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I. BACKGROUND/RATIONALE:

The region's most dominant industry is the wcod
manufacturing industry. Cut of eighty-eight (88)
manufacturing firms classified as large in 1975,
sixty-six or 75% consisted cf veneer, plywood & sawmill
plants.l wood preoducts in the same year, contributed 231%
of total regional GVA (gross value added), second only to
food products which accounted for 50‘%.2 As for the cocttage
and <mell firms in the industry, 314 firms or 27% of totel
NACIDA regist.ants are wood furniture shops, second %o
ncne ir. terms of number of establishments.3

This proliferation of firms in the industry, is one
of the reasons why the Small Business Advisory Center of
Ministry of Incustry, Region 02, chose the wocd furniture as ite
initial area of operation in the promotion & delivery of
firm level consultancy services to small manufacturing firms
in the region. The three other reasons, which are of ecual

impecrtance, are:

1. Abundance of raw material supoly

Of the reginn's total land area of 2.640 million
hectares, 72% or 2.625 million hectares is classified

as public forest land.4 The cost of hardwood (B3.350 per

lRegion 02 Socio-Economic Profile,RDC Technical
staff, 1976.

*Ibig

3NACIDA Information Handbook, NACIDA Region 07,

1980.
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bozrd fcot) is alsc relatively cheaper *than in cther
regions such as Regions I, ITI, & IV which are known

to buy hard wsed for as much as 215.0C per beard

Level cf Technology

The technology recuired in the industry is nct
complicated and lends itself to easy transfer through
seminars & trainings.

Emnloyment

The industry employs about 29% of the region's
tctal manufacturing labor force (2bout 17,700 workers),
sccounting for the highest percentage of workers employed
in manuf-cturing.

The Center, in September 1378, therefore under-
took an 1initial survey cf thirty-seven furniture shoovs
in Barangay Alinguigan, Ilagan, Isabela. The major
findings of the survey zre as follows:

1. Size of Cperations

The shops were virtually very small firms,
Three (3) firms employed more than ten (10) workers:
nine (9) had an average of seven (7) workers per
shop: while twenty-five (25) shops had between one
to four workers per s-op. Average gross sales ver
nonth was . qtimate 2t P50,000.00 per shop. Ave~age
annual net income per shop was computed at P30,C00.00

(or & net profit margin of only 5%,

4 )
Cagayan Valley Five-Year Development Plan (1378-1982)

5 . Sy
“Jucak, A.G. Project Fecsibility Study on Proposed
Kiln Drving Plant, MI-SBAC, September, 1980.

Cagayan Vslley Five-Year Development Plan, Ibid.
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2. Techncocleogy Used

There were nc kiln drying facilities or tech-
nical Xnow-how on »rcper production & finishing tech-

nicuses. Product iines were more ¢r less homecgenecus
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with hardly 2nyv room
design, finish. & materizl used (narra mainly).
Prcducts 21sc tended tc .-Tack, shrink, and/cr split.
Other wcod smecies were nct utilized kecause the
facilities, the technology needed for the use of
species other than narra, as well s the market, were
cut of the small firm's reazh.

3. Common Problems

Individual firms were operating in isclation

facing the same problems arising from vcor technology

& the smellness of individusl £ rms. These zre:

3.1, Limited Market - individual firms were strongly
comneting with each other for 2 saare in the
local market. C.tthroat competition had set in.
This was manifested by orice cutting & rampant
pirating of workers.

3.2. Raw material Restrictions - the ban on narra mada
it extremely difficult fcr firms to process orders
for narra furriture which the local market demanded.

3.3. Financial Problems - orice cutting, rising labor

, costs (due to pirating), & slow processing cf
orde:s 3 211 contributed to the difficulty of ge-
nerz=ting c2pital rescurces needed for the
acculsition of facilities for improvemant & f{or

expansion to other markets outside of the recion.




market, techniczl, & financiel Xinkages te allcow the indi-

vidual firm tc cperzte in an atmosphere ccnducive to growthn.,

among individual firms tc enzble them ts relate themselves
2as a group to these linkages.

The a7npr:ach had to ke tested con A viloct »nroject basis
bYefore it ccould be immlemented cn a r2gional sca2le. The

-

Ilagan, Iscdel> groun of wcoced furniture markes

v
or

s was selec-

{

ted for this purpose on the basis of the following
considerations:
2. Relztive to othar grcuns in che rogicn, their
products were slighly better off in terms of finishin~
and design:
b. The bigger firms in the area were starting to look £cr
change & were amenable to new concepts such 2as
: . 7
examotion to cutside markets.
c. There was 2lready, at that time. 2 federation
of furniture shop owners in the province of Isabele,

the »nresidenat of which, was from Ilagan:; and

)]
[

d. Most of the shops in Ilagen were situated along
the Ma2harlik> Eichway, in close proximity to one
another. This factor by itse'f, cculd 2asily serv>

a2s 2 show window of the nproject.

At that time, other grcums in the ragions wanted first

the concet
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0
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12 work on raw materizl onerm

could net work withnout first securing o limcense.
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Brief Descripticn

. . £ TR
In crder to facilitate the development ©* linkages

and other evolvement of a unified effort among individual

firms, the basic strategy used in the nroject is the
pcoling cf rescurce of individual Zirms to enable them

. . . . - )
to come up with the commen service facilities, 2nd

common marketing & procurement systens.

2

=

The idea is for central organized business entity

ocwned by individual firms, to act ~s the industry's raw
nrocurement and marketing Arm, As well as to manage
common facilities which the industry may recuire. This
crganized business entity is also envisioned to act as
facilitative body & venue for the necessaery technieal,
financial & marketing cessitance member firms may need
from government agencies & entities.

Operating Mechanism

The key elements of the droject's overating. mechanism
are:

1. a2 kiln-

Commion Service Facilities - These include
dr*.:+., -~ lant and specialized finishing ecuipment.

Ay

Tre corjoration saws & dries the wood recuirements

of the member shops for 2 minimal fee (just enough

a3

to cover costs olus minimum profit for the corpo-
. 8

ration).

Common Procurement System -~ The corperation shnll

also procure in bulk the wcod recuirements &

and supplies needed by the member shops, and sell

8 . ey . . .
A project feasibility studv on the Ilagan Kiln drier

(prenared by the Center) est2blished 2 drying fee 21.00 oer
board foot for the first year of overation, This is suffi-
cient to cover the cost of drying & overhead exoenses as

earn for the corporation a2 P0.03 net nrofit/bd.ft.

P21,183.00 for year T.
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3. Commen Marketing System - It is through this
systemwhere job orders are solicited by the

ormorcstion & distributed tc member shens for

()

orocessing. If a member. zshoo sc wishes, he can
sell directly tc the corooration wno, in turn,
markets this cutside the regicn in velume. This
system will necessit2te the estaklishment cof
cuality contrcl measures & standards,

C. Prciect Status

The Ilzgan group has formed themselves into &
corncration known 2s Ilagan Industries Inccrporated
(31). It was registered by the Securities & Exchange
Commission in May, 198Q, with 2n authorized ce»nitali-
z2ticn of P4,C00.000.00 (4,000 common shares of stock
at 2100 . value). At vresent it hes fifty-seven
stockholders (all of whom ~re furniture sho» owners
from Ilagan & CAu2yan, Isabel~) with = pnid-up canital
of akout 230,00C.0C. Part 2f this zmount was used to
nurchzase 2 two-hectares ilot At Barangay Marane.
Ilagan, 1sabela where the corporation's facilities
shz21ll be located. The lot ~And the remeining camital
w2s put up as collater:l for =z P3C0,3CC.C00 loan from
from the Develomment B2nk of the Philinpines, to
finance the construction »of 2 kiln drying nlant & one

month's working canital.

9E‘i.led in October 1980 and ~a»oroved by the bank in

M~rch, 1981.
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C.1. Commcn Service Facilities

’ Const uctionloof the 10.CCOC b4, ft.

. capacity furnace type lumber dry kiin sterted
in Mavch 19&.. To date, B28C,000.0C has »peen
spent for the construction of the kiln-drier,
waiter system & warehouse. The remaining
P2C,000.00 will be used for working captizal.
The finishing tcuches and the installation
of some mechanical parts of the drier is still
on-gecing. The first dry run is scheduled for the
the first week of November, 1981, It is e:rnec-
ted to be fmlly operationsl by December of this
year,

C.2 Common Procurement System

This 1s expected to be oversticnalizzd by
the end of December, 1981 upon the hiring oci
the services of 2 prcfessional manager to
handle at leas. the critica2l take-cff stage of
the project. Meanwhile, the initial one month
raw materizl & supply recuirments for all member
shops have been ascertained in order to deter-
mine 2ddition~l funding recuirements and review
possible ways of raising the needed amount

to activete the corporation's procurement

loDesigned and Implemented through the technical
Consultancy engagement of Forest Product Research 2nd
Industries Development Conclusion. (FORPRIDZCOM).
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C.2.Commen MzrKketing Svstem

Thz2 cperceticnalization of this component of

the prcject is

)

lsc devendent on the hiring cf

~ orcfessional meonnger {cne whe is experienc2d &
h23 cont=cts in the M=nilz marXet.) The ccroeration
however, is now affilizted with the Chamber of
Furniture Industries of the Philinpines (CFIPRP), =
ma2jor sten in tio establishment if its market
linkcge. The €enter h2s ~lso urge.d members of the
bozrds tc start getting informztion contacts in
the CFIP regarding volume reacuirements & specifi-
cztions. The Center is z2lsc assiztinc the group in
cceming up with ~ common product brochure which
wo'ld be -~ 'gre~t helm in agtivating the croup's
marketing system. The only problem foreseen is in
fin~ancing this undertaking.

DELIVERY OF TECHNICAL SERVICES:

The nromotion of the Center's concept 2f develooment
for the industry was centeraed on 3 core group consisting
of entrepreneurs of relztively bigger firms in the are=,
The rezs3on for this, #s stated earlier, was that they were
starting to lnok for other markets & were mcre 2menable to
new ideas,

Members of this core group were 2sked to participate in
loc~l study missions to expose them to technoclogical deve-
lopmats in the industry ~nd for them to share these
experiences with their own fellow entrepreneurs in Ilagan.

It was -lso through this core grouo th2t the narticina-
tien of other firms in the technical semin~rs & demonstra-

tions ~rr=nged by the Center, was successfully coordinated.




M

w)
©
3|
' 4
8]
Y
ty
w
.
(o))
[}
=}
0
]
n
ct
H
;u
ct
H.
0
8}
n
0]
o}
O
1)
wn
b_‘:
i8]
3
"¢
i
j‘
o]
6]
’-.A
[{1]
cr
v
H
<

support & expertise <t

[V
an
=i
o}
Q,
[
n
rt
H
<
5
t
o)
ct
'y
(1Y
¥
o]
}_-n
@

FORPRIDECCM. These seminars. ‘emcnstrations were conducted

fcr the npurocse of intrdducing new ilmoroved technicues

@

in mroducticn & tc pave way for the cperationalizetion

of the Xzlu drier »s well as the s:trenchening cf market

(=
15

1Nk

y

ges.

In the szme vein, the Center urged individuai firms to
start streamlining their product lines & start thinking cf
product specizlizotion,

The mechani=m resdonsible for this interaction was the
organization. Con*inucus dialogues & meetings with the core
group & the membke:s were held to alscuss the plans for the
crganizstion and for the project. Tn effect, these dialogues
and crgznizetional meetings pbaved the way for 2 smocth
delivery of the technicel services offered by the Center
»nd entitles instrumentalitiss of government.

EVALUATION:

A.Impzct/Results

It is difficult at this stage to assess the project
since it is not yet fully operztional. There are however,
indicetions that the project is even 2t this early,
getting some good results, such as:

1. A number of firms in the area have started impro-
ving their design & finishing technicues. The
bigger firms ha&e p2en started going into
precduct specializat on & sub-contracting orders

tc smaller firms.

[R]

. The linakges with the CFIP & informaticn regarding
the »ilot nroject have brought in new customers
and bigger job crders. Price cutting & oirating

- oroblems h:zve vanished into thin ~1ir.
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tc the Ilsgan greur In fact, the Ncrthern
Cagryan grourn hes recently fcrmed themselves
intc 2n .3sociation & are in the process of

Py

preparing their inccrpcoraticn napers for

registraticn by the SEC.”~ The Center is alsc

preparing 2 project feasibility study for =
kiln drying plant for this group under the
Kilusang Kabuhayan 2t Kaunlaran (KKK)

financing program.

B. Prob.ems Encountzred/Acticn Tzken

1.

At the initiz2l strzges of crganizaticnal
devzlomment (due perhsos tc be the effects of
price cutting & »Dirsting) oDersonal relaticnshio
among mos. firms, were sour & it become diffi-
cult a2t times to meet them. Constant monitoring
and follow-uns at individual shons, however
time consuming & exhzusting, psid off. Members
gradually came to trust each other enough to
2ttend meetings & fineslly incormorate themselves.
Another problem w2s the harrassment of regul>-
tory agencies on individual firms. PlAnts were
raided & raw mieterial stocks confiscated. The
Center encouraged the President of the assocla-

tion to dizlocgue with the concerned authorities.,

11... . .
With the assist-nce of the Canter and NACID2
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Tiilz was dne and the haerrassment ceased.

A problem with regards tc financing also
crepred up. Asset valuztion by the DBP was not

enocogh tc cover the collzterel recuilrements of

{n

the lcan 2pplied for. The Center came up with

& Daper indorsci by the Regional Cheirman cof
the Ccuncil con Small & Medium Industries (CSMI)
o DBP nrovoesing that the Ilagen kiln drving
project be considered under a special financing
scheme. This was 2ccentable tc the bank & the
the full 2~mount of t:e loan was ap-roved.

Future Plans

The over-211 nlan in the future for
the wood furniture industry is to form =z
ragiocnal federaticn of 211 furniture crgahi-
zAtions, the nurpcse of which is tc negotizate
for the steady suoply of raw materia! to the
industry with the government ~gencies concerned,
and to handle plans for future training needs.

A preliminary Activity undertaken by the
Center in this light wes to h2ve the Regional
Development Council indorse 2 prcposel to the
President of the Philippines recuesting fcr the
gra2nting of special permits tc gather raw
materials.l2 The granting of mern..ts is propcsed
on an associalion basis tc Aallow fcr regulatory

measures which may be deemed necesszry.

—

19 .
““Pirtterned after » propcssl to gr-nt oermitz to
furniture makers submitted by Biccl Region
~nd approved by the President.
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D. RECOMMENDATIONS:

in view of the prcblems discussed z2nd
the future vlans for the industry, the Center
wculd like teo reccmmend the following:

1. That the SBAC be provicded with additicn=l
ilcgistics (such as zdditionel cars,
oersonnel, and provincial offices) tc cooe
with the demand for assistance by other
croups in the region, and to undertake 2
2 thorough study of the industry as dat= Db2se
for future consultancy services:

2. That foreign study missions be included in
the program to cive the entrepreneur
deever #nd brozder insichts into the inter-

nocional merket for furniture,

LV TN










