (project purpose) in the target sub-sectors
Effcctivencss: The level of achicvement in terms of the goal of the CEZ
development project; in patlicular, the level of achicvement in altraction of
industrics to the developed CEZ, as compared to the original plan,
Impact: Direct and indircct impacts (both positive and negative) brought by the
CEZ development project.  Positive impacts include the goal of export and job
creation effects in the CEZ, and goal of cffects measured by industrial development
within the CEZ and the buildup of the linkage with lecal SMEs, and ncgative
impacts include environmental pollution.
Relevance: Relevance of the policics to develop the EPZ and attract invesiment in
the EPZ, as mandated by the project purpose and development goal; and relevance
of the country’s devclopment policy, especially in the changing cxternal cconomic
cnvironment.
Sustainability: Mcasurement of the project’s abilily to develop on its own as well

as the abilily to create and maintain a sustainable advantage.

Evaluation criteria and rating of results against project goals.
(1) Effeciivencss

Evaluation factor: Five grade system

The level of achicvement in terms of the goal of the CEZ development project



Effectiveness evaluation rating
- More than 90% 5

- 70% - 90% 4
- 50% - 70% 3
- 309 - S0 2
- L.ess than 30% 1

(2) impact

Positive impacts

1.

A

Job creation

Export growth
Industrial accumulation
Enhanced linkage

Other indirect cffects (Influcnce to local cconomic development)

Negative impacts

1.

LA N

Rating

Air pollulion by exhaust

Water pollution by drainage

Environmental pollution by industrial wastc
Heavy traffic

Other adversc cffects on local community

- The CEZ development program is rated for both positive and negative impacts

according to the five-grade system and scores arc added up to obtain the net impact.

Evaluation criteria

Positive impact

+5 Very large
+4 Fairly large
+3 Average

+2 Fairly small
+1 Very small




Negative impact

-5 | Very scrious

-4 Faicly scrious

-3 ____ Slightly serious
2 Acceptable

-1 No or few problem

(3) Relevance
Evaluation items
1) Relevance of the policics to develop the EPZ and attract investment in the EPZ, as
mandated by the project purposce and development goal
2) Relevance of the country’s development policy, cspecially in the changing
external economic environment.
Rating
Fach item is rated according to the five-grade system and scores arc added up to

obtain the total rating.

Evaluation criteria

Relevance (1Y(2)
Consistency with higﬁcr Degree of imporlance viewed from
policy higher policy
45 Pecfectly consistent _| Yery important
+4 Moslly consisient Fairly important
+3 Fairly consisteal Average
+2 Somewhal inconsislent Nol very imporiant
+1 7 Largely inconsistent Rarely imporlant ]

(4) Sustainability
Evaluation items
Measurement of the project’s ability to develop on its own as well as the ability to
create and maintain a sustainable advantage
1) Development and maintenance of the related infrastructure;
'2) The formal system to opcratc and manage the CEZ;
3) Availability of service in the CEZ;
4) Sustainability of various incentives granted to the CEZ tenants; and



5} 'l'he ability to maintain a compclitive advantage for companics to operatc in the

CEZ on a sustainable basis.

Rating
Each item is rated according to the five-grade system and scores arc added up to
obtain the total rating.

Evaluation criteria

+5 Very satisficd

+4 Fairly satisfied

+3 Somewhat unceriain
+2 Fairly uncertain

+1 _Extremely uncertain

3.4.2.2 Evaluation method for priority measures/action programs
The implementalion status of priority measures/action programs recommended for
CEZ development program is cvaluated.
(1) Classification of implemcntation status
(7)) Rccommended priorily measuresfaclion programs are implemented to this date.
(L) Recommended priority measurcsfaction programs were implemented for a
limited period.
(c) Recommended priority measurcsfaction programs arc implemented to this datc
with some modification.
(d) Recommended priority measurcs/action programs were implemented for a
limited period of time, with some modification.

(¢) Not imnplemented at all.

Reasons for (b) - (¢}
(1) Implemented for expected results but discontinued for any of the following
1Casons:
1) Operational constraints (D budget constraint; @ human resource constraint;
® organizational constraint; or @ other factors);
2) Terminated as the initial purposc was achicved;
3) Terminated as no positive result was expected duc to environmental changes;
or
4) Terminated as the expected results were not obtained (' policy or program
was not suitable for local conditions; @ policy or program faced obstacles at



the implementation stage; or @ policy or program faced strong opposition

from potential beneficiarics).

(2) Implemented with some modification (substantial results were expected) for any
of the following rcasons:
1) Modification was required to make it suitable for local conditions; or
2) Modification was required due to the inability to establish an implementation
system under the original plan (rcason: @ budget constraint; &) human

resource constraint; @ organizational constraint; or @ other factors).

(3) Implemented with some modification for any of the above reasons and
discontinued
(A) Reason for implementation with modification:

@)-1) 01 (2)2)

(B) Reason for termination:
1) Operational constraints (O budget constraint; @ human resource constraint;

@ organizational constraint; or @ other factors);
2) Terminated as the initial purposc was achicved,
3) Terminated as no positive result was expected due to cnvironmental changes;

or
4) Terminatcd as the cxpected results were not obtained (® policy or program

was not suitable for local conditions; @ policy or program faced obstacles at

the implementation stage; or & policy or program faced strong opposition

from potential beneficiarics).

(4) Not implemented for any of the following reasons:
1) No positive result can be expected; or
2) Although some results were expected, implementation was hindered duc to
opcrational constraints (@ budget constraint; @ human resource conslraint;

® organizational constraint; or @ other factors).

Evaluation of correlation between recommended priority measuresfactionprograms.

and project results
Evaluation is made on the basis of the degree of contribution in the following three

arcas:



1. Effectiveness
2, Impact
3. Sustainability

Rating

Each priority mcasurc/action program is rated for the degree of contribution to cach
of the above criteria according to the five-grade systemn, '

+5 Strongly contributed

+4 Substantially contributed
+3 Moderately contributed
12 Weak contribution

+1 Little contribution

(Zero for no contribution)

3.5. Results of Evaluation and Basis for Evaluation

(1) Effcctivencss: 45 (The level of achicvement in terms of the goal of the CEZ
development project: more than 90%)

The other evaluation results are summarized in the following tables.(AAC-1 to
AAC-4)  Dctailed explanation is given in 3.5.1 and onwards.
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AAC-4 Evaluation of Priority Measures / Action Program

Degice of contribution
Stalus Reason
Effcclivencss Iinpact Sustainability
Priority measures:
i i i 4)-2
L f\llracuon and promotion orf foreign @ ()-2) " +4
investment by BOI and EPZA 0]
Development and upgrading of
i ¢ CEZ
2 mf_ra:ﬁruclure around.t!\? Chi : a.n(] @) +4 3 +2
exisling common facilities within
the CEZ
Improvement of EPZ's operational
organization and system, and (4)-1),2)
3. upgrading of Ffacilitics, orpanizations @ )] +3 +3 +3
and services within the CEZ
Establishment of the inter-industrial @rh
4. linkage between the CEZ indusirics {d) (3x1),4) 0 0 0
and local SMEs nearby D@
Total evalualion ) +3 +3 12
Recommended action programs:
- - N - 2 .2
. Forelgn. investment allracuon_and © 2)-2) +2 2
prometion program (BOIL) 6]
R, _ N ~ i
o EPZinvestor recruitment program © (2)-2) 2 9
(EPZA) 0.0
Total evaluation +2 12

Overall evaluation +3




3.5.1. Degree of the “Effects” to the Development Goal

(1) Effcctiveness

The CEPZ, following the completion of its first phase development in 1989,
completed the sccond phase in 1991, and the third to fifth phascs up to 1996 when the
cntire project was completed.  Within three years after completion, most industrial
buildings and tracts in the CEPZ werc occupicd. It has successfully located non-
polluting, high-tech, export-oricnted industries as originally planned, including
supplicrs of electrical and clectronic parts, metalworking shops and precision machined
patts supplicrs, automotive parts saupplicrs, precision plastics processing companics, and
medium- and high-grade garment manufacturers.  Thus, the project has achicved onc
of its major purposes. It is considered to be a successful case for industrial cstate

development focusing on aitraction of foreign investment.

(2) Impact

The project has produced remarkable results in terms of job crcation and export
promotion. [t has also contributed greatly to industrial development on a regional
scale. The Philippine govermment has designated four states surrounding the Manila
Metropolitan Region, namcly Cavite, Laguna, Batangas and Quezon, as the
CALABARZON region and has been promoting a plan to develop it into a major high-
tech center in the country. As part of the initiative, PEZA has been promoting the
development of many private-led ECOZONE projects in these regions and the location
of high-tech, export-oriented industrics.  As a result, Cavitc and Laguna grew to core
industrial centers in the region.  The CEPZ has been in the vangueard of the industrial
development process.  With over 200 manufacturers operating in the CEPZ, it has been
helping many other ECOZONE projects in the Cavite Province to attract a large number
of forcign-owned, cxport-oricnted companies. Thus, the CEPZ has a significant
positive impact on rapid and successful industrial development in the Province. At the
same time, however, almost all companics operating in the CEPZ are specialized in
export by importing raw materials and parls which arc processed and assembled into
semi-finished or final products for expott, so that there is few linkage among the CEYZ
locators, between manufacturcers in the CEPZ and other ECOZONES and between the
CEPZ locators and local ones. The CEPZ has coniributed in a very limited role to
forming the inter-industrial linkages.  Nevertheless, the CEPZ development project has
brought a number of indirect benefits to the state.  First of all, it has gencrated and is



still generating a large number of employment oppottunitics.  Most workers employed
by the CEPZ locators come from the Province. [If those employed by companics
related to the CEPZ, such as the scivice scctor, arc added to the direcily employed labor
force, the CEPZ accounts for a major poition of cmployment in the Province. It also
supporls the broad-based scrvice sector of the Province including local retailers who
benefit from the CEPZ and its operation directly and indircclly.

In genceral industrial estates have some extent of negative impact on environment
with pollution from operation of industrics located in those estates. In the CEPZ,
however, there is no air pollution problem, because such pollutant industrics were not
allowed to locate in the CEPZ.  Each factory is forced to install a wastewater treatment
facility and is required to discharge cffluent after proper treatment to meet specific
standards. Scwage gocs through a trcatment plant built in the CEPZ before being
discharged 1o the environment.  Industrial wastes are processed by waste managentent
companics under the agrecment with locators and arc incrcasingly recycled for
productive use. Garbage are collected and disposcd by garbage collectors under the
contract with the CEPZ administration officc. Thus, the CEPZ’s environmental
management is considered to be in proper order.

The CEPZ, however, causes traffic congestion that originatcs in brisk industrial
activitics. In fact, it was predicted in the CEPZ Study and various miligation measures
were proposed, including construction of bypass roads.  While new roads werc
constructed and existing roads were expanded, such cfforts have not caught up with
rapid growth of traffic volume, including general traffic as well as service traffic in and
out of the CEPZ, ¢.g., trailers and trucks.  Except for traffic congestion, however, the
CEPY has a ncgalive impact on local communitics and residents.

Overall cvaluation of the above positive and negative impacts, as shown in the
summary table, indicates that the CEPZ has a fairly positive impact on the region and its
cconomy.

(3) Relevance

Promotion of forcign investment and export industrics is the govermment’s
fundamental policy that will not change for many years. The development of CEPZ is
positioned as a major vehicle to implement the policy, and together with ils successful
results, it shows significant “relevance”.



(4) Sustainability
The following elements are considered to be the key to support “sustainabitity” of
the CEPZ locators and are evaluated accordingly:
a. Devclopment and maintenance of the related infrastructure;
b. Efficicnt management and administration of the CEPZ,;
c. Availability of scivice in the CEPZ;
d. Possibility of continuous provision of various incentives granted to the CEPZ
locators; and
c. Ability to maintain a competitive advantage for companies to operate in the
CEPZ on a sustainable basis.

While “sustainability” is largely dependent upon the ability of each company to
survive and prosper in the competitive cnvironment, those operating in the CEPZ arc
significantly affected by infrastructure provided by the CEPZ, opcrating conditions of
the CEPZ that arc governed by PEZA’s management system and services, and
investment incentives in the CEPZ. From this perspeclive, evaluation is made lo
detenminc how these external factors affect “sustainability” of the CEPZ locators.

First of all, infrastructure is well developed within the CEPZ, while that in
surrounding arcas is not lagging behind. In partticular, the road system is unable to
meet rapidly increasing traffic demand, and if Lraffic volume grows further as expected,
operation of the CEPZ may be affected duc 1o the delay in delivery of materials and
shipment of products.  Also, traffic congestion will lcad to the increasc in
transportation cost. '

Sccondly, the CEPZ’s opcration and management system appears to have some
problecms, ¢.g., many companics point out complicated and time-consuming procedurcs
to obtain approval to bring goods in and out of the CEPZ. While the locators arc
gencrally satisfied with other services, the approval procedures need (o be stecamlined
as they affect daily operation of the CEPZ locators and their cffik:icncy.

Investment incentives, paticularly cxemption of import dulics on raw materials, are
the primary concern for the CEPZ locators and are expected (o be provided in the long
run as the government made it clear in its policy.

Nevertheless, there are several uncertainties about whether the locators will be able
to cnjoy the cxisting competitive advantage of operating in the CEPZ. For the
manufaclurers of clectrical and clectronic parts, automotive parts, and precision
machined parts, cost advantage may be short-lived for several rcasons. At present,

they import raw materials or semi-finished products and process or incorporate them



into parts for cxpoit, with few commercial interaction with other locators or local
industrics operating outside the CEPZ. Thus, they do not cultivate an cconomic
advantage that is offcred by the industrial buildup and are thus vulnerable to price
fMluctuation and changing supply conditions of raw materials. On the other hand, they
make or import jigs, dics and molds that can be made by tocal shops, resulting in higher
costs including the repair cost.  As wagces gradually risc in the country, their margin is
being croded to threaten the cost advantage.  In fact, garment industrics can no longer
compete with China and Vietnam in terms of labor cost.  As discussed carlicr,
manufacturcrs of medium- and high-grade products with advanced cquipment are
managing to maintain a compelitive cdge in their exports to the U.S. by using an
available import quota in the large market.  Many of them arc uncertain about their
competitivencss if the quota is discontinucd under the WTO agrcement.  'These
potential problems may become scrious enough to force some companics to ccasc
opcration in the CEPZ, and if it happens extensively, the CEPZ’s future will become
cloudy.

3.5.2. Evaluation of the Effects brought about by the Recommended
Measures and Programs and Basis of Evaluation

(1) Results of forcign investment promotion measures by BOI and EPZA

[t was recommended in the CEPZ Study that BOI and EPZA implecment measurcs
to undertake intensive forcign investment promotion activilics, consisting of the
following actions: (1) the strengthening of BOI’s and EPZA’s functions fo develop and
maintenance the support system for implementation of investment promotion activitics;
(2) driving the activitics to promote foreign investment; and (3) the cstablishment of
investment promotion offices abroad. BOI and EPZA rccognized cffcctivencss of
these measures and expanded their organizations, including the appointment of resident
adviscrs from Japan and other countrics to provide consultation scrvice for potcnﬁal
forcign investors. They also iniliated promotion of foreign investment within the
country. On the other hand, however, no attempt was made to cstablish investment
promotion offices abroad because of budget constraints. Nevertheless, their cfforts
helped expand forcign investment after 1995, including the CEPZ, and are considered (o
have brought positive impacts, directly and indirectly, on the success of the CEPZ
development projeet and other arcas.



(2) Development and upgrading of infrastructure around the CEPZ and cxisting

common scrvice facilitics in the CEPZ

The power shortage, the most serious infrastructure-related issuc at that time, was
resolved by construction of power plants, creating a major posilive impact on promotion
of forcign investment. In particular, the CEPZ was greatly bencfited from a co-
generation plant completed adjacent to the zone, which was capable of providing stable
power supply and thus largely motivated forcign companices to invest in the CEPZ. At
the same time, roads were constructed and common service facilitics in the CEPZ were
newly built or expanded,  As a result, many locators cite well-developed infrastructure
as one of major reasons for their decision to operate in the PECZ.  Thus, infrastructure
development appears to have helped the CEPZ development project greatly to achieve
its goal. Nevertheless, infrastructure is a relatively minor element when the overall
effect of the project is assessed and is considered to have a moderate impact.  Also, it
has some negative impacts potentially, ic., the delay in road improvement to mcct

traffic demand and the futurc constraint in waste disposal.

(3) [mprovement of PEPZ’s management and administrative system, and upgrading of

facilitics and services in the CEPZ

EPZA/PEZA has been working vigorously to address these issues, although not all
the recommendations under the CEPZ Study were accepted.  In particular, (wo new
sctvices benefit the locators greatly, ie., introduction of customs clearance scrvice
within the CEPZ that inspects goods in the conlainer at cach factory, and one-stop
service for applications to related government offices.  In fact they are considered to be
a major factor for many companics to sclect the CEPZ as new factory sites.  While
these measures provided a positive impact and helped the project to achicve its goal,
there arc a number of areas {o be improved, in patticular the complicated procedurcs
and long time to oblain approval for delivery and shipment of goods in and out of the
CEPZ. ‘Thus, this factor should be given of rclatively low rating on its impact on
“sustainability” of the project.

(4) Establishment of the inter-industrial linkages between the CEZ industries and local
SMESs in surrounding arcas
[n the CEPZ Study, the following measurcs were recommended to promote the
tinkages between the CEZP locators and local industries:
1} Encouragement of indirect export;



2) Suppoit for development of local SMEs forming the supplicr base with the
following supporls;
- [Instilutional tending for equipment modemization
- Exemption or reduction of customs dutics
- Guidance of fubrication technology (including production management
and quality conlrol)
- Duty-frec imports of raw materials for export processing (or altcinatively
application of tax rcbate system)
- Establishment of a bulk purchase systemn
- Commendation of excellent supplicrs in terms of quality and others
3) Establishment of the CEPZ’s intermediary office to link supplicrs and the CEPZ
locatoss; and
4) Technical assistance and cducation for local supplicrs in the arca of quality

improvement.

Although BOI and EPZA/PEZA cxpressed strong interest in taking these measures,
EPZA at that time was prevented from taking active leadership duc to their institutional
constraint. Under EPZA and the old act, duty-free purchase of raw matcrials from the
outside of the EPZ and supply of products to the domestic market was tolally banned.
Under the new act, PEZA started to promote the commercial linkage in and out of the
ECOZONE including CEPZ and allowed the ECOZONE locators to purchase raw
materials, semi-finished goods, sub-nalcerials and others required for export production
from local suppliers. At the same time, such purchase was tax cxempted (VAT) as
indircct export and the local supplicr was cntitled to the reimbursement of import dutics
and VAT that were paid on imporis required for production of their patts. These
incentives somewhat encouraged the CEPZ manufacturers to increasc the purchase from
local companics. However, local supplicrs often had difficulty in recciving the tax
rcimbursement, and other problems surfaced Lo prevent the measurcs to take full effect.

The other reconnmended measures arc not widely adopted because EPZA/PEZA is
unable to take leadership for locators, who generally view EPZA/PEZA’s initiatives as
government intervertion, while these measures require concerted cfforis by the two
partics.

Thus, despite the fact that both BOI and PEZA share the view that the closer
linkages between the ECOZONE locators and local supplicrs is of common interest,
they have still to find an cffective way to promote it. It is time to devise specilic

measurcs to promote such initiative in a way to encourage spontancous pardicipation of



the ECOZONE locators, while creating incentives for them to receive tangible benefits
from sceking a commercial relationship with local companies.
Under the present circumstances, therefore, the measures recommended in the

CEPZ Study were not casily executable and did not produce visible results,

(5) Foreign investment promotion program (BOI)
In the CEPZ Study, the following action programs were recommended as forcign
investment promotion programs to be implemented by BOI:
a.  The establishment of investment prometion offices abroad, patticularly in
Japan, South Korea, Taiwan and Hong Kong;
b. The strengthening of BOI and EPZA headquarters’ functions in terms of
coordination and support functions; and

c. Promotional activitics at the offices set up abroad.

BOI has been dcploying vigorous promotion activities and view the recommendcd
programs o bc an important starting point and a valuable tool to develop their own
action programs, as cvidenced from the fact that large portions of the recommendations
were incorporated into BOI's plans, except for the establishment of investment offices
abroad, which was not realized duc to the budget constraint. BOI conlinues to lead
investment promotion aclivitics. Clearly, the recommendations have produccd some

tangible results.

(6) Investment promotion program for CEPZ (EPZA)

The CEPZ Study rccommended the investment promotion program for CEPZ,
including the following actions, to be incorporated into EPZA’s initiatives in addition to
BOPI’s forcign investment promotion program:

a.  Dclincation and priorily indusltries to be promoted;
b. Sccuring of cooperation and support from industial associations in the
country;

c. Major promotional activitics;

EPZA launched these programs and worked together with BOI to promote the
CEPZ to forcign investors. Then, PEZA was authorized to lake iniliative in inducing
invcstrmél_lt in thc ECOZONES and it cstablishcd an organization in charge of
investment promotion. PEZA g:aﬁicd out ECOZONE-focused activitics, as separated



from BOI, which have led to the favorable resulis.  Thus, the recommended programs
were cffective.

Nevertheless, separate promotion activities by BOI and PEZA, while have clear
advantages (c.g., invigorating invesiment promotion cfforts), crcate some confusion
among potential forcign investors who consider investment in the Philippines, because
they are unclear about the relationship between BOI and PEZA, are unable to obtain
information from a single source, and are not surc about which they should contact.
Clearly, proper coordination should be made to address these issucs and give a clear
picture to potential investors.

3.5.3. Overall Evaluation

[n overall consideration of these evaluation results, the CEPZ Study is considered to
have made substantial contribution to the success of the CEPZ development project,
both directly and indirectly.  On the other hand, it failed to address various constraints
that were present on the Philippine side, including the budget and the structural
difficultics, as well as local conditions peculiar to the country, As a result, some
measures and programs recommended in the Study were unable to demonstrate their
cffectiveness that would otherwise be realized if such constraints had been taken into
account. [n the future, thercfore, it is important to devisc cxccutable measures and
programs (including at least two alternatives) on the basis of in-depth analysis and

cvaluation of possible impeding factors including constraints.

3.6. Recommendations to Future Measures and Programs

The development of the ECOZONES including the CEPZ and the cfforis to attract
domestic and forcign investors have been contributing greatly to industrial development
in the country, patticularly promation of cxport industrics led by forcign capital.
However, manufacturers operating in the ECOZONES have sclected the arcas to cnjoy
tax incentives (duty-free import) and low-cost labor force. As a result, they are not
very enthusiastic about procurement from tocal supplicrs.

This is reflected in the current situation that there is litlle commercial rclationship
between the ECOZONE locators and local companies operating outside, and no
cffective inter-industrial linkage is not cstablished yet.  Mcanwhile, as wages increase
gradually, the ECOZONE locators cannot pennanently maintain economic production
by relying on the traditional incentives. In fact, their operation will become less and

less profitable and there may be the case where some locators decide to withdraw from
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thc ECOZONES. To avoid such conscquence, comprehensive measures to create new
competitive advantages for them should be taken, i.c., focusing on the strengthening of
industrial infrastructure, The inter-industrial linkage between the ECOZONE locators
and local supplicrs is therefore recommended as an integral part of the infrastructure.

To develop the measures and programs to direct the industrial structure to a new
dircction, mutual intcrest of the ECOZONE locators and local companics should be
identified and addressed.  In particular, PEZA in charge of the ECOZONE and BOI

that handles general investment nced to collaborate in that direction.






CHAPTER 4

EFFECTS OF THE INDUSTRIAL SUB-SECTOR
DEVELOPMENT STUDY






4, Effects of the Industrial Sub-sector Development Study

4.1 Background and Objective of the Study and A General Outline of
Recommended Measures and Programs

4.1.1 Background and Objective of the Study

Exports from the Philippines at the time of the study were alrcady dominated by
non-traditional industrics (80%), while a trade deficit was on the risc and futther
promotion of non-traditional cxports was a major policy issuc for the government,  As
part of its efforls to pursue the goal, the Philippine government requested the Japanese
government to conduct a study to evaluate development potential of six industrial sub-
sectors which alrcady demonstrated high export potential among other non-traditional
producls, namely molds and dics, wooden fumiture, computer software, stuffed toys,
fashion accessories and olco-chemicals,

In response, the Japancse government conducted the Study on Indusirial Sub-sector
Development through JICA. A study team appointed by JICA developed a master plan
for devclopment of the six sub-sectors to export industrics with international
competitivencss (particularly SMEs) and cxport promotion of key products made by the
sub-sectors, with an ulfimatc goal of boosting industrial exports from the country and

improve the trade balance.

The Sub-scctor Development Study had the following objeclives:

1) To study and analyzc the current state of the six sub-scclors that are highly
promising export industries, including the naturc of operation and the type of
product; '

2) To devise industry-specific measures and programs o develop cach of the
subscctors into export indusiries having international competitiveness and
promotc their products in export markets; and

3) To develop a database on manufacturers in the six-subscctors and their products,
which look for Japancse partners as part of cfforts to promote joint venture and

tcchnical assistance between Japancse and Philippine companics.



4.1.2 A General Outline of Recommendations in the Industrial Sub-sector
Development Study

The study sct the following strategic directions for promotion of the target sub-
seclors:
(1) To promote the industrial devclopment by leveraging the country’s comparative
advantage in the changing global cnvironment,
(2) To promotc an industry-wide collaborative approach lo sub-scctor development,
i.c., aiming to deepen the inter-indusirial linkage, particularly the complementary
linkage between large manufacturers and small suppliers, rather than relying on a

handful of large companies as a driving force. This cntails the fostering of
SMEs,

The development study then proposed the following steps to be taken for promotion
of the target sub-scctors as a whole.

(1) To provide opportunity for access to export markets with an aim to make enterprises
recognize the nceds for technology, production management, markeling and
business management as critical tools to compete in export markets, while expecting
immediate export growth.

(2) To help individual enterprises in cach sub-scctor to develop capabilily to meet the
export market nceds and take actual steps, including market exploration and alliance
with forcign pariners.

(3) To suppoit the above adaptation process by individual enterpriscs through the
provision of infrastructure (including technology and resources), a financial systcm
and an cducation and training system.

The Sub-scctor Development Study identificd major development-related issucs that
arc of common interest to the subsectors, which were later translated to scctor-specific
measures and action programs,



(1) Investment promotion
1) Strengthening of BO!'s and PEZA’s organizations to attract investment;
2) Invigoration of promotional activitics; and
3) Cooperation with industrics.
(2) Improvement of financial system for sub-sector promotion
1) Long-term financing for capital spending;
2) Loans focusing on export promotion; and
3) Devetopment and upgrading of a loan guarantee system.
(3) Upgrading of technology levels
1) Establishment and upgrading of education and training organizations and facilitics,
and altiance and cooperalion with related organizations;
2) Provision of a technical support system;
3) Promotion of R&D activitics and improvement of product and technology

development capabilitics;
4} Learning of technical expertise and know-how by sending trainces to overscas,

and
5) Technology transfer through joint venture and alliance with forcign companics.
(4) Strengthening of product development and marketing activitics
1) Advertisement on products and scrvices and potentiat expoit capabilities;
2) Rescarch and study on forcign markets;
3) Partnering with foreign companics; and
4) Improvement of responsivencss to buycers.
(5) Industrial standardization and promotion of quality control
1) Development of quality awareness and learning of quality control techniques to
meet quality requircments for export products;
2) A formal system to develop and disseminate industrial standards as the technical
clement of qualily control; and
3) Provision of testing facilitics and cquipment essential for quality control, which
cannot be afforded by SMEs.
(6) Siratcgic and focused implementation of SME  promotion mcasures and
revitalization of trade associations
1) Consultation and guidance for SMEs in the arcas of production technology,
marketing, business administration and management;
2) Effective use of associations in consultation, information scrvice and

coordination; and
3) Upgrading of a financial system for SMEs.



4.2 Current State of the Target Sub-sectors and Comparison with the
Results of the Industrial Sub-sector Development Study

4.2.1 Metal Processing (Die and Mould) Industries

4.2.1.1 Industry Trends

During the Sub-sector Development Study, dic and mould demand in the
Philippines was dominated by metal processing uses such as dic casting, forging and
pressing, and most dic and mould shops manufactured products for metal processing
applications. The market was very small, so was the industty.  There were around
100 cstablishments including captive shops of large manufacturcrs, which employed
1,500 workcrs and were mainly located in Manila and its vicinitics. Their customets,
metal proccssingindustrics, made parts for houschold appliunces. It was therefore
expected that dic and mould demand would expand as the basic metal and metal
processing industries grew with recovery of the then sluggish demand for consumer

durables and govermment support to require local content.

Recent demand, however, shows a changing face of industry. Die and mould
demand for plastics parts of electronic systems grew at a pace much faster than that for
mctal paris of houschold appliances. The fast-growing demand primarily comes from
forcign-owned clectronic parts manufacturers who have recently begun to operale in the
ECOZONEs. Despite the rapidly growing demand, however, the local dic and mould
industry did not grow much compared to the time of the Sub-scctor Development Study,

both the number of cstablishments and cmployment.

According to the dic and mould industry association of the Philippincs, the
country’s dic and mould market expanded from an estimated $55 million in 1992 to
$280 miltion in 1997, a fivefold increasc.  Nevertheless, local die and mould
manuflacturers grabbed only 10% of the market, and most demand was fulfilied by

internal production or impot.

Dic and mould cxports show a moderate increase from approximately $1.6 million
in 1990 to $2.3 million. Major importers arc Japan, Taiwan and Malaysia for metal
processing applications and Japan and China for rubber and plastics processing.  Other
products are exported to Italy, Japan and Hong Kong. A bulk of exports arc tools and
dies for rubber and glass products and other non-precision applications.



Thus, while the die and moutd market underwent major cxpansion during the past
dccade, most demand comes from foreign-owned clectrical and electronic parts
manufacturers in the ECOZONES, which arc specialized in export production. The
rest of the market remained almost unchanged from 1990 in terms of size and demand
structurc. Most of parls manufacturcrs operating in the BECOZONEs mect dic and
mould requirements by internal production or import, but some companies, although
very small in number, have begun to use local shops for design and manufacture of
selected products (dics and olds that not require precision machining or complex shape
and do not demand light delivery schedule) or are at least considering it.  Thus, a new

market for the local industry is emerging.

In 1990 when the local dic and mould market was very small, the government
attempted to foster the industry by promoting export-oriented industrics.  Then, as the
market expanded rapidly — mainly driven by demand from manufaciurers operating in
the ECOZONEs ~ it is imporiaut for the local industry to win orders from these new
customers including design, manufacture and repair.  In reality, however, the
ECOZONE manufacturcrs mostly demand dics and molds that arc complex in siructure
and require precision machining, with strict requirements for price, quality and dclivery
schedule. Most of local dic and mould shops arc unable to meet such demand.  And
many manufacturcrs arc inclincd to the manufacture of low-cnd products for export
markets.  On the other hand, a handful of local manufacturcrs attempt to win orders
from thc ECOZONE companies and other foreign manufacturers by upgrading
production techniques, developing new products and introducing latest production

cquipment,

At present, most foreign manufacturers, who arc potential customers for the local
dic and mould industry, arc not awarc of local supplicrs and their polential usefulness.
By the same token, most local die and mould manufacturers do not have any contact
with forcign manufaclurers.  Obviously, cfforts to cstablish a close relationship
between the two groups of manufacturers are prerequisite to the expansion of the local

dic and mould industry and the upgrading of their technology levels.

4.2.1.2 Competitiveness in Export Markets
At the time of the Sub-scctor Development Study, the local industry was dominated
by shops that were not capable of making products that were acceptable to export



markels. Large companics, small in number, exporited low-cnd products that did not

required high levels of precision to Taiwan, Hong Kong and China.

Recently, a small number of companics have introduced CAM systems, CNC
machines and machining centers and design and manufacture precision dics and molds.
[owever, the majority of the industry, mostly small shops, still relics on old production
techniques.  Thus, fow companies in the industry can compete in export markets in
terms of product development capability and production technology.  As discussed
carlier, foreign clectronic parts manufacturers operafing in the ECOZONESs require
precision machined dics and molds for injection molding of plastics paits, aluminum dic
casting and stamping, which demand cxtiemely high levels of precision.  In addition,
products must be supplied according to a very short delivery schedule and at a
competitive price, Therc arc a limited number of manufacturers who make precision

dics, but they have still to meet atl these requircments.

These manufacturers (mostly large enterprises and some mid-sized) have made
significant improvements in productivily, product grade and quality by infroducing
latest cquipment, learning advanced design and machining techniques and establishing
rcliable production management and qualily control systems.  Yet, their product often
fail acceptance tests by customers, particularly forcign companics, who enforce world-
class inspection standards in terms of defect and functional performance. They arc
currently striving to satisfy these requirements, and some manufacturers have obtained
the ISO9000 cerfification. In contrast, smail manufacturers arc lagged behind.
Although they have introduced some of latest quality conirol techniqucs, such as the 55
campaign and the use of SO manuals, they have not operationalized them to practices,
technigues and knowledge that are applicable to shop floors.

Delivery schedule is a major bottlencck for local manufacturers.  They can deliver
simple products or products that require a long period for prototyping or commercial
production according to the schedule, but they are incapable of meeting demand for

precision dics or those to be delivered within a very short period.

At the time of the Sub-scetor Development Study, some companics tried to serve
both domestic and export markcts, most companics stayed in the domestic market and
did not cxplore new customers.  The situation virtually remains unchanged, and only a

handful of large manufacturers are expanding overseas.  Some of mid-sized companics



strive to enter the precision die market by supplying metal molds for pressing and
plastics molding to clectronic parts manufacturcrs in the ECOZONES, but they have not
won much orders as they cannot mect strict requircments for advanced design and short
delivery schedule.

4.2.1.3 Competilive Advantage of Production Factors and Constraints
(1) Raw Matcrials

At the time of the Sub-sector Development Study, all materials used to make tools,
dics and molds, including special steel, were imported, offering no compelitive
advantage for the local industry in this arca.  Since then, the situation has not changed.
In addition, import tariff and VAT imposcd on raw matcrials incrcasc malterial costs.
Thus, raw matcrials do not provide any competitive advantage for the dic and mould

industry,

(2) Production Equipment and Technology

At the time of the Sub-scctor Development Study, many companics uscd sccond-
hand equipment imported from Taiwan and other countrics, and very few introduccd
latest equipment.  Today, small manufacturers still use very old cquipment.  [n fact,
they represent the majority of the industry,  These SMEs are unable to modemize their
cquipment because of the lack of financial resources,  Large companies and some mid-
sized ones have introduced modern equipment including CNC and CAD/CAM syslems.

(3) Human Resources

It was found during thc Sub-sector Development Study that the industry faced
difficulty in maintaining steady production due to the shorlage and a high lurnover of
engincers and skilled workers.  The situation has not changed much, rcgardless of
company size. They must strive to recruit and rctain skilled workers,  Clearly, the
shortage of skilled workers constitutes a major obstacle to the continued competitive

advantage in this arca.

(4) Energy
Previously, stable power supply was a major concern for the industry.  Since then,
some improvement has been made but power outages arc not unusual and some

companics have uninterruptible power supply systems for emergency.



(5) Development of the Supplier Base

At the time of the Sub-seclor Development Study, the supplicr base for houscheld
appliance production emerged in response to the increase in the number of foreign
manufacturers,  After then, local supplicrs had little opportunity to cxpand presence in
the enclosed markel pattly because they failed to attain high production techniques to
mect demand and partly because forcign manufacturers who operated in the Philippines

accompanicd dic and mould manufacturers or intcrnational production capabilitics.

In conclusion, the local die and mould industry has little competilive advanlage in
vying for cxport markets. Thus, its development target should be placed on the
domestic market that is growing steadily with demand from manufacturcrs operating in
the ECOZONEs., The industry should make further efforts to mect requirements by the
ECOZONE companies, which are equivalent to world class standards for specifications
and delivery conditions. Once it atfains the ability to meet demand from these

customers, it will be able to have sufficient conmpetitiveness in export markels.

4.2.1.4 Future Challenges

The die and mould industry serves as the coleof the precision parts industrics
(including machinery, engincering and precision plastics processing), such as clectrical
and clectronic parts and automotive parts. As discussed above, precision dic and
mould demand grows rapidly and a major driving force is a large number of foreign-
owncd precision parls manufacturers operating in the ECOZONEs.  As the markel
appcars to have rcached a sufficient size to support the local industry and its future
growth, it is time for individual manufacturers to develop technical capabilitics (both
design and manufacturc) to meet the customer’s requirements for high specifications and
precision, quality, compctitive pricc and quick delivery, which must be supporicd by
better management and aggressive marketing efforts.

Mcanwhile, the govermment is cxpected to assess the current state and future
potential of the business environment for the dic and mould industry and necds to devise
and implement a renewed approach to promote the industry by taking in account the
perspectives of their potential customers, i.c., engincering industrics as a whole. In
particular, an cmphasis should be placed on the ways to induce the dic and mould
industry to establish a close linkage with the engineering industry, which has sufficient

breadth and depth to form a competitive industrial structure,



Only this approach will cnable electrical and electronics industrics, automotive parts
industrics and their supplicrs to cstablish the mutually beneficial partnership, through
which they can build up world class capabilitics and competitivencss on a sustainable

basis.

Within the above framework, specific measures and programs to support and foster
the dic and mould industry should be developed.  The following measures should be

included in the plan and their feasibility and action programs should be studicd:

(1) Specific measures and programs to encourage the establishment of a close business
relationship between the local industry and its customers (mainly manufacturers
opcrating in the ECOZONES), such as an intermediary service to introduce potential
customers and supplicrs, information nctworks, and formation of formal supply
chains;

(2) The technical assistance system customized to the nceds of the metal and metal
processing industries, as nwlti-faccted ramification of the technology transfer
program led by MIRDC;

(3) Expansion and upgrading of technical training ted by TESDA;

(4} Tax incentives for local dic and mould manufacturcrs who supply products to the
ECOZONE companics who make and export parls by freating the deal as indirect
export; and

(5) A loan program to provide working capital for dic and mould manufacturers to

purchasc raw materials,

4.2.2 Furniture (Wooden furniture)

4.2.21 Industry trends

At the time of the Sub-scctor Development Study, wooden furniture made in the
Philippines was characterized by antique designs with engravings.  Major expoit items
were chairs and others in the form of sanded frame. Today, the industry -mainly
supplics modern furniture using diverse matcrials, i.c., local woods, imported specics
such as pinc and oak, and medium density fiberboard (MDF), and it is capable of
exporting finished products. While Narra, a renowned hardwood species used for
high-grade furniture, gradually disappearcd from the market duc to depletion, G-melina
was commercially grown and cultivated as an alternative specics and drove expansion of

the furniturc industry.  The industry was originally depended upon availability of high-



grade wood within the country. Then, the advancement of design and processing
techniques has enabled the industry to use imported woods and the second-grade species
such as G-mclina and make fumiture for exports. The fumilure industry in the

Philippines is still labor intensive in nature,

There are around 15,000 establishments related to the fumiturc industry, which
cmploy 480,000 workers.  Additional 300,000 workers arc hired by subcontractors.
90% of these cstablishments are classificd as Small and Medium Enterprises (SMEs)

and Micro Enterpriscs {MIs), characterized as cottage industrics or family operations.

At the time of the Sub-scctor Development Study, rattan fumiture represented a
major cxport item. Then, local rattan resources were exploited near depletion, and
Indoncsia, the largest rattan expotter, banned exports of unprocessed rattan in 1989,
scverely limiting availability on market.  Furthermore, Indonesia started to cxport low-
priced rattan fumiture in large quantitics, which caused considerable price declines and
drove Philippine-made products out of the export markets because their costs (both labor
and raw material) were alrcady high.  As a result, a large number of rattan furniture
makers in the country shifted to production of fumiture using rattan and other materials,
or wooden fumiture.  Tn the process, their operations have been highly mechanized.
Nevertheless, production of knockdown furniture that requires precision machining is
very limited.

The value of furniture exports from the Philippines has been keeping the pace with
growth of the world furniture market, and in particolar, it is fucled by the strong U.S.

cconomy. Most recently, many companics are concentrating their cfforts to cxplore the
Europecan markets.

In 1988, the valuc of fumiturc cxports lotaled $154 million, of which wooden
furniture represented an only 11.4%%. In 1998, wooden fumiture accounts for slightly
less than 40%.
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FFig.4-1 Furniturc Export Trends
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Fig.4-1 shows the value of fumiture exports in the recent five ycars. In the
domestic market, fumiture demand has been growing in hotcl, restaurant, office and
home sectors. Some companics arc shifting their focus to the domestic market,
Furniturc used by hotels, restaurants and offices are purchascd by contractors who build
them. Recently, medium- and high-grade fumiture is sold at specialty stores and
department stores.

The government js actively involved in promotion of furniture cxports. The
Philippine Export Development Plan (1999-2001) scts forth the following strategies for
export promotion:

(1) Liberalization and promotion of imports of raw matcrials

(2) Strategic markeling for market expansion

(3) Development and promotion of furniturce for SOHO

(4) Support for SMEs through cxisting and new financial assistance programs
(5) Increased plantation to secure supply sources

4.2.2.2 Competitiveness in export markets
Ovecrall, the fumiture industry gained intcrnational competitiveness significantly

compared to the time of the Sub-scctor Development Study.

While labor costs in the country are on the risc (although slower than those in
Taiwan and Malaysia) to increasc the production cost for fumiture.  However, many
cxport companies have successfully increased productivity by introducing a standard set
of woodworking cquipment, including milling machines, grinders, sanders and routers,

although advanced equipment is not affordable for many of them. Only large




manufacturers mainly in Cebu have process lines designed for voluine production of
standard products.  Also, processing techniques still require some improvement,
Local wood supply has been on the steady decline to push prices upward and many
manufacturcrs arc increasingly relying on imports.  Mcanwhile, not much cfforts arc
made to promole the cfficient use of raw materials, including the introduction of
furniture production technology to cnable the cfficient use of high-grade wood.  Many
companics still foltow old production mcthods and mechanization is limited to small
portions of the entire process.

On the other hand, diversification has been progressed in the areas of design and
type of material used.  While traditional antique designs rich with engravings are still
available, modern furilure using abaca, rattan and bamboo arc bccoming the
mainstream.

The quality of furniturc made by local manufacturcrs is coming closc to
international standards as they have been competing in export markets, but it requires a
further improvement.  In this connection, technology transfer made by a training center
in Pampanga contributes to the upgrading of furniture production technology among
many manufacturers. Finally, buyers arc demanding quick delivery schedules which
arc increasingly difficult to be met by manufacturess.

As for marketing aclivilics, the Philippines International Furniture Fair (organized
by CFIP) has been held in Manila since four years ago, concurrently with a fumiture
tradc show held in Cebu, to draw a large number of buycrs.  In addition, the industry
has been participating in forcign trade shows, particularly the major ones in an attempt
to appeal to the U.S. and Furopean matrkets.

4.2.2.3 GCompelitive advantage of production factors and constraints

Previously, the industry was disadvantaged by high tariff rates on sub-materials.
Since then, import tariff rates have been reduced to allow them to import sub-materials
as well as wood from the North America, New Zealand and Papua New Guineca. In
response to the decrease in natural forest, the use of planted species such as G-melina is
cncouraged.

During the Sub-sector Development Study, various problems were pointed out for
the splicing and coating processes.  Since then, some improvement has been made.



Nevertheless, mechanization is still limited.  Many small shops which do contract jobs
use standard woodworking cquipment and manual workers.  On the other hand, larger
manufacturers of export products have achicved higher productivity by introducing a

varicly of machinery.

While highly export-oriented manufacturers have come to realize the importance of
product quality at the management level, they have still to introduce a modern quality
control system as they have not introduced fully mechanized process lines.  Current
quality control cfforts rcly on cmployee cducation, the incrcase in inspection personncl,
and quality improvement of raw materials and sub-materials. On the other hand,
managers having sufficient knowledge on quality control are limited in number,

conslituting a bottlencck to strict cnforcement of quality control practice.

As mentioned carlicr, the Philippines International Furniture Fair organized by
CFIP (held in Cebu and Manila) is rccognized as a major furniture trade show in Asia
and draws a large number of buycrs who look for new designs. In addition, the
goveinment has been conducting promotional activities to advertise excellence of

Philippine furniturc design to the export markets.

4.2.2.4 Future challenges

The country has boosted furniture cxports side by side with cxpansion of the world
market, especially the U.S. matket that is bolstecred by the strong cconomy. In
particular, wooden furniture exports recorded rapid growth partly becausc of improved
quality and partly because the emphasis on design, togcthcf with marketing activitics
including the trade show, has drawn attention of the buycer.  The government has also
been conlributing to it in the arcas of madkeling, design upgrading and fraining

opportunity.

Nevertheless, the furniture indusiry faces various threats, including the risc in labor
cost, depletion of raw matcrials, and competitive pressure from neighboring countrics,
and it is expected to strengthen competitiveness in the export markets by making cfforts

in the following arcas:
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(1) To introduce modern cquipment and promote standardization to raisc produce grade;

(2) To inlroduce processing technigues (manufacture of laminated lumber, processing of
corc-top plate, and press working) to promote the cfficicnt use of raw materials and
improve the value added, and cncourage collaborative work among different
factorics, including the installation and operation of a common service processing
center,

(3) To promote cooperation and specialization among individual factorics and joint
production of standard products for cxports;

(4) To step up markeling cfforts and foster designers (bottom-up efforts) in order to
cstablish the position and reputation of Philippine furniture in the export markets;
and

(5) To introduce linc-flow process technology required for quality improvement and
production efficiency, and conduct rescarch on ficld application of modern
production planning techniques and quality control systems, together with cducation

of middlc managemcnt that can implement such application.

4.2.3 Computer Software

4.2.3.1 Industry Trends

At the time of the Sub-sector Development Study, the computer software industry in
the Philippincs consisted of two scgments, softwarce development and data entry service.
There were as many as 300 cstablishments which employed an estimated 20,000
workers (limited to larger companics).  Software development covered a wide varicty
of ficlds, among which manufacturing, physical distribution and financial scctors
rcpresented major portions.  Data entry service primarily dealt with entry of numerical
information and text data, such as iclephone directorics, encyclopedias and medical

records. ‘Thesc jobs were mostly reccived from forcign customers.

While the nature of operation in the indusiry has remaincd mostly unchanged, it has
grown in number to 400 cstablishments in total, of which around 200 cstablishments arc
rclatively large. Softwarc developed by the industry covers similar ficlds, but to reflect
the changing development environment throughout the world, hardwarc and software
platforms have shifted to PC-based and on-line development is on the rise.  On the
other hand, data entry scrvice has shifted from traditional numerical information and
text data to entry of computer programs such as video and voice processing and mapping.

in addition, more and more entry scrvices require a high level of professional knowledge



such as medical records and court decisions.  In the system development arca, the
industry was primarily cngaged in module development and rarely received an order to
develop an cnlire system. ‘loday, the dramatic change in the system development
cnvironment during the past decade is reflected in diversification of contract jobs in
addition to conventional application development, such as modification of softwarc

modules and the upgrading of program versions.

At the time of the Sub-scctor Development Study, the domestic market was
estimated at around $10 million (a sum of revenucs reported by BOIl-registered
enterprises in 1989). In 1999, it expanded to some $50 million (also BOI-registered

cnterprises) and increased fivefold over the decade.

The valuc of contracts reccived from foreign customers in 1989 amounted to around
$10 million for software development (BOL-registered enterprises) and $8.5 million for
data entry service, tolaling $18.5 million.  In 1998, the total contract value reached an
cstimaled $385 million, an incrcase by 20 times during the decade.  Job orders from the
U.S., Australia and Canada account for 80% of the total.

Dﬁring the Sub-scctor Development Study, the ratio of domestic revenues to
revenucs from foreign contracts was 1:2.  Since then, the latest ratio grew to 1:7.7 to
reflect rapid growth of revenues from foreign contracts, which oulpaced steady growth
of domestic revenues.

Over the past decade, the govemment’s policy toward the computer software
industry underwent a marked change.  Previously, the National Information
Technology Plan (NITP) was recommended buf no implementation measures were taken
due to the budget constraint and the shortage of human resources. At present, the
government has announced the National Information Technology Plan for the 21°
Century (IT-21) and has set forth national policy for festering of the IT industry and the
G-WISH (Government-wide Information Super Highway) scheme  to promote
compuierization of the govemment system, followed by implementation of various
measurcs and programs.  Also, PEZA plans to eslablish an IT zonc as part of its
'ECOZON project plan.
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4.2.3.2 International Competitiveness

At the time of the Sub-scctor Development Study, the computer software industry
showed significant competitive advantages, duc to low labor costs, over other countrics
which had Ewnglish-speaking workers.  Recently, however, India and Sri Lank have
cmerged in the programming business, and dala entry scrvice saw the entry of China and
Viclnam into low-end service (simple data cenlry).  The Philippine industry is facing

competitive pressure from these new entrants.

Previously, forcign-owned companics, large local companies (subsidiarics of
company groups) and large independent companies maintained cost comipetitiveness
with high productivity. Smaller independent companies also managed to retain
competitiveness. Recently, availability of high performance hardware, software and
tools, and the gencral improvement of skills have raiscd productivity further.  However,
some companies feel difficultics in handling jobs related to voice and video data that
involve tremendous amounts of data as well as the complexily of application
development aver the network.

During the Sub-sector Development Study, most cdmpanics responded that they did
relatively simple development jobs under the contract with forcign companics. Al
present, they provide more advanced service such as the development of packaged
software. They arc now capable of developing proprictary software by applying their
expertise and expericnee in application development over the network, Y2K remediation
projects and the development of customized software, whercas users increasingly
demand solution tools.

They have generally been meeting strict quality requirements of customers since the
beginning by delivering products after the completion of a module test.  As a result,
they have rarely received the customer’s complaint on quality.  Rcecently, as variation
of quality due to the difference in development cnvironment has been virtually
eliminated, and as skill levels of developers have risen significantly, they boast further
improvement in product quality. They meet delivery schedule partly because software

and entered data are delivered via the network,

As for marketing, large captive companics relicd on orders from domestic
companics and parents, while indecpendent companics were unable to win contracts from
local customers and mostly took orders from English-speaking counirics. The



domestic situation remains almost unchanged since then.  On the other hand, they are
fairly active in sciling to forcign markcts. Some entered alliances with forcign
marketers and parlners or participate in international trade shows. Others look for
customers in non-English-speaking countries in order to avoid compctitive pressure

from Indian and Sri Lankan companics.

4.2.3.3 Compelitive Advantage of the Computer Software Industry and
Constraints
(1) Human Resources
At the time of the Sub-sector Development Study, professional workers in the
computer software industry (both application development and data entry) were mainly
programmers and operators, while system engincers and analysts capable of system

design and development were very limited in number.

Today, some 10,000 students graduate from [T-related departments of universitics
and colleges cach ycar and form an abundant source of skills. Also, privatc computer
schools have been cstablished.  Education and training is also provided at NCC/PSDI
and TESDA, contributing to computerization of the public administration system.

Privale companics are said to provide in-house education and training for skills that
meet the customer’s demand. Nevertheless, skill training still gives priority to
programming and PC operation, while there is the apparent lack of cfforts to cducate
highly specialized cngineers capable of designing customized application systeins,
resulling in the shortage of such advanccd skills.  These skills arc indispensable if the
industry is fo cxpand its busincss beyond programming and data entry service, and if the

present situation continues, it will face a bottlencck for business expansion.

(2) Development Environment

Previously, the development canvironment was generally obsolete. Old hardwarc
and software were used for software development, and data entry was made using old
machincs. Today, most companics are equipped with the world class development
environment.  Also, they have machines and software tools that meet the customer’s
specifications, Thus, they arc ready to meet the customer’s requircments by always

upgrading hardware and software to latest models and versions.

4-17



(3) Development Service/Quality Control System

Previously, most companics virtually provided manpower only while their
customers preparcd specifications and design documents and sent engincers for quality
control. Today, they are capable of performing all these functions anmd have
systematized quality control practice to some degree.  Nevertheless, quality
requirements continue to be escalated, patticularly those for development of applications
that run on the Internet, and the industry is required to make continuous cfforts to

improve skills and upgrade resources.

(4) Infrastructure Development

At the time of the Sub-sector Pevelopment Study, communication networks were
poorly developed, and in particular, international communication lines were inferior in
terms of capacity, transmission rale and quality. Since then, liberalization of
tclccommunications service and dercgulation have progressed and network access has
been improved to some degree, gencrally mecting requirements for the contemporary
system development environment.  Yet, there are many issucs to be resolved, such as
the shortage of line, quality of communication and a high rental charge for leased linc.
As the development environment continues to change and application development and
other service on the nefwork are increasingly demanded, there is the urgent need for
large capacity, high speed twunk and branch lincs. [In addition to installation and
cxtension of communication lines, user charges need to be lowered to improve neiwork
access.

4.2.3.4 Fulure challenges

The Philippines is the second largest exporter of computer software in Asia, next to
India.  However, the industry primarily provides labor-intensive jobs such as
programming and data entry.  As similar industrics and service offerings emerge in
many other countrics including India, Sri Lanka, Ireland, China and Victnam, the
Philippinc industry is losing international competitiveness in labor cost.  [fit continucs
to stay in ils current business arcas, which have driven the past growth, it will
increasingly face difficulty in ensuring sustainable growth in the highly competitive
environment.  Rapid growth of the IT industiy is the global trend and most countrics
give priority to the development of the industry. The Philippine goverment has
adopted the IT-21 as a master plan for IT development and has set forth policy to
nurture the IT industry under various initiates.  As the computer software industry may

experience a major change with development of the catire IT induslry, the industry’s
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promotion must be approached from more broad perspectives.  Instcad of viewing it as

the development of an industrial sub-sector, the computer software industry should be

positioned as an integral patt of the IT industry and its promotion nceds to be designed

within the framework of the national policy and strategy for long-term development of

the [T industry.  In this connection, the following needs must be addressed as priority

issues:

(1) To review and modify the measures to promote the computer softwarc industry in
alignment with the development strategy for the IT industry;

(2) To devise the measurcs to support development of human resources and software
companics to mect diverse dentand (c.g., video processing and muitimedia); and

(3) To rcinforce the R&D functions of public rescarch institutes such as NCC/PSDI and

train software cngincers having broad-based and advanced skills.

4.2.4 Toys (Stuffed Toys)

4.2.4.1 Industry trends ,

As pointed out in the previous study, the industry has alrcady lost advantage over
China in labor cost. [n addition, it had the following problems: 1) difficulty in
procuring plush and other taw materials; 2) the inability to make a counter sample; 3)
financial difficully; and 4) the lack of marketing. There have been no industry-wide
cfforts to address these problems, because most companics have lost intcrest in
continuing their busincsses as the industry showed signs of decline due to compelitive

pressure from the toy industry in China that grew much faster than expected.

In fact, many companics started to make other praducts, and foreign companies
which employed more than 100 workers cach and operated in Philippines as their export
production base moved to countrics with lower labor costs. At the time of the Sub-
sector Development Study, 31 sluffed toy manufacturers were registered with BOL
They have reduced 15 to this date, of which 8 companies are suspending production

aclivities.

The stuffed toy industry in the countty developed by specializing itself in expot.
At the time of the Sub-scctor Development Study, the industry was roughly divided into
two groups according to the type of operation.  One group consisted of manufacturers
that provided contract jobs using designs and patterns furnished by foreign cxporters.

Another group was represented by companices which created their own counter samples
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and patterns and sold original designs to buycrs. Those in the former group were
forced to suspend production as foreign exporters switched to manufacturers in China
and other low-cost countrics. Some compnics in the second group, which arc capable

of creating products that mect the market necds, manage to survive today.

Stufted toy manufacturers arc mostly located in Manila and its vicinitics. They
usually usc smail job shops as subcontractors to stitch parts together. These shops are
concentrated in Bulacan, Tarlac and Pampanga., They are mostly classificd as MEs,
while some have around S0 employces.  Also, there are intermediaries who subcontract

jobs to family operations.

4.2.4.2 Competiliveness in export markets

Toy cxports from the Philippines totaled $31.1 million in 1998. ‘They arc
generally on the decline since the peak level of $48.1 million in 1995, There are no
statistical data on stuffed toys, buf they presumably lose share to total toy exports.  On
the other hand, imports of toys grow rapidly in recent years, reaching $35.5 million in
1998. The valuc of imports probably excceded the value of exports in 1999,  Table
4-1 shows cxports made by stuffed toy cxporters registered with BOL

* Table 4-1 Stuffed Toy Export by BOI registered companics

Unit:Million US$
’_1992 1993 1994 1095 1996 1997 1998 1998

93 107 91 117 88 107 13 36
Note: Export figures might include other than stuffed toy

(Source: BOI)

The industry has already lost competitiveness in high volume, low-end products
(particularly those made on a contract basis) against China. Most products sold in the
domestic matket are made in China,  As Chincse manufacturers make volume products
using scwing machines, the Philippine iiulustry still maintains competitiveness in stuffed -
toys that arc not suitable for mass production because of complex designs or the method
of manufacture, Also, they take small-lot orders which Chinesc companics do not
usually accept. Finally, the devaluation of the peso duc to the Asian economic crisis

helps the industry to regain some competitivencss against China.



4.2.4.3 Competitive advantage of production factors and constraints
As suitable raw materials are not available locally, toy manufacturcrs have to rely on
import materials.  [n particular, plush used for stuffed toys is cutirely exported.  This

is a major disadvantage for the stuffed toy industry in the Philippines.

Most export manufacturers use different subcontractors according to different parts
of final products, making qualily control difficult. Some usc same contract shops for
important paus and perform critical jobs internally for qualily assurance, but these

cfforts arc not always rcflected in quality upgrade.

Some manufacturers try to expand the customer basc by participating in tradc shows,
both domestic (sponsored by CITEM) and overseas, and by sending samples and photos
to existing tradc partners and cxporters in the Philippincs.  These markeling activitics

have not changed from those practiced during the previous study.

4.2.4.4 Future challenges

The toy indusiry is still considered as a key cxport industry of the country and is
designated as a priorily sub-scctor to be supporied in the national export developnient
plan. However, stuffed toy cxporis arc clearly on the decline, [t is important to
provide support for manufacturcrs to diversify and convert their business by
encouraging them to look for new export producis and collcct and study overseas imarket
information.

4.2.5 Fashion Accessories (Costume Jewelry)

4.2.5.1 Industry trends

'The costume jewelry industry in the Philippines is made up of cxporters, asscmblets
(stringers) and manufaclurers (suppliers).  Asscmblers and manufacturers are
concentrated in Cebu and its surrounding arcas, mostly MEs.  Exporters were located

in Cebu or Manila.

The value of costume jewelry exports in recent years is shown in Tablc 4-2.
Exports reached their peak in 1993 and plummcted to onc fourth in 1997 duc to a new
fashion trend (minimalism) in industrialized countrics to reduce the use of accessorics
significantly. Then, recovery occurred in late 1998 and exports soarcd to $24.5 million
in 1999 (January through Oétobcr), particularly those to Gcmlaliy and Japan,



Table 4-2  Costume Jewely Export Trends

o Unit:Million US$
1931 1992 1993 1994 1995 1996 1997 1998 1989
324 390 H14 465 251 17.7 13.6 146 266

(Source: BOI)

At the lime of the Sub-sector Development Study, most companics made products
of almost identical designs and are disadvantaged in negotiation with the buyer. In
1992, the industry reccived technical assistance from CBI of the Netherlands.  Today,

they usc design consultants to create their original designs and make diverse products.

Manufacturers arc also benefited from using advanced cquipment at a costumc
jewelry center (CJC) in Cebu, which was completed in 1997 under the assistance of DTI
and DOST, and they have improved craftsmanship for metal parts.  Also, the fewelry
Industry Development Act {R.A. 8502) enacted in 1998 has helped manufacturers to
create a variety of desigus by allowing duty-free imports of raw materials and capital
goods.

The slump in exports resulted in dramatic production declines to reduce labor force
working at job subcontractors.  Although production recovered and many workers
regained their jobs, a large number of exporters in Manila went out of business or
changced their business to gifts and houschold goods.

4.2.5.2 Competitiveness in the export markets

The costume jewelry industry in the Philippines cmerged and grew by taking
advantage of natural matcrials such as shells available within the country and low-cost,
dexterous labor force.  Their competitiveness in the export markets was bascd on these
advantages. However, malcrial costs have been rising steadily and labor costs are
relatively high compared to low-cost competitors in neighboring countrics.  Another
notable change is the increase in product varicty due to introduction of metal processing
techniques, impori parts and new materials available in the country, although products
using natural materials still hold a dominant share, ‘

Availability of diverse products - mainly low-cost products - cnables cxporters to

target ncw markets,  Uniquely designed products with altractive packages arc



developed under the technical assistance of forcign consultants who arc familiar with
export markets.  Also, significant improvement has been made in metal parts, which
quality was previously questioned, as Korcan supplicrs started business in Cebu and

supply high quality parts in quantitics.

The industrial structure made up of subcontractors and cxporters remains mostly
unchanged since the previous study, and so docs their production/quality control systems,
except for some export manufacturers who provide workspace for subcontractors to
raisc productivity.

‘The association (FAME) and individual exporters are actively involved in markeling.
In 1999, a total of 65 companies participatcd in three trade shows and 17 sent their
representatives to a trade mission to Japan. FAME also scrves as a contact point for
individual companics through its Web sile and disseminates information on CD-ROM

and other media to buyers and trade promotion organizations.

4.2.5.3 Compelitive advantage of production factors and constraints

The industry has started to use new matcrials in combination with natural materials
that still form an appealing part of final products. Advice from forcign design
consultants and availability of CIC’s facilitics and cquipment have expanded choices of
raw matcrials o reduce the degree of dependency on natural materials.  Excmplion of
import tariff on forcign matcrials allows the global sourcing of diverse materials.  Also,
the industry is aclively exploring ncw materials available in the country by sending a
mission to various arcas. As a result, the industry has gaincd significant competitive

advantages in this arca.

While individual manufacturers (particularly, job contractors) have not introduccd
new production equipment or systems since the previous study, but availabilily of CIC’s
common scrvice facilities have definitely improved the gencral production environment
and have led to better competitiveness in terms of product varictly and quality

improvement.

In the industry, costume jewelry expotters make advance payment to manufacturers,
which is financed by the L.C arrangement with banks. Rccently, however, smaller
enterprises have difficulty in obtaining the LC-based loans. The association plans to
cstablish a cooperative to supply working capital to subcontractors.



4.25.4 Future challenges

Traditionally, costume jewelry products made in the country arc mostly closc to
handicrafts using natural materials and arc offered in a low price range. Demand for
these products is cxtremely susceptible to the changing market trends.  Mcanwhile,
prices of sitver and low-purity gold — once precious materials — have dropped and the
costume jewelry market is divided into two scgments, a high cnd to scll high-grade

jewelry and gold preducts, and a low end to usc other materials.

At present, the general market trend moves toward the weaiing of multiple
accessorics.  As scen in Japan, high school girls follow this trend and “teen jewely™ is
growing to a major market worldwide. 'While cach item has a low price tag, total salcs
arc large as many products are purchased by a single person.  [f the Philippine indusiry
provides products that meet the changing tastes of consumers, it will be ablc to expand
cxports in 2000.

The industry has steadily gained the ability to mect the market nceds quickly, but it
has yet to cstablish its posilion in the export markets. In other words, it is still
vulnerable to a risk of the abrupt export slump causcd by the market changes, as
experienced in the past.  To minimize such risk, the following actions should be
included as pait of support measures for the indusiry:

(1) Promotion of cquipment purchase and technology transfer, partticularly the
upgrading of CIC’s common service facilities and equipment;

(2) Education for designers and design development aclivities;

(3) ¥ducation and training for subcontractors; and

(4) Enforccment of marketing activitics.



4.2.6 Oleochemicals

4.2.6.1 Indusltry trend

At the time of the Sub-sector Development Study, oleo-chemical was substantially
cstablished as an industry sub-sector in the country.  With the small domestic market,
products were mostly exported and the industty was positioned as a resource-based
cxport industry. At the same time, some products had to compete with petrochemical
products and their export prices were incvitably restrained by the petrochemical market.
[n addition, the industry was cxpected to face intensive competition with emerging
cxporters in countries like Malaysia and Indonesia. [t was therefore recognized that the
industry would require to establish a strong compclilive cdge. At that time, 14 olco-
chemical manufaclurers were  operating, consisting of 5 basic oleco-chemical
manufacturcrs and 9 manufacturing derivatives and byproducts.  As t industry is a
capital-intensive, process industry rcquiring large amounts of investment, these
manufacturcrs were fairly large in size and included joint ventures with world leading
chemical companics including Colgate and Unilever, a Japancse major detergent

manufacturer (Kao}, in addition to local enterprises.

The industry’s output was limited to relatively low valuc added scgments, namely
basic ore-chemicals and dcrivatives, rather than downstream products such as finc

chemicals.

Today, the industry is facing increasingly intensive competition with export
competitors in Malaysia and other countrics, as predicted in the Sub-scctor Devclopment
Study. In fact, one of five basic olco-chemical makers suspended operation and was
taken over by a new company who purchased plant facilitics.  Mcanwhile, three more
companics entered the market, Onc company has recently started operation and is still
in the commissioning stage, and lwo companics are building their plants.  Thus, seven
companies arc tegistered with BOI, but only four in 0pcrziti0n. Derivative and
byproduct makers decreased from ninc to scven as (wo companies withdrew from the
market, and five companics arc actually operating. ‘Two companics have rccently
startcd production of downstrccam products.  Thus, 14 olco-chemical manufacturers arc

currently registered but only 9 companies in operation.

Table 4-3 shows the recent volume of the country’s exports of oleo-chemicals,
Table 4-4 shows rccent trends in exports and domesltic sales by five companics which



are members of the Philippine Olco-chemical Manufacturers’ Association (POMA).

Production volumes in recent years were cstimated from these data and information

from industry sources as no statisticat data on oleo-chemical production were avaitable.
The production volume in 1988/89 rcached an estimated 110,000 -- 120,000 tons and
grew (o 220,000 - 250,000 tons in 1998/99.

Table 4-3

Olcochemicals Export Trends

(tons)
1998 1999
Export Locat Tolal Export Local Total

Fally Acids 14,000 11,000 25,000 18,800 7,400 26,200
Fatty Alcohol 32,000 33,000 65,000 36,000 31,400 67.400
Methy! esteis 1,000 1,000 2,000 * * *
Glycerin (Crude and Refined) 10,000 8,500 18,500 10,400
Alkanolamides 2,000 000 2,900 2,000
Amines 5,500 100 5,500
Others 1.000 | 50 A

Note: Methyt esters in 199%: included in fally alcohol

Source: POMA

Table 4-4 Exposts and Domestic Sales by Sclected POMA Member Companics

{tons)
1988 1989 1990 1998 1999

Falty Acids 21,710 19,128 20,3266 14,000 18,800
Fally Alkohols 54,443 41,926 39,040 32,000 36,000
Metyl esters 16,748 18,199 16,634 1,000 *
Glycerine (Crude and Refined) 13,126 11,173 11,638 10,000 10,400
Alkanclamides 2,038 1,263 1,278 2,000 2,000
Amines - - 5,600
Others 4,000
Tolal 88t §4.45 3, :

Ndlé:

1) 1988 - 1990: Aggregate of expo}ls of BOI regrirsirered firmré.

2) 1998 - 1999: Aggregate of exports of POMA's 5 member firms
3) *Melyl esters in 1999: included in fatty alkohol
3) Othersin 1988 - 19%0: Sulfonic acid, Acid Qil, Amines, etc.
4) Others in 1998 - 1690: Falty atkchol beads, mono-alkyl phosphate, soap base, elc.
Source: 1988 - 1990: BOI {guoted from the Previous Study Report)

1998 - 1999: POMA

Thus, the production volume doubled during the past decade while manufacturers

declined in number.

cxpansion in response to growth of domestic demand.
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This indicates that some manufacturers launched capacity



Oleo-chemical export trends (on a value basis) are shown in Table 4-5. "The valuc
of exports increased steadily up to 1994, then it gradually fell to the 1993/94 level in
1998, partly because export volumes declined duc to intensive competition in the export
markets and partly because export prices, which were on the rise up to 1995, remained

flat or dropped for some products.

Table 4-5 Oleachemical Export Trends

Exporls (US$ million}
1988 73
1989 67
1990 49
1692 85
1993 82
1994 90
1995 114
1996 100
1997 105
1998 86

Source: BOI
{1988 - 90: Quoled from the Previous Sludy Reporl)

Exporls as a pereentage of total oleo-chemical sales declined from 80% in 1990 to
around 60% at present, reflecting sluggish exports and increased domestic sales.  In
fact, the domestic market expanded appreciably compared to the previous study period,
for two reasens.  First of all, a government order (N0.259) to promote consumption of
local palm products spurred oleo-chemical demand to substitute for alkyl benzene, a
petrochemical product used for detergent production.  Sccondly, domcstic detergent
demand expanded to encourage local production.  [n addition, the industry is gradually
cxpanding into other product segments, cspecially high value added downstream
products. ‘Thus, product development should be directed to the domestic market as

well as the export ones.

4.2.6.2 Competitiveness in the Export Markets

The industry strengthened competitivencess in the technology arca compared to the
previous study period.  Previously, most companics, except for foreign-owned, did not
achicve a particularly high level of productivity, Recently, they have made significant
improvements in capacity utilization and productivity through equipment renovation and
upgrading, better production techniques, and vigorous production management and

quality control efforts.



Nevertheless, price competitivencss of olco-chemicals is chicfly goveirned by the
price of its primary material, palm oil. Export compctitors such as Malaysia and
Indonesia arc using palm kernel oil that is produced from large oil palm plantations.
On the other hand, coconut trees in the Philippines produce a relatively small amount of
0il due to the lack of breed improvement and production volumes vary with weather
conditions. As a result, supply is unstable and prices arc rclatively high, These
unfavorable conditions arc dircctly reflected in availability and pricing of palm oil for

the oleo-chemical industry.

In fact, the industry manages to absorb the risc in palmn coil cost through the increase
in capacity utilization and productivity. Thus, basic olco-chemical products made in
the Philippines are gradually losing competitiveness in the export markets. On the
other hand, the industiy has been diversilying products by developing high value added
downstrcam products and is capable of supplying high quality products that mcet
world-class standards, including downstream products that must meet strict quality

requircments.

As olco-chemical manufacturers arc cither local large enterprises or joint ventures
with forcign companics operating overscas plants, they maintain well-established
distribution channels, through which marketing activitics arc made for both export and
domestic markets.

4.2.6.3 Compelitive Advantage of Production Factors and Constraints

Olco-chemical products made in the Philippines have previously cnjoyed a strong
compctitive edge as thc major producer of palm oil. - However, the once-dominant
position is being threatened partly due to the emergence of low-cost, volume producers
of an alternative material (palim keinel oil) in Malaysia and fndonesia, and partly due to
incrcascd competition with low-cost petrochemical products in some scgments.  As
discussed earlier, palm oil in the Philippines is unstable in supply and its price is on the
risc, croding the industry’s compelitiveness.  Imports of low-cost palm kernel oil from
Malaysia and Indonesia arc not feasible duc to high tanff to protect local palm
production.  So long as the industry has to rely on the local material, it must find a way
to sccure stable supply of palm oil or to stabilize its price.

“The second factor is an impact of energy costs on the industry that utilizes diverse

encrgy resources including electricity and fuct oil.  Although cost effcctiveness has



been improved to some degree compared to the previous survey period, the industry has
still to gain any compelilive advantage in this cost factor.  Also, transportation costs
have a major intluence on profitability of the industry’s operation that involves the
movement of palm oil and chemical products in large quantitics. As roads and port
facilitics arc not fully developed for cconomic transportation, transportation costs scrve

as a disadvantage for the industry.

To address the issue, industry-wide cfforls have been made to construct the Coconut
Agro-indusirial Estatc in Batangas under lhe government assistance.  Related
infrastructure is under construction and a project is underway to concentrate downslream
production capacitics of diffcrent companics for cconomies of scale, although it will

take some time to produce fangible results.

The indusiry consumes a varicty of chemical products as sub-materials, which have
to be imported due to the absence of local supplicrs.  Previously, these materials were
subject to high tariff and had additional cost impacts. Rccently, import tariff has been

abolished or reduced and the industry is now viitually free from the financial burden.

For production of downstream products, advanced plant operation and maintenance
skills are required but are limited at present.  Manufacturers arc providing extensive
education and training for employecs lo introduce latest production management and
quality control systems (imost companies have obtained the ISO 9000 certification), and
engincers and operators hav.ing high skills are being produced.

4.2.6.4 Future Challenges
For the olcochemical industry to maintain sustainable growth, it must tackle the

following issues:

(1) To cstablish a market mechanism to assure stable supply of high quality palm oil ata
competitive price, in cooperation with the government and related industrics;

(2) To cncourage individual companics to work on development of high value added
downstrecam products and promote local induslries that consume them; and

(3) To make industry-wide and individual efforts to strengthen competitivencss.
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