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PREFACE

The International Centre for Industrial Studies, Regional and Country
Studies Section, has undertaken, under its wcrk programme, the prevaration
of a series of Country Industrial Development Profiles. The profiles are
desk studies, providing statistical and economic analyses of the industrr
sector, its growth, present status and future prospects. It is hoped that
the profiles will rrovide analyses of use to programming technical assist-

ance, inpdustrial redeployment and investment co-cperation activities.

This profile on the Philippines is based on documenis, revorts and
studies available at UNIDO Headguarters. No field survey has been under-

taken and souwe of the data on industry are notu up to date.

The views and comments contained in this document do not reflect those
of the Govermment of the Philippines nor do they officially commit the
Jnited Nations Industrial Develorment Organization to any particzular course

of action.
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GENERAL ECOJOMIC BACKGROUND

Geograohy

The Republic of the Philippines ccnsists of aporoximately 7,100 islaads,
situated between the South China Sea and the Pacific Oceaa. The total land
area is 300,000 square kilometers. The two largest islands (Luzon in the
nor:h and Mindanao in the south) account for b6.h per cent of its territory
and the =leven largest ones account for 92.3 per cent of total areal Most

of the islands are extremely small and are not iarabited.

Being of volcanic origin, the islands are crossed by mountain ranges and
the extension of cultivatable land is fairly limited. About 65 per cent of the
courtry is either mountainous or upland, the cultivated aree comprises 30 per
cent and another S5 per cent is under pasture. The lergest plain is the island

of Luzon, which has historically bteen the centre of the country.

The climatiz is tropical and the western side of the country receives
{he southwest monsoon. Temperature is constantly high ané provides the Philip-

pines with a year-round growing season.

Zopulation

The estimated population in 1976 was 43.7 million. The last census data

are for 1975 and report a total population of 42 million.

The population is mainly of Malay origin, but it was variously mixed over

the centuries w’th other ethnic groups, mostly Chinese and also Spanish settlers.

The long-lasting Spanish colonization 4id not leave a strong cultural influence,
‘besides religion, whereas U.S. administratica had a stronger political and

cultural influence on the country.

From an ethnic and ~ultural point of view, however, the population is
fairly homogeneous. The largest mincrity grouv is represented by the Muslim
Moros, who inhabit the Southwestern islanis and constitute approximately 5 per

cent of the population.




Population has been growving at & very high rate since independence.
According to census data, total population was 19.2 million in 1948, 27.1
million in 1960, 3€.7 million in 1970 and 42 million in 1975, wvhichk implies
that the population has doubled in 23 years. The rate of growth was oer
2 per cent per year up to 1570 and slightly decreased (2.7 per cent per year)

between the last twvo censuses.

The aversge density is over 140 der square kilometre, vhich i. nearly
docuble the Southeast Asian average. Moreover, population is upevenly distri-
buted and, particulasrly in the lovlands of Centrrl Luzon, the pressure on the
laad is a serious problem. Urban populaticn constituted 29 per cent of the
total in 1975 and it is forecast to increase as a result of large internal
migration flows. Over cne-third cf it is conceantrat2d in tne meiropolitun
area of Manila, wvhich had a population of 4.5 million in 197S.

The Philitpines have one of “‘he highest fertility rates and, although
child mortality is also very high, population growth iz becoming a very
serious vroblem and a matter of concern for the Govermment. An active dirth
control policy was started in 1970, ard the first result:c secm to be en-
couraging. Even if the growth rate cdecreases slightly, the labour force will
keer on increasing at a high rate in the near future. In 1975, about 43 per
cent of the population vas less than 15 years old. The working age populatinn
(those aged ten years and over) vas 29.6 million and has been growing by more
thar. 3 per cent per year.

Labour force and employment

The labour force participation rxte, vhich was as high as 56.8 per cent
in 1956, has been constautly declining ove time &ad was 51.8 per cent in 1976.
Even with this slightly lowver participation rate, and assuming a slow-down of
population growth, it is estimated that the mumber of nev entrants into the
labour market in the next fifteen years will be sporoximately 500,000 per year,
which would require the creation of some 600,000 new jobs per year if the

pregzent unemploynent rate of 5 per cent is to be reduc:d.i/

1/ The projections of populriion growth are done by the National Census and
Statistics Office; the labour force estimates are from the World Bark.
See World Bank, The Philipnines, Priorities and Prospvects for Davelop-
ment, Washington, 1976.
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The educational level is generally higher i/ than in neighbouring

Bast Asian countries, vith the adult literacy rate at 37 per cent, the
enrclment rate in primary school is 10k per cent, in secondary school it is
46 per cent and students in universities and colleges make up 1.7 per cent
cf total population (the corresponding figures for higher education are

0.5 ver cent in Korea and 0.2 per cent in Thailand and Malaysia, where
primary and secondary earclment is also lover).g/ Thus, the labour fores
has a good level of formal education and, according to ILO evaluatiom, it
is actually overqualified for the needs of the country.

The rate of growth of employment over the period 1956~T6 has been only
k.3 per cent per year, and aost of the increase iﬁ employment was concen-
trated in the 1970c (5.3 per cent per year on average as obposed to an annual
2.7 mer cen* in the previous ;i yeers). This zomrare; with = razte of growth
of GDP of 6 per cent. Overall growth has implied very little labour absorp-

tion and particularly very limited employment creation in the xmodern secter.

Table 1 shows th2 ~cmjosition of emplovment by sector over the period
1956-1976 and Table 2 the rates of growth in threse sub-periods for the three

main sectors.

1/ At least as far as the aumber of itudents is concerned.

2/ These figures refer to the begirning of the 1970s. The 104 per cent
enrolment rate means that child:'en out of the 7-12 age group are also
in primsry school. Primary education is compulsory and free.




Table 1. Employment by moctor and unc@ploymentﬁ/

1956 1960 1965 1970 1973 1974 1975 1976
(‘*housands)
Agriculture, fishery, forestry 4,938 5,711 6,272 6,260 7,310 7,730 7,630 8,120
Mining and quarrying 33 28 2?2 60 60 50 50 60
Manufacturing 1,035 1,142 1,205 1, 380 1,410 1,440 1,550 1,680
Electricity, gas, water 24 18 22 30 40 40 40 S0
Construction 215 254 320 390 440 190 440 490
Commerce 861 830 1,216 1,120 1,570 1,560 1,560 1,860
Transport communication and storage 248 302 176 500 510 %16 510 550
Other services 92% 1,038 1,570 1,690 2,130 2,170 2,330 2,610
Total 8,281 9,389 11,003 11,430 13,470 13,890 14,110 15,430
Unemployad 921 615 ™ M 657 580 581 818
Percentage distribution
Agriculture 59.6 61.Y 51.0 54.7 54.3 55.6 54.0 52T
Mining 0.4 0.3 0.2 0.9 0.4 0.} 0.3 0.4
Manufacturing 12.5 12.2 10,9 12.1 10.5 10.4 10.9 10.9
Electricity, gas, water 0.} 0.2 0,2 0.3 0.3 0.} 0.} 0.}
Conatruction 2.6 2.7 2.9 3.4 3.3 2.8 1.1 3.2
Commarce 10.4 8.8 11.0 5.8 1.6 11.2 1.3 12.1
Tranaport etc, 3.0 3.2 1.4 4." 3.8 3.7 3.6 3.6
Other saervices 11.2 1.0 14.3 14.6 15.8 15.6 16.5 16.9
Total 100.0 100,0 100.0 100.0 100.0 100.0 100.0 100.0
Unemployed as percentage of
labour force 10.0 6.3 6.2 16 4.8 4.1 3.9 5.0

Source: National Census and Statistics Oftice; 110, Yearbook of Labour Statistics.

g/ Figurea for 1970 are from the Census; for the olher yeara from the labour force surveys.
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Tavle 2. Average annual rate of growth of emvloyment

1956/60 196C/70 1970/76
Total employment 3.3 2.2 5.8
Agriculture b.2 0.8 k.o
Manufacturing 2.6 2.1 3.6
Commerce -0.9 3.5 11.0

Sources: .ce Table 1.

The growth of total employment depends predominantly on the trend
in agricultural employment. Manufacturing has always had a very low labour
absorption, only slightly inereasing in the last few vears, and this is due
to the capital-intensive type of industrializztion which followed in the

. . . . . 1
wake of the import-substitution policy adopted by the Governmenu.—/

Agriculture can be roughly divided into two sectors: pessant and share-
tenancy agriculture, producing food ecrops for the internal merket and vre-
sumably having a very flexible labour absorption: and plantations producing
export crops, of which coconut is land intensive and sugar is labour inten-
sive, aithough it employs & large share of .easonal labour. Up to the mid-
1960s, agricultural growth was characterized by cutward expansion, with an
inerease of the cultivated area. Labour vroductivity is estimated to have
grown very slowly (at a rate of 1.5 per cent per year over the period 1956/
6hg/, and labour absorption kept pace with population growth. Consequently,
even if manufacturing was not very dynamic in job creation, there were not
massive migrations from rural to urban areas and the rate of open unemployment,

which was very high in 1956 (10 per cent), experienced a decreasing tre=d.

In the mid-1960s sgricultural growth became more capital and Yand
intensive. The growth of land under cultivation slowed and output growth
became more dependent on the intensification of oroduction through investment

in irrigation and increases in the use of fertilizer and double-cropping, and

1/ Labour absorption in manufacturing will be dealt with in more detail
in the next chapter.

2/ Source: J. Maton, "Employment, Technical Progress, Income Distribution
and Basic Needs," Ontwikkelingssamenwerking 2, 1977.




further on rapid increases in yield rade possible by new rice rarieties.
Labour prcductivity increased (the same estimate as sbove gives an annual
rate of 3.8 per cent from 196k <o 1971) and labuur absorption became very
much lower than population growth (agricultural. empioyment actuelly declined
from 1965 to 1970). This gave rise to a large migration flow from rural to
urban areas. Since labour absorption in manufacturing was even lower than
in the previous period (2.1 pe- cent per year throughout the 1960s), the
inflow of migrants ended up in the tartiary sector and much of it in the
tertiary informal sector. From 1965 to 1973 the service sectcr accounted
for cver 80 per cent of new urban jobs and in Metrcpolitsa Manila in 197C
two-thirds of employment was in services. Moreover, the informal sector

is estimated tc account for over €0 ner cent of total service employment in
both urban ard rural areas combined.l/ The rate of unemvployment ircreased
only moderately, partly because of a decline in the labour force tarticira-
tion rate, and partly becaus2 the informal sector was a safaty valve where

eaployment could be created with virtually no capital.

This same trend seems to have ccntinuesd in the last few vears (employ-
ment in commerce increased by 11 per cent per year from 1770 to 1976). What
is striking in the 197Cs is, however, the increase in 2griculturzl employment,
which amounted to almost 2 million people in 6 years. From 1970 to 1976
egriculture absorbed S0 per cent of the aiditions to the workforce (i.e. of
the increase in labour suppiy) vheveas manufacturing absorbed only 7.9 per
cent. (As a point of cowparison, the corresponding figures for the period

1960-1970 were 21 per cent for agriculture and 10.3 per cent for manufacturing).

Although agricultural output alsc increased in these years and some
expension in the cultivated area js recorded, the persistence of such a high
share of employment in agriculture seems to indicate that the primary sector
functions as a residual source of ecmployment. If this is true, the relatively
low rate of open unemployment is likely to hide a2 much higher sub- and under-
employment both in rural areas and n the urban informal sector. 2/ It is

difficult to forecast how this excess supply could be absorhed. Menufacturing

1/ Source: World Bank, The Philippines, Priorities and Prospests, op.cit.,
chapter 3,

2/ The last Plan estimates that 1.55 million are underemployed in the
sense that they either work less than L0 hours a week or would anyway
want additional work. This makes 10.” per cent of the total employe‘.
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has speeded up its job creat.on in the last ew years (160,000 new jobs per
year in 1975 and 1976) but its labour shsorption is still inadequate, as it
appears by comparing its share in GDP (25 per cent) with its share in total
enployment (11 per cent). The goal of creating 600,000 ..ew jobs per year
looks conse juently very cptimistic, unless drastic changes in the pattern of

industrialization take place.

Income distribution

Not only has employment creation lagged behind the overall grovth of the
economy, but the berefits of growth have been very uiequally distributed.
Income distribution in the Philippines is among the most skeved in Asia and

inequclity does not tend to decrease.

As far as source of income iIs conz=rned, calculations by ILO f2r the
period 1961-T1 show that wage and salary income as percentage of GNP has not
increase. at all (it was 29.7 per cent in 1961 and 39.3 ver cent in 1971),
whereas the decrease in the share of income from self-emrloyment (--6 percent-
age points in the decade) has benefitted undistriduted corporate income
(which has increased from 10.1 per cent tc 16.2 per cent). As a rough indi-
catur, this should point out that the factoral diztribution of income between
profits and wages has shifted in favour of profits and rossibly also that unit

income of self-employed has deteriorated.

As far as distribution of Tamily income is concerned, the share of _he
lovest 40 per cent of families, which was already extremely low, deterinrated
constantly in the past (from 12.6 per cent in 1957 to 11.5 per cent in 1965)
ard improved oaly in the last few years (it was 11.9 per cent in 1971 and
15 per cent in 1975). On the other hand, the income share of the top 20 per
cent only slightly decreased until 1971 (from 55.1 per cent in 1957 to 53.9
per cent in 1971) and has remained about the same since then. Thus, if some
redistribution 'f income hes occurred in the last few years, it has veen
redistributed between very poor and middle-income families. The changes are
attributable to different trends iz the rural and urban sectors. Average
rural income used to be less than half the urban average and income distri-
bution in the rural areas is more skewed and is becoming increasingly
go (. he Gini coefficient for rural incomes increased by 21 per cent betveen
1957 and 1971). Poverty is concentrated in the rural areas, whers 80 per

cent of the Philippine families are estimated tc live.




The slight improvement in income distribution in the 1970s is attribut-
able to the improvement of the asgricultural sector, both with regard to grow.i
of production and more important, with regard to an improvement in terms of
trade in favour of asgriculture. As a vesult, the ratio ¢f the average rural
income to t'.e average urban income rose from 48 per cent in 1974 to S7 per
cent in 197S.

The present pattern of income distribution, however, seems unfavourable
to the growth of domestic demand for manufactured goods and, if the only
changes in income distribution occur amecng low income groups and in favour
of the rural sector, this is unlikely to generate a sufficient increase in
demand since income elasticity of rural expenditure on such goods is lower
than unity.ij In the present conditions, and lacking redistribution in
favour of urban wage-earners, the lavgest source cf demand for labour-~intensive

manufactures remains the non-tradiiional export sector.

Natural resources

The mejor food-producing region is the central plain of Luzon. Many of
the smeller lowlands are slso intensively cultivated, but their scil is not
very fertile. The fertility of the land has been eroded over time, partly

by the system of shifting cultivation and partly by lack of crop rotation.

Rice is the most important single item and it occupies some 40 per cent
of the cultivated area. Recently, the country has reached self-sufficiency
in rice and in 1977 a -mall export surplus was achieved.g/ Spanish coloniza-
tion introduced maize as a food crop, and maize is still the leading crop in

the islands with low rainfall.

Export crops include sugar, coconut, bananas and vineapples. Sugar
used to be the country's major foreign exhcange earner ($535 million in 1977)
and employs about 460,000 people, although over one-third of them are seasonal
workers. However, due to the recent unfavourable worla merket conditions and
the restrictions imposed by the International Sugzar Agreement, the Government

is encouraging the conversion of part of the sugar land into other crovs.

1/ Estimated by the World Bank, ov.cit., pp. 107-108.

2/ In the ten previous years import dependence varied from a minimum of
1.3 per cent in 1968 to 2 maximum of 12.5 per zent in 1972.




In coconut products the Philippines accounts for almost three-quarters
of world exports and the value of sxports reached $542 million in 1976.
Coconut is also extensively consumed domestically as part of the diet and as
aen input for various handicrart products. Bananas have been produced comm-
ercielly since 1969 and their expo.t value grew to 376 miilion in 1976 (from
$5 millicn im 1970). Pineapples are also exportea and their axport value
reached $56 million in 1977.

Meat production, estimated at 670,000 tons in 1977, lags behind domestic
demand. The same applies to fishing production so that fish have to be

imported in spite of the potential of Philippine waters.

About 32 per cent of the totel surface of the country is covered by
comnercially exploitable furests, and valuable hardwcods are 2stimated at
465 million board feet. Only a minor part, however, is currently being ex-
ploited and forest resources are raridly being devleted by shifting culti-
vation and illegal cutting. Output is pertly exported to Japan, the Republic
of Korea and the USA and partly processed domestically. The Gcvernment plans

to phase out log exports and increase domestic processing capacity.

The Philippines have extensive deposits of various minerals. Only a
minor part, however, have been surveyed and is cresently exploited. The most
important ones are copper, gold and silver, iron and chromite. The product .on
of gold varies between 15 and 19 metric tons per yeer, lower than the pre-
World-War~I1 level, when the Philippines were among the main producers. Copper
production increased more than threefold from 1965 <o 1977 (from 63,000 to
273,000 metric tons), in response to market demand and rising prices. The
production of iron ore bas been more or less stagnant for years. It dropped
to 571,000 metric toms in 1976 (from 1.351,000 in 197S and 2,250,000 in 1971).
It was discontinued in 1977, although large reserves are estimated to exist.
The extraction of chromite amounts to approximately 50C,000 metric tons ver

year,

Altogether, a resoruce base for the industrial sector exists and could
be more extensively exploited. Mineral processing capacity is, however,
insufficient, although the Government is planning and encouraing mineral
processing ventures. The other copstraint is the lack of oil which has to be

almost totally imported. In 1977 commercial petroleum depasits were found
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off Palawan, but their output is expected to meet only 3 per cert of current
domestic consumption. Present energy sources are hydroelectirc and geothermal,

and the exploitation of geothermel rescurces is particularly encouraged.

Growth and structursl changss of the economy

Since independence in 1946 the Philippine economy has be-n growing at a
rate of approximately 6 per cent per year in real terms (1952-1968). The rate
of population growth has been 3 per cent per year, and consequently the average

annual increase in ver cavita income has been around 3 ver cent. The manufact-

uring growth rate was high in the 1950s (12.5 per cent annual growth during
1952-1956) but de~lired in the following decade. The declining effects of

imrort substitution emerged quite clearly.

In the 1970s the growth in real gross national precduct, wnich had been
-oout 5 per cent a vear in 1970-72, doubled to almost 10 zer cent in 1973 and
then declined to about & per cent in tne next three yzars. Ian 1977, rezl gress
domestic product incressed by 6.1 per cent (Tablz 3). The exceptional perfor-
mance in 1973 was due to the interanational commodity boom which stimulated
agricultural production and in turn stimulated internal demand, private invest-
ment and industrial production. The high price for sugar until late 1975
enabled the country to go through the o0il price incresse and the following
world recession without being strongly affected. In the longer run, however,
the cnllapse of sugar yrrices and the declinz in the prices of other export
commodities reversed the external situation and brought down the rate of growth
to pre-1973 peak levels. The fluctuations of the economy depend very much on
the external sector and on the trends in foreign demand. Increase in exports
earnings, however, also generate a higher internal demand which has at least
in the last few years partly compensated for the fluctuations of the external
sector. Thus, although the balance of trade deficit has been growing since
1976, the economy has meintained a 6 per cent rate of growth. Good agricultural
performance, due to weather conditions as well as acreage and irrigation deve-
lopment and the introduction of new varieties, has lead to self-sufficiency in
food grains and compensated with higher export quantities for the decline in
some export prices. The manufacturing sector, after a peak in 1973, has ex-
perienced a moderate growth rate, due partly to the extensive investment which
folloved the 1973 export boom, and partly due to the good performance of non-
traditional manufactured exports, which have been less affected by world

recession.

_
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Table 3. Crowth rates of GDP bv industrial origin a2t constant 1972 orices

e e ———————e Nt .

(Percentage)
1971 197z 1073 1974 1975%  1976R/
Agriculture, fishery,
forestry 4.9 3.8 6.1 2.6 4.3 5.8
Industrial s.:ctor
Mining and quarrying 17.3 5.0 4.0 0.2 2.3 0.3
Manmufacturing 6.7 6.2 13.9 4.8 3.5 5.8
Construction 8.7 18.6 8.6 ic.8 49.4 24.8
Electricity, s and
water 1.7 5.4 T.1 16.0 €.4 S.7
Totzl industiry 7.8 o5 12.3 5.7 9.5 2.9
Service 3ector
Tranz ortation, commu-
nicz .ion + storage 6.2 10.7 9.9 10.4 1.7 8.6
Commerce 1.5 1.5 7.1 5.6 5.0 5.8
Other services 4.3 4.3 7.8 7.5 Se1 4.1
Total services 2.9 3.4 7.6 5.8 5.8 5.5
GDP at market prices 4.9 4.8 8.7 5.3 5.6 7.0
ONP at market prices 5.8 4.9 9.6 6.3 5.9 6.4
Indirect taxes less
Subsidies 1502 307 25.1 2009 6.9 "404
Capital consumption .
allowaice 6.5 6.7 3.4 5.7 6.6 3.9
Net national product 4.8 4.8 8.9 4.8 5.7 7.4

Source: National Accounts Staff, NEDA, estimates

£/ final
r/ revised
o/ preliminary

as of May 1977




The sggregate level of fixed investment in the Philippines has always
been fairly high and has been substantially increasing over time. Fixed
investment rose from about 13 per cent of GDP in the early 1950s to about 16
per cent durirng the late 1950s and early 1930s. In the second part of the
1960s heavy investment in steel, chemicals and cement pushed up the ratio to
about 20 per cept of GDP. After a decline at the beginnirg of the 1970s, due
to the slow grawth of domestic demand and to the increase in the cost of im-
ported capital goods, the fixed investment ratio went up again to over 2k
per cent in 1975 and 1976 (see Table 4).

Correspondingly, private consumption as a percentages of GNP has been
constantly declining. It reachted an average of 3C.1 per cent in tae 1950s,
71.5 per cent in the 1960s and decreased to €5.7 per cent in 1976. The decrease
has not been compensated by a substantial increase in government consumption,

vhich maintains a fairly low shure.

For a developing country with & per capita income of US 3410 {187%2), the
share of consumption is extremely low and the share of investment is exception-
ally high. Two aspects of capital formation should be noted: One is that the
contribution of tiue Government is very limited and it has been increasing oniy
since 1975; private investment in the Philippines is undertaken also in sectors
vhich are usually the responsiv®ility of the State, such as power generstion,
roads, ports and communication faciiities. The low level of government expendi-
ture can be attributed to the low tax revenue, and to the public sector's
weakness in preparing and implementing projects, which consequently fail to
attract external fina:cial support. Domestic tax revenue has Just reached
9.9 per cent of GNP in 1976 and an estimated 10.7 per cent in 1977, and this
has been obtaired by raising excise taxes on some products. Export taxes and
import duties, which are a substantial part of total tax revenue, are subject
to the fluctuations of'toreign trade. Moreover, fiscal incentives to the
industrial sector has substantially eroded the tax base. Capital formation is
thus almost totally private, with the result that basic infrasturctural facili-
ties have been neglected. The other aspect is the limited impact that such a
high level cf investment has on output and employment. The incremental capital/
output ratio was an average 3.9 in the 1960s and approximately 3.4 in more
recent years. The ratio is quite high considering that the largest share of
investment goes directly to productive sectors. Only estimates are available
on the sectoral allocation of investment in the first half of the 1970s.
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Table 4, Per cent distrivution of expenditure on Gross Natioral
Product at current orices

1970 1571 1972 1973 w974¥ 19757 196

Personal consumption 70.8 T7i.7  71.9 57.2 67.2 66.5 5

Ceneral gecvernmert consumotion 3.4 3.6 9.5 3.7 3.0 6.0 10.1

-~}

n

Gross domestic capitial formation

Fixed capital formation

Construction
Government 1.0 1.2 1.9 2.0 2.9 3.8 4.9
Private 5.2 4.6 4.6 4.2 4.7 . 6.4 7.6
Total construction 6.2 5.8 6.4 6.2 7.6 10.2 12.5
Durable equipment 9.3 0.7 9.5 9.3 il.l 14.1 12.4
Total fixed Capit;l 16.0 16.¢ 15.9 15.4 " 13.7 24.1 24.9
Increase in stocks 5.5 4.6 4.9 6.1 8.2 6.2 5.3
Total capital
tormation 21.5 21,1 2C.8 21.6 26.5 il.2 11.3
Sxoorts of souds and non-
factor services 19.4 8.7 17.8 22.2 22.2 8.5 17.7
Inpsris of poods and non-
factor services -19.7 -19.5 =13.6 =13.7 -25.4 ~23.4 -24,

Txpanditure on gross domastic
product 100.4 100.6 101.4 :01.2 92.9 1c1.0 10¢.4

Net factor income from %he

rest of the worid -1.7 =1.1 =1.0 0.2 0.1 -0.3 -2.9
Statistical discrepancy 1.3 0.4 0.4 0,2 0. 2.7 C.5
Sxpenditure on gross national

product 160.¢ 100.0 100.0 10u.0 100.0 100.0 10C.0

Source: National Accounts Staff, NEDA, estimates as of May 1977.
5/ final
r/ revised

t/ peliminary
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According to these estimates manufacturing and mining have received L41.7 per
cent of total investment (no pubiic investment is recorded in this sector),
transport has re:eived 22.2 per cent (74.8 per cent of which is private) and
agriculture only 10 per cent (of which 89.2 per cent is private).l/ Possible
reasons for thr: low productivity of capital are the relatively low cost of
imported capital goods, which tends to favour capital-intensive investment,
and lov utilization of existing capacity, particularly in industries such as
steel, wvood products, pulp and paper, and cement.

The Philippine economy went through a period of marked structural change
in the 195(s, vhen the first stage of the import-substitution policy was imple-
mented. These changes, however, were continued in the 1960s arl 1970s, when
only sligiat modiZicati-ns oc:urred in the shares of the different sectors in
GD®. Manufacturing has kept or improving its contribution, though at a much
slover race. The contribution of agriculture has remained constant or even
slightly increasing. The folloving data are only rough indicators of trends
since they aredrawn from different sources and show a2 number of discrevancies.
The share of agriculture (including fishing and forestries) in net domestic
preduct vas 36.4 per cemt in 1950. It decreased to 31.6 per cent in 1960 and
then increased again to 32 per cent in 19€5, 23.1 per cent in 1970 and 35.7
per cent in 1976. The share of manufacturing in NDP was 13.Z per cent in 1950,
rose to 18.9 per cert in 1960, kept more or less constant until the end of the
19633, rose to 20.9 per cent in 1970 and again to 30.2 per cent in 1976.g/
Measured at constant 1972 orices the shares of agriculture and manufacturing in

FDP in 1977 were 30.2 per cent and 28.7T per cent respectively.

Table S5 and 6 show the composition cf gross domestic product since 1970

for all sectors. The overall increase of the industrial sector appears to be

1/ Source: World Bank, op.cit.
2/ The contribution of the sectors from 1970 onwards is calculated at market

prices, vhereas for the previous years it is at factor cost., This has the
effect of overvaluing the share of manufacturing and undervaluing the one
of agriculture in the list few years. Consequently, the growing share of
agriculture is even more striking, whereas the increase in the share of
industry is likely to be slightly boosted. The trend seems, however, to be
correct, as it also emerges from Table U, where the shares are calculated
over gross domestic product. The sources of data are: J.H. Power and G.P.
Sicat, The FPhilippines, Industrialization and Trade Policies, Oxford Uni-
versity Press, 1971, World Bank, op.cit; NEDA (National Economic Deve_op-
ment Authority) estimates, as reported by The Philipoines, Country Economic

Memorandumy World Bank, 1977.




Table 5. GDP by Industrial Origin, GiiP, anl NP at Currerl Prices

S -

(in billion nesos)

1970 1971 1972 1373 19745/ 197359/ 19752/
Agriculiture, {isznecoy
& forestry 11.8 1.8 16.0 21.1 29.4 23.0 38.4
Industrizl secior
Mining % guarr-ing 1.2 1.2 1.3 2.4 3.1 2.0 1.8
Farufasturing 9.6 11.¢ 13.4 i7.7 24.6 28.5 32.5
Constraciisn 1.5 1.8 2.2 2.7 4.7 7.1 9.4
Eloctriciiy, g2s
% vater 0.3 0.4 0.5 0.6 0.9 1.1 1.2
Total indusicy i2.6 14.8 17.4 23.4 33.3 38.7 44.9
Service sector
Transport, communi-
catic1 & stomage 1.8 2.2 2.4 2.9 3.7 4.8 .6
Comnerce 10.5 11.6 i2.7 15.8 22.4 25.4 23.7
Other services 5.3 6.3 7.5 8.6 10.8 12.3 14.9
To4zal services 8. 20.6 22,6 27.1} 16,2 43,0 29.2
CD? at market oricss 42.5 0.2 s56.0 T1.8 99.4 114.7 132.5
Net factor income from )
the r2st of the world -0.7 -0.5 -=0.3 =C.2 o3 £.3 -1.2
GIP at market prices 1.8 49.7 35.5 71.6 99.9 1li.2 131.3
Indirect taxes less )
suksidies 3.2 4.0 4.4 6.4 i0.4 1.8 12.2
Czpifai consucetion
2llowance 3.7 4.7 5.3 6.5 3.5 11.1 i2.9
Net national product 34.9 41.0 45.8 5S8.7 8.0 91.5 106.2

£/ final

'33/ revised

. B/ preliminary

" Source: National Accounts Staff, NEDA, op.cit.




Table §, Per cant distiibutior 2f GPP Lx imausirial orirfi:n

at _current cricec

1970 1371 1972 1973 1Y a1575Y 1976
Agricultare, {icher,
& forestr: 7.8 29.5 23.6 29.4 29.5  23.8 29.0
Industrial cector
Minirg and gquarrring 2.8 2.4 2.4 3.2 3.1 1.8 1.4
Manufacturing 22,6 22.8 23.9 24.7  24.7 24.9 24.5
Construction 3.0 3.6 4.0 3.8 4.7 6.2 7.1
Electricity, gas and :
water 0.7 Ja.7 0.8 .8 C.9 0.9 0.9
Total industry 29.5 29.4 31.1 32,7 33.5  33.7 33.9
Service secter
Transporiation,
commurization & storage 4.2 4.3 4.1 1.7 4, 4.2
Commerce 24.8 23.2 22, 22,0 22.5 22, 2i.6
Othzr servizes 13.5 13.5  13.4 11,9 10.8 i1, 1.2
Total services 42,6 41.1 40.3 38.0 37.0 - 37.5 37.1
GDP at market prices 100.0 120.0 100.0 10C.0 100.0 100.C  1C0.0

Source: National Acchunts

£/ fizal
r/ revised

P/ preliminary

Staff, NEDA, op.cit.
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at the expense of the service sector. The vhole pattern, however, is

somehow unusual ar . showvs that the vrocess of structural transformation is
blocked. Growth is not bringing about the expected decline in the still

high share of agriculture, as far as both output and employment are concerned.
This in turn has slowed dowvn the overall rate of growth, since productivity
in agriculture is one-fourth of that in the industrial sector.

The external sector

The Philippine eccnomy is a relatively open one. Exports are equal to
about 22 per cent and imports to 26 per cent of GNP. The per’ormance of the
external sector and the related foreign exchange problems have been one of the
main determinants of the industrialization policy of the country and in the
last few years the wide fluctuations in tke prices of its main traditional

exports have posed major problems for the managemen: of the econcmy.

The balance of trade had recorded a limited annual deficit until the
end of the 1960s with exports growing an average of 6 per ceat per year in
value. Imports, which grew slowly until decontrol, increased at a higher
rate thereafter {on average of 8 per cent per year in value). The trend
towards a growing merchandise trade deficit has been reversed by two devalua-
tions of the currency, but in both cases with short-term effects. Transfer
payments (which include a significant volume of remittances of migrant warkers)
and inflows of foreign capital have partly compensated for the deficit. The
long-term capital inflow, however, alsc decreased in the 1960s, corresvonding
to a diminishing share of imports, and after the first stage of import sub-

stitution wvas completed, the country became less attractive to foreign investors.,

The situation has been partly modified in the last few years. The current
account was roughly in balance during 1970-1972 and had a considerable surplus
in 1973 due to the improvement in commodity prices (see Table 7). Prices,
however, and particularly sugar prices, dropped in subseguent years, whereas
imports of oil and capital goods kept on growing as a result of the investmeant
boom in 1974-T5 and subsequently at an average annual rate of 8 ver cent.
Although non-traditional exports rose impressively (by 65 per cent in 1976
and by 30 per cent in 1977) the balance of trade is again in a groving

structural deficit which can be expected to continue given the composition




Table T.

Balance of payments

(Million US dollars)

1960 1965 1970 1973 197h 1975 1976 1977

Merchandise Trade -29 -2k -7 27k =449 -1,196 -1,117 -839
Exports f.o.b. 575 78h 1,083 1,871 2,694 2,263 2,516 3,075
Imports f.o.b. 60k 808 1,090 1,597 3,1h3 3,459 3,633 3,914
Services ~115 62 =141 - -32 -k6 -256 251
Private transfers 80 73 93 169 201 252 237 2kl
Official transfers 60 26 26 ¥ T5 66 32 20
Current Account -4 137 -29 520 -205 -2} -1,107 -829
Director investment 29 -10 -28 6h 28 125 kb 213
Other long-term capital 36 50 131 71 1hY 359 1,039 656
Short-term capital -1 117 76 Th 231 102 -96 120
Capital Account o 77 179 209 ho3 586 1,087 989
Errors and amissions -33 -113 -146 -65 -88 -183 -1h0 -186
Allocation of SDRs - - 19 - - - - -
Overall balance 27 -53 23 664 110 ~521 -160 -26

Source: Central Bank of the Philippines, IMF International Financial Statistics




of imports. Net long-term capital inflows and investment hsve, however,

increased substantially, almost covering the current account deficity and
ttrey will have to continue at the same order of magnitude in order to main-
tain tae present import capacity of the country. The World Bank estimates

that a net inflow of at least $1 billion per vear will be necessary.

Tae efforts to modify the composition of exports have been to some
extent successful (see Table 8). Tte two main traditionmal exports, i.e.
coconut, sugar and their products, still account for 40 per cent of the
total, but their share is decreasing over time. Agricultural producticn
for export has been slightly diversified with the introductior of new products
{mainly fruit, vegetables and marine products). The most dramatic change
has, however, occurred in manufactured exports which were negligible in the
1960s end increased by 800 per cent from 1970 to 1976. They ars mostly non-
traditional products, i.e. garments, handicraft products and electronic and
electrical components. The destination of exports hes also tbeen diversified.
The traditional exrort partner, the USA, which accounted for 50.7 per cent
of the Philippine exports in 1960, decreased its share to 35.9 per cent in
1976, Japaﬁ has become an important partner receiving on average in the 1970s
34-35 per cent of Philippine exports (the figure for 1976 was, however,
lover— 24 per cent). The ccncentration on “hese two countries is very high.
Other importars of the Philippine goods are European countries (aopproximately
15 por cent), Australia, China and Hong Kong. Trade with other developing

countries is almost non-existent.

The composition of imports reflects the import substitutiun poliey and
the increasing reliance on foreign investment goods and industrial raw
materials, as shown in Table 9. The share of consuter goods has been con-
stantly decliring, the share of capital goods dramatically increased during
the import-substitution period. The increase in the share of raw materials
and intermediate goods in the 1570s is due to two factors: one is the increase
in 2il prices (petroleum accounts for 18.7 per cent of total imports): the
other factor i3 the growth of export-oriented industries which often perform
oniy a stage of the productive process and are conseguently dependent on
‘mport of semi-processed goods. Thus the present export-oriented industriali-
zation policy does not seem to reduce import dependence on manufactured and

semi-manufactured goods. It only somewhat modifies their internmal composition.
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Table 8. Percentage composition of exports by major commodity zroups

(At current prices)

1960 1965 1970 197k 1975 1576

Coconut products 32.0 35.1 19.7 22.6 20.6 21.5

Sugar and products 25.5 19.1 18.5 28.L 27.3  1i8.1

Forest products 18.2 25.h 27.8 12.h 1.1 12.3

Minera!l products 10.9 10.0 . 21.1 19.3 16.0 17.1

Fruit and vegetables 1.8 1.9 3.2 3.k 5.5 .6

Other rew material 9.3 5.5 3.0 2.4 2.5 2.2
industries :

Manufactures 2.3 2.7 6.4 11.4 13.2  25.2

(of which non- (16.5) (21.7)
traditional)

Total 100.0 10G.0 10C.6 100.0 103.0 120.0

Source. Central Bank of the Philippines.

Table 9. Percentage composition of imports bty end-use

» (At current prices)
1951-53 1960 1970 1975 1976 19772
Cons'mer goods 23.2 16.5 12.0 10.8 9.4 10.5
Rawv materials and 67.6 L€.5 50.0 55.9 59.5 63.0
intermediate
Capital goods 9.1 36.9 38.0 33.2 31.0 2k .6
Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Central Bank of the Philipvines; National Census and Statisties
Office.

a/ Estimate.
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The ~i-igin of imports is again vredominantly USA and Japan (together they
account for 49 per cent of the total), with a decreasing share of the USA
over time. CSaudi Arabia and Kuwait uccount for approximately 15 per cent
and the rest comes from Eurove. Asin the case of exports, trade with non-

oil-producing developing countries is non-existent.

The behaviour of the external terms of trade has very much affected
import capacity of the Philippine economy. After having experienced a nodest
secular decline of about 2 per cent a year during the 1950s and little change
in the 1960s, the ne: harter terms of trade went through significant flucua-
tions in the 1970s. They declired about 20 per cent in 1970-T2, recovered in
1973 and 197k and dropped again by 25 per cent in 1975 and by another 11 ver
aent in 1976. The increese in »xpor* quantity has to a zertain exient com-
pvensated for the change in relative prices so that income terms of irade
have deteriorated less thar net terms of trade. Such compensaticr cannot,
however, be expected to continue, since sugar - the mein foreign exchange
~arner - is subject ot a quota under the International Sugar Agreement. Thus
the diversification of exports will hsve to be speeded up, to provide a

better cushion for possible future fluztnations of cormcdity prices.

Fvol.tion of Philivpine economic velicy

The Spanish colonization lasting almos: -ur 2enturies did not substan-
tially change the Philiprine economy. USA administzation, on the other hand,
had a stronger and lorger-lasting influence, The econuny experienced high
rates of growth. 7The country antered into international irade and the economy
vas transformed into a source of cheap raw materials. In 1946 the Philippines

became an independent Republic.

As in many other developing countries the import-substitution poliey
started, not so much as a deliberate pattern of industrialization., but rather
as a by-product of polizies aimed at redressing balance of payment disequili-
bria. Import controls were adooted in 1949, and in 1950, following a foreign
exchange crisis, they vere accompanied by the adoptioa of foreign exchange
controls. These policies favoured imports »f capital and intermediate goods.
The result was high protection for consumer goods industries which were
extensively created in this period. They prodnced only for the internal market

and relied on imports of intermediate and capital goods.
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Manufacturiug output increased at high rates in the first half of the
1950s. Subsequently, the scope for import substitution decreased, and the
manufacturing sector became more diversified. The process of industrial
growth, however, had all the negative aspects usually related to an import-
substitution type of industrializaticn, i.e. high impor%t dependence, low
efficiency and quality and consequent inability to break into the export
market, bias in favour of capita'-intensive techniques and —elatively low
latour absorptio.. Exports of primary and semi-processed goods grew through-
out the 1950s, but their growth decelerated in the second half of the decade.
Primary exports were supposedly negatively affectéd by the overvalued ex-
change rate. By the beginning of the .60s the policy of import substitution
had reached its limit and the foreign echange reserves of the ccuntry red
drorped to a very low level, rejuiring a change in volicy and & re-deter-

mination of the exchange rate.

In 1962, exchange z2n*rols were abolished and the peso was devalued
partly to redress the balance of payments. These efforts, however, did not
mark a clear change in industrialization vclicy. The system of exchange
controls was _ubstituted by a tariff structure which heda the same vprotective
effects. Consumption goods were protected by very hizh rates, while inter-
mediate goods had substantially less prctecticn, and most capital goods and
raw materials had virtually none at all. N> incentive was offerad eithar to
create backward integration by developing a capital goods sector, or to expvand
manufacturing production for cxport. Traditional exports rose sharply although
the export response lasted only until 1966. In manufacturing, the decline
in the rate of growth of manufacturing output continued. Some manufactured
exports had a remarkable increase after 1962, but thc-e were mostly the
traditional ones (coconut oil, plywood products and canned pineapples) and

the overall effect on the balance of trade was irrelevant.

Faced with a continuous deterioration of the balance of trade, the
GCovernment tried towards the end of the 1960s to introduce some policy changes
and give more incentives to exports. The Investment Incentives Act, passed
in 1967, is primarily intended to provide tax exemvtions and other incentives
(such as anti-dumping protection and protection from government competition)

to registered enterprises ("engaged in a preferred area of investment”) and
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enterprises registered in pioneer activities (i.e. engaged in the manufacture
of goods not previously produced or using new techniques). It also guarantees
investment repa%riation and remittance of earnings simed at attracting foreign
firms. Some additional Incentives, in the form of tax credits and deduction of
shipping costs, are provided for enterprises exporting their finished products.
The Export Incentives Act, introduced in 1370, provides additional tax exemp-
tions and tax credits to firms that export at least 50 ver cent of their out-
put and vhich may undergo an export-oriented expansion or can create new vro-

1/

duction facilities in sectors with export potential.=

Faced with another foreign exchange crisis, the Government devalued
the peso by 40 per cent in 1970 and let it float subsequently. In order
to further induce exports, tariffs were realigned in 1G72. Moreover, an
Export Processing Zone was established in Bataan and American investment in-
creased substantially. Thus, the industrialization policy has shifted progress-
ively from import substitution to export promotion and in fact the export
sector was the most dynamic one in the 1970s. The Phiiivpines has become nne
of the countries where "footlose" industries, i.e. foreign investment for
export, have prefereably located in the last few years. However, the overall

economy has not benefited very much and economic difficulties continue.

1/ The activi.ies entitled to receive incentives are listed in the Export
Priorities P.an.
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Chapter II

STRUCTURE OF THE MANUFACTURING SECTOR

Growth and compositon of the manufacturing sector

Industrialization in the Pnilippines dates tack to a relatively early
pericd. The manufacturing sector developed rapidly since inderendence in
1946 up to the mid 19508, as a result of the Government's import substitution
policy; it subsequently went through a period of slow growth up to the
beginning of the 1970s. The exceptional conditicns of the eccnomy in 1972
and 1973 induced higher investment and growth rates in manufacturing.
"he growth rates, however, fell sharply after the 1974 recession and have had
only a limited recovery in the last few years. The growth rate of gross value
added at constant prices in manufacturing, which had reached 13.9 per cent in
1972, was 4.8 per cent ir 1974, 3.9 per ceat in 1875, 5.8 per cent in 137¢,

7.5 per cent in 1§77 and £.£ per cent in 1G7%Z,

The manufacturing sector is now the second largest secitor in the
Philippine econcmy, accounting for 24.7 per cent of GIP, about 30 per cent of
fixed investment and 10.4 per ceni of total employment (1977). Cross-country
ccmparisionsl/ show that, given the country's size and income level, the
Philippine manufacturing sector as a whole is relatively larger (measured as
percentage of GNP) than ore would expect, while iis service sector is relative-
ly smaller. Within the manufacturing sector this seems to be mainly the
result of the relatively large size of resource based industries (food and
wood). On the other hand, the textiles, clothing and metal industries appear

to be considerably smaller than expected from international comparisons.

As previously noted. the contribution of manufacturing to GDP has only
marginally increased in the last few years and since 1974 its growth rate has
lagged behind the overall growth of the economy. The role of manufaciuring
as the dynamic sector <f “he economy, which was prominent in the 1950s,
appears to have terminated with the first stage of the importi substitu*ion
policy, and in 1977 the sector absorbed a lower share of to*al employment
than it did in the mid 1950s.

l/ Follis B. Chenery and Moises Syrquin, Patterns of ~velopment, 1050-70,
New York (Oxford University Press), 1975.
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The sectoral composition of value added in manufacturing is showa in
Table 10. Nore than half of manufacturing,production is accounted for by
consumer goods, and the share of durable and capital goods is still quite
low. Moreover, the present structure of indus‘ry is not substantially
different from that of the mid 19505.2/ As far as the last seven years are
concerred, intermediate goods slightly increased their share in total value
added initially at the expense of consumer goads, sut this trend was s:bse-
quently reversed and no substantial change is discernible at the end of

the period.

Within the major grcupings, however, some sectors have been more
dynamic. This is particularly the case with chemical and rubter products
(with a 16.3 compound annual growth rate), beverages and tobacco (+9.2 per
cent p.a.), transport eyuipment (+9.2 per cent p.a.)}, printing and publishing
and paper (both arcund 7 per cent p.a.).2

Al]l these sectors mainly produce for the domestic market. Althcugh
exgor+s of non-*raditional manufactures have enormously increased in these
same years, their imp2ct upon the ccmposition of industrial output has been
very limited (non-traditional exports are included in the textiles-apparel
and electrical machinery sectcrs, which have both experienced a below-average
rate of growth) and traditional manufactured exports sucn as wood products
have proved very vulnerable to siackening of demand in export markets. The
largest single sector remazins food processing, although i%s share is sliightly

decreasing overtime; it produces both for the internal market and for export.

All in all, it appears that 2 backward shift of import substitution
from the consumer to the capital goods sector has never occurred. A ccherent
policy in %this direction has actually never been engineered, although the

Government attempted a shift to secondary import substitution in the early

l/ See World Bank, The Fhilippines, op.cit., ch.8. Year-to-year comparisons
for longer time periods are difficult to make because of differences in
the coverage and methodology. As far as previous years are concerned,
anyway, the distribution between consumer, in‘ermediate and capita. goods
has shown some changes over limited time periods to go btack to the
original shares in the longer run. In particular the contributien of the
consumer goode sector declired until the end of the 19€0s and then
increased again betwsen 19€8 and 1972. The invtermediate goods sector
followed the opposite trend, whereas the capital goods sectcr mainialned
its share at a fairly constant level.

2/ The compound annual growth rate for total manufacturing value added has
been 6.8 per cent.




Table 10. Sectoral composition of manufacturing value added

(value added in million posos al conatant 1972 prices)
1970 1973 1976 197
VA 4 VA % VA % VA %
Consumer goods 6,379 53.9 7,669 50.3 9,184 52.6 9,619 51.2
Food 3,552 30.0 3,871 25.4 4,558 26.1 4,814 25.6
Bevemge tOb&OOO 1' 393 11.8 2,049 13- 4 2'415 13'8 2'587 13.8
Textiles,apparel, leather 1,172 9.9 1,410 9.3 1,756 10.1 1,794 9.5
Printing publishing 262 2.2 339 2.2 455 2.6 424 2.3
Intermediate goods 4,159 35.2 6,174 40.4 6,557 7.5 7,325 39.0
Paper and products 341 2.9 420 2.8 538 3.1 547 2.9
Wood and oork products 497 4.2 6217 4.1 558 .2 714 3.8
Chemicals and rubter products 1,096 9.3 2,232 14.6 2,697 15.4 3,157 16.8
Petroleun 858 7.3 1,358 8.9 1,134 6.5 1,069 5.7
Non-metallioc mineral produots 394 3.2 597 3.9 613 3.5 626 3.3
Basic metals and metal
produnts 872 1.3 940 6.1 1,020 5.8 1,212 6.5 [
Durable and capital goods 1,029 8.7 1,143 7.6 1,443 8.2 1,567 8.3 >
Machinery 532 4.5 582 3.9 589 3.3 544 3.4 '
Transport equipment 497 4.2 561 3.7 854 4.9 923 4.9
Miscellaneous 256 2.2 266 1.7 297 1.7 282 1.5
Total 11,823 100.0 15,252 100.0 17,501 100.0 18,793 100.0
Source; World Bank, Philippines Staff Appraisal Report on the Second Small and Medium Industries Development
252232}' Report No 241[-PH, May 18, 1979, pP.<.
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19€0s, since currency devaluations and lifting of exchange controls have
not been accompanied by a modification of the tariff structure aimed at

favouring the domestic production of capital goods.

Manufacturing employment

Employment creation in manufacting has been slow and insufficient te
meet the growing urban labour supply. The manufacturing sector provided
around 1,7 million jobs in 197€ or slightly more than 10 per cent of
national emplcyment. Mmployment in organized (factory) manufacturing has
tended ‘o rise more than three times as fast as the unorganized (cottage
industry) sector. The most labour-intensive sector, the cottage industries,
have remained the mosrt predominant employmernt source, but in terms of ex-
ployment growth they have lagged behind the more capital intensive medium- and
large-scale industries (Table 11). The following analysis is limited to

the orgnaized sector since cdata on cottage industries is scarce.

Table 11. Rates of employment growih in Phillipine manufactuirng,

195€-1976
Annual Incremental
Fmployment growth growth
: S 195¢&~ -
Size (employment) ;225 %;Zf (325-76 195¢-76
coo centage 000 centage centage) (percerage)
Organized (factory)
5-19 55 5.7 8o 4.8 1.9 3.5
20+ 151 15.7 550 32.7 6.7 95.6
Subtotal (206) (21.4) (630) (31.5) (5.8) (59.1)
Unorgani zed
(cottage industries)
1-4 756 78.6 1,050 62.5 1.7 40.9
Total 962 100.0 1,680  100.0 2.8 100.0

Source: NEDA

The rate of growth of employment in the organized sector was particularly

low in the 19€0s, whereas a slightly more dynamic trend emerged in the 1970s.
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As far as the distribution of employment is concerned (Table 12), more

than half is in the consumer goods sector (and the share would probably be
much higher if unorganized manufacturing were also considered), and only

9 per cent is in the durable and capital goods sector. The intermediate
goods sector, which has experienced in the last few years the highest rate
of growth of value added, shows a diminishing contribution to labour
absorption due to the fact that the most dynamic =ectors are the capitai-
intensive ones (primarily chemicals). Among the non-traditional export
sectors, electrical machinery is increasing its employment at a higher-than-
average rate. Within the consumer goods séctor, food processing coniributes
more to value added than to employment, showing a generally higher producti-
vity than the other traditional indusiries. The most labour-absorbing
industry is textiles apparel and leather, which gives 2 much higher contiri-
buiion to employment than to value added, although its increase ir employment
is not matched by an equivalent growth of value added and consequently seems
to indicate a fairly low efficiency. Besices the latter group of indusiries,
emplcyment prospects do not appear very encouraging: the low latcur atsorp-
tion in previous y2ars has been generally aitributed to distortions trought
about by the import substitution policy, namely the relztively low cost of
imporied capital goods and low interest rates which induced capital-intensive
investment. The recent expansion of the intermediate goods sector, nowever,
has had the effect of increasing the degree of capital-intensiveness of the
economy, and the growth of the non-traditional export sectors seems to te
having a limited impact on job creation, at least as far as organizeld manu-
facturing is concerned. Further, the most labour-intensive sector, the

cottage industries, has steadily lagged behind in employment growth.

Concomittant with the growth of latour-intensive non-traditional manu-
factured exporis after 1970, however, labour absorption of Fhilippine
manufacturing sector has improved and an increasing proportion of industry
became labour-intensive. The employment elasticity during the period 1470-
1977 in non-traditional export manufactures was 1.0 as against 0.6 for
processed primary exports and 0,32 for industries producing for the home
market. Consequently, exports of non~traditional manufactures accounted for
more than 30 per cent of manufacturing employment creation during 1970-1977

while accounting for less than 8 per cent of manufacturing investment.

1/ Source: Barernd A.de Vries: Transition toward More Rapid and labour-
intensiva Industrial Development, The Case of the Philippines (Draft
dated 15 October 1979, forthcoming in UNIDO Indusiry and Development).
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Table 12. Mastribution of employment by sector
(Establishment with 5 or more peraons engaged)
19602/ 1965 1970 1973 1914
Per:;:::p Paraons P":;::_:" Personu P"::::_:g. Persons P":;::_:“ Pernonnnr:;:::“

Consumer goods
311 Food products 18.1 65,300 20.8 719,400 20.4 111,000 21.3 105, 000 20.4
31) Baverages 4.0 12,100 3.9 15,100 3.9 17,700 3.4 18,800 3.7
314 Todbacco 5.8 13,800 4.4 22,600 5.8 22,300 4.3 22,000 4.3
321 Textiles 10.7 33,700 10.8 52,300 13.5 84,400 16.2 86,400 16.8
322 - 324 Apparel and

footwear 13.1 25,600 8.2 29,700 7.6 35,800 6.8 36,100 7.0
32) feather and products 0.7 2,100 0.7 1,700 0.4 2,100 0.4 2,200 0.4
342 Prainting and publishing 5.3 14,400 4.6 15,500 4.0 16,200 1.1 14,300 2.8

Total 57.7 167,000  53.4 216,300  55.6 283,500  55.5 284,800  55.4 '
Intermediate goods \'B
341 Papor and products 2.0 6,400 2.0 8,800 2.3 12,000 2.3 12,100 2.4 !
331 Wood products 8.5 32,500 10.4 38,400 9.9 46,900 9,0 41,900 8.1
332 Furniture and fixtures 2.5 7,400 2.4 6,400 1.6 10, 000 1.9 10,600 2.1
351 - 52 Chemicals 5.5 19,500 6.2 22,700 5.8 28,300 5.4 28,800 5.6
35) - 54 Petroleum and coal

productn 0.3 1,100 0.4 1,500 0.4 1,200 0.2 1,300 0.2
355 Rubber products 2.2 6,700 2.1 8,600 2.2 12,700 2.4 12,900 2.5
361-362-369 Mon-metal produots 3.5 13,300 4.2 18, 000 4.6 26,900 5.1 25,000 4.8
371-372-381 Metal industriea 7.8 22,500 7.2 26,900 6.9 36,800 T.1 33,600 6.5

Total 32.3 109,400 34.9 131,300 1.7 174,800 334 166,200 l2.2
Duradle and capital goods
382 Machinery 1.7 3,900 1.2 6,500 1.7 10,900 2.1 11,800 2.3
383 Electrical machinery 33} 13,900 4.4 13,3100 1.4 17,200 33 19,300 3.7
384 Transport equipment 3.2 12,500 4.0 12,700 3.3 13,800 2.6 15,200 3.0

Total 8.2 do,300 9.6 32,500 8.4 41,900 8.0 46,300 9.0
356-385-390 Other induntrias 1.0 6,600 2.1 8,900 2.3 15,900 3.1 17,500 3.4

TOTAL 100.0 313,300 100.0 389,000 100.0 522,100  100.0 514,800 100.0 )
Source: For 1960, World Bank, The Philippines, Prierities and Prospects for Tevelopment, op.oit., p.192.

For the other years, UNIDO computer printi-ous,

a/ Absolute figures not available for 1960.
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Size distribution of manufacturing enterprises

The Philippine manufacturing structure is highly dualistic. It is
characterized by a few large-scale firms, accoun*ing for a very high share
of value added and "organized" employment, and by a Jarge number of small
units, besides the cottage industries. The latter do not contribute much
to value added but are considered very important for "unorganized” employment
generation. The official classification is based on fixed assets and defines
small industries as those with assets of pesos 100,000 to pesos 1.C million,
mediun industries as those with 1ssets between 1.C and 4.0 million pesos,
and large industries as those with assets over 4.C million pesos. A
classification more commonly used, and which will be employed here, is based
on the number of waorkers, respectively 20-99 for the small ones, 100-199 for
the medium ones, and over 200 for the largze cnes: it has been found te
correspond fairly well with the official classification. Small-scale indus-
tries accounted in 1979 for 91.€ per cent of all estabtlishment, but only for
12.0 per cent of value added (1974) and 3C.2 per cent of employmen: {Tabie 13),
On the other hand, large-scale units are only 1.€ per cent of the total, but

account for almos*t &0 per cent of employment and 78 per cent of value added.

By sector, small- and medium-sized units are more extensively present
in the consumer goods sector (up to the maximum of leather products, where
they represent the whole tranch) but they are fairly important also in the
intermediate and capital goods sectors (see Table 14, which, however, ccvers
only the "modern™ manufacturing sector, i.e. the establishments with more
than 20 employees). In the long term, the large-scale sector has been
congtantly growing both in terms of employment and particularly in terms of
value added, whereas the medium- and small-scale ones have showed a2n erratic
trend contributing less and less to value added and, in the case of the

small-scale industries, alsoc to employment.

Some indicators of factor intensity by size are shown in Table 15.
Here again, small-scale refers only to the modern sector, i.e. units with
more than 20 emplcyees. The capital : labour ratio is, not surprisingly,
much higher in large share in small units, a2nc labour productivity appears
correlated to capital intensity. Labour productivity, however, has
increased much faster in large-scale units, and the productivity differen-
tial between large and smull oneas has gone up from 1.78 in 1971 to 2.30 in

i974. On the other hand, large-scale firms have considerably increased
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their capital efficiency, which was the lowest in 1971. Also the small-
scale ones seem to use their capital more efficiently, which might indicate
that they have tended to develop in more suitable areas. Average annval
wages have increased at a higher rate in large-scale unitis (+42 per cent
from 1970 %o 1974) but the wage differential between these and the smali-
scale one is lower than productivity cifferertizl. Wages in medium-scale
units have increased at a lower raie but they are still higher than the

average of the manufacturing sector (4.7 <housand pesos per year as upposed

Table 14. Shares of SMI in modern mamufacturing employment and value
added ty major oroduct zroups, 1968-75 a/

Employment Value Added
1968 1871 1975 1968 1971 1975
Consumer Joods 27 20 22 iT 12 35
Food 25 17 27 16 9 13
Severages 17 13 4 12 9 7
Tobacco 10 8 7 2 2 )
Textiles 10 11 19 10 12 25
Footwear and apparel 55 39 29 54 35 il
iture 73 67 76 17 60 78
Printing 56 54 85 41 44 4
Leather 100 100 100 100 100 100
Intermediate Goods 39 3B 28 34 32 21
Wood and cork 35 24 34 36 25 35
Paper 50 44 36 45 46 51
Rubber 2 33 46 16 19 18
Chemicals 41 42 32 34 36 25
Petroleum and coal 30 7 17 20 34 9
Nonmetallic minerals 26 15 il 16 7 12
Basic metals 42 35 43 35 30 25
Metal products 43 48 43 42 40 46
Miscellaneous 91 17 44 91 84 40
zital Goous 49 39 35 36 26 18
Machinery 80 72 34 76 54 16
Electrical machinery 43 34 30 36 23 15
Transport equipment 45 35 42 17 24 25

Source: World Bank, Philippines, Staff Appraisal Report , ov.cit., p.10.

g/ Where data available are only partially broken down by size of establishments
for reasons of confidentiality, estimates have been made.
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to 4.5 thousand).l/ Thus there is a clear productivity advantage for
large-scale capital intensive firms, while the medium-scale ones show the
worst performance in terms of efficiency of capital and are presumably
affected by relatively high wages. The small-scale ones have been
successful in some sectors in which they managed to attain a higher zrowth
rate of value added thar the average of the sector (wetal products,
teverages, clothing and footwear, leather products), ihey have improved
their capital productivity and can compensate by much lcwer wages for the
differential in labour productivity. They have, however, a diminishing
importance in the manufacturing sector alsd as far as labour absorption is

concerned.

The Government is taking active steps to forster the development of the
small-scale secter, in order to counteract the increasing degree of capital
intensiveness of the industrial sector as a whole and to ease the employment
problem. A Commission on Small and Medium Indusiries was created in 1974
i. the Ministry of Industry with the aim of prcmoting ana assisting the
small-scale sector. The measures undertaken are descrited in the chapter
on industrial infrastructure; it is, however, not possible to assess the

impact of such measures because of the lack of data for the last four years.

Table 15. Factor intensity and productivity by size
in 1971 and 19,4

Capital/labour  OutPut /Capital Output/Labour

Ratio Ratio
Scale

1971 1974 1971 1974 1971 1974

(® 000)(worker) (P 000)(worker)
Small 11.4 11.8 1.1 1.4 12.3 16.6
Medium 14.5 19.8 1.4 1.4 19.6 28.6
Large 22.3 26.2 1.0 1.5 22.0 38.2
All firms 19.6 22.7 1.0 1.5 20.2 33.0

Source: World Bank, Philippines, Appraisal of a Small and Medium
—  Industries Develdpmen CJeCct, Apri ’ s PelUe

l/ L.C. Cenzon, Profile of Philippine Small- and Medium-scale Industries,
op. cit., Tadble 7,




Location of manufacturing

Manufacturing enterprises are heavily concentrated in metropolitan
Manila and in the adjoining provinces of Central and Southern Luzon. This
concentration dates back to the 1950s, and , in spite of various measures
adopted in order to induce geographical dispersion, including a ban on the
establishment of new non-export criented plan‘s within 50 kilomeires of
metropolitan Manila, it does not appear to have decreased to any significant
extent. Metropolitan Manila in 1975 accounted for 52 per ceut of all manu-
facturing establishments employing more than 10 workers, Tl per cent of
total industrial employment, 59 per cent of gross value added 2nd 3€ per cent
of total fixed assets. If the adjoining provinces are alsc included, these
percentages would rise by a further 20 - 30 per cent. The concentration is
even higher for small- and medium-scale industries which have a lower degree
of veriical integration. They tend to locate close to sources of raw materials,
spare parts and markets. Metropolitan Manila alone accounted in 1575 for

€1 per cent of all small and medium irdustries.

Geographical concentration is considered a serious protlem., It
distorts the pattern of urban growth., It also creates a large excess capa-
city mainly in resource-based industries, TFuriher, neither linkages nor
multiplier effects are generated in <he peripheral areas. On the other haad
the incentives offered by the Government %o induce geographical dispersion,
basically fiscal and credit incentives, have scarcely croved effective because
of lack of infrastructures, non-availability of qualified labour and in

general lack of external economies in the less developed areas,

An attempt to generate external economies in some selected areas and
to induce a set of export-oriente’ investment is being done through the
creation of export processing zones. As in other developing countries, the
prime aim of export processing zones is to attract foreign inves:iment and
foster labour-intensive production for export. However, they have also
some effects on industrial relocation and geographical decentralization
insofar as ihey allow the country to concenirate the provision of infra-

etructures on certain specific areas.

The only export processing zone todate in operation is the Bataan
Export Proacessing Zone in Mariveles, planned in 19€9 but actually set up

in 1972. Two additional zones are planned in the Southern Philippines.
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Cne is planned on Mactan Island in the Visayas close to Cebu city. A
feagibility study has already been don:. The processing zone is expected
0 be completed by the early 1980s. The other zone is planned in Xiundanao,
which also has port facilities and an abundant supply of low-cost labour.
In the long run, the Government is considering the establishment of 16
export processing zones throughout the country. The Bataan Export Pro-
cessing Zone is considered extremely successful. It started in 1972 with
an initial capitalizaiion of 200 million pescs, which was doubled in 1976
to 400 million and is now 750 million. It is divided into three phases, ¢f
which one is for the development of 1ight-industries, the second for medium
industries and third one for heavy industry. It cffers standard factory
buildings for lease, industrial and social infrastructures, besides tax and
foreign exchange bene®its, and maintains a manpower register in order io
guarantee a reacily ava.lable and adequate supply of labour. The inflow of
firms has proceeded at a high speed: 1in 1973-74 there were less than 10
establishments, in 197& there were A€ aanufacturing firms in operation arnd
three others in the process of setiting up, rlus nine Tilipino service firms
including a warehousing company, banks, iccounting and auditing firms. The

investment totals more than US§200 millicn.1

Nearly half of the manufacturing firms are ioint ventures between
Piilipinos and foreign investors, and a number of wholly foreign-owneda cocm-
panies have also obtained approval.g/ “oreign investors are from Japan,
Germany, Australia, the UK, Cana.a, Norway, Jong Kong, Austria, the US4,

The sectoral compositon (Table 1€) is mostly in Phase I, i.e. light indus-
tries, with textiles, garment and related products accounting for about 56
per cent of the total. Phase II was actually started even before the com-
pletion of Phase I, when the Covernment decided to rationalize the car
manufacturing indus:ry by allowing the assembling of motor cars under the
condition that the assemblers would progressively increase the local content
of the cars. Ford Motor Comp:ny decided tc locate its car body stamping
plant in the BEPZ. The only hvcavy industry is a Philippine ship-building and
ship-repair company. Most of the zone's indusiries are thus labour intensive,
erjoying the advantage of low labour costs (wages being about 12 pesos a day),

a seven-day work week and a ban on strikes.

1/ Source: PBusiness Asia, June 23, 1978.

g/ One of the provisions of the export procesing zone is in fact the
acceptance of fully fcreign-owned enterprises.




-~ 36 -

Table 16. Bataan Export Processing Zone - industry composition, end 1977

Humber Percentage
of establishments of total
fhase I - Light Industry
Wearing apparel 20 45.46
Bandicrafts 5 11.36
Electronics/electrical products 4 9.09
Light metal fabrication 1 2.27
Plastic products 2 4.55
Leather products 1 2.27
Sports products 3 6.82
Jewelry, ornaments 2 4.55
Pnase II - Medium Industry
Automotive 1 2.27
Metalwork 1 2.27
Woodcraft 2 4.55
Textiles 1 2.27
Phase ITI- Heavy Indusiry
Shipyards 1 2.27
Total 44 100.00

Source: Business Asia, June 23, 1978.

Employment reached about 19,000 in 197€, 77 per cent of which are fac-
tory workers and the others are employed bty the various consiruction and
support firms within the zone.l/ labour demand is specific and concentrated
on particular sectors of the workforce, since out of the total factory employ-
ment, in 1978, 71 per cent were women and mostly single women. This situation
has created some labour shortages. Total employment planned in the zone when
it is in full operation is 147,000, of which 41,000 will be factory workers.
Indirect employment generation is calculated by using a factor of 2.€ for
every direct employee and includes all the activities generated by the multi-

plier effect of the income produced in the zone.

Txports from the zone have performed quite well; being an export
processing zone, of course, exports are almost the only outlet. The sale of
zone products in the domestic market is prohibited, except where a pariicular

commodity is not manufactured on a commercial scale in the domestic market,
Y

3/ Source: Batezan Zone, published by the Export Processing Zone Authority,
Alugust 1978,
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Export receipts have gone up from US$ 4 million in 1974 to a total of US
$11.3 million in 1975, US$ 43.2 million in 197€, US$ 6G.1 million in the
first half of 19771 and this trend is expected to continue, in spite of

uncertain export outlook on the world market.

Some problems have arisen with the increased scale of operation of
the zone, namely transport bottlenecks and lack cf input-producing industries.
Thus the new locations for the iwo planned export processing zor.es have teen
chosen because of proximity to urhan centres which may be partly conflicting

with the aim of industrial decentralization.

Capital formation and capacity utilization in manufacturing

Table 17 shows gross fixed capital formation in manufacturing fcr the
latest years for which disaggregeted data are zvailahle. Towards the end
of the 1960s, capital formation accelerated due tc large-scale invesiment
in heavy industry (chemicals being 'the largest single sector as far as invest-
ment is concerned) declined at the beginning of the 1970s and increased
impressively after 1973 (in spite of the fact that 1974 was a recession year).
The composition of investment by sector showed some change in this period:
investment was stagnant in traditional consumer goocds sectors, whereas a
shift towards the durable and capital goods sectcr emerged clearly in the

1970s, although they still represented a minor share.

Investment in manufacturing increased bty 27 per cent in 1975, continuing

the trend of the two previous years. But from 1975 onwards the ievel of new

investment declined as a consequence of the 1974 recession. This alsc reflected

in a 4rop in new projects registered with the Board of Investment from 217
in 1974 to 152 in 1975 and €€ in 197€, and in a decrease in ihe number of
newly registered business organizaticns from 43,367 in 1974 to 31, 13€ in
1975 and 30,813 in 1976. Consequently, the growth of expenditure on durable
equipment fell from 27 per cent in 1975 to 5 per cent in 197€ and is not
expecter %o have grown significantly in 1577 and 1978,

Looking at the compositon of fixed assets (unfortunately only for the
years 1967 and 1972, when census data are availatle, ard only for establish-
ments with 10 or mcre persons employed - Table 1€), investment in machinery
and equipment have increased at a much higher rate than in buildings and

structures, which is a rough indicator of a capital-deepening, rather than

l/ Saurce: Manufacturing and Service Industries, April 30, 197€,




Table 17. Gross fixed capital formation inr wanufacturing and in some selected sub-sactors 5/
(mstablishments with more than 5 employees)
(11ion pesos)

1968 1969 1970 1971 | 1973 1974
Total manufacturing 669.5 822.8 1342.4 1178.9 1462.7 2133.6
Food products 192.0 128.3 255.3 309.2 388.2 370.9
Wearing apparel and footwear 1.6 10.5 8.8 10.9 11.0 9.7
Wood products 21.6 A1.9 57.2 74.8 106.9 109.4
Chemicals and petroleum
products 103.9 47.2 244.0 272.7 248.0 240,8
Machinery non-electrical 4.6 4.2 6.6 13.0 12.0 58.4
Fectrical machinery 10.5 11.8 5671 40.6 31.5 45.2

Transport equipment 27.8 19.2 9.1 16.2 35.5 80.2

Source: UN Yearbook of Industrial Statistics, various years.

:/ 1972 has been omitted because of Jlifferent coverage.




Table 18, Tixed assets of large manufacturing cutabdblishments, 1972 and 1967
(Establishments with 100 and more persons ewmployed)

Average per

1972 1967 ,establishment I’er cent

FLODO ol vmetton FUO0 alceeimten T2 96T (LTennd)
Book value 8,672,223 100.0 4,411,933 100.0 1,937 1,106 95.6
Building, otructures and land 1,758,902 20,3 1,252,256 28.4 393 314 40.5

improvements

Transport cquipment 448,732 5.2 248,689 5¢3 100 62 80.4
Machinery and other equipment 5,851,909 67.5 2,565,432 58.2 1,307 643 128.1
Others 611,725 7.0 345,553 7.8 137 817 77.0
Capital expenditures 1,887,212 100.0 902.139 100.0 422 226 118.5

-6{-

Source: 1972 Census, vol.III, Manufacluring.
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a capital-widening pattern of accumulating (Tables 16 + 17). The changing
composition both by sector and by type of investment would somehow confirm
that the manufacturing sector was becoming, at the beginning of the 1970s,
increasingly capital-intensive., This is also confirmed by a recent studyl’
which revealed that the share of investment in industries with relatively

low capital :laour ratios, remained constant between 1G60-19€9 and 157C-
1975 while both ocutput and employment growth accelerated sharply during
1970-1975. On the other hand, growth of cutput in irdustries with relatively
higher capiial:labour ratios fell consideratly during 1970-1975 while their
employment growth stagnated. This would suggest that recent investment was
channelled into comparatively more capital-efficient production processes
with lower capital : labour ratios, implying a relative production of the
pronounced biag in favour of capital intensity prevailing in the two previous

decades.

Table 19 shows that average capital investment per unit of labout tends
to rise with the size of establishment, except in the case of the furniture
indusiry., Small establishment are more efficient in the use of capital than
larger enterprises in such industries as tobacco, textiles and woed manufac-
turing. While large establishments appear ito be more capital efficient in
the food and beverage industries, furniture, and in capital-intensive indus-

tries such as chemicals, 0il and coal products and transpert egquipment.

Two surveys of capacity utilization have been carried out in 1972 and
1973/1974 respectively on a sample of 400 large- and medium-scale firms {with
over 20 employees) and a sample of 91 exporti-oriented, BOI registered finms.g/

The results are shown in Table 20.

The average rate of capacity utilization is quite low, showing that a
considerable excess capacity had already been built up before the investment
boom of 1974-1975. Industries producing for export seem to utilize their
capital more efficiently in all sector., Capital-intensive industries, which
are to be found mainly in the intermediate goods sector, are also more effi-
cient and work on more shifts than the labour-inte:nsive ones. Capacity
utilization is particularly low in the capital gocds sector in those years

where investment was increasing at a higher pace,

Imports of industrial inputs do not, on the other hand, seem to create any
bottleneck, since there is no significant difference between impcrt-~dependent

industries and industries obtaining their inputs from the domestic market.

:/ Berend A.de Vries, Transition toward more rapid and labour-intensive industrial
development: The case of the Philippines. October 15, 1979 (Forthcoming in
UNIDO Industry and Levelopment).

g/ The BOI approvea all private sector projects which are eligible for assistance
under the Investment Act and Export Incentive Act.




Table 19.

MANUFACTURING :

CAPYTAL,_PER WORKER

LABOR PRODUCTIVITY AND
CAPITAL, _EFFICIENCY IN T _FACTORY SECTOR, 1974 (AT CURRENT PRICES) /a

Capital per worker (Kb/N)

Laboc productivity (VA/N)

|
Cupital efficiency (VA/Kb)

Number of workers Number of workers Numher of workers _

5-19 20+ Total 5-19 20+ Totul 5-19 20+ Total

Food 5,934 30,009 24,469 . 4,089 55,332 43,523 0.689 1.844 1.779
Beverages 3,269 12,547 12,494 5,361 46,416 46,182 1.640 3.69Y 3.696
Tobacco 667 9,524 9,519 5,667 44,035 44,014 8.500 h.624 4.624
Textlles 2,227 13,493 13,157 3.en7 13,965 13,661 1.727 1.035 1.038
Footwear/clothing 1,978 2,815 2,341 2,767 5,923 4,136 1.399 2.104 1.767
Vood 3,022 12,974 11,874 5,115 12,126 11,365 1.712 0.%35 0.957
Furniture 4,836 3,932 4,294 4,212 8,075 6,527 0.87) 2.054 1.520
Paper 7,231 57,436 57,793 10 123 46,163 45,30) 0.143 0.804 0.704
Crianting 4,700 12,128 11,041 6,694 20,001 18,039 1,406 1.649 1.67%4
leat her 4,777 6,976 6,502 4,586 8,750 7,852 0.960 1.254 1.208
Rubber 4,337 13,57} 13,435 11,185 25,085 24,726 | 1.342 1.848 ).840
Chemdcals 19, 380 23,929 23,771 17,869 5%,1336 54,348 0.922 2.313 2.206
0tl & coal products 98,687 627,743 621,191 16,563 1,003,515 991,293 0.168 1.596 1.596
Noametallic products 7,084 8 .75} 70,314 4,602 27,820 25,097 0.650 0.15)] 0.357
Nasic metals 7,398 24,104 23,771 v,585 33,432 33,092 1.296 ° 1.547 1.392
Mot a) products 5,690 11,624 10,424 8,779 21,79 19,134 1.543 1.875 1.836
Machinery 5.658 11,911 10,93} 9,089 30,357 26,926  1.606 2.549 2.46%
Electrical machinery 7,822 10,101 10,096 9,154 25,040 24,639 1.169 2.479 2.455
Transport equipment 7,483 15,490 15,0113 3,064 31,556 30,215 0.409 2.037 2.010
Miscellancous 3,517 10,659 9,421 7,689 14,270 13,496 2,174 1.27) 1.374
Total 4,689 22,571 19,957 A, 51h 33,677 29,414 0.963 1.492 1.474

(AV§lngc)

Ja  Establishments enploylug at leaut S workers.

Hote: VA + Value added; N = Employment; Kb = Book value of fixed ussets.

Source:  NCSO, Annual Survey of Establishments.
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Table 20, Average capital utilization rates?

(Percentage)
General industry Export industry

survey survey

(1972) (1973-74)
Capital-intensive industries 43.4 ST
Labour-intensive industries 40.5 50.4
Consumer goods industries 39.2 48.3
Intermediate goods industries 49.4 51.6
Capital goods industries 27.0 35.6
Import-dependent industries 41.9 51.8
Industries depending on local

inputs 4.2 53.2

Export-oriented industries 59.8 52.7
Non-export—criented industries 38.5 -a/
Average rate 41.5 52.7

Source: R.X. Bartista, "Industrial Capital Utilization in the Philippines”
and B. Diokno, "Capital Utilization in Government 'Favour! Zxport-
oriented Pirms?, Reoort no.74-8, Manila, Universi:y of the Philippines,
10 July 1974.

2/ Capital utilization rates in this table are based on tize proportion
of time the plants are in operation and on the intensiiy of use of
the equipment installed. These rates represent simple averages for
the firms in the samples; the capital-weighted mean of capital
utilization rates would be considerably higher (by 19 per cent in
the case of the 1972 survey), reflecting better capital utilization
by larger plants.

B/ Not applicable.
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Value added content in manufacturing

The share of value added in gross output (Table 21) is fairly high in
the consumer goods sector and is generally low in the capital goods sectors
with the exception of non-electrical machinery. The relatively low share of
value added in gross output for sectors such as electrical machinery, trans-
port equipment and professional goods is expiained by their reliance on
imports and low local content of the products. The relatively high share for
zany consumer goods seems to point to the existence of well-developed indus-
tries with intra-sectoral linkages. The shares are, however, generally
decreasing over time, with the noticeaole exception of petroleum and coal

products.

Industrial wages, oroductivity and latour intersity

A minimun wage legislation was introducecd in ke Philippines as early
2s 1951 and was subsequentily reviewed in 1970 andé 137i. In 197€, tlre effective
sinimum level wage was atout 1l pesos a day. The legislation is rot, however,
fully implemented. A survey of the wage commission in 1971-1G72 found that
the ma jority of wage earrers received little more than the minimum wage and

a considerabtle proportion earned less.

Actual wages increased clowly in the 1S60s, tirt the rate of -nflation
was also very low., The situation changed in the 1970s. The rate of infla-
tion accelerated sharply, recording the highest increase in 1974 following
the international rise in oil and commcdity prices., Although the externally
determined price increase slowed down in 1975, domestic inflationary pressures
continued in spite of the existence since 1970 of a Price Control Council
which sets the prices for basic commodities that are consumed by low-income
groups. The other factor which affected wage trends in the last few years
is the ban on strikes in almost all industries, which followed tke declara-
tion of martial law, and the creation of the National latour Relztions
Commission (NLRC) in 13974, which was established to guarartee speeay seitle-
ment of labour disputes. The overall result of the slower increase in money
wages and of the much higher growth of consumer prices was a sharp fall in

real wages in the years 1971-1975 (see Table 22).




Table 21, Share of value added in g—oss output

(In >roducers' values, at current prices;
all establishments with 5 or more persons engaged)

1966 1270 1374
311 Pood products 0.35 0.138 0.33
113 3everages 0.61 0.99 0. 49
314 Tobacco 0.42 G.48 0.45
321 Textiles E/ 0.35 G.36 0.3
322 Wearing apparel 0.41 0.17 .40
323 Leather and products 0.39 0.33 0.30
321 FPFootwear - - G.d41
131 WHood proiucts 0.43 C.38 2.37
332 furniture and fixtures C.46 C.48 Cc.18
341 Paper and products G.13 C.16 0.34
342 Printirg rublishing ., 8.52 0.52 0.39
351 Industrial chemicals~ 3.32 S.16 J.24
152 Other chemical 310duc's - - 0.22
153 Petroleum refinerie 2.22 3.14 C.2GC
354 Petrclean ccal products - .20 2,28
155 Huther products 7.3 .55 2.33
35€ Plastic products - C.35 c.32
161 Pottery. china - s.71 .34
362 Glass and products - 3.55 €.40
369 Non-metal proigyts - C.43 0.37
171 ron and stes 0.3C S.25 5.21
372 Non-ferrous metals - G.22 0.33
381 Metal products 0.34 .11 C.26
332 Hachinery 2.56 3.51 0.51
383 Electrical machinery c.41 3.43 3.39
184 TPranspori pment c.27 0.34 0.24
385 Professional goods-/ 0.48 0.50 0.46
390 Other industries - 0.52 0.38

Includes footwear in 1966 and 1970.
Includes cther chemical products in 1966 and 1970.
Includes petroleum products in 1966.

Includes non~ferrous metals in 1966.

e la le W le

Includes plastic products and other industries in 1966.

Source: UNIDC computer print-out from United Yations Yearbooits of In‘usirial
Statistics.
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Table 22. Wages in manufacturing

Wages Ccnsumer price Real wage
index index
Pesos Index a/

1968 182 84.6 2.2 91.7
1969 190 88.4 924.8 93.2
1970 215 100.0 100.0 10C.0
1971 245 113.9 123.3 32.4
1972 275 127.9 142.7 89.6
1973 301 uc.o  166.2Y 84.2
1974 317 147.4 221.C 66.1
1375 334 155.3 233.2 £5.2

Source: ILQ, Yearbock of Labcur Statistics, 1573.

3/ Prior to 1973; Manilla oniy.

o/ Change in series.

Table 23 gives a summary picture of the trends in labour productivity
and wages by branch of industry and of relative labour intensity of each
indus4ry branch. The share of wages and salaries in value added is used
here as a proxy of relative labour intensity of the sectors. This method
avoids the problem of measuring capital, However, it is only a rough indi-
cator since it does not differentiate between labour of different qualifi-
cations and skills. Moreover, the inter-industry comparison and the inter-
temporal comparison assumes fully competitive factor and product markets.
Many other influences are at work in determining the relative share of wages
and profits both between sectors and over time. Thus a general decrease in
the share of wages and salaries in value added in the Philippines, which is
common to all sectors, does not necessaryily imply a general increase in the
degree of capital intensiveness of the manufacturing sector since other fac-

tors may rave affected the shares of wages and profits.

Taking all the limitaticns into account, however, some comments can be
made on Table 23, The least labour-intensive sectcrs are, not surprisingly,

the chemical-petroleum group of industries., The most labour-intensive ones
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Table 23. lLabour vhare, productivity and warus by sector

(Establishments with more than 9 empluyees)

[¢}
Share of wages and Value addel/employes Avarap:m;?g;:g;ati nof Averags annual  Average annual
salaries in value added (in thousand penos) (in thousand posos) grOH:ﬁ rate of 3rou:g rate of
1965 1968 1971 1974 1965 1968 1971 1974 1965 1968 1971 1974 productivity unit remuneration

311 Food products 0.2} ©0.18 0.15 0.90 10,09 13.57 22.59 46.29 2.20 2.50 3.1  4.5% 39.7 11.8
31) Beverages 0.16 0.14 0.14 0.15 22.31 28,715  36.9 46.38 3.6} 4.06 S5.34 7.02 11.9 1¢.3
314 Tobacco 0.16 ©0.13 0.12 0.08 1:.01 15.29 25.66 44.00 1.81 2.13 3.25 .17 33.2 12.0
321 Textiles 0.36 0.34 0.29 0.26 5.37 6.77 10.m 13.73  1.95 2.36 3.09 3.6} 17.3 5.5
322 Wearing apparel 0.41 0.48 0.42 0.43 3. 12 3.17 4.96 4.98 1.28 1.52 2.11 2.17 6.6 1.7
323 Leather and productoi/ 0.44 0.45 0.41 0.3} 4.28 4.00 6.66 8.18 1.90 2.27 2.1 2.12 10.1 ¢.8
324 Footwear - - - 0.45 - - - 4.13 - - - 1.89 - -
33) Yood products 0.4} 0.37 6.40 0.31 4.76 6.31 7.63 11.57 2.0 2.34 3.1 3,62 15.9 8.1
332 Furniture and fixtures 0.47 0.53) 0.18 0.44 .10 3.78 5.2% T.07 1.48 2.02 2.54 3.11 14.2 12. 2
141 Paper and products 0.26 0.20 0.24 0.12 10.78.  16.05 19.51 -45.45 £.81  3.28 4.75 5.18 35.7 1..7
332 Printing and publishing 0.38 0.40 0.39 0.26 B.19 8.95 12.14 18.39 3.2 31.61 4.83 4.96 13.8 4.5
351 Industrial chemicals 0.24 0.2 0.7 0.12 16.46 23,16 3B.17 57.30 4.0 5.06 6.13 7.17 21.% 8.5 !
352 Other chemical products—/ - - - 0.18 - - - 53.38 - - - 9.95 - - &
351 Petroleum refinerics 0.07 0.05 0.04 0.0l 108.18 214.00 399.09 1,1)0.00 B8.18 12.00 17.27 22.72 105.9 19.7
354 Petroleum coal productag/ - 0.14 0.1 0.0) - 70.00 27.14 130,00 - 10,00 4.28 5.00 - - /
355 Rubber products 0.22 0.22 0.21 0.19 12.38  13.95  17.14 24.80  2.83 3.07 3.7} 4.72 11.1 1.4
154 Plastic producéf - 0.3) 0.26 0.26 - 6.1y 12.97 16.00 - 2.0  3.33  4.27 26.6 13.0
161 Pottery, china 0.24 0.16 0.30 0.25 11.72  15.00 14.28 19.04 2.8 2.50 4.28 4.16 6.9 7.4
362 ¢lass and products - 0.28 0.25 0.26 - 11.55  18.15 25.22 - 3.27 4.60 6.56 19.7 15.7
169 MNon-metal pr0d37ts - 0.20 0.24 0.16 - 15.91 1%.84 26.60 - 3.26  3.92 4.44 11.2 6.0
171 Troa and stenl® 0.22 0.29 0.31 0.17 11.83 11.21 13.91 30.88 2.65 3.3 4.43 5.40 17.9 11.5
372 Fon-ferrous wmelals - 0.19 0.24 0.16 - 24.11 26.31 43.66 - 4.70 6.31 T.33 13.5 9.3
141 i‘etal products 0.39 0.38 0.32 0.23 T.44 8.65 13.20 19.82 2.95 3.30 4.2 4.56 18.9 6.1
392 lachinery (non-electrical) 0.47 0.38 0.33 0.19 4.87 7.50 10.75 27.37  2.30 2.85 3.63 5.23 s1.3 14.6
333 viectricel machinery 0.31 0.27 0.22 0.22 8.63 11.47 19.25 24.61 2.7} 3.17 4.42 5.54 20.6 11.4
184 Trangport equipment 0.35 0.31 0.23 0.20 8.56 11.39 17.21 30.32 3.04 3.56 4.00 6.18 28,2 11.5
33% Professional ﬁooq7 0.31 0.33 0.50 0.26 6.66 6.00 6.66 12.50 2.12 2.00 3.33 3.3} 9.7 6.3
390 Other industriech - 0.41 0.30 0.35 - 5.86 8.00 19.05 - 2.41  2.40 3.20 9.1 . 5.4

Tctal marufacturing _ 026 0.23 0.20 0.1% 9.21 11.85 18.38 30.39 2.44 2.8) 1.82 4.65 25.5 10.0
Jource: UNIDO comnuter print-ocuts.
2/ Includes footwear in 1965. 1968 and 1971. g/ fncludes petroloum products in 19€5. 3/ Ircludes non-ferrous metals
T/ Tncludes other chemical products in 1965, 1968, and 1971. 3/ Includes glass and non-metal products in 1965. {n 1965.

f/ 1Inocludes other irdustries ani
plastic products in 1965.
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are the textile~clotling-footwear group, also furniture and - at least at
the beginning of the period - the capital goods sectors. A relatively low
labour intensity is to be found in food, beverages and tobacco which have
tended to increase their contribution to value added more than their con-

tribution to employment.

The highest labour productivity (productivity measured by value added
per employee, including both waged and salaried employees) is to be found in
the capital-intensive sectors and mainly at the end of the period in food,
beverages and tobacco. On the other hand, productivity is relatively low in
the investment goods sectors and extremely low and hardly increasing in the
textiles-clothing-footwear industries. Productivity differentials have been
widening over time and among branches of industries. The sectors which have
recorded higher than average growth rate in productiviiy are, besides petro-
leum refineries, food anc tobacco, paper, chemicazls ard plactic, non-electrical

machinery and transport equipment.

4verage wages (including salaries) are also higher in the capi*al-intensive
sector, but they do not seem otherwise *o5 be correlated to productiviiy.
Sectors with above average labour productivity, such as food and tobacco, have
a below average unit remuneration, thus enjoying a relatively lower labour
cost per unit of output. The imtermediate and capital gocds sectors, whatever
their productivity, bhzve a higher wage level., Wage differentials have also
been increasing during the period under consideration, but much less than

Froductivity differentials.

The highest increases in wages have been recorded in petroleum and
plagtic, glass and non-electrical machinery. However, wage increases in all
sectors have been much lower than the increases in labour productivity and it
appears that a remarkable shift has cccurred in favour of profits, All in all,
some of the sectors which have been most dynamic in terms of value added in
the last few years (chemicals, tobacco, paper, transport equipment) are also
among the ones with the highest productivity gains, but the same does not hold
true for all dynamic sectors. On tne other ha~d, traditional latour-intensive
sectors do not seem to be able to raise their labour productivity and can only
rely on lower wages. The gap between the two groups of sectors appears to be

widening, however,
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Imports and exports of manufactured goods

Overall, the Philippine manufacturing sector is not particularly open
to external trade. In 1974, about one-fourth of total domestic demand was

met by imports, while one-fifth of gross output was exported (Table 24).

Import dependence, however, is very high in metal industries (52 per
cent) and engineering goods (48 per cernt), while the demand in ccnsumer

goods is almest totally met by domestic sources.

The sectors in which a high share of output is exported are the raw
material-based ones: food (37 per cent) and wooa vroducts (30 per cent).
Exports are almost nil for the investment goods sectors and the exported
share is quiie low for textiles and apparel, showing that the Philippines was
still, in 1974, left behind in the export drive in garments which had bene-
fitted other Asian countries with expo-t-criented policies since the second
half of the 19€0s. One of the main reasons for the poor export performance
of garmert manufacturers was the high protection granted to the domestic
textile industry which produces low-quality cloth at high prices. Treir
performance, however, has improved considerably since 1974 with the use of
oonded warehouses, where exporters can get duty-free imported raw materials
for processing without having to go through tariff drawbacvs or having to
shift physically to the export processing zone. Also, ror the other mecre
traditional export sector, the incentives introduced since 1970 started to be
felt after 1973, and as a result exports of non-traditional manufactures more
than tripled in four years (at current values, the increase in volume would

be lower since prices also rose considerably).

Table 25 shows the trend in exports of non-traditional manufactures in
the last few years. The most successful exports are concentrated in three
sectors: garments, handicraft, electronic and electrical equipment and com-
ponents. The garment industry is partly linked to traditional cottage indus~
try (embroidery, children's wear). Moat of the production is now being
sub-contracted and re-exported which involves raw materials being shipred
from abroad for processing and then being re-exported. The bulk of the pro-
ductive process is in turn sub-contracted to cottage-type producers in thne
rural areas. It is very labour-intensive and employs very little capital.
The demestic value added per unit of output, however, is low., OCn the other

hand, its source of competitiveness lies precisely in working on imported




Table 24. TImports and exports of manufactured goods, 1974

(in willion penos)

Gross output Importaé7 ExpOPtBB/ Domest o domand Import ratio Export ratio

(1) (2) (3) (4) = (1+42-3) (2)/(4) (3)/(1)

Sector
(percentapge) (percentage)
Basic metal industries 1,448 1,596 ..}EZ 3,044 52.4 ...27_*
Chemicals and oil products 8,508 2,856 224 11,140 25.6 2.6
Engineering 6,625 5,985 70 12,540 47.17 1.0
Food, beveragres, tobacco 24,09% 1,162 8,967 16,290 7.1 37.2
Non-metallic mineral products 1,152 140 154 1,138 12.3 13.4
Pulp and paper 1,158 399 49 1,508 26.5% 4.2
Textiles and apparel 5, 086 483 215 5,324 9.1 4.8
Woud processines 2,719 .e .ﬂ/ 147 1,932 . .9/ 30.5
Other lisht in.iuntrieaf/ 3,691 1,099 238 4,552 24.1 6.4
Total 54,342 14,720 10,794 57,468 23.9 19.8

Sonrce: World Bank, Priorities and Progpects for nhevelopment, p. 200.

Includes Finished and semifint shed manufactures, but not raw materials used by industiry.

Kstimate based on incomplete data.

o i e,

Printine and publishing, leather and rubber products, footwear, plastic products, and miscellaneous industrios.

<

Zero or ncirligrible.

-6?-




Table 25 Exports of non—traditional manufactures, 1970-1978

(in million US dollars)

1977 1978%

Sector 1970 1971 13972 1973 1974 1975 1976
Garments 36 36 39 58 94 107 185 281 320
Handicrafts T 9 13 27 46 78 95 85 102
Electrical and electronics equipment and components - - - 11 27 47 84 118 171
Non-metallic mineral manufactures, particularly cement ] 11 10 25 35 32 27 32 36
Chemicals 5 1 6 11 16 22 28 43 65
Wood manufactures, excluding plywcod, veneer and lumber 4 6 17 25 17 24 28 M
Food products and beverages 8 9 11 15 18 15 20 32 50
Machinery and transport equipment 1 2 3 5 10 15 16 19
Textile yarn, fabrics and other related products 3 5 17 7 3 15 18 21
Cordage, cable, ropes and twine 2 2 3 5 10 8 10 14 21
Others 25 20 20 37 43 30 42 38 51
Total 91 107 116 226 327 375 545 705 390

Source: World Bank, The Pnilippines, Country Economic Memorandum,

page 3.

E/ Estimate.
b/ Projection.

Reoort No. 1765-PH, 26 October 1979, Annex A,

_Og-



- 51 -

semi-proceased materials since the domestic textiles industry is scarely
efficient, and wages in the clothing sector have been growing ouch less in
the Philippines than in its Asian competitor countries. In fact, Philippine
wages have declined significantly relative to those in both competjtor and
customer countries. For example, Philippine wages are about one-third to
one-half of those in competing countries such as Republic of Korea and

Hong Xong. The comparative advantages of Philippines therzafore lies in the

utilization of skilled low-cost labour.

Exports are mostly directed towards the United Staies (€0 per zent in
1976} and increasingly towards Western Buropean countries. Export prospects
for the sector are likely to be affected by import restrictions adopied by
many developed countries. Philippine exports could, however, be favoured,
especially on the EEC market, by country-specific quota restirictions on

ma jor exporters such as Hong Keng and Korea.

Bandicraft exports are based on local raw materials and constitute an
expansion of a traditicnal industry. Their performance, however, is subject
to fluctuations due to stiff competition by other East Asian countries and

the artistic structure of the sector creates some marketing probleas.

Finally electronics exports, mostly semi conductors, are totally based
on imperts of semi-processed goods provided by contractors in the United
States and Japan. The prospects for this sector will depend, in the Philippines
as in other East Asian countries engaged in this type of assemblying process,

on technological change in the developed countries.

The expansion of non-traditional exports has a significan® impact on
employment since “hey are based primarily upon labour inputs. The Government
relies heavily on these labour-intensive processes as a scurce of job creation.
However, they do not have any multiplier effect on employment in the rest of

the economy since they have no linkages with the domestic manufacturing sector.

The manufacturing sector in perspective

The Philippines ig a middle income country with a moderate sized market
permitting some economic operation oi large-scal:z capital-intensive industry.
The manufacturing sector, however, must necessarily deper.i upon the world

market to maintain its impressive performance in the past. Continued export

growth is aleo essential for long-term balance of paymer's stability. While
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tarifT protection is still high, the Philippines has conducted a flexible
exchange rate policy which has contributed to a highly successful debut in
expor®t promotion. The Philippines has a subs*antial supply of low-cost

labour which has provsn highly productive and easily amendable to *raining.

A competent techmical staff has been built up in government ministries dealing
with industry, which has facilitated industrial planning, policy making and
implementaticn. Formidable protlems exist in overcoming poverty and income
disparities. Industrial planning, therefpre, nas to strive for a balance
between large-scale capital-intensive indusir:ies tasic to further indusiri-
alization on the one kand, and labour-intensive industries on the other.

Measures for small-scale inaustries and regional development have been

initiated to help overcome these problems.
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Chapter III

INDUSTRIAL DEVELOPMENT PLANS AND POLICY MEASURES

Four-Year Plan 1974-77: Achievements

The planning process in the Philippines started in 1966, when a
Four-Year Economic Prugramme was drawn up for the fiscal years 1967-70,
which summarized plans, programmes and projects for implementation. After
this, four-year plans were prepared every year by rolling over plan targets

from one plan period to another.

This procedure was discontinued in 1374 when a four-vear plan covering

the period 1974-77 was prepared. The macro targets of ihe Plan were:

(i) a 7 per cent anmual GNP growih rate which in “‘erms of per capila
income, corresponded to an average 3.0 annual increase (the
population was expected to grow at an annual rate of 3 per cent);

(ii) maintenance of acceptable levels of price and balance of payments
stability, with a maximum acceptable rate of inflation of 3 per
cent;

(iii) promotion of employment a2t a rate of 4 to 4.5 per cent per year,
in order to reduce the open unemployment rate from 7 per cent in
1972 to 3 per cent in 1977;

‘(iv) related to (iii), attainment of a more equitable income dis-
tribution ~ this target was not quantified;

(v) regional development and industrialization (no quantified target);

(vi) promotion of social development: provision of facilities for

education, health, electrification, etc.

For the manufacturing sector, a 10 per cent annual growth rate was

planned, which would have increased the share of manufacturing in net

domestic product from 20.5 per cent in 1973 to 23.2 per cent in 1977.
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The growth of manﬁfacturing was to be based on: export oriented
industries, labour-internsive industries and techniques of production,
the promotion of backward integraticn, and regional iispersal of indusiries.
The finishing phase import-substitution strategy was to be abandonei, and
intermediate and capital goods injustries with forward and backward linkages
were to be promoted. Thus, on one side the industrial strategy was bdased on
increasing the degree of labour intensity of the manufacturing sector,
particularly in the finishing phase, while on the other side, it was founded

on backward integration towards the interrediate goods sector.
The policy measures to implement this strategy were:

(1) maintenance of a flexible foreign exchange rate in order to
ad just prices of exports and imports to approximate their true
market value;

(ii) amendment of the 1367 Invesiment Incantives Act to correct its
bias in favour of capital intensive technigues, btv including s
deduction for direct labour cost and labour training expences;

(iii) revision of the tariff code to correct the bias against export
products and backward integration;

(iv) revision of the minimum wage policy aimed at introducing a
'regional wage pattern';

(v) revision of the interest rate policy in order to raice the
maximum rate of interest which was keeping the cost of capizal
artificially low;

(vi) promotion of exports and support of the growth of medium and
small-scale industries considered crucial to the attainment of

the regional dispersal.

The attainment of the targets of the 1976-77 Plan has been profoundly
affected, as the present Plan document points out,l by the recent develop-
ments in the world economy. The increasss in oil and raw materials prices
constrained the growth of the Philippise econom~, which is almost totally
dependent on imported oil and heavily dependent on foreign raw materials.
On the other hand, the international commoditv boom also Werefitted the
economy in the short run (and produced the record growth of 1373), but,

1/ Five-Year Philippine Development Plan, 1978-1382, lianila, September 1977.
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being primary exports based on sugar, the,s could not compensate in the

long run for the higher price of industrial raw material imports.

From the point of view of exvort promotion, the post-oil-crisis
deflationary policies in major developed countries limited the demand
for exports from the Philippires. Although ron-traditional exports were
not strongly affected, traditional exports have met a slackening demand
on the world market. In spite of the external situation, the overall per- 1
formance of the economy has been fairly satisfactory and, although the
targets have not beer. met, the gap between planned targets and actual |
achievements is not large. So much as far as the macro targets are concerned.
The atta.nment of the more qualitative objectives of economic growth - such
as growth of emplovment, changes in income distribution, regional balarce -

appears much less successful.

Looking at the macro targets listed above, real GNP grew at a
ccmpound annual growth rate of 6.2 per cent, sligntly lcwer than the
1/

planned rate of 7 per cent; — population increased by 2.9 per cent p.a.

and per capita GNP by 3.2 per cent p.a. 2

The stability targets, i.e. the targets related to balance of payments
and inflation, have not been achieved since the balance of trade has gcne
through a growing deficit starting in 1374 (partly compensated by higher
capital inflows). The rate of inflation was higher than 30 per cent in

1974 but decreased to about 8 per cent afterwards.

What was more successful than the planned target was the investment
ratio: gross domestic capital formation was planned at 21 per cent of GNP,
whereas it kept on increasing to reach 31.3 per cent of GNP at current
prices in 1976.

As far as the manufacturing sector is concerned, its performance was
much below expectations: the target was a 10 per cent annual growth rate,
whereas the real actual growth rate was 4.8 per cent in 1974; 3.5 per cent
in 1375; 5.8 per cent in 1976 and 7.5 per cent in 1977. As a result its

:/ The comparison is somehow distorted by the fact that the plamned rate
is at constant 1967 prices and the actual one is at constant 1972
prices.

-

°/ These data are provided by the 1978-1982 Plar and they -efer to the
period 1973-1976.




- 56 -

contribution to NDP was an average 19.9 per cent, as against a planned
increase in its contribution from 20.5 to 23.2 per cent. Equally dis-
appointing was employment generation during the Plan period: total
employment grew by 3.8 per cent per rear (the target was 4 - 4.5 per

cent) and the unemploywent rate in 1976 was 5.2 per cent (as opoesed

to a planned 3 per cent for 1977). Moreover, the present plan estimated
that 5.3 per cent of the employed are visibly underemployed {workinz less
than 40 hours a week) and another 5.4 ver cent are invisidbly underem-
ployed (working 40 hours a week and still wanting additional work), making
up a total underemployment of 1.6 million.

Personal income distribution has slightly improved in the period
1971-75 b1+ iane present Plan deems that such redistribution is still
unsatisfactory. In the industrial sector factor distrioution between labour
aad capital incomes is shifting in favour of capital incomes, waich caa be
expected to bring about a more skewed distribution. As far as regional
development is concerned, the geographic disiribution 2f the country's
domestic output during the Plan period did not rezister the desired dramatic
change. In 1977, the three dominant regions {Metro Mznila, Southern Tagelog and
Western Visayas) continued to contribute more than ralf of domestic output
(as in 1973) with the share of Metro Manila Area increas'ng by three per-
centage points at the expenses of the three lagging regions (Cagayen Valley,
Bicol Region and Central Mindanao). Per capita output of the poorest
region (Ceniral Mindanao) in 1977 was only 20.2 per cent of the rer capita
output of Metro Manila, a decresse of 1.9 per cent since 1973. In the industrial
sector, Metro Manila and Central Luzon accounted in 1977 for 51.6 of national
gross value added and their share has not changed since 1973 (it was 51.9 per
cent in 1973).

Five-Year Development Plan 1978-82.

Objectives, Strategzies and 'largets

The 1978- 2 Plan aitlines the long-term goals over the period 1378~
1987, and, more specifically, the targets for the five-vear period 1973-

1982. Over the ten years, real GNP is expected to grow at an annual rate

of 8 per cent, with an acceleration after the first three rears (the targets
are 7.5 in 1979 and 1980, 8 per cent in 1981 and 1982).
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By 1982 GNP is expaected to reach a level of 112,214 million pesos;
assuming a constant rate of population growih of 2.9 per cent, real per
capita GNP should record 2,157 pesos in the same year. Real per capita

CNP in 1987 should be neariy double of what it was in 1976.

Table 26 summarizes the macro targets of the Plan. The accumuiation
process is expecied to proéeed at a very high rate, due to a larger
availability of domestic resourc:s (oil in the first place) and to an
exyected improvement in the world economic situation. The planned invest-
ment ratio is in fact very high (over 30 per cent), although not higher
than what was achieved in the last two yvears of ithe previous plan. Such
a high share of investment is justified by the need t. prcvide tasic
infrastructure both for agriculture and fsor industry, ard in fact the
Government's share is planned to increase slightly, although the bulk of
investment is still expected from the private sector. The domestic sarings
ratio is also expected to rise and the irvestment-savings zap stould
decrease over time, with the effect that net foreign capital inflow as
per centage of GNP is expected to fall from 4.9 per cent in 1978 to 3 per
cent in 1982 and eventually 1 per cent in 1987.

Besides investment, the other main source of aggregate demand is
exports., The export promotion drive is planned io %te coatinued and the
composition of 2xports is planned to move increasingly towards manu-
factured products. Since the demand for non-traditional manufactured
exports is more income—elastic than traditional exports, the overall
expected increase (+9.1 per cent per year) depends upon favourable
assumptions on the world economy. The export ratio to JNP will thus be
higher at the end of the Plan period (19.0 in 1982) ard is further ex-
pected to rise to 20.3 per cent in 1987. Imports will also rise by
8.1 per cent p.a., reflecting growing input requirements for the rapid
expanzion of mznufacturing. The trade balance in current US dollars is
expected io deteriorate further during the five vears, but eventually

the deficit is expected to decrease by 1987.




- 58 -

Table 26 . PFive—vear Develonment Plan 1978-1932. hacro-
sconomic targets

977 1978 1979 1980 1381 1982
Gross natiomal product
milli s at
(illion pesos 4t vy T1004.0 83,250.0 89,494.0 96,206.0 103,020 112,214.0
Anoual growth rate < 7.0 7.5 1.5 8.0 8.0
)
Total Population (000) 45,028.0 46,350.0 47,719.0 49,137.0 50,557.0 52,026.0
Per capita GNP (pesos ’

at conrtant 1972 prices) 1,728.0 1,7%.0 1,875.0 1,958.0 2,355.0 2,157.0
Annual growth rate 4 3.9 4.4 4.4 5.0 5.0 -
Cross domestic capital

formation (4 of GNP at

current prices) 30.5 - 30.9 N.2 31.4 31.4
of whick:

Pixed capital formation

(% of GNP) 24.9 25.5 26.2 26.8 27.1
Grogs dcaestic savings

(% of GEP at current prices) 25.6 26.4 .1 21.1 28.4
Share of agriculture in NDP

at constant 1972 prices % 30.2 30.2 29.5 28.8 28.2 7.5
Annmal growth rate £ 5.2 5.2 5.2 5.2 5.2
Share of industry in NDP % 28.7 2.2 2.7 30.3 1.0 31.8
Annual growth rate % 10.0 10.0 10.0 10.0 10.0
of which:

Manufacturing 19.1 19. 2 19.4 19.7 19.9 20.3
Annual growth rate % 9.2 9.2 9.2 5.2 9.2
Share of services in NDP % 40.5 40.6 40.8 40.9 40.8 40.7
Annual growth rate %4 7.8 7.8 " 1.8 7.8 7.8
Exports as % of CXP at

constant prices 17.6 18.1 18.3 18.6 18.8 19.0
Annual growth rate % ‘9.3 9.1 9.1 9.1 9.1
Imports as % of GNP at '

constant prices 18.0 17.5 17.6 17.7 17.7 17.7
Annual Crowth rate % 8.1 8.1 8.1 8.1 8.1
Employment (000) 15,348.0 15,922.0 16,521.0 17,138.0 17,720.0 18,330.0
Annual growth rate % 3.7 3.7 3.7 3.4 3.4
Rate of open unemployment 4.1 4.0 4.0 4.0 4.0 4.0
Share of agriculture in

total employment 50.1 49,3 48.4 47.5 46.7 46.0
Share of industr’ in total

eoployment 14.4 14.4 14.4 14.5 14.8 15.1
of which:

Yanufacturing 10.4 10.4 10.4 10.4 10.5 10,6
Share of services in total

eaployment 15.5 36,3 7.2 318.0 38.5 38.9

Source: Five-Year Philippine Development Plan, 197P-1%02, Manila, September 1577, chanter 2
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As far as sectoral growth is concerned, the highest growth rate
is planned for the industrial sector (10.0 per cent p.a.; the growth
rate for manufacturing is, however, slightly lower: 3.2 per cent p.a.)
and irndustry is expected to be the growth pace setter. 3y 1979 indust}y
is plammed to contribute the same share of NDP as agriculture, and by
1987 manufacturing alone is expected to be as important as agriculture
in income generation. Thus the five-year period should witness a marked
structural change and reverse the trends of the previous decade.
Agriculture is expected to be the slowest-growing sector, although its
contribution is still comsidered very important as input supplier,
source of internal demand and source of employment. Services will
remain the largest sector. Changes in the internal composition is
expected towards a growing importance of 'productive' services (transport
communication and storage) and a qualitative improvement of the branches
which are now mostly residual employment opportunities for redurndant

labour.

The picture changes when looking at employment generation by sector.
The share of persons employed in agriculture is plamned to decrease,
but the only relative gain is to be expected in services, The industrial
sector as a whole is going to improve its contribution to labour
absorption only very marginally, and theshare of manufacturing is expected
to remain constant. Also in absolute terms, the task of job creation
is left to agriculture and services, which together are expected to
generate more than 4 times the number of new industrial jobs over the
five-year period. Thus, even if industry is planned to be the dynamic
sector in the economy, it will not determine any significant change in
the pattern of labour absorption. Moreover the overall employment
projections are on the optimistic side. Approximately 600,000 new
jobs are planned for each year. However, this will not reduce the rate
of openunemploymen*, which is to be kept at 4 per cent and absorb a

share of the undersmployed workers (the rate of visible underemployment,

calculated over total employed, is plamned to decrease from 5.2 per cent
in 1977 to 3.6 per cent in 1982).




With regard to forestry, wood is an important input for the
mamifacturing sector. The original plan to phase out log exports
and to process the whole production domestically has not yet been
imblemented. The present Five-Year Plan forecasis a continuation of
lcg exports, though slightly decreasing over time, until 1987. The
linkages between the forestry sector and wood processing industry
tave thus to be strengthened and a better utilization of productive
sapacity in wood processing is required. Forestry has, however, some
problems of its own, brought about by past forest destruction, illegal
logging and shifting cultivation. The Plan envisages a programme of
reforestation and replanting, and plans to check more carefully illegal
logging and shifting cultivation in order to reach by 1987 a log pro-
duction of 14 million cubic metres from the present estimated production

of 9 million.

As far as energy is concerred the availatility of energy sources
is increasingly becoming a constraint on the future growth of the

Philippine economy.

Paced with the intermational oil crisis, the gcvernment formulated,
in 1973, a National Energy Plan based on accelera‘ed exploration of
indigenous energy resources and better management of imported energy
resources in the short-term. In the long run emphasis was placed cn the
development of domestic alternative erergy sources especially in renewable
forms. The projected total commercial energy requirement is 190.0 million
barrels of oil equivalent by 1987, i.e. more than double the present level.
Industry absorbs, and will keep on absorbing, slightly less than half of
total corsumption. The oil dependency ratio should decrease to 69 per cent
by 1987 [compared with 87 per cent in 1960]; the remainder shou.d come
from other diversified energy sources, as shown in Table 27. A nuclear
power plant is planned to start operation in 1982, There is a programms
of developing energy sources in the rural areas based on small-scale
locally available sources. Total electrification of the countrr is planned

for 1990, In rural areas the non-oil share of energy sources is targeted

at 63 per cent to be attained by the exploitation of solar and wind energy,




Table 27.

Projected energy source mix, 1977, 1982 and 1987

(in

million barrels oil/million barrels o0il equivalent)

1977 1987
Percentage Percentage Percentage
MMB distribution MMB distribution MMB distribution
Total energy 83.40 127.10 190.00

Electric generation 22.98 21.5 49.40 39.0 66.16 34.8
Hydro 4.42 5.3 9.76 T.7 20.79 10.9
0il 18.55 22.2 29.33 23.1 21.55 11.4
Coal 0.01 0.0 2.00 1.6 3.90 2.1
Ceothermal - - 4.80 3.8 10.62 5.6
Muclear - - 2.51 2.0 6.00 3.1
Mon-conventi onal® - - 1.00 0.8 3.30 1.7
Mon-erectri> generation 60.43 12.5 T1.70 61.1 123.84 65.2
0il 59.93 11.9 12.00 56.6 107.64 56.7
Coal 0.50 0.6 4.20 3.3 10.00 5.3
Hon—COnventiOnaLE/ - - 1.50 1.1 6.70 3.2
0il share 94.1 79.8 68.1

Source: Five-Year Philippine Development Plan, 1978-1982, p. 333.

a/ Tncludes only usage
conventional energy.

of non-conventional encrpgy sources attribulable to usage proliteration programme for non-
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bio-gas from rural wastes, alcohol from was'es, which is important

for the dispersal of small-scale industry and rural industrialization.

With regard to the agriculturzl sector, overall production has
performed quite well in the last few years with favourable trends in
export crops. The two main export crops and inputs to the domestic food
processing industry are coconut and sugar. The Philippines is t'.e
largest world exporter of copra and coconut o0il. The Five-Year Plan
_targets a 6 per cent annual increase in copra production. The emd products
and expansion intoc new markets is enviséged. Diversification of the sugar
industry is dominated by large estates and its good performance at the
beginning of the 1970's has been reversed by poor yields in recent years.
Export prospects are limited by restrictions on the internmational market.
It is planned to siep up productivity by increased application of
industrial inputs and to diversify the end product. The overall projections
for food production during the plan period are very optimistic [Table 23],
Internal demand is expvected to be fully met bv domesiic supply. An in-
creasing exportable surplus is planned to be generated. In addition to
cred. ., expansion services and itnhe provision of agricultural infra-
structure, higher produstivity is expec*ed {rom the agrarian reform, <o-

operative develovment and increased use of industrial inputs.

The development cbjectives for the industrial sector, as outlined by

the Plan are:

a) employment generation;
b) increases in net foreign exchange earnings;
¢) greater self-reliance in the supply of imoortant commodities,

including energy sources.

As we have seen above, the quantitative target for employment
generation (561,000 over S years) is still very limited. The task of job
creation is assigned to small- and medium-scale industries and to sub-~
contracting procedures both at the national and the international level.
Foreign exchange earnings are expected to originate from non-traditional
manufactured exports and the third objective is 3 matter of higher back-

ward integration within manufacturing and between primary and secondary

sector.
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Table 28. Projected domestic demand and suvply of selected
food commodities, 1978-1552 and 1287

Commodi ty 1978 1979 1980 1361 1982 1257

Demand
(in thousand metric toms)

Rice 4,140 4,260 4,330 4,510 4,64C 35,350

Corn and feedgrains 2,240 2,300 2,370 2,440 2,510 2,93C
White corn? 1,810 1,850 1,900 1,950 2,000 2,280
;f,ﬁ;: corn and other feed- .5, 450 470 a9c  Sl0 65C

Fish and other marine products 1,586 1,650 1,730 1,320 1,310 2,330

Fruits 2,030 2,130 2,260 2,34C 2,440 2,37C

Vegetables 3,330 3,450 3,37¢  1,72C 3,86 I,s28

Meat 706 740 778 317 360 1,103

Sugply
(in trousand metric tons)

Palay 6,720 17,013 7,323 7,046 7,999 9,870

Rice equivalent 4,166 4,318 4,613 4,816 5,119 6,514

Corn and feedgrains 2,930 3,030 3,150 3,270 3,370 3,794
White corn 2,600 2,660 2,710 2,770 2,800 2,790
::ii:: corn and other feed 130 370 440 500 570 1,004

Fish and other marine products 1,571 1,658 1,749 1,845 1,950 2,449

Fruits 3,580 3,790 4,00C 4,220 £,440 5,500

Vegetables 3,456 3,300 2,183 4,330 5,036 8,140

Meat 859 964 943 1,004 1,063 1,330

Source: Five-Year Philippine Development Plarn, 1978-1382, ;azelll.

a/ Includes food, seeds, feeds, and industrial requirements.
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The Plan stresses the need to provide additional non-farm sources of
incore in rural areas. The regional industrial dispersal programme should
support this strategy. The problem of rural industrialization, hLowever,
is tworold: first, there is the nz2ed to create industries with backward
and forward linkages with the local economy. This is intended tc be done,
as far as backward linkages are concerned, ‘hrough the creation of smalli-
scale agro-based industries, Second, the need for the creation of a higher
level of incomes and a more equitable income distribution in the rural areas,

whick could increase demand for basic manufactures locally produced.

The strategies for industrial development are as follows:

2) the establishment of cottage, small- and medium-scale industries
cutside Metropolitan Manila, and the setting uvo of a numter of
largz industries to produce key commcdities, particularly those
processing domestic raw materials and enhancing t:chaological
capabilities;

t) the utilization of an increasing proportion of a2 larger mumber
of mineral resources in domestic production of semi-finished and
finished products for internal and external ma:rkets;

¢) a reduction of dependerce on imported peirolsum cil, selected
raw materials and intermediate goods;

d) the develooment of higher efficiency to reduce the cost of manu-
faciured products and maintain consiruction services at inter-
nationally competitive levels;

e) +the domestic production of presently imported intermediate goods

or the second stage import substitution.

De facto the sectors which are planned to contribute most to the increase
in manufacturing value added are, as in the previous period, ‘hose dealing with
intermediate goods: rubber, chemicals and all the mineral processing sectors
have an above-average targeted growth rate. The increase in prodcutive capacity
of these sectors is already under way, since a number of projects have already

veen started or are due to start during the Plan period., High growth rates

are also targeted for paper, printing and publishing, ard transport equipment
(Table 29).




Table 29, Targets of net value added in manufacturing, 1978-82 and 1987
(In millions of pesos at constant 1972 prices)
Targets Average Annual Growth Rate
1978 197¢ 1980 1981 1982 1987 1978-82 1978-87
(mill. pesos) (percentage

TOTAL 13,161 14,285 15,548 17,000 __ 18,707 __ 31,579 9.2 10. 2

Food 3,928 4,27 4,539 4,901 5,310 8,340 7.8 8.7
Beverages 737 786 839 900 968 1,437 7.1 7.7
Tobacoco 895 933 9712 1,016 1,067 1.371 4.5 4.9
Textiles 693 758 825 900 986 1,643 9.2 9.8
Footwear 487 521 560 612 671 1,044 8.3 8.8
Wood 420 457 497 543 596 970 9.1 9.7
Furniture 78 84 91 99 108 178 8.5 9.6
Paper 250 278 310 347 391 121 11.8 12.5
Printing 355 392 433 479 533 912 10.7 11.1
Leather 27 29 32 35 38 63 8.9 9.9
Rubber 342 376 414 457 507 863 10.3 10.8
Chemiocal 1,606 1,779 1,984 2,217 2,501 5,041 11.7 13.6
Petroleum 592 670 759 863 $89 1,925 13.7 14.0
Non-nmetals 501 5%1 606 669 745 1,252 10.4 10.7
Basio metals 369 424 490 570 670 1,536 16.1 17.2
Metal products 363 392 424 461 505 833 8.6 9.7
Machinery 144 157 171 187 206 347 9.4 10.3
Electrical machinery 658 709 76% 824 899 1,386 8.1 8.6
Transport 487 940 600 670 154 1,387 11.5 12.3
Miscellaneous 224 232 240 250 263 330 4.1 4.4

Source: Five Year Philippine Development Plan, 1978-1982, p. 129.

-gg_
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The most dynamic industries are thus the capital-intensive ones,
tut their contribution to employment generation will be minimal. Out
of the additioral 300,000 jobs that the Plan attributed {o manufacturing
juring 1978-82, only 50,000 are to be provided by the large-scale
industrial projects and the otner 250,000 zre expected from the small-

and medium-scale industries.

The main projects which are expected to bde operatioral within the

five ryears of the Plan are:

{i) an intensified vertical integration of mining extraction
activities with corresponding processing requirements of
metal-based industries. Two of the most impertant projects
targeted for the industrial sector are in the mineral-tased
industries, ramely a copper smelter and an integrated steel
mill complex. The copper smelter undertaxen by a consortium of
1l copper producing mining firms and the Government produced
copper cathodes and sulpharic acid fer the fertilizer indusiry.
An expansion of mining operations is planned and the target is
a 8.9 per cent average annual growth of the production of covper
metal over the five-vear period. Most of the production of the
copper smelter will be for export, in lire with the target of

a higher domestic value added in resource-tased exports.

An integratad steel mill complex in Misamis Criental is expected

to be operational by 1983 and to double its capacitv in another
five years; it is also expected to stimulate downstream fadbricating
industries particularly in Mindanao., The steel mill will utilize
mostly iron ore and coking coal and the type of linkages it is
expected to create are forward linkages, i.,e, the generation of
downstream industries, rather tnan backward ones, Other minerals,
whose production is going to be substantially expanded during the

Plan period, aie nickel and chromite.

(ii) in the agro-based sectors, the sugar industrv is planned to expand

its producti~e capapcity and diversifv its end oroducts, particularl-

sucro-chemicals and sugar by-products to be used as alternative




(iii)

(iv)
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sources of energy. An increase of processing capacity and a
diversification of the end products is also pianned for the coconut
industry in order to phase outl the export of copr= and to start

production of coco~chemicals.

Gther projects in the agro-based sector refer to the abvaca
industry, which is labour-intensive and is the btasis for much of

the handicraft sector, and to animal feed processing;

in the engineering sector, three progressive manufacturing
nrogrammes are underway for motorcvcles and trucks. They are all
aimed at raising the local content of the procducts, which is going
to be 62.5 per cent for cars and 50 per cent for motorcrcles. A
local Content Programme is being impiemen.ed also in Zlectronics
with the aim of expanding the use of locally manufactured components
and fostering horizontal integraition with small- and pedium-sized
component manufacture:rs, It covers telavisinn receiving sets,

sound-producing appliz-rces, radio-receivers, and components.

In machine tools, it is planned that a second manufacturer start
operation and together with the existing one, aomestic demand is

expected to be met.

in the wage goods sectors, food processing .will expand into meat

and fish processing and fruit and vegetable canning for the export
market. In textiles, quality improvements are to be achieved in the
production of fabrics, both synthetic and cotton, also in order to
provide better inputs tc the garment export industry and to reduce

its import dependence.

In wood industries the focus is or increasing processing capacity
and developing secondary processing in furniture and other finished

wood components for export;

in chemicals, a phosphatic fertilizer project is expected to be
operational in 1981. An ammonia - urea project will be initiated
upon discovery of sufficient quantities ¢f natural ges; and a

government petro-chemical complex is proposed which should initiate

the development of the petro-chemical industry.
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Policy Measures for the Implementation

of Industrizl Development Obiectives

Tae Industrizl Policvy Package

The major policy measures emvisaged in the Five-Year Plan to implement

the industrial development strategy are as follows:

(a) adjustment of tariff duties and other protective measures ex-
tended to manufacturing industries, so as to provide adequate
protection for firms with average effi~iency, while at the samc
time, the industrial climate inmvigorates the level of industrial

efficiency in all firms;

(v) improvement of support activities, including but not limited
to fiscal and credit incentives, for the expansion of exports
of manufactured goods;

(c¢) requirement of domestic market—criented firms in mature
industries to generate expcrt earnings in erecified and
gradually increasing proportion to their allocation of foreign
exchange for imported materials;

(d) active government support and, where necessary, direct
participation in the establishment of key industries, inciuding
manufacture of intermediate industrial goods, exploration for
and exploitation of mineral resources;

(e) promotion of induswrial co-operation with ASEAN countries;

(f) attraction of foreign investment to supplement domestic
capital in identified areas;

(g) survey and adoption of other technologies as appropriate to
improve international competitiveness of Philippine industries;
and/or development of adaptive technology as required, taking
into account local resources including manpower;

(h) minimization of ecological imbalance that may be brought about
by industrialization;

(i) establishment of key industries, particularly those with direct
government participation in suitable aresas throughout the country,

which will serve as industrialization growth poles and become

nuclei for industrial complexes in those areas.
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These policies are listed in the Plan at a fairly general level and
no further details are given about specific measures for implementation.
On the other hand policy measures adopted in previous vears will presumably

be carried over, possibly with some amendments.

The main instruments which the government uses to infiuence the patterns
of industrial growth are in the field of %ariffs, investment incentives,
export incentives, specific measures for small-scale industry, and incentives

to induce geographical decentralizatien.

Investment Incentives

The backbone of the investment incentives poli-y is the 1967 Invesi-
cent Incentives Act. The Act determined the basic rizhts and guaraniees
of foreign and local investors and the incentives granted to 'preferred’
anterprises and 'pioneer' enterprises. It 2lso created the Board of
Irvestment CBOI] which registers enterorises qualifyinz incentives and
which prepares a yearly Investment Priorities Plan. The purpose of the
legislation is to stimulate projects where domesti: capacity falls short

of domestic demand and prospects with export sotential.

The registration with the Board of Investment in effect constitules
a governmental recognition =and tacit approval of the {irm and its activities,
which may facilitate the latter's dealing with other-Government b&dies, the
Central Bank and financial institutions in order to qualify for registration
corporations should have at least 60 per cent of the capital stock in
Philippine holdings, 80 per cent of the members of the Board of Directors
should be nationals of the country, and the enterprise should engage in a
preferred area of investrment, as defined by the BOI. All rezistered enter-
prises are granted protection of patents and other property rights, and an
exemption from the capital gains tax. The fipancial incentives offered to
them are: deduction of organizational and pre-operating expenses from taxation
income, accelerated depreciation allowance, deduction of the net operating
loss from the ra2t taxable income of ‘he following vears, tax exemption on
imported capital equipment, tax credit for import taxes on products used in

export production, tax credit on domestic capi%al equipment, plus other

provisions such as anti-dumping protection ard protection from government
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competition., Furthermore, tax exemptions on imports used in export production
are permitted under three additional programmes: [i] the permission for some
30T registered firms to operate bonded warehouses; [ii] the drawback scheme

which refurds the tariffs paid; and [iii] export processing zones.

The Tariff Structure

Protection of domestic industry from import competition has been the kay
element characterizing Philippine irdustrial policy since the early 1950s. The
average level of =2ffective protectiosn for manufacturing increased from 51 per
cent in 1965 to 125 per cent in 1974, primarily due to an increase in effective
protection for consumption goods, which reached an average of 247 per cent in
1974 (TFable 30). During the same period there was a decline in the
effective protection granted to both intermediate goeds (from 65 per
cent to 2} per cent), and to the capital goods sector (from 34 per cent
to 18 per cent). The tariff siructure hes thus favoured a relatively more
capital intensive import substitution, but the level of effectivz protection
in the Philippines seems to be in the middle range when compared with other
courtries. In countries with high rates of effective praotection a correlation

with poor economic and export performance has quite often been observed. A

Table 30, Effective Rates of Protection for Major Product
and End Use Groups

1965 1974

(%) (%)
Exports - 19 - 16
Mamifacturing 51 125
Capital goods 34 18
Intermediate goods 55 213
Consumption goods 36 247

Source: Barend A. da Vries, Transition toward more rapid and labour-
intensive industrial development: The Case of Philippines

(forthcoming in tne UNIDO journal Industrz and Develooment).
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reform to the tariff system was undertaken in Jaruary 1973, when 271 specific
tariff rates were reduced to 2, and all the ad valorem rates were grouped
into 6 levels ranging from 10 to 100 per cent depending on the stage reached
in the processing of the product and the existenc2 of local production. Rates
of 10 to 20 per cent are imposed on basic necessities such as food productis
and medicines, raw materials not availatle in the country, ard industrial
equipment not manufactured within the country. Razes of 30 to 60 per cent

are levied on a vast range of intermediate arnd capital goods, and rates of

70 to 100 per cent are applied to luxurv goods anc products available within

the country,

After the 1973 reform, the government has repeatedly stated
its intention t¢ reduce protective tariffs for consumer goods industries
and increase ‘hem for export-related and capital goods products. It
rrcved, however, more slowly than planned because of pressure from the
protected indus*ries. Some measures have been implemented. New tax and
cus<oms duty exemptions have been decided for export-related and labdbour
intensive induszries, and the number of items subject to the highest .
protective rates of 70 per cent and 100 per cent have been reduced. Tariff
reductions have also been implemented on some specified imports f{rom the

ASEAN countries in the framework of the ASZAN preferential trade agreement,

In general, import protection has had an averaze impact on manu-
facturing in the sense that it has chamnelled resources into capital-
intensive industries where the Philippines nas relatively less comparative
advantage, renalized relatively labour-intensive products, encouraged
high costs, ine’ficient use of capital and excess capacity and penalized
exports by taxing imported inputs of permitting domestic inputs to be
produced at high cost and low quality.

Additional incentives are granted to 'pioneer' enterprises, i.e.
those engaged in the manufacturing of goods not produced in the Philippines
on a commercial basis or those which use a manufaciuring technique to the
Philippines provided that the final produst involves substantial utilization
of domestic raw materials. For 'pioneer' enterprises, the condition of
60 per cent Filipino ownershio is lifted, but thev must acquire Filipino

articipation under a prescribed time schedule. The additional incentives
P P

they receive are exempted from all national taxes, except income tax that
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graduates in diminishing rates, the right to employ foreign naticnals and

a post-operative tariff protection.

Being based on ‘ax exemptions and fisca. incentives on capital
equipment, the Investment Incentives Act seems to have produced, together
with the credit and tariff pclicy, a bias in favour of capital intensive
investment and one in favour of capital goods relative {0 consumer zoods.
The incentive s/stem has also greatlr favoured oroduction for the home
market and penalized export industries except those with accecss to dut— -
free imports. In order to reduce this provensity, the zovermment amended
the Act in September 1972 to irnclude among other things a deduction for
direct labour cost and labour training expenses incurred for upgrading
*he productivity and efficiency of unskilled labour. In spite of this
arerdzent, however, BOI registered projects have maintained a high
level of capital intensitv: the World 3ank mission. br examining ine
BOI expansion programme for the last years (1276 - 127¢), discovered
that the invesirent cost per worker of ihe orojects undar ths Priori-ies
Plan was extremelv high (633 thousand pesos at 1374 prices) and that such
a2 high capital-lahour ratio is rarely found in countries at a similar stage

o 1
of development.

Some special incentives for muliinational corporazions were intro-
duced in 1373 in a bid to attract regicnal and area headquarters of %hese
companies to Manila. Thev include some income tax exempiions and eyxemntion

from various residential obligations for expatriate siaff.

In general the protective effect of the investment incentives system
has been small in the aggregate. It has been estimated that the tariff
equivalent of tax subsidies averages only 1.4 per cent. However, from the
point of view of the indiwvidual firm, BOI benefits can be an important
Tactor in its profitability, especially in the case of large investments.
The benefits under the investment incentives act have tended 4o be to the
larger and more capital-intensive firms. Of those producing for the domestic
market and orimary export processing firms, a relativelr small proporiion

went to smaller firms. On the other hand, benefits under the Zxport

(2]

Incentives Act nave been more evenly distributed over firms of varvins size
and nave gone to more labour-intensive ones. Finally, as mentioned atove,
the capital intensity of 30I prefer-ed prospects were zenerall:s nigher than

industry averages, while capital efficiency estimates were lower.

1/ World Bank, The Philippines, Priorities and Prospects for Develooment
ov.cit., pp. 196-201.
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As the manufacturing sector grows it is essential that the fiscal
incentive system be simplified, that the range of possible incentives be
narrowed down and that decisions increasingly be governed by considerations
of employrent creation, comparative advantage and regional dispersion. The
provision of adequate long-term financing may be more important than special
fiscal incentives. Furthermcre, there appears to be a need for linking
subsector planning and investment decisions with the extension of long-term

financing.

Export Incentives

The Inmsestment IncentivesAct also accorded some additibnal incentives
to expert producers, in the form of tax credit on taxes and duties paid on
the supplies, raw materials and semi-manufactured products used in export
oreducticn, as well as a double deduciion of promotional expenses for

exports. In the export promoticn drive of tnhe 1370s the zovernment intro-

rh

duced a more consistent set of provisions in favour of export production.

The 1970 Export Incentives Act exempted industrial exports from
export taxes and provided additional tax credits on expurt sales and
excise taxes on inputs. A 1973 decree made the iotal cost of direct
labour and local raw materials used in export production deductible from
income before taxes. Incentives uuder the Act are iﬁ principle availanle
to firme that export at least 50 per cent of their output and whose
activities are listed in the Export Priorities Plan, prepared each year
by the 30I. The Export Priorities Plan lists two types of exportable
groducts: those produced in existing facilities which may undergo an
export-oriented expansion (List A), and those in preferred areas of
investnent whose export potential warrants the establishment of new
production facilities (List B). The latter overlaps with the Investment
Priorities Plan. The benefits which exporters receive under this Plan are
only slightly greater than those enjoyed by all enterprises in the

preferred areas.

The Bataan Expor* Processing Zone offers investors special conditions,
more favourable than the ones under the Export Incentives Act. They can be

grouped under four headings:
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(i) tax benefits: tax free and customs duty free importation
of machineries, equipment, raw materials and supplies;
exemption from export taxes; exemption from local %taxes;
deduction of net-operating loss incurred in the first
five years and accelerated depreciation as in the EIA&;

{ii) foreign exchange and financing benefits: priority in the
allocation of foreign exchange; loans from financial
institutions wkose foreign loans are guaranteed by the
Philippine government;

(iii) special provisions for foreign investors: Zone enterpriscs
can be 100 per cent foreign owned; easier residential terme
for investors, technicians and supervisory personnel;
repatriation of foreign investment and remittance of profits
and dividerds in full at any time; no expropriation or
requisition of property;

(iv) simplified administrative procecdures: assurance of
release of all imports and expcrts within 48 hours;

simplified billing procedures.

The effects of the protection system in the Philipp.nes have been to
impose the equivalent of a tax on the export sector. However, since the
early 1970s the tariff and tax disincentives for export industries have been
partly offset by pwutting approved export producers on a ~ree-trade dasis.
Bonded warehouses, which are not subject to tax or duty on imported inputs,
have benefitted many industries. However, as a group, potential direct and
indirect export industries that are subject to tariffs still pay a significant
penalty on export sales. Continued export growth would in part rely on product

diversification and require elimination of this penalty.

Several procedural improvements are needed in the present export
promotion system to reduce overhead expenses, delays, and to eliminate
disincentives for exporters. Furthermore, there is a need to reduce the
cost of exmort financing facilities amd to improve the access to such
facilities, especially for smaller or newly established exporters. The present
system is restricted to selected firms in direct exvort manufacturing and

tends to place smaller firms as well as "indirect exports” (i.e. domestic

supplies to export firms) at a disadvantage.
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Provision for Small- and Medium-Scale Irndustiries

Small- and medium-scale industries receive special attention in
the government's programs, both from the technical and from the

financial viewpoint.

(i) Technical assistance:

The Medium and Small Industries Coordinated Action Programme
(MASICAP) of the Ministry of Industry assists small entrepreneurs in
project féasibility studies and in applying to financial institutiors
for loans. Since its establishment in 1973 until September 1978
MASICAP has assisted 5,300 projects most of which were submitted to

financial institutions.

In 1975 the Ministry of Industiry established 12 Small Business
Advisory Centers (SBAC), one in each administrative region, to provide
managerial and technical consultancy services tc zmall business

enterprises.

The Ministry of Trade has organized the establishmeni of Trade
Assistance Centers to work in coordination with the SBAC in providing
marketing assistance to small business enterprises. The Design Cenver
of the Philippines and the Food Terminal Inc. also provide marketing
related assistance to small and medium-scale industries for product

design and development, storage and distribution.

In conjunction with the Commission on Small and Medium Industries
(CSMI),the Economic and Social Commission for Asia and the Pacific
(ESCAP) is attempting to identify growth centers in non-metropclitan
areas and specific industries which have signficant forward and
backward linkages; ESCAP will provide the funds while CSHI will be
in charge of project management. A CSMI Technology Services Delivery
System has been prepared by UNIDO to transfer relevant technclogy
to end-users in rural areas. Other programs include a collective
marketing scheme by the Ministry of Trade to enable small and medium-
scale industiries to take advantage of economies of scale in marketing

and distribution, a subcontracting promotion programme by the same

Ministry and an industrial estate development prograr e by NEDA.
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(ii) Pinancial assistance:

The two major sources of medium and long term credii for small
and medium-scale industries are the Development Bank of the Philippines
(LBP) and the Industrial Guarantee and Loan Fund (IGLF), of which the

former is the more important. They provice credit at low interest rates,

_working capital loans extended for a maximum of three years, and longer

repayment periods.

Between July 1975 and September 1978; total aprrovals for small
and medium-scale industr: loans by D2P amounted to 466.4 million pesos
for 1,119 projects. During the same period, IGLF approved 334 projects

for 37.8 million pesos.

Geograohical Decentralization

Besides the creation of Zxoert Preccessing Zones, the zocvermment az2s
taken severzl sieps towards geograpnical decentralization fo check ex-~
tansic» in the Manila area and create conditions for more balanced growii.
They include: fiscal incentives to encourage projects to locate in less
developed areas, promotionzl rmeasures by the 20I such as regional seminars,
negotiation cf the project location vefore 20I approval, 2 ban on new dlants
within a 30 km radius of Manila (excep:t for exmort industries), and the re-
guirement that financing institutions in the provincez alloanate 75\per cert
of their accumulated deposits for loans %o nrojects in their respective areas.
These policies have actually “een implemented (as an example, the share of
industrial lending of the Development Bank of the Philinpines allocated in
the hManila area decreased from 35.% per cent in 1974 to 23.4 per cent in
1977). It does not seem, however, that fiscal amd credit incentives are
sufficient to overcome the disadvantage of overating in nerioheral areas,

where all the other facilities are often net oresent or are totally missing.,

One of the main problems in industrial decentralizatisnn ard the develon-

i3

-

ent of the ooorer recions is the inadesuate nrovision 27 economic irnfra-
structure ard the low level of nublic exmenditure in this field., 2nlvy in

the last few rears the government has increased its coririsution to the
arovision of infrastructure and transport in narticular is a serious onroblem

ziven the geogravnical characteristics of the countrv.




C

- T7 -

In the Five-Year Plan, priority is given to the provision of basic
transport services in new growth centers and deopressed areas with rich
potentials, especially where improved transport facilities will eliminate
severe constraints to increase productivity. In rural areas, the strategy
centers on the intensive construction of feeder and farm-to-market roads,
whereas in urban areas the emphasis will focus oan traffic management and the
elimination of bottlenecks in the most congested areas. For irterisland
transport, the plan envisages the construction of national and regioral
seaports and trunkline, secorndary airports, comolementary ferry services,

and access roads.

Policies for Accelerating Growth

To realize the potential of industrial development in tue Philippines,
new policies need to be evolved through edaptation to new conditions end
ovportunities. The main elements in any new policy approach for accelerating
growth have been enuncisted in a recent study by Barend A. de Vries: "Transi-
tion %tcward more rapid and lebour-intensive industrial development - The cese
of the Philippines".l/ The main conclusions emanating from this analysis are

briefly summarized inthe following paragraphs.

The major problems in the Philippines %o which future industrial policies
must be addressed are the sluggish employment record in manufacturing, the
slow growth of output in domestic industries, and the heavy concentration of
manufacturing in the Manila metropolitan area (except resource-based industries)
These forces combined have resulted in a high degree of industrial concentra-
tion. Several industries are no longer in need of special incentives (e.g.
food processing and canning), which makes the pursuit of adequate general
policies more essential. Certain industries have grown rapidly, but others
have lagged behind, notably producer goods industries, and these should receive
more incentives. A number of industries are in need of rehabilitation or new
invectment to become more efficient and competitive. Some industries suffer
from a state of excess capaciiy. While emphasis is placed on expanding labour-
intensive industries, attention is also required to correct certein imbalances
in the basic industrial structure, which will reocuire substantial investment.
In capital-intensive industries such as cement, integrated steel industry and
petrochemicals, failure to correct these imbalances may eventually impose a

costly burden on the industrializing economy.

1/ 15 October 1979.

Forthcoming in the UNIDO journal Industry and
Development.
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In industrial strategy, vigorous manufacturing export growth is essential
to industrial growth, employment, balance of payments, as well as efficient
resource utilization for lorger-term development of the entire manufectuirng
sector. The export sector is moders“e in comparison with the achievement of
some other developing countries in Asia and the Pacific and well within the
votential of the Philippines. International experience nas demonstrated that
an export stretegy can be successful in an expanding and "open" international
environment and in countries with reasonably low-cost and well-trained labour
supply and relatively free entry of capabie entrepreneurs into the export
secter. While the Philipprines meets these conditions, there is a genuine
concern that export growth may be frustrated by orotecticnism and economic
constraints inthe indvstrialized countries. This would point to the importance
of strengthening the ccaretitiveness anéd the produstive ard technologicel
capacity of both the domestic and expcrt industries.

The modernizaticn, rehabilitaticn and restructuring of decmestic industries
Lclds the key to increasing the capital efficiency and invesiment returns in
the eccnomy. It includes the more capital-intensive industries whicn are
needed to asrure a reliable supply of intermediate goods and industrial raw
materials at eccnomic prices. Through more emphasis cn labour-intensive
industries and Zeogravhical disversion and cottage industries, the meznu-
facturing sector can vplay an essential role in providing direct anq indirect
employm:nt, imi -oving the conditions of the poorer povulatior groups and
the economic prospects of outlying regions and small cities. Many ovvortuni-
ties exist to increase the links between manufacturing and the rest of the
economy and between indusirial and other aspects of develooment opolicy.
Greater agricultural supplies, especially from the small faimer to the
important food processicng industries, are essential. Fxport industries can
increasingly rely on domestic industries for the supnly of raw materials and

ntermediate inputs.

The central policy element for accelerating industrial growth will
necessarily have to be a gradual but broad reduction in import n»rotection,
evening out present differences in effective rates. Cost competitiveness
and 2fficiency in several industries (e.g. textiles and steel) will need to

ve simultanecusly improved through rehabilitation and new investment. On the
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other hand, protection could be increased selectively and gradually in certaia
simrle producer goods industries where the Philipvines' dynamic comparative
advantage is currently underutilized. In otker cases, vresent levels of
effective protection might be permitted to continue on certain eouditions.

Tne full impact of changes in industriel policies will only be realized as
they are matched by corresponding exransiocn by nrivate commercial credit and
allccation of investment credit. Technical and technological assistance
should ve sucplied more effectively to individual firms. The specialized
institutes should maintain close contact at the individual enterorise level
and their operations should be linked to the small industry orogramre. Further-
more, the technical institutes may be instrumental in improving vocational
training in selected industries. The adaptations and referms in *he incentive
system will require concerted acticn. These tariff chauges are carried %o
specifie industry conditions thev must e asscelated with simuitaneous

related improverzents in investment credit, imrvort licensing, exmor: oromotion

and other volicies.

Tt is essential that the policy reforms as outlined above be accomoanied

by increased investments in priority industries:

(i) Teop priority should be assigned to =ontinued exvansicn of labour-
intensive manufactured export industries and broader partizipation
in this export di'ive. Domestic industries should ‘nereasingly be
able to supply a larger share of the recuirements of export indus-
tries. If backvard linkages are tc be successfully develooed, the
capital efficiency and cost levels of inout-broducing home indus-
tries will have to be simultaneous improved. In Addition, the
proportion of value added and the skill component will have to be

increased and the product mix diversified.

(ii) Of equal priority ere special industry programmes for the footwear
and furniture industries envisaged a2s a component of the smell
industry programme and small-scale weaving. The smaller enterrrise,
in both industries reauiring more technical ané marketing assistance,
moderate improvement in equipment, help in improving domestic rew
material supvlies end are suitable for more extensive regional

dispersal.
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The food processing industry, being the largest single industry in
terms of output and employment, has a significant role to rush in
improving utilization of rich domestic resources for Jomestic con-
sumption, greater production of nutritious low-cost foods, exports,
direct and indirect employment and regicnal (resource-oriented)
development. While new investment in this industry may be moderate,
substantial addi:ional efforts are needed to impreve raw material

supplies.

Next in r-iority is a zroup of industries where necessary nev in-
vestment or rehabilitatior should be undertaken to correct conditions
which at least in part heve been caused by excessive protection anéd/
or excessive financing, or excessive neglect by the incentive system,
Investment in these industries is likely to have a righ economic
return because they will have possible considerabvly lower costs and
increased capitel efficiency, =2nd ensble the industiries %o supply 2t
least part of their output to export iandusiries or enablz: the

Philippines to exploit a compareative advantage.

industry programmes relevant to this priecrity category include

The textile industry rehabilization programme - about half ine
industry is efficient, but the rest suffers from obsclete machinerv
and can at present only survive as a result of high protection.
Rehabilitation would go hand in hand with a lowering of protection,
be combined witn increased product specia’ization and would result

in cost reduction, improved utilization o capacity and export.

The steel rolling industry requires modernization ard invesiment
which would expand the capacit, of national steel's cold rol ing
mill to its ultimate potential of 700,000 tons/year. This invest-
ment would permit the company to increase productivity, lower costs

of production and prices which still producing an economic returns.

The mechanical engineering industry is in need of greater incentives
from the Government including more technical assistance and lonz-
term investment financing in the interest of efficient longer-run

development.
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(d) A rehabilitation programme for the cement industry is needed to

(

)

restore run-down facilities. The programme should aleo include improve-

ments in pollution control and have a coal conversion comporent.

Finally, there are several capital-intensive industries deserving
attention in the next 5-10 years, including integrated steel

($1.3 villion) and cemens ($1 billion). The proposed integrated
steel vroject would ensure a more reliable supdly of steel %o
Philippine industry over a period when steel-using branches will

gain importance. The large investment in steel would not necessarily
came at the expense of other kigh prisrity claims in infrasturcture,
agriculture and other branches cf manufacturing, but a belance must
be struck among competing priority claims lest the efforts of
continued manufactured export growth and necessarv industrial re-

ravbilitzation fail.
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Chapter IV

THE INSTITUTIONAL INFRASTRUCTURS FOR INDUSTRY:
QUNERSHIP STATUS AND REGIONAL INDUSTRIAL CO-OPERATION

The Institutional Infrastructure for Indusiry

The Philippines have a rich and fairly complex syster of public
institutions directly or indirectly involved in promotion and
assistance to industry. 7nly the most important aspectz of natioral
plarning, invesiment and financing, small-scale and cottage industries,
export promotisn, and industrial research are dealt with in the present
chaonter.

National Planning: the National Economic and Development Autnority (NED4 )

NEDA was created in 1973 to replace previcus institutions concerred with
national economic planning. It is responsible for the formulation
and updating of long- and shori-term national development plans as
well as for the identificaticn and coordination of policies at the
national and regional levels. The main functions of NEDA are:
(a) to formulate, in consultation with the private sector and

other guvernment agencies, definite and consistent long-

range and annual ecoromic and social d-.velopment plans and

programmes;

(b) to coordinate the formulation and implementation of naticnal
policies in fiscal, budgetary, monetary, credit, tariff,
investment, production, price, manpower, irade and other
economic matters;

(c) t: analyze, coordinate and initiate major d:velopment projects
on government funds;

(d) to coordinate the implementation of national, sectoral and
regional plans;

(e) to coordinate and integrate foeign economic and technical
asgistance programs and to maintain working relationships

with international financ-al institutions;




(f) to review and recommend to the President the
Investment Priorities Plans, Export Priorities Plan and

Public Utilities Plan prepared by the Board of Investments.

The planning procedure is an iterative process of decision making
between NEDA and other governmental and private institutions. NEDA
prepares the macroeconomic plan, setting the targets of sec.oral
value added, cons@mption, investment, employment, etc,,and defining
the resource constraints. Simultaneously, implementing agencies
prepare sectoral plans which are subsequently channelled to MEDA for

collation and co-ordination.

At the cdecentralized level, regional and local units also
formulate plans according to the varicus sectors, which NEDA finally

checks for consistency at the national level.

Although actual planning works less smocthly than the ideal set-
up described hasre, the process is designed as a simultaneous process
of planning from above and from below and should guarantee decentralization

and consistency.

Investment and Financing Institutions

The central institution which cnordinates investment policy is

the Board of Investment (BOI). The BOI was created with the 1967

Investment Incentives Act to implement the investment incentive policy.
Its main functions can be grouped under three headings:

(a) investment promotion and evaluation - to identify and promote
investment in preferred areas; to prepare project feasibility
studies and the annual Investment Pricrities Plan, Export
Priorities Plan, Public Utilicies Priorities Plan and Agro-~
Business Priorities Plan, to evaluate and subsequently
supervise the projects registered under the fcur priorities
plans; to promote the authorization of foreign investment in
indus“rial projects; to disseminate information on investment
opportunities.

(b) Assistance to BOI-registered projects - to orocess and




evaluate applications for incentives; to assist prospective
investors and registered enterprises in the compliance of
the requirements of other government offices and financial
institutions in order to facilitate joint ventures and the
registration of foreign investment.

(c) Expor: promotion - to organize product adaptation missions;
to spread information about non-trzditional export products;
to facilitate joint ventures between local and foreign
en.repreneurs or subcontracting agreements in developing

markets abroad and in acquiring technological assistance.

The BOI also administers the granting of ircentives to firms
that undertake proie:ts in preferred areas of invesiment and enforces
the Foreign Business Regulation Act which covers the entry of foreign

investment in the ¢ untry.

Development Bank of *ne Philippines (DBP) is a long-term <financi.g

institution originally created to provide credit facilities for the
rehabiliation and development of agriculture and industry (including
the reconstruction from war damages), and .o promote the estat isnment
of private development banks in the provinces and cities. Three of
the operatiing departments of DBP are responsivle for the evaluation

of projects and for providing financial assistarce to industry, in the
form of loans and guaranteea to projects. It also makes equity
inves.zent-in selected projacts and provides financing to government
enterprises. The Bank has specifically given priority to projects which
are export-oriented and labour-irtensive, and gives cpecial attention
to those which process agricultural products and contribute to regional
dispersal.

Small-scale and Cottage Industries Institutions

Two institutions deal specifically with small-scale and cottage
industries:

The National Cottage Industry Developmert Authority (NACIDA) was

created in 1962. NACIDA is responsible for the overall planning,
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promotion and development of cottage industries. Cottage industries
(defined as industries with total assets of less than 100,000 pesos)

are duemed to be very important for employment gens:ration. They need,
however, special support on the technical side, financial assistance

ard marketing organizations. The tasks of NACIDA are <o promote

the establishment of cottage industries, %o survey existing skilis
machinery and equipment and raw materials available, :o promote
standardization and marketing of cottage ﬁraducts, 1o give small loans
to cottage industries and provide them with assistance in their problems

of financing, to provide them with technical know-how and field assistance.

The Commission on Small- and Medium Industries (CSMI) was created in

1974 in the Ministry of Industry to provide a coordinated, integrated

and comprehensive multi-agency approach to the development of small

and medium industries. It co-ordinates 12 agencies, each one with its

own budget, 211 wholly or partly involved in the Sovernment's small- and
medium-scale industry develorment program. Its task is to promote, assist
and develop small- and medium-scale industries Ly co-ordinating the programs
of the member-agencies for technical, financial, marketing, purchasing
and promctional assistance. It has recently enphasized the importance of
establishing links with large industries tc encourage subcontraciing,
transfer of technology and management skills. The CSMI proposes to
estaolish 10,000 new SMI enterprises in manufacturing and industrial
services during the Pive-year Plan period (1978-82), which are expected

to generate the additional 250,C00 jobs in ths small-scale sector targeted
by the Plan.

Eyport Promotion, Reseach and Other Institutions

The Philippine Export Council was crezted in 1976 with the aim of

contributing to the implementation of the expoer: promction policy. 1Its
functions are to develop a national export strategy, to prepare short anz
long term programmes of developmental and promotional activities for

export products, to study and recommend government assistance ueasureas that
will encourage increased production and enable exportable commodities to

become more competitive ir. international markets, to assist producers,
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exporters and government agencies in the promotion of Philippine
products, and to encourage the creation of co-operative trading
organizations. The PEC is articulated into 18 pe_manent committees
for products or product groups, composed mainly of members from the
private sector, whick provide recommendations for the respective

product group.

The National Science Development Board was set up to promote scientific

and technological research both for the azricultural and the industrial
sector. It supervises various research agencics, including, inter alia,
the National Institute of Science and Technology which offers technical
services in industrial R and D, engineering researéh, testing and
standardizaticn services, techno-economic evaluation services; the
Philippine Inventicns Commission; the Philippine Textile Research Institute;
the Metals Industry Development Centre. The Board also provides financial
support for reseach and development and firances the itraining of adequate
scientific and technological manpower. Among its recent specific goals
are the search for new export products which could be produced by

labour intensive cottage industries from indigenous raw mateiials, the
search for zlternative eources of energy, and the development of new pro-

cesses for the utiiization of waste products from agriculture and industry.

The National Mznpower and Youth Council was created in 1363. Its task

is to develop numan resocurces, establish training institutions and formulate
plans to ensure efficient allocation, development and utilization of the
nation's manpower. It formulates plans on manpower development, maintains

a manpower skilis cernire and ragional training centres, supervises technical

«ssistance programmes.

The Development Academy of the Philippines was established in 1373. It

has various institutional tasks, some of which are directly related to
industry: +training programs, for local management and professional

expertise; technical assistance in setting un Industirial projects

integrated into the overall socic-economic development scheme; and feasibility
studies on projects intended éo pioneer new industries of government under-

takings aimed 2t accelerating the socio-economic growth of the country.




Participation of the Public and Private

Sector and Foreign Investiment in Industrial Dewvelopment

The Public and the Private Industrial Sector

The Philippine economy is mostly in private hands. State direct
:nvolvement has traditiqnally been very limited, not only in the indus-
srial scctor, but also in sectors which are usually mostly public, such
as infrastructures and utilities. On tae other hand, the Philippines
seem to be endowed with a relatively good entrepreneurial capacity.

Many of thes2 entrepreneurs were historically engaged in trade and
traditional exports, and were induced to move into industrial activities
througnh the import substitution policy. 4All the measures undertaken to
create favouratcle conditions for the setting up of new industries
(protection, exciiange rate policy, low interest rates) had tre effect of
shifting profits and resources towards tne industrial sec”or and thus

to favour the emergence of a new industrial society.

This does not imply that the State has no role in determining the
level and pattern cf capital accumulation, On the contrery, the extensive
utilization of monetary fiscal and credit policy giv:s the State a large
power in determining the pattern of growth of the industrial sector; it
only uses it preferably in an indirect way. Thus the whole stage of
infent industry protection placed the direction of the new investment
into the hands of the Government which was allocating foreiga exchange
and determining the specific protec*ion rates. When the proepects for
the finishing stage import substitution were exhausted, it waa again the
Covernment which had to engineer the shift to secondary import zubstitution
to avoid a decline in entrepreneurial profits. And the present export
promotion policy is associated with a continued heavy reliance on
government direction, placing a heavier burden on fiscal incentives, as
provided by the BOI, and credit rationing at low.interest rates, as

/
provided by the banks.‘l

1/ This interpretation of the state role is drawn from ILO, Sharing in
Development, etc., 9p. cit.
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¥here monetary, fiscal and credit policies do not suffice to
induce the private sector to enter industrial activities, the Government
engineers specific programs of entrepreneurships development. This is
particularly important in the case of small-scale industries, which
encounter bigger problems in getting access to credit and other
facilities. Beside the institutions already described which specifically
dezl with small-scale and cottage indusiry, it is werth mentioning the
UP ISSI-NMYC-DBP Program, designed to stimulate entrepreneurial activities
in the rural areas. Launched in 1973, it is organi:ed by the University
of the Philippines Institute for Small-Scale Industries (UP ISSI) in co-
operation with the National Manpower and Youth Council (NMYC) and the
Development Bank of Pnilippines (DBP). They conduct courses in specific
rural areas identified a3 growth centers. Participan®s are carefully
selected among the local business community and professionals on the basis
not only of their financial resources but also of their psychological
traits and attitudes. The courses are aimed at developing the managerial
skills of the participants, along with providing them with training in
feasibility studies and project preparation and making them zware of the
sources of assistance for new enterprises. Successful participants will
subsequently receive financial assistance by DBP and IGLF, and marketing,

technical and managerial assistance by the various agencies of CSMI.

Direct state pariicipation in manufacturing has beer and stiil is
negligible. The situation was different in the first decade of
independence, when the Government was directly producing many manu-
factures such as coal, cement, steel and paper, and textiles, and
had substantial investment in other manufacturing enterprises. From
1954 onward most of the government enterprises were sold to the private

sector and the Government confined its activity to public utilities.

Government intervention is becoming an issue again with the large-
scale projects which are to be started in the next five years. This is
vecause the large-scale heavy industry projects require too large an equity
to be feasible for domestic private investors. Consequently, a govern-~
ment majority share is planned in the urea lertilizer project and in the
integrated steel project, and 49 per cent government participation is

planned in the copper-smelter project.
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Foreign Investment

Foreign investment is. in principle welcome in the Philippines and
the conditions offered to foreign capital are generally regarded as
favourable. New investment in which the foreign equity participation
is in excess of 30 per cent, require the prior approval of the BCI.

As stated earlier, foreign participation is in principle limited io

40 per cent of equity, however, 100 per cent foreign ownership is
permitted in pioneer industries, in export-oriented industries where
more than 70 per cent of output is exported and in non-pioneer preferred
industries where Filipino nationals show themselves unwilling to supply
the local market after a period of three years. In all those cases,
foreign equity participation must be reduced over a long time schedule
(3040 years). Foreign investment in the above mentioned industries

enjoy the same incentives as domestic capital.

Full remittance of profits and dividernds and full repatriation
of capital are allowed for new investmernt made since March 1973. For
foreign investment in existence at that date repatriation would need
to be on a staggered schedule. According to the constitution, expro-
priation for public use is allowed but only with payment of just

compensation.

The aggregate foreign irvestment registered with-BOI since itg
inception in 1968 up to the end of 1973, classified by country and major industry
grouping, is shown in table 31, US investors have been the more active
historically and also in recent years, The Japanese share substantially
increased (and Japan is now the second biggest foreign investor in the
country) after 1974, when a treaty on commerce and friendship was
ratified. Other investors are Spain, UK and Switzerland. Most foreign
investment is in heavy industry (mineral processing and chemical based
industries). Again the distribution is likely to have somewhat changed
in the last few years, as a result of the establishment of footlose

industries mai:ly in the engineering sector (electrical-electronics).

After the declaration of martial law, foreign investment has be: 1
very much fluctuating following changing business expectations in regard

to political stability of the country. The first impact of martial law




Table 31, Total subscribed capital of BOT-registered projects until end-1973

Mining-
Agri-based mineral proc. Engineering Chemical -based Total
P 4 of P 4 of P W of P dof P

millions total millions total millions +total millions total millions %
Total local and foreign 517 32.0 424 26.2 255 15.8 422 26.0 1,618 100
Total foreign only 12 21.1 107 31.4 39 1.4 123 36.1 341 100
Us(12.4% of grand total) 59 29.4 54 26.9 29 14.4 59 29.4 201 100
Spain (1.6% of grand total) 1 26.9 3 1.5 - 0.0 16 61.5 26 100
Japan (1.3% of grand total) 1 4.8 23.8 1 4.8 14 66.17 21 100
UK (0.6% of grand total) 1 10.0 2 20.0 7 70.0 0 0.0 10 100

Switzerland (0.3% of
grand total) - 0.0 3 60.0 -~ 0.0 2 40.0 5 100
Other (3.8% of grand total) } 4.8 33 53.2 1 1.6 25 40.3 62 100

Source: Business International, The Philippines: Operating for Profit in the New Society, 1974, p. 70.
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was a sharp increass in foreign investiment, dve to the improvement

in the investment climate and the more favourable attitule of the
Covernment. Overall they increased by 60 per cent with respect to the
eleven months preceding the martial law. US investment was at a

standstill in 1974, when the Laurel - Langlev Agreement expired,
subsequently resumed and still represents the largest share. From

data provided by the Central Bank covering the period February 1970 -
September 1377, direct foreign investment amounted to roughly $771 miliion,
of which $352 million (i.e. almost one-half) is from the US, $175 from
Japan, 852 million from Canada, $38 million from Hong Kong, $37 million
from the UK, $27 million from Switzerland arni the talance from other
countries, Of those, over 50 per cent went to manufaciuring and, within
manufacturing, mostly into export-oriented venturas.if Japarese investiment,
representing the highest increases in the last few vears, is often minority
shares (and sometimes partnerships wi‘h American investors). Thev ncw

have a major role in the car indusiry, electrical appliances and textiles.

An opposite trend hus been, however, emerging in the last two years
(1978 and first quarter 1979): according to the Central Bank, withdrawal
of foreign investment from the Philippines rose from US 37.9 millior in
January-August 1577 to $11.59 million in the same period of 1978 ts
$317.21 miliion in the first four months of 1373. In addition, new invest-
ment has been slow. In the firs+ quarter of 1979, approved foreign invest-
ment in new ventures was orly 2 third o. the level in the same period of
the previous year. The interpretatiomsof this new trend vary. The Govern-~
ment claims that the only reason is to be found in the high rate of in-
flation and worldwide recessionary trends, whereas critics of government
policies point out that the general investment climate has worsened (which
would be proved also by the drop in domestic investment, see Table 132)

and the foreign business community has lower expectations about the

l/ "Focus on the Philippines", A special renort by International Herald
Tribune, Zurich, February 1978.
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political stability or the cotmtry.-]-"/

Table 312. Approved new investments in 1978 and 1379

(P'000) Jan.-Mar. Jan.-Mar, g
T8 19 change
Joint ventures 300, 106 81,172 =13
Wholly foreign 166,852 59,668 54
Wholly loczl 101, 481 67,931 =33
TOTAL 568,439 28,771 43

Source: Far Sastern Econcmic Review, June 29, 1379.

Regional Co-operation for Industrial Development

The Philippines is a member of the Association of South East Asian

Nations (ASEAN,created in 1967), along with Indonesia, Malaysia, Singapore

and Thailand. The aim of ASEAN is to promote active collaboration and
mutual assistance in economic, technical and scientific fields. 1The two
main achievements in economic co-operation are trade liberalization and
industrial complementarity agreements. In trade, the long term gcal

is to create a free trade area or a common market, through a gradual
step-by-step and item-by-item approach. Active consideration is being
given also to sctting up, buying and selling co—operatives in order to
improve the terms of trade of ASEAN vis-a-vis developed countries. The
purpose of industrial complementarity agreements, on the other hand, is
the creation of a larger-than-national market for czitain large-scale
industries, which allows economies of scale and economic viability for
projects that would not otherwise be undertaken by a single country. An
additional purpose is to avoid duplication (. industries and encourage

1/ Par Eastern Economic Review, Asia 1979 Yearbook; and Far Eastern
Economic Heview, 29 June 1979.
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specialization between member countries. -/

Regional Co-operation in Trade

Withir the step-oy-step approach to trade libveralization, ASELN
countries signad a Preferential Trade Agreement in February 1377.
The instruments for the implementation of the Agreement have been
identified as follows: extension of tariff preferences, liberalization
of non-tariff measures on a preferential basis, long-term quantity
contracts, purchase finance support at preferential interest rates,

preference in procurement by government entitiee.

Under the Preferential Trade Agreement, 71 items have been identi-
fied for preferential trading according to two lisis, one deing a liest
of 21 products which have been agreed upon by all couniries for prefer-
ential trading and the other being a list of 50 products cffered
voliintarily by each of the countries for preferential treatment. Whether
ASEAN trade agremments can have a trade creation effect between member
countries is uncertain. As has been the case with other free trade
areas among developing ccountries, the nroblem is how successfully economies
at more or less the same level of development can integrate their markets.
In ASEAN, Singapore is highly industrialized with respect to the other
member countries and its economy is very much devendent on external
trade, whereas ‘the exports of the other members tend to de competitive
rather than complementary. Philippine trade with ASEAN is 6 per cent
of its total trade (in 1978) and is expected to increase to 10 per cent
by 1987. Philippines' most important trading partner is Indonesia; 99 wer cent
of Philippines' imports from Indonesia consist of oil (1976), which, however,
are a minor part of the country'r total oil imports. The Philippines' export:
to Indonesia mainly consist of light industrial products (included in SITC &:
71 per cent in 197¢). Philippines' :rade with Thailand is dominated by food

1/ Por a comprehensive description of ASEAN co-operation and institutions
see ASEAN Industiial Co-operation, prepared by the Intermaticnal
Centre for Industiial Studies, UNIDO 1978, mimeo.
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(85 per cent of Philippine imports in 1376), which the Philippines

import when local production is insufficient, whereas in the opposite
direction the Philippines exvorts chemicels and SITC 6 marmufactures (£€7.3 ver
cent of the total). From Malaysiz the Philippines import again mainly

food (72 per cent of total), whereas its exports to Malaysia are more

evenly distributed (63 per cent of them are manufactures - SITC 5 to 8).

Trade with Singapores is more difficuit to analyss since much
consists of re-exports. !:round 44 per cent of Philippine imrports from
Singapore are machirery and transport equipment (SITC 7), while 37.8
per cent of Philippine exports to Singapore is food. Thus, with the
only exception of Singapore, from the other member countries the Philipvines

impe -t8mairly raw materials and exports mainly nanufactured zcods.

Overall, the Philippires imp~r's much more from its partners trhan it
expor:s *o them. The campcsition of trade, however, woald irndicate 2
relative specialization in manufactures. Taking as a rough indicatcr
SITC groups 1 to 4 for primary commudities and SITC 5 to 8 fcr manufactures,
the Philippines' exports to ASEAN in 1975 were 60 per cent marnufaciures ard
39 per cent primary goods, while its impcrts from ASEAN in the same year

were 77 per cent commodities znd 21 per cent manufactured goods.

Industrial 7omplementation Schemes

Much of ASEAN industrial co-operaticn is implemented by the private
sector. An ASEAN Chamber of Commerce and indnstry was organized in 1971,
connected herewith are Regional Industry Clubs, representing each of the
identified industries for possible rezional industrial complementation.
The sectcrs where such clubs are by now present are automotive, electrical
and electronics industries, focd processing, rubber and glass. They
identify products from the existing plants in the member countries that
can be traded among them and negotiate j;reliminarilz the extent of tariffs

and other tradiag preferences needed to stimulate this trade.

A further aspect of ASEAN industriai co-operavion is the estzolish-
went of ASEAN lndustrial Projects. These are la~ge scale and gererally
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heavy industry projects undertaken by the Governments. In the first
five projects, thes host country will have 60 per cent of total

equity, the balance being shared eqaally by the other ASEAN countries.
the products are assured preferential access to the member countries
through the various instruments of preferential tradz agreements.

The first five projects are: an ammonia-urea plant each in Indoneaia
:nd Malaysia, a diesel engine project in Singapore, a2 rock-salt

and soda ash project in Thailand, and a phosphatic fertilizer project
in the Philippines.

The Philippine phosphatic fertilizer plant is propused to be in
commercial operation by 1981 with a capacity of 105,0C0 metric tons
per year. It will utilize sulfuric acid frcm the proposed national
copper smelter project.

Among the nthner ASEAN projects for whish feasibiliy studies are
to de undertaken (newsprint, potash, metal working machire tools,
fisheries, electrolytic tin-plating, heavy duty rubber tyres, and TV
picture tubes), Philiopines has been designated the preparation of
feasibility studies for newsprint and electrolytic tin-plating.

Other Regional Agreements

The Philippiues is actively “aking part ir rezional and snb-
regional arrangements in the field of Technical Co-operation among
Developing Countries.

In the Colombo Plan, the Philippines is both a donor and a
recipisnt. As a donor, it has a standing offer of 1C training slots
yearly, but these are mainly concentrated in agricultural studies. As
a recipient, it has sent out sbout 44C students since 1968, mainly to
asveloped-countyy Plan members. It has also received about 1,300
foreign technical experts since 195C, advisers from Colombo Flan members
and technical equipment.

In the Third Country Training Schemes, the Philippines is involved
in a USAID/Philippines Regional Training project, under which it is
receiving trainees from 18 Colombo FPlan members. Add‘tional training
facilities are being provided under the various United Nations training




- 9§ -

programmes.
In the field -f tachnical co-operation among deweloping countries,
various bilateral arrangements exist with Egyot, Romania, Gabon, Israel,

Brazil, Lybia, Indonesia, Mexico, Spain, Nigeria, and Gambia.l .

_lj Por details, see "Technical. Co-overation among Develooing Cnuntries:
National Report for the Philiopines", in Philipp. e Develooment,
Vol. VI, No. 7, August 31, 1978.
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Ch;gter v

REVIEW OF OFFICIAL IEVELOPMENT ASSISTANCE AND UNIDO CC-OFERATION

Poreign aid has been important in the eccnomic development of
the Philippines since the 19508 and 1960s. Most of the foreign
assistance during the 1950 came from the United States. lurin, the 1960s
a significant proportion came from mmltilateral sources. In the span
of both decades foreign aid provided about 10 per cent of the foreign
egchange requirements of the Philippines, and the total inflew was
equal to about one per cent of GEP.

The importaince of foreign aid increased domestically after the
creation of the Consultative Group for the Philippines in 1371. The
Consultative Group is chaired by the Wor.id 3ank and cos-ordinates
external aia from major national and international sources. Memoer
countries are Australia, Belgium, Canada, France, *the Federal Hepublic
of Cermany, Iran, Italy, Japan, New Zealand, Spain, the UK. the
US and Yugcslavia. Member inctitutions include besides the World
Pank and IMF, the Asian Development 3ank, EEC, OECL and UNTP. 1In
the pericd 1970-1974 foreign aid provided about 14 per cent of the
fcreign exchange requirements (against 7 per cent in 1965/1969) =1
loan froa multinational sources provided about half the total (as opposed
to one-th:.rd in the earlier period). Development loans became much
more important with respect to grants. As far as the sectoral
distribution is concerned, industi; received in 1970-74, 14 per cent
of the total, decreasing its share from the previcus period in favour
of transport and other infrastructure. Data on official development
assistance for the last five years are given in Table 33. The increasing
trend continues particularly for multilateral assistance (80 per cent
in 1976). Development loans are becoming increasirngly imporiant (90 per
cent) with respect to grants. Japan emerged as a major aid donor in
the 19708, although its ghare is not increasing. The major and
increasing shares are provided by the Wcrld Bank Group and the Asian
Development Bank, while the share o. UN agencies is a minor one.




Table 13,

Official development assistance on

a commitment basis, 1973-1377

(million US dollars)

Actual Estimates
1973 1974 1975 1976 1977
GRAND TOTAL 312.4 454.0 384.3 570.2 657.2
A. Bilateral 149.6  134.4 154.1 112.1 147.2
1. United States 81.0 57.5 59.5 7c.8 78.1
Technical assistance 46.7 11.2 3.8 14.3 8.8
Development loans 2£.2 33.0 50.0 42.0 3.9
PL 480 Title I - 3.5 - - 12.0
PL 480 Title II 8.1 7.8 15.7 14.5 20.4
2. Japan 64.3 57.7 62.6 31.0 €1.7
Technical assistance 2.5 1.5 1.5 1.6 1.7
Loans 61.8 56.2 61.1 29.4 60.0
3. Others 4.3 19.2 22.0 10.3 1.4
Technical assistance 3.0 3.0 1.5 9.0 6.0
Development loans 1.3 16.2 14.5 1.3 1.4
B. Multilateral 162.8 319.6 230.2 458.1  510.0
1. World Benk Group 98.4 2217.0 114.C 33%.0 350.0
2. Asian Development Bank 53.6 83.1 106.0 116.2  155.0
3. UNDP 4.1 6.1 6.5 1.5 2.1
4. UNWFP 3.8 0.7 0.7 0.7 1.6
5. UNICEP 0.7 1.2 1.1 0.5 1.0
6. UNFPA 2.2 1.5 1.9 1.1 0.3

Source: Pive Year Philippine levelopment Plan, 1978-1982, p. 402.
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Unfortunately no breakdown by sector is available.

UNIDO assistance to the Philippines since 1972 includes two
ma jor projects whose value exceeded USE 100,000, namely assistance
to tha metals industry research and development centre (US$ 763,292)
and assistance in the field of obile testing unit with provision
of fellowships (US$ 122,212). UNIIC has provided assistance through
a number of medium-sized projects, whose value ranged between US
¢ 15,000 - 100,000 in the fcllowing fields: footwear, fertilizers,
garments, sugar (research), Institute of Small-scale Industries, Textile
feserach Institute, industrial fermentation, Central Industry Lata Eank,
industirial sta...ards, Nation.l Institute of Science and Technology
(testing), Productivity and Development Centre (v~iue analysis, quality
control), National Science [evelopment Board (research), Study for West
lzguna Industrial Estate, Metric Board System, Y¥ational Steel Corporztiion
(operations research), and irdigenous enerzy resources., Further, UNIDG
has provided assistance through a number of smaller projects whose
value was less than US $§ 15,000 in the fields of cottage industries,
foolwear, garments, packaging, wooden prefabricated housing, organiza-
tion and administration of industrial services, industrizl studies
promotion, industrial policies, identification and preparation of
industrial projects, industrial programming, research, industrial invest-
ment promotion, promo:ion of chemical invesiment projects, analysis and
decision-making system, export products identification, product adapta-
tion for export, industrial estates organization, transfer of technology,
assistance to Board of Investiments, Electrical and Electronics Testing
Centre, industrial extension services for small-scale industry, bio-gas
technology, organization of standards norms, identifica’ion of training
activities, Inatitute of Small-scale Indusiries, mould design ani making
for plastics industry, pollution, study tours, and finally fellowships in

the field of industrial management courses and small-scale enterpriges.

The UNDP Second Country Programme covers the period 1977-19€l
and consequently takes into account the objectives of the 1978-1982 Plan,
along with the guidelines of medium-term and perspective plans., Out of

a total planned expenditure of US$ 29.5 million, industry, energy, science




and technology receive an allocation of $4.09 amillion or 14 per cent
(¢ 1,285,000 for on-going projects and & 2,805,000 for new projects).
The largest share - 22 per cent - goes to agriculture, followed by
general and regional development with 16 per cent. The projects for
execution by UNIDO are one on-going and three new ones, for a total of
£ 2,316,000, which makes 9 per cent of the total amount programmed and

5€ per cent of rescurces allocated to industry.

The on-going UNIDO programme in the UNTP Country Programme refers
to Assistance to the Metal Industry Research and Development Centre,
Phase II (PHI/74/00.). Total duration is 3} years. The approved UNDP
contribution am~ nts to USS$ 1,777,450. This project is an expansion
of the preceding Phase I (PHI/69/530). The objective is to strengthen

the technical development of domestic metal industries., The immediate

cbjectives of the Phase II project are (a) to sustain and expand
research arnd extension services provided by the Centre in tcol-making,
heat treatuwent, instrumentation, mechanical maintenance and other

techrical fields: and (b) to develop new programmes in such areas s

metal casting, tool design, machine rebuilding and production engineering.

The government co-operating agency is the National Science Development
Board.

The UNDP Country Programming includes three new projects for
which UNIDO has been designated as executing agency:

i) Assistance to Small- and Medium-scale Indusiry (SI/PEI/77/0C%).

The project, which was expected to have a teotal duration of
4 years and total estimated UNDP contritution of US$ 400,000,
wag originally intended to support regional industrialization
and maximum labour-force utilization, with particular atten-
tion to rural areas. The concept was changed and emphasis
placed on setting up a system to assist rural-based small and
medium industries in improving quality and productiviiy. The
project is operational.

ii) General Assistance to Industry. Thie project was expected to

have a total duration of five years and an estimated total
UNDP contribution of US$ £00,000. The basic aim was to supgort
development and technological transfer in a range of industrial

sub-sectors, primarily through the provision of advisory
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services and training. The project was to te of an "umbrella”
natrre, with t! epecific sub-sectnrs to be identified and
gerviced on an ad hoc basis, as required during the implementa-
tion of the project. However, the Government ultimately
decided to break it into smaller projects, which are indi-

cated below.

iii) Promotion of Industrizl Sub-ccntracting (”HI/78/010).
The project is expected te hr.ve a total duration of one year.
Total UNDP contribuiizn is estimatad at US$ 75,000. The tasic

purpose is to encourage fuller utilization of Philippire indus-
trial capacity by encouraging: (a) sub-contracting production
for enterprises in economically advanced countries; (b) closer
linkages between domestic irdustries; (¢} an increaced flow of
industrial techrnolegy intoc the Philippines. Its immediate focus
13 on the metal industry sector. The project is now on-going.
One indusirial sub-contrac*ing exper: has been assigred ic the

project since September 1979.

n list of approved and opera*ional "WNIDC projects in the Philiprines
as of January 1980 is given in Table - 34. Three of the four UNIIO projects
included in the country programme are ncw operational. As of January 19€0
the project for strengthening ithe Technology Transfer Board of the Xinisiry
of Tndustry, one of tlie four projects which replaced that in General
Assistance to Industry (see sub-paragraph abtove) has been approved‘and is
now operational. The project documents for the other three, namely,
Aesistance in the Development of Barangay Industries, Packaging Research
ani Development, and Sectoral Studies and Technical Assistance to Indusiry,
are awaicing the endorsement of the Government. An additional project on

training in investment promotiol. was approved and is under implementation.

A number of other UNIDU activities are being exzmined, formulated and
developed in co-operation with the Government. These new projects are at
various stages of project prepara‘ion and include inter alia the following

pipelire projects:

1. Assistance in the Development of Barangay Indusirie:;
2. Pilot and TCemonstration Centre for the Leather Coods Incdustiry;

3. Packaging Research and Development Centre;
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4.
5e
6.
7.

9.
10.
1.

12.
13.
14.

Sectoral Studies and Technical Assistance to Industry;
Assistance to Energy Production from Biomass Waste Materialj;
Feasibility Study of the Production of Single Cell Protein;
Assistance to the Estabishment of a Testiing and Quality Control
Centre for the Electric and Fiectronics Indusiries;

Research Development and Training Cenire for Wood Furniture
and Joinery Industry;

Semi-~-synthetic Penicillin Manufacturing Peasibility Study;
Development of an Integrated Siik Processing Industry;
Preparatory Mission to a Feasibility Study on Pyrethrum
Processing;

Strengthening of the National Scientific Information “ystem;
Feasibility study of an Asean Paper ¥ill; '

Consultani to the Association of Development Finance
Institutions in Asia and the Pacific;

Jeint UNITO/FAO Sxplanatery ¥ission on Fides and Skins.
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