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EXECUTIVE SUMMARY

The Philippine export processing zone system has been subjected
to successive evaluations and commentaries by various disciplines
since the firs® epz in the Bataasn Peninsula started shipping out
its wanufactured exports to the world. In it: formative years,
it was generallly accepted for its 7role as a catalyst to
industrialization as the country was treated to new products that
came out of the assembly lines like watches, tennis bells,
aluminum cables, jewelry, electric  motors, optical lenses,
flashguns, art objects, car-body parts, pleasure boats and & host
of mass-produced semi-finished and consumer items. Objectioms to
its establishment were swept by the developmental tides that
swamped the country in the early 70's.

As the epz expanded, so did the criticisms. Scholars converged
at Batasan, examined its accowmplishments and ceme osut with an
almost unanimous verdict - that the program has not achieved its
objectives. They <claimed that real foreign investments wvere
almost nil, foreign exchange generated was marginal, employment
vas insignificant, transfer of technology and skill  was
superficial and linkages with domestic industries wvere
negligible.

This study was commissionec by the United Nations Industrial
Development Organization particularly to verify claims of poor
linkages of epz industries with surrounding economies and
identify the factors thst influenced their creation or
discouraged their establishment. Based om its findings, it shall
put forward policy recommendations to concerned authorities
towards enhancing greater domestic value added in exports in the
form of local raw material inputs. The study shall discuss the
constraints of linkage <creation, point ¢to the sasreas where
potentials are great, and propose the means %o achieve it.

We have examined the industries st baguio City and Mactan export
processing 2zoues, as well as industries at the batean EPZ in
ceases when we need to compare sectoral schievements. Selected
export industries outside of epzs were also gstudied to determine
the influence of location and investment incentives over the
usage of domestic intermediate goods.




Baguio City and Mactaun EPZs recorded better performences than the
Betaan EP2. The ratio of foreign investmeat and foreign exchange
generated to public investment was a great improvement over that
of the Bataan EPZ. Industrial peace and desirable levels of
employment were maintained. Social problems although present,
vere not as vclatile as Bataan's.

Existing linkages of industries in the two epzs studied were
measured in terms of percentages to total value of input: where
0 to 10 percent is insignificant; 11 to 30 percent is modest;
31 to 60 percent is commendable ané¢ 61 to 100 perceant is
excellent. Most industries fall under the insignificant category
vhile garments Jlinkages position is commendable. The wood and
food processing firms postea excellent ratings.

The porformance of epzs in the area of integration of Philippine
products in their exports was influenced in varying degrees by
any or the combination of the following major factors:

- the epz comncept

- incentive tariffs in tae export markets
- 4dindustrisl branch of activity

- nationality and equity structure

- leck of linkage promotion

- flaws in EPZA procedures

In spite of free trade, epz industries are willing to use Jlocel
materials if they are constantly available st competitive prices
and of acceptable gquality. Wood and seaweed products, yarn,
threads, zippers, plastics and carton packaging materials were
among those locally sourced, with resource based industries
posting the highest integration potentialr.

Sub-contracting a part of production process is widely used in
epzs and had created some form of permaneut linkage with the
community surrounding the epzs in at lesst two industries.

Epz style wmanufacturing could be undertaken with incentives
outside epzs. For these industries, location per se, do not
enhance linkages. While fiscal incentives encouraging the use oif
local materials were available (while absent in epzs), their
influence to linkage creation was mnegligible.




The recommendations submitted were limited to factors within the
control of zone wmanagement and may therefore be implemented
without involving the whole bureaucracy. The proposed policy
measures inclnade:

a. Consistenct with the Philippine Development plai for 1987 -
1992, the opening of the epz facilities to firms producing
simiiar or relsted products for the domestic market in order to
develop support capabilities in the area and (o encourage
complementation. The epz incentives may be extended to such
firms to the extent of their sales to epz industries or their
direct export activities.

b. The decentralizstion Of decision functions 4involving all
materials movement to and frow epzs in order to guarantee a fast
and comprehensive delivery of services;

c. adoption of procedures eliminating the system of tax credit.
In its place, a mechanism advocating outright exewption from
taxes and fees of sales to epz firms should be establisaed.

d. sub-ccntracting by epz firr should be a matter of covrse,
provided that the intention to engage in such practice is
éisclosed at the time of the project proposal.

e. epz marketing efforts should be geared towards attracting
more resource-based industries. 1f warranted, EPZA should be
ready tc extend reasonable fiscal imcentives.

£. there should be & regular program for the introduction of
zone-wade products to the public in order to encourage merket
encounters between the epz firms and local suppliers of
intermediate goouds; and

b+ epz firms should be encouraged to coordinate with techuical
schools to help disseminate technology and conduct skills -
treining suitable to the needs of epz firms.

lmportant factors which were touched in the study but which were
not discussed exhaustively, like political stability, efficient
delivery of services, import liberalizetion, echievement of a
reasonable pesc-collar exchange rate, lower power costs, better
lebor productivity and industrial peace are slso determiunants
of linkage crestion. They are however considered as general
prescriptions for an over-all efficient economic environwent that
affect all indusiries and are therefore too broad and complex for
our purposes. They sre treateas 35 factors beyond the control of
zone mansgement.




CHAPTER I

INTRODUCTION

1.1 BACKGROUND

When David A. Miller' spoke before the \VWorld Export Processing
Zones Association (WEPZA) Conference? at Flagstaff, Arizouna, USA
in September, 1985, he touched on various aspects of epz
operations from the viewpoint of a zone user. His discourse
proved to be a useful guide for this study. In the conference,
Mr. Miller pointedly announced to participating epz developers
and managers that they need only to sell cheap labor in order to
attract entrepreuevural market-oriented companies. He referred to
other epz services as purely supportive to the labor cost factor.

Mr. Miller's message is not new to promoters of foreign
investments in developing countries. What compelled the suthor's
review of the presentation were his statements, in the course of
relating his production experiences, to the effect that his
compeny, EDEN TuYS, availed of US Tariff Article 807 in its
operations at Haiti and Colombia. Under this scheme, US textiles
vere flown to Bogota and Port-au-Prince, sewn and processed into
teddy bears, then returned to Jersey City for finishing,
packaging and warehousing. Referring to his company’'s operations
in Kcrea, Mr. Miller pointed out that he moved to that country
because it was able to develop high quality fabric that is no
longer avasilable in the US. As a 1esult, 60 percent of his
product was made in Kores and rcwained competitive in the world
market.

'Chlirmnn, Eden Toys, Inc., New York, NY, USA, and past President
and Director of Toy Manufacturers Association of America and
Director of the Committee for 606/607 in Washington, USA.

*International Conference of Managers and Users of Export
Processing Zoues, Flagstaff, Arizona, USA, Sept. 11 to 15, 1985.




Hr. Miller's statements 1reflect upon some of the factors that
influence linkages be ween epz industries and domestic
manufacturers of intermediate products. Haiti and Colombia's
state of industrial development is a far cry from the Republic of
Korea, the latter having joined tae lcague of Asian countries®
which have achieved moderately high economic growth.

Reference to the use of USTC Article 507 could be indicative of a
behavioural pattern among foreign investors im sourcing raw
materials for their operations in another country. In the case
of his Korean operation, Mr. Miller implied that he abandoned the
pratice of using US materials because "US textile industry let
him down". Mr. Miller failed to mentiom in his report that his
products frow Korea were eligible under the Generalized System of
Preference (GSP) which allowed its duty free entry into the US
and other preference-giving countries, provided that the uninimum
value added requirement* had been met.

From our viewpoint, Mr. Miller's account applies iu many foreign
ventures located in developiug countries 1like the Philippine=.
This study, which will look primarily into the experier-es and
results of the activities of industries in the Philippine expoit
processiug zones in Baguio City end Mectan, will confira or
disprove such view. By sualyzing the various factors infiuemcing
linkages with the host economy, this study aims at providing
national planners with a tool for formulating policy measures to
enhance the domestic integration of epz activities.

*Consisting of Siugapore, Taiwan, Hongkong and South Korea

‘3 percent of the sppraised value of the article at the time of

entry iuto the Unitea States.




1.2 OBJECTIVES OF THE STUDY:

The brcad objectives of this study are:

4. to conduct au analysis of the operstions of industries at the
export processing zones in Baguio City and Mactan, and linkages
generated with domestic industries in the surrounding areas and
the country as a whole;

b. to determine the factors and motivations that brought about
such iinkages, if any; and

c. to put forwasrd action-oriented recommendations to encourage

closer integration between epz production and the national
economy.

1.3 SCOPE AND LIMITATIONS:

Owing to the limited number of industries operating at the two
epzs, the findings were at times compared with the performances
of selected iudustries at the Bataan EPZ, particularly those
which have longer operating experiences.

A special sspect of this study involves an analysis of the extent
of the local sourcing of selected export-oriented industries
outside of epzs. 1lts aim is to determine whether th2 site or
location of industrial operation is material to the promotion of
linkages. This includes the review of existing laws and
procedures to the extent they are promoting or deterring such
linkages. '

The 1role that the Philippine epz had so far played in the total
economic picture of the Philippines will iikewise be touched as
perceived by various sectors of Philippine society, international
institutions and scholars.

Dates were collected priuwarily from personal interviews with ep:z
officials, experts, enterprise managers and staff. They were
mostly wumstructured but points reised were meticulously analyzed
as to their relevance. A survey on existing linkages {nvolving
the wuse of local materials, parts processing and incentives
availment were also issued.




Most of the figures used in this study were retrieved from raw
data at the EPZA Head Office ana in the fields. Since EPZA does
not prepare statistics for the study's precise needs, maximum
efforts were put into examining available reports for purposes of
extracting useful informstion.

During the research, it was observed that EPZA does not strictly
enforce cospliance by epz firms and field offices with
reportorial requirements and deadlines. As a Tesult. we
encountered incomsistencies in many areas of interests even from
official sources. We were thus constrained to compare published
data with records on file, in order to arrive at Teasonable
figures. There wvere instances when statisticai information from
the fields were iucomplete because the transactions were not
reported to EPZA, as in most local purchase cases. They were,
however, reported as inputs in quarterly and annual reports
prepared by epz firms which became a major source of our
information for this study.

The difficulty in data gathering was greater in the study of
selected industries outside of epzs owing to the rule of
confidentiality® on transactions of industries at the bBoard of
Investments (BOI). Herein lies the limitations on the study's
conclusion or trends in selected industries outside epzs.

To achieve our objectives, we discussed industry behavior with
BO1 officials and enalysts and obtained their views based on
experiences and over-all trends in the industries supervised.
In cases where figures were available, utmost discretion was
enployed so as unot to violate existing policies or identify the
specific enterprise discussed.

The figures used are rounded to the nearest thousand. Data
denominated in US Dollar, when converted from Pesos, used the
prevailing P tv § <conversion rate for & givenm year. VWhere
figures are measured in resl terms, the consumer price index
(CP1) used is the 1976 prices, unless otherwise indicated.

*Art. 77, BP No. 391




Secondary data sources, including laws, rules and regulations,
policy pronouncements, published studies and reports, and other
relevant publications were used as references.

1.4 ORGAFIZATION uUF THE STUDY:

The work consists of sevem (7) chapters and an Executive
Summary.

The Executive Suamary presents the highlights of the study and
the conclusions ana proposed recommendations for policy measures.

Chapter ONE contains a brief background of the study and its
objectives, scope, limitations anag organization.

Chapter TWO is an overview of the Philippine export processing
zones and its role and experience in the country's economic and
industrial development.

Chapter THREE describes the baguio City EPZ and includes a
general overview of its performances, measured in terms of the
objectives of the epz program. It shall also touch on livkages
established by its client industries with those based in the
customs territory (CTA) and the factors that influenced or
deterred such liukages. The potentiasls of the host locality will
8lso be discussed.

Chapter FOUR delves with Mactan EPZ and its performance messured
in terms of its over-all objectives and other aspects touched in
Chapter THREE and some comparison with Baguio City EPZ.

Chapter FIVE shows the various types of linkages created and the
interplay of different factors influencing or deterxing linkage
creation based on the experience and performance of epz firms.

CRapter SIX <touches on the performance of selecred export
indwstries outside of epzs with emphasis on the effect or
influence of location on the promotion of linkage between export
producers snd comestic wmanufacturers of intermediate materials.
This chapter gives a comparison of incertives available to export
menufacturing inside and outside epzs.
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Chaptexr SEVER

correlates the

conclusions drawn with the
objectives of the study, discusses the perceived 7role of epzs in
the Philippine developnental framevwork and presents
recommendation for its attainment.




hoiibidl i e il

10

CHAPTER 11

ROLE OF EPZS IN THE ECONOMIC AND
SOCIAL DEVELOPMENRT OF THE PHILIPPLNES

2.1 EPZ NETWORK:

The present epz system of the Philippines consists of four (&)
regular epzs, namely - Bataan (345 ha.), Baguio City (62 ha.) and
Cavite (275 ha.), al!l located in the island of Luzon, and HMactan
(119 ha.) in the Viszayas Island. In addition, there are six (6)
factory zonmes. These factories produce copper cathodes,
fertilizers, liquified petroleun gas or are engaged in
shipbuilding and repair, and mineral roasting. Another area in
Luzon (Pampanga, with 72 ha.), has been provided with basic
infrastructure for aun jindustrial estate/epz, but is still
inoperational.

The regular epzs festure the standard infrastructure and other
support facilities common to industrial estates. They were built
at the expense of the government (EPZ2A), with funds drawn from
the General Fund and official development assistance prograss
like those of the OECF. Batasn, Baguio City and Mactan have
ready-to- occupy standard factory buildings. More than .8
million square me*:rs of industrial land were developed for
self-built factories and warehouses. Power and water are
provided by government or private wutility companies, while
communications are adequately serviced by internations] carriers.

*A designated area, usually a whole plant or factory located
outside of epzs but is bestowed with full epz privileges and
incentives under Sec. 2, EO 567.
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2.2 ECONOMIC PROFILE:

Total equity investments as of year-emd 1985 in all the ep:zs,
including special zones, amouant to P3.3B. Because of substantial
capital requirement, the government, through the state-owned
National Development Company, have cousiderable investments in
the special epzs in joint venture with private entities. Iu the
J major regular epzs, Philippine nationals dominate investments
in Batsan followed by Japauese interests, while American
investments prevail over Baguio City and Mactan epzs. By year-
end 1986, there were 50 enterprises operating at the country's
regular epzs (Table 2.1), employing 23,600.

Foreign equity investments in the country's epzs amcuuted to
P1.6B by year-end 1985. The major sources of investments were
the United States and Japan. Other sources were Germany, France,
Pakistan, Switzerland, Canada and the Netherlsnds. There are
twenty-four (24) enterprises wholly-owned by foreign investors.
Fifteeun (15) enterprises are fully owned by Filipinos. The rest
are joint ventures. The Philipppiue govermnment own substantial
interests in two (2) companies at the special epz in Leyte, and
40 perceut of the shipbuilding and repair facility in Zanbales.
The LPC termiual in batangas Special EPZ is fully foreigun-owned.

For the period 1980-1985, the major sources of imports of
equipment and raw materials of the epz enterprises were also the
Uuited States and Japan. Some unewbers of the Eurcpean Economic
Community (EEC), Hongkong, Taiwan and other Asean countries
likewise figured prominently as suppliers of raw materials.

The epz operatiou for 1980-1985 resulted in the export of a wide
range of products. Garments and electronics head the lists.
Other items were optical lenses, plessure boats, artificial
flowers and foliage, mwmusical cards, wood veneers, watches and
clocks, copper concentrates, iertilizers, liquified gas,
packaging materisls, footwesr and appliances. During the same
period, dolls, food products such as cocoa powder and &wushrooms,
electric wmotors and car-body parts were also produced at epzs,
but have since withdrawn from the epz or have ceased operstion.

The United States and Japan remained to be the major markets of
the sbove products. Table 2.2 shows the relstive position of
exports of regular epzs compared with total Philippine exports of
non-traditional manufactured products.
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REGULAR ZONES AND STATUS AS OF YEAR-END 1986

ACTIVITY

TEXTILES.

WEARING APPAREL
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WOOD AND WOOD & CORK

. PRODUCTS
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. FABRICATED METAL PRODUCTS

BCEPZ:

MEPZ:

ELECTRICAL MACHINERY
TRANSPORT EQUIPMENT
OTHER EQUIPMENT &

INSTRUMENTS
WATCHES AND CLOCKS
OTHERS

TOTAL
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TABLE 2.2

PHILIPPINE NOM-TADITIONAL MANUFACTURED EXPORTS VS EPZ EXPORTS

NON-TRADITIONAL MFL. EXPORTS EPZ EXPORTS
GROVWTH GROMTH % SHARE

YEAR (FOB, US $M) RATE, % (us $n) RATE, %

1981 2,566 -- 241 .- 9.3
1982 2,456 -4.3 251 4.1 10.2
1983 2,588 5.4 237 -5.6 9.1
1984 3,136 21.2 246 3.7 7.8
1985 2,857 -8.9 178 -27.6 6.2
TOTAL 13,604 1,153 8.4
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2.3 ECONOMIC PERFORMANCE:

Buch have been said and written about the Philippine EPZ program
since the operation of its first facility in 1972. Results of
varjous studies and evaluvation of its performance to date were
not very euncouraging. Even the country's new economic managers
called for the re-evalustion of the epzs program. Trcde and
Industry Minister Jose S. Concepcion was reported” tc have said
that existiug epzs are a waste of infrastructure investments
since the facilities sre under-utilized. The Trade Minister's
view was supported by the findiugs of ESCAP® in its evaluation of
epzs that the Batsan EPZ has not achieved its objectives even st
its peaked level in 1981. This aggravated the unusually high
cost of its development, estimated in another study®to amount to
$19Y2M. The epz at Mactan was also cited as another case of
excess capacity. The $8.79% epz located in Cebu Province was
predicted to host some 30 export/import-oriented companies that
would employ some 8,000 workers when fully operatioval? By end
of 1966, ovnly 6 firms are operating with about 3,200 employees.
baguio City EPZ is likewise in the same predicament. The
62-hectare epz built at the <cost of $10.1M is the site of
12 industries by end 1986 employing about 3,300; whereas EPZA
forecasted 17 compenies and 4,600 workers 5 years from its
eszablishment.

Economic Plauning Minister Solita C. Monsod was quoted”"to have
said that epz2s are costing more in terms of dollar importations
by firms situated iu the zomes than the foreign exchange they
generate, although EPZA figures state otherwise (Table 2.3).

"Business bulletin, June 9, 1986

*Economic end Socisl Commission for Asia and the Pacific:
Evaluation «of EPZ is in the Philippines Workin; Paper, UNCIC
Joint Unit on Transustional Corporations - May 1985,

Peter Warr - Export Promotion via Industrial Enclaves and the
Philippine EPZs (uupubiished) - Novewber, 1984

EPZA Corpora.e Plan, 1963-1987

"Business Bulletin, June 9, 1986




TABLE 2.3

EP Z 1981
BEPZ 73,933
BCEPZ 12,271
MEPZ 5,685
TOTAL 91,892
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NET TRADE BALANCE OF REGULAR EP2S:

1981 TO 19865

(ussen)

1982

--oeew

1983

1984

, 41,884

14,755

76,555

1985

1984 -85

ARNUAL GROWTH RATES

1961-85
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The 1965 ESCAP reviev, which emphasized oun Batasn EPZ, integrated
elements of various other studies®to bring intv focus the costs
and benefits of epzs in the Philippines. 1t finds that:

"Tekingy the total infrastructure cost ot $192H, it
would appear that this item e2lone appears excessive
in relation to the wmajor bemefits provided by BEPZ,
nasely, an esployment figure at less than 23,000
workers and an average foreign exchange earnings of
less than §4h a year. Taking employment as an example,
it cost wmore thau $5,00v in infrastructure cost alone
to geunerate on= job in BEPZ. More significantly, the
ma jority of those are low »aid andlow value added jobs.
As for the foreign exchange earnings, the total
net amount earned during the period 1973 to 1982
totalled only $82H, an amount which is less than healf
the infrastructure cost of $192M. 1f the employment and
foreign exchenge earnings benefit cannot justify the
enormous development outlay for BEPZ, it is not unlikeiy
that other benefits (such as linkages and technology
trausfer) are much less significant. 1ln short, the
cost have, so far, outweighed the beunefits in BEPZ."

ESCAP cited several reasons for BEPZ's failure:

e. the site was en isolated, undeveloped mountainous coastal
area that required expensive infrastructurel developnment,
including the comnstruction of housing end social aeamenities.

b. the high infrastructural overhead cost required & wminimum
occupancy rate to guarantee feasibility. BEPZ muever achieved
more thau 50 percent of projection. The low occupancy rate
paturally involved a higher than normal operational cost.

"Peter Warr-1blb; J. Castro “The Bstaan Export Processing Zone”
Working Paper of the Asian Employment Progrem, ILO-ARTEP,
Beungkoh, 1962.




€. 8 policy chasnge after the establishment of BEPZ made the epz
redundant. Custome Bonded Kanufacturing Warehouses (CbMW)
administered by the Bureau of Customs were authorized to be
established even in urban aress contrary to earlier policy
pronouncements. Epzs and CiMW operate similarly 1im nany
respects. The wmeasure effectively defeated the incentive to
locate within the epzs.

é¢. the high cost of operating iu the BEPZ has badly eroded
whatever fiscal incentive offered to industries to locate &t Lhe
zone. The fees charged is not commensurate 1o the services.
Utilities and fascilities need repair and upgrading.

The UP Institute of Social Works and Community Divelopment, 1n
its preliminary report”™ on its study; om the regional and
socio-economic impact of epzs in the Philippines, also finds that
the effect of the epz on the economy is insignificamt. 1t points
to the meager share of c¢pzs in the country's uon-traditionmal
export mauufacturers which at best was cbiained only in 1979 at
9 percent of total export of non-traditionals. Employment
generated constituted only from U.6 percent teo 1.4 percent of
total nmauufacturing employment. Linkage with producers of
domestic materials were seen as minimal on account of the great
dependence of ep2 industries to imports (83 percent to
93 percent) of total non-labor imputs.

In the ILG-ARTEP study, it appeared that out of eleven evaluated
BEPZ firms, three financed their investments mainly from foreign
sources - ome from its pare * compseny and the other two from
foreign borrowings. Six (6) of these firms financed more than
50 percent of their invesiments from domestic sources. Thus,
foreign firms at BEPZ drew heavily from domestic capital.

In other studies“initiated by or conducted for EPZA in the course
of its move to improve its services in the zounes, the findings
were the same - ithat epzs, despite 13 years of operstion, has uot
achieved its goals and objectives.

“Guerreto, S, 7The Regional and Sociel lupact of EPZs iu the
Philippines Preliminary Report; UP Institute of Social Works and
Cvnkunity Developmernt - September, 19Yb6.

“batsan Export Processing Zome Project 11 - conducted by Mippon

Jogesuido Sekkei Cou., Ltd., Uctober 1985, and separate studies -
BMitsubishi Resesrch Institute, Inc., SGV & Co.
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A factor which has greatly conitributed to the failure of EPZA to
sustain investments is the export industry's vulnmerability to
fluctuations in prices amd to trade policy changes in developed
economies. 1t became increasiungly difficult for some of those
operating in the epzs to maintain their operation during the
1980-1982 world-wide recession following the second round of oil
price increases in 1979 that resulted into a major slump im the
world markets. Then this was followed by the Aquino
assassinatiorr in August, 1983, that further aggravated the
political instability already pervading im the country. Its
aftermath was & massive capital flight. Also, the heavy
borrowiugs of Pnilippine government to finance its development
efforts end stimulate business activities did not perk up the
economy as projected. 1t 9only succeeded in huge foreign
indebtedness that made the Philippines the seventh biggest
burrower frow the World bank.

In order to arrest the spireling inflation aud capital flight,
the governnent declaread a8 moratorim ou payments of primcipal oun
its foreign exchange lisbilities and imposed foreign exchange
restrictions, stopping all dollar trading and requiring export
revenues to be constituted into a foreign-exchange pool. The
immediate effect of the foreign ex:hange control was to restrict
the flow of imported material inputs to wmany industries.
Moreover, payments of maturiag obiigations were withheld or
suspended causing soume apprehensions from foreign suppliers of
materials. During this period, a total of twenty-two (22) ep:z
industries fcolded up.

Those which remained operational shifted £from L/Cs and other
modes of payment involving foreign exchange to consignment Dbasis
or muno-doller imports. Materials and supplies were sent to the
epz industries frum principals and buyers abroad as "advances" or
on & CMT basis to companies which have established performauce
and reliabiiity.

EPZA 1eported that these issues have affectec 1ls prouwotional
efforts contributing to the low occupancy of the different epzs..
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On the other hand, the sssociation of zone users, in its report
to the Miunstry of Trade and Industry'™ on bataan EPZ, cited
several factors that contributed to the decline of investments.
They were:

- insdequate facilities

- political uncertasinty and high risks

- unstable trade policies

- labor unrests

- bureaucratic ted tapes

- world-wide recession and depressed world market

- the cevelopment of competing epzs in other sreas of the
country and iun neighboring countries.

2.4 SOCIAL IMPACT:

The epzs have succeeded in employing mostly young, single,
inexperienced female. In the case of BEPZ, the workers were
recorded to have migrated wmostly from the rural areas of
Region 11l and adjoining regiomns. While it has mot drawn wmuch
migration from Metropoliian Manila, it has helped prevent more
migreants to the wurban center. However, Mariveles - the host
locality, was not ready for the increase in population from
16,000 to 48,000. inflation set in and brought prices of
coumcdities at least i0 percent higher than normel market price.
EPZA-provided housing units were not adequate tc accommodate
the wigrant workers. lThe town was unot -eady to meet the housing
needs resulting {un congestion, shanmnties, poor sanitation,
inmorality and oither social problems.

“Export Processing Zone Cnauber of Exports and Manufacturers
(EPZCLEM)

“EPZCEM ceport dated March 22, 1966,
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The probiems at BEPZ did not obtain at Mactan and Baguio, which
were built near urban «centers. Living quarters and basic needs
of workers were supplied either iu the host communities or in
nearby centers of Mandaue or Cebu City in case of Mactan.
Moreover, migration in the two later epzs were almost limited to
the host provinces or within the regions.

While there appears to be wmore who are satisfied with their
present jobs at epzs, workers have little job security! Epz
companies, by the very natuvre of their products and their
markets, are easily vulnerable to fluctustions and proctectionism
in the export wmarket economies. Employment as regular workers in
ep: firus do not guaranty stability as evidenced by the closure
of forty-five (45) companies at bBataan since it started
operation, three (3) in Baguio and three (3) in Mactan.

2.5 LABOR PRUBLENS:

Tne frequency of strikes iu epzs, particularly in Bataan during
the 1981-1986 period, have largely comtributed to the reluctance
tuv invest in the area. The militancy of labor at epz have caused
the 1loss of manhours costing millions of dGollars in cancelled
orders. It is widely known among enterprises in the BEPZ thsati at
least two (Zf.companies withdrew from the epz primarily because
of labor problems, notwithstanding their good export performsnce.

"Guerrero, S., The Regional and Social Ecomomic lmpact of Epzs in
the Phils., Prelininary Report, Iustitute of Social Work and
Cowbunity bevelopment, Uuiversity c¢f the Pnilippines, September,
1986.

® Asrtec Electronics (1964) and Wilson Philippines, Inc. (1965)
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The enterprises are particularly wary about the tendency of labor
strike on mnon-strikeable issues and the inability of the
government to prevent such strikes. A publication® of the
Binistry of Labor and Employment reported in 1984 that sympathy
strikes comprised 51.6 percent of all the strikes in 1982, while
violation of labor standards was the issue in 26.7 percent of the
strikes, unfesir labor practice and deadlocks in bargaining
covering the rest of the 2i.7 percent strikes held that yeair. For
the period 1983 to 1986, :here were fifty-three (53) strikes at
bEPZ, wwo (2) 1n Baguio City, one (1) in Mactam, one (1) in
Tabangao Special 2Zovne and one (1) in Leyre Special 2Zoue,
involving 4.5M manhours lost.?*

The Labor Miuistry ascribes the rush of unions and mass actions
at epzs to the following: :

a. Concentration of industrial firms where workers freely
intermingle and exchange grievances;

b. Highly visibie labor law violations that cause growing
workers®' sentiaents; and

€. Greater stress and uncertainties for workers as a result of
the firms' direct dependence on the vagaries of the export
markert ®

EPZA Mauagement was reportedly disposed to phase out the epz in
Bataan instead of being a8 hostage to labor problems” it sees
the situation as major stumbling block to iucrease investments
and export earnings of the 2zone.

nThe Bataan Export Processing Zone Employment, Labor Kelstions
anag Working Conditions - Ministry of Labor and Employment, 1984,

®industrial keiations Uffice, BEPZ
#Business Day, July 26, 1983

yusiness Bulletin, Februsry 7, 1987
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2.6 DELIVERY OF SERVICES:

EPZA, which manages the various epzs in the country, appears to
have failed in its tasks of prowoting 8 wholesome investment
climate in the z2omes, particularly the trouble-plagued Batasn
EPZ. Un top of the numerous work stoppages occasioned by labor
disputes, mauufacturers have to contend with poor facilities,
frequent breakdown of utilities and sdministrative bottlenecks
brought about by lack of funds and constant changes iu policies
and procedures.

The difficulties set in at the outset of the 80°s when the
Philippines feit the consequences of its heavy develuvpmental
spending. Because the flow of investiors to epz sufferec a aown-
turn, projected revenues were not realized, yet expernditures
renained high. Table 2.4 shows the result of EPZA operations from
1978-1985 which indicate that except for 1980 and 1961, EPZA has
coasistently been losing from operating the various epzs.
Nevertheless, EPZA made no effort to save, and proceededa with its
developuent of Cavite and Pampauga EPZs. It continued to hire
personnel which in 1965 reached more than 1,50v with a :otal
salary of P34M. MNMeanwhile, facilities and utilities at Bataan
EPZ started to deteriorate, even as the government reduced its
development budget support for EPZA operations by 50 percenmt
starting 1983, from P10UM to P50N.

TABLE 2.4 RESULT OF EPZA OPERATIONS (i1i%78 -19835)
(P'Uu0)
YEAR GKUSS INCOME NET INCOME LOSS
1976 P 19,850 P( i1,415)
1979 28,450 ( 816)
1980 34,124 2,347
1951 48,048 657
1982 61,7i0 { 2,057)
1983 73,405 ( 6,093)
1984 106,757 (14,301)
1985 126,072 (i6,74v)
TOTAL P500,439 P(38,420)
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There were also successive changes in top mauvagement from 1981 to
1966 which witnessed the helm of EPZA change three (3) times.
Appointments were made not on experience or knowledge of running
an industrial estate but more out of political comnsideratious.

In July, 1986, the zvue users’' effourt to check the deterioration
of basic services and realization of the promised one-stop-shop
operation was heeded by EPZA with the decentralization of
wauagement functiomns. Also, studies were conducted for the
rehabilitation of BEP2 facilities aund improvement of
nop-infrastructure services ane streamliuning EPZA organization,
for inclusion in the 12th Yen Loan Package (OECF) from Japau.
As per study, the rehabilitation and improvement will need
P348M.7

Botwithstanding such woves by EPZA, disruption of maunufacturing
activities due to labor strikes, breakdown of utilities and
cvsnunications countinued. A recenmt politicelly motivated strike
in January, 1967, seeued to be the last straw for soue firms
which threatened to wove »o>ut of the country, citiug EPZA
ineptitude and the total governmeut neglect of bataan EPZ.

2.7 MATERIALS L1NKAGE WITH LOCAL 1IKLUSTRIES

Most studies were <consistent in their <conclusions that no
sighificant linkage was developed between Bataan EPZ industries
auc the domestic economy to encourage rav uaterial sales to the
former. The import incentive given Lo epz industries was put to
usximum use, partly due to the failure of local suppliers to meet
tne quality and quantity regquired by zone enterprises. Lstimstes
for domestic resource utilization of firms ipn epzs is ouniy about
5 to 6 percent of vaiue added.®

®Final Report, Bataan Export Processing Zone l1I, Nippon Jugesuido

Sekkey Cov., Ltd. - vctober, 1985,
"Menils bulletiu, February &, 1987

®bEPZ Project 11, pp. 2 to 53
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The BEPZ experience has alerted zome planners to the pitfalls of
establishing epz of such size and magnitude away from existiug
utility, infrestructural support amd urban amenities. Thus, when
Baguio City aud Mactau EPZs were conceived, the experience iun the
first epz played a wajor influence in the piranuing. We shall
examine in the next chapilers whether the two new epzs turned in a
different result.
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CHAPTER 111

BAGU10 CITY EXPORT PROCESSING ZONE

3.1 PROFILE:

The Baguio City EPZ (BCEPZ) is 250 kilometers north of Kanila.
It is iu Baguiov, & mountain <city resort of 5,000 feet above sea
level that enjoys & year-round temperate climate averaging 19°C.
Established au 1979 at the cost of $10.61M on a 62-hectare site,
it was not wuntil April, 1980, thet its first client, a US
multinational semi-conductor company started operation. by the
end of 1986, a total of 12 companies have settled at the zone.

Baguio is a 48.9-square kilometers city accessible by four major
land routes that connect it with the rest of Region i aud onwards
to Maunile, and &n airport that serves commercial flights to and
from the Philippine capital. In terms of amenities, the city is
host to first class hotels, apartments and lodging houses,
recreational sand sports facilities, 6 colleges and universities,
16 secondary schools, hospitals and medical clinics.

Region I is the economic and politicsal zome where Baguio City
belongs. lts main industry is agriculture, fishing and forestry
which employ 58 percent of its labor force of 1.46M, followed by
governmental and personal services. The next group consists of
wholesale and retail trade (b percent), menufacturing (7 per-
cent), transportation (4 percent). The 1region's resources
include gold, <copper, chromite aud timber. Sixty-nine (69)
percent of land is planted with tobacco, rice, vegetables,
cotton, cornm, geriic, beaus aud coffee. A deep water
international sea port is located et Poro Poiut, Sanm Fernando,
La Unuion, one hour away by land from BCEPZ.

The bBaguio City EPZ opersates like the Bataan 20ne. it offers
the same incentives and services, foremust of which is the tax
and duty free importation of equipment, supplies and rav
materials for export production purposes. 1t also rents ocut
factory spaces. However, bCEPZ offers only a total of 19,764
square ueters of factory space cowpsred with 102,032 square
weters iu batasu EPZ (LEPZ)., Just like BEPZ, industrial lands
are available for self-built owner-cgesigned factories. BCEPZ has
29 hectares of industriai land, while bBatsaun has 268 hectares.



As of yeasr-end 1986, the factory spaces bLave been fully leased
to 10 export compasuies. Three (3) firms constructed their own
buildings in leased areas covering 182,000 square meters
representing 60 perceunt of land space available. By 1985, BCEPZ
has generated a total net jincome of P1l44M from the operations
consisting of receipls from lesse rentels and administrative
services, agaiust total losses of P13.3M incurred in 1980 and
1983.

Management is run by & Zone Manager with support from some 150
EPZA personnel providing control, wnesintenance and security.
Unlike in Bataan EPZ, relationships with enterprises are
generally cordial. Common preblems and issues are threshed out
in regular comsultative meetings. The process of decision-making
is bolstered by the relative autonomous powers exercised by the
Zone Manager, hardly schieved by its counterpart in BEPZ.

Labor problems in the zone are contained to individual firms.
The unions are not as militant as their counterparts in bataan,
although there were two strikes iun 1986 which led to a withdrawal
of foreign capital and sale of the coupany to Philippine
interests.

3.2 ECUNOM1IC PERFORMAMCE OF BAGUIO CITY EPZ:

Table 3.i gives an overview of the performance of BCEPZ weasured
i. terws of various economic indicators. Six years of operation
would have given one enough data to gauge the epzs’ parformance
based on tne objectives®™ set forth for putting up such facilities
in various sites im the Philippines, to wit:

- 1o stimulate &and promote export trade

- to strengthen foreign exchange position

- to hasten industrialization

- to reduce domestic employment; and

- to accelerate the development of the countrysides.

®gsection 2, Pres. Lec. Nu. 66
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TABLE 3.1

FOR THE PERIOD 1981-1985

ECONOMIO PERFORMANCE OF THE BAGUIO CITY EP2Z

ECONOMIC INDICATORS 1221
Number of Firms 3
Employment ' 753
Salaries and Wages

(?* 000)

&. Current Prices 5551

b. Constant Prices 3216
Exports ($'000) 62287
Imports ($'000) 50016
Net Trade Balance: 12271
Public Investment

(®'000) 79269
Private Inveatment

(#'000) 137617

1082

4
1175

9108
4607
64027
53253
10771

79766

200663

1983

4
1571

18315

8206
76499
78715

(2216)

80294

483454

2934

10
2551

42988
15575
117023
102268
14755

81200

703214

AVERAGE %
GROWTH CHANGE
1981-85 1984-85

1985 (%) (%)
10 375 -
33283 45.6 32.6
72899 Q0.4 69.6
20763 59.4 33.3
91402 10.1 (-21.9)
73991 10.3 (-27.6)
17411 9.1 18.0
85179 1.8 4.9
640803 55.3 (-8.8)
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3.2.1 INVESTHMENTS:

Public invesiments grew at an average 1.8 percent per year since
1981. By 1985, e totai of P85..M hes been spent by the
government for infrastructure and utilities.

On the other hand, the private sector registered an 8.8 percent
decliue “from its P703.2M investment in 1%84. Nevertheless, the
annual growth 7rate for the period averaged 55.6 percent
(Table 3.2).

BCEPZ registered successes in terms of foreigm investments
objectives of epzs. Foreigu investmeants which coastitute foreign
equity aud foreign loans of firms established thereat accounted
for 99.85 percent of total equity comtributions and 99.03 percent
of total loans as of 1965 (Tables 3.2.1 and 3.2.2). This wmeans
that the zonme firus have drawn very little from the domestic
capital warket, unlike industries at the batean EPZ* which
registered & domestic to foreign borrowing ratio of 6:64:1 ia
the 70's. Fureign exchange in the case of LCEPZ was
substantially infused in the econocmy. lt is believed that this
development was influencea by the dowmestic credit squeeze that
started in early 1980's. As foreign exchange becane scarce,
export producers were compelled to obteain their foreigu exchenge
from their own sources to fiunance their imports. This would
perhaps help explain the closure of three (3) epz companies at
BCEPZ (predominantiy Philippine capital) during the period.

"Sevilla, p-55
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PABLE 3.2 PRIVATE INVESTMENTS (EQUITY INVESTMENTS PIUS LOANS)

OF BAGUIO CITY EPZ FIRMS 1981-1985

(21000) ¢
EQUITY ACTUAL
INVESTMENTS BORROWINGS

CUMULATIVE TOTAL GROWTH
YEAR FOREIGN LIOCAL TOTAL FOREIGN ;OOAL POTAL TOTAL INVESTMENTS %
1981 17391 ~ 2 17393 120224 - 120224 120224 137617 -
1982 31216 160 31376 48450 613 49063 169287 200663 45.8
1983 259242 2198 261440 51660 1067 52727 222014 483454 140,9
1984 372424 3669 376088 103612 1500 105112 327126 7203214 45.4
1985 312397 499 312896 781 - 781 327907 640803 (8.8)

Average Annual Growth:
Equity Investment 3 210%
loans 3 2908%

Total Private
Investment $ 55.8%




TABLE 3.2.1 EQUITY INVESTMENTS: BAGUIO CITY EPZ (1981-1985)

Average Growth:

ir (#*000) s
f,
i
% OF
; %* % % FOREIGN TO
E YEAR FOREIGN GROWTH LOCAL GROWTH TOTAL GROWTH LOCAL
| YEAR
l 1981 17391 - 2 - 17393 - 29,99
i o 1982 31216 79 160 7900 31376 80 99,50
] 1083 259242 730 2198 1273 261440 - 733 99,20
1084 372424 44 3664 67 376088 a4 99.10
1985 312397 (=16) 499 (-86) 312896 (=17) 98.85
;

Foreign 209%
Local s 2,288%
Total’ s 210%
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TABLE 3.2.2 ACTUAL BORROWINGS: BAGUIO CITY EPZ FIRM3 (1981-1985)
(?'000) 3
% OF
% % FOREIGN CUMULATIVE %

YEAR FOREIGN GROWPH IOCAL GROWPH TOTAL TO LOCAL TOTAL GROWTH

1981 120224 - - - 120224 100% 120224 4

1982 48450 (=60) 613 - 49063 98. 7% 169287 41

1983 51660 ? 1067 2% 52727 97.9% 222014 31

1984 103612 100 1500 29 105112 98, 5% 327126 49

1985 781 (=99) - - 781 100% 327907 0.2
TOTAL 324727 (-52)% 3180 51.5% 327907 99.03% - 29.8%

Average Annual Growth:

(-52) %
51.5 %
29.8 %

Foieign s
Local s
Total 3
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3.2.2 NUMBER UF FLRMS/TYPES OF 1NLUSTRIES:

At present, there are 12 wmanufacturing firms operating at the
bCEPZ. The number is 5 firms short of the desired cccupancy of
17 firws by 1986 as projected by EPZA There was & total of 16
registrations aud 4 <closures during the period. The highest
growth in the number of entries in a year was experienced iu
1983, 1984 and 1986, when an aversye of 3 enterprises put up
their facilities in the zome. Ian 1985, two firms stopped
operations, coupared to dne each in 1584 and 1966.

By product category, the industries are - electronics (2,,
garments (J), haudicreft (1), metal (1), plasiics (2} and
precisicn nachinery (1). The food sector e&nd footveax's

opergiivn in epz were shortlived (1 yesr each).

TABLE 3.5 EQU1TY STRUCTURE OF BCEPZ ENTERPRISES, 1986
EQUITY STKUCTURE - 1961 19562 1985 1984 19865 1986
Wholly Filipino -- -- b 2 1 3
wWnoll; Fu eign 3 k! 3 5 6 6

Joint venturs _

with F.lipino -- 2 S5 5 ' 3 3
10TAL ) 3 5 Y 12 10 12
=S5 L === s=s== EE== BRED

REPZA Curporete Pran, 19863 - 1987

Y N S W S T
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TABLE 3.4 OWNERSHIP BY NATIUKALITY
NATIONALITY FULL OWNERSHP % JOINT VEKNKTURE %
Filipino 3 3
American 4 1
Italian - (1)
- Swiss - (1)
Korean - , (1)
. Malayjsian -
Canadieu : - (1)
Germau - (1)
TOTAL B 5 4

As shown iu Teble 3.4, Americans are the lesding investors in the
BCEPZ with full <coutrol of 4 firms and one joint venture.
rilipinos own 3 firms and have joint ventures with Caunadian,
Geruan &ad Americaun partners in tLhree separate firms. 1he last
cocpauy is an lialian-Swiss joint venture. Agsinst totsl private
equity invested in the epz, the Americens control 98.57 percent
because of the big share of the semi-conductor firm (93 perceut}.
The next three biggest companies in terms of equity are also
Apericaus.

3.2.3 EXPURT/IMPORT PERFORMANCE:

. Notwithstandiug the decline of 22.3 percent in 1985, the export

perfoeruence of epz firms duriug the period 19560-1%66 posted a

, 2.2 percent average growith. 1u 1986, export reached $14:k. The

’ leading exporter was the electromics sector (93 percent),

folluwed by garmeunts (4 perceut). For the period 196i-1985 the

- Uuited Siates wos cousistently the m&jor export market of bLCEPZ

electronics (b9 percent) and garments firws (44 perceniL). Asean

countries, wuotabiy Singapore, was the next wmsjor electrouics

merket (16 percent), followed <closely by LEC countries (14

percent). The EEC wes the second major market (Z4 perceutr) for

the jarments sector, followed by Australiasa (& percent), Canada (5
percent), Japan (3 percent), aud lungkong (3 percent).
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ln terms of imports, the BCEPZ firms posted a positive yearly
growth of 28.6 percent, although imports in 1985 declined against
the 1964 total by 25.1 percent. In 1983, imports exceeded
exports (see Table 3.1), but for the whole period, BCEPZ posted a
net trade balance of $52.9Y4 for an average yearly trade surplus
of $i0.5M. For 1986, BCEPZ has iuported $i37.73M, su 85 percent
growth over 1985. This was due to increased wmenufacturing
activity in electronics sector.

For the 1981-1985 period, the leading country asmong the sources
of rew mwmaterials imported in BCEPZ was the United States
(49 percent). This was followed by Japan (26 percent), the EEC
countries (23 percent), Taiwan, Hongkong and Kores. On an
industry-wide basis, US aud Japan were the main suppliers for the
electronics sector averaging 51 percent and 26 percent in that
order. In the garments sector, the EEC led at 79 percent
followed by Japan (10 percemnt). Handicrafis give Hongkong and
Taiwan an equal share (50 percent) with Jepan in supplying the
raw materials.

At least & companies were observed to make extensive wuse of
inter-company open account{0O/A) system and consignment mode of

importations. Under ©O/A, goods were Juportea from parent
companies on charge basis and paid for in terms of value of goods
produced. Of course, consignmwent demnotes non-payment of

materials as they are owned by the shipper. The company gets
peid for labor applied on the goods produced.

In terms of export target projections of EPZAY® the BCEPZ fared
favorably iu the 1983-1965 period. But the expected margin in
the balance of trade (30 percent of export) was never achieved.
The entry of Y new firms that import <capitsl equipment and raw
materials puliea down the gains arising from the increases in
exports of existing industries. There were also the 26 percent
decline in the value of exports from the electronics iundustry
attributed to & sleck in demands in the market.

®EPZA Corporate Plan, 1963-1987.
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The three leading epz firms failed to attain their targeted
yearly expoit sales based on their own projections. The average
percentage of success was 43 percent for handicraft, 65 percent
for garments and 78 percent for electromics. In the over-all,
actual experts jin all the three sectors posted au average
positive gliocwth of 16 percent for hsndicraft, 46 percent for
garuents ana 12 percent for electronics.

The net trade balance of $52.9M shown in Teble 3.1 for BCEP2Z
represents the excess of gross exports over imports.

3.2.4 EMPLUYNLNT GENERATION

Tre iudustries at the BCEPZ registered an average growth of 45.9
percent in terms of employment since 1980. As of Septewmber,
1986, euployment in the 12 industries reached 3,300. This is
short of the 1906 EPZA projectea occupancy of 17 firms providing
4,600 direct jobs. The number will increase if those employed iu
the sub-contracting activities of at least 2 epz firms are
included. Tnese firms have made extensive use of homeworker
groups in areas in the peripheries of the zone and in the
adjoining provinces to undertake assembly operations with the use
vf hands and basic tools. It is estimated by EPZA tc be about
360, bassec on 30 registered contractors, employing 12 howeworkers
each.

Tne BCEPZ provides for 3.5 percent of total Region I ewployment

in the manufacturing sector. The workers are mainly from the

Baguio and sdjoining provinces. The largest group of wigrants to

paguic came from the province of Pangasinaen which is elso in

Region 1. ihe same province also leads other major sources of
° mwigrant worxers to bataaun EPZ.

As iu batasun, feuwale workers outnumber the wmale, six to one” The
largest employers are the electronics aud zarwent industries
employing 61 percent and 22 percent respectively im 1985.
Handicraft and plastics constitute 15 percent. Metal precision/
wechiuery sector which is dominated by wmen, employs 2 percent.

“EPza Corporate Plaun

YGuerrero
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For the period 1951-1985, total salaries and wages generated at
BCEPZ was Pl46M, or an sunual average growth rste of 90 percent.
lo real terms however, the average growth rate was only
59 percent.

3.2.5 VALUL ADDEL:

. Epz industries' coutribution to the economy is also gauged ia
terws of value added. It is the difference between the value of
goods aund the cost of materials aud supplies used in producing

- such gouds. All sales, wvhether export or local, represent ocutput
wvhile the value of inputs (TV1) combines imported and local raw
materials used, factory supplies and utilities consumed.

Table 3.5 shows the actual value added of bCEPZ exports, its
growth and the average value added ratios. 7The value adued ratio
has been cousisteutly abuve the stsudard 0.25 set by the hstional
Econumic levelooment Authority (NEDA).

3.2.6 LINKAGES ¥1TH DOMESTIC 1IKDUSTRLIES:

a. SUB-CUNTRACTING. The practice of some BCEPZ firms iu
sub-coutracting segments of production outside BCEPZ helped
bridge the epz enclave and the domestic economy. The program
virtually expands the area of manufacturing sctivity to 50 km.
radius from the zune 8ncé ewploy hundreds of homeworkers ou a
regular basis. Sub-countracting was repeatediy svailed of and has
become an iutegrai part of 8 particular firm's operation. This
form of linkage wizl be illustrated iu omne of cur case studies in
Chapter V.

b. LUCAL PURCHASE. la 1963, sun arrengement existed in the food
firw at the BCEPZ where raw materials (wushrooms) were cultured
and developed 11 various growing ferws around the zone and
brought iuside for further processing snd packing, preparatory to
exports. A significant linkage was estabiished between the local
growers aud the epz firms until the operstion was stoupped because
vf lack cf capital (see par. 3.1.1).
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The above is a wost ideal livnkage of epzs with domestic
industries as it enhanced the relationship of epz firms and local
pruducers even a5 it helped promute dumestic production four
exports. The extent of the linkage is determined by cowmputing
the ratio of local materials and supplies to the value of iunputs
to productiou. The bCEPZ performance in this respect is
disappoiuting as we examine the history of local purchase for the
1981-1985 period vis total sales. The resultant percentage share
indicates the limited exteat of local materials usage by ep:z
firmws. Uu an industry-wide basis, the BCEPZ average is & measly
0.62 percent (see Table 3.5).

The degree of 1ocal raw materials utilization vaeries depending on
the industry. It is greater in the garment industry with 31 to
60 percent of total inputs. This is perhaps explained by one
firm's extensive use of local yaru in its production of outwear
garments. Other sectors like haudicraft and metals posted an
average of 7.2% percent and 12.78 percent local raw materials
utlization to total value of iunputs. Electromics account for
0.1%Y percent, but being the dowinant industry in terms of exports
iegistering more thau P5.2B sales duringthe 1980-i985 period, it
uaturally pulied the bCEPZ average down.

¢. LOCAL SALLS. Lucal sales were recorded at bCEPZ startiag
1983 av PU.30UK. In 1984 @and 1985, sales reached P2.37M and
P5.80M. The biggest seller was electronics which sold its
products to its local affiliaste which in turn exports the product
to neighboring countries or sells it to domestic industries,
creating a8 sort of linkage between the epz firm and local
provducers of electronic products. As regards the other
industries however, their products, berug in the coasumer
category, dic not vundergv further processing outside the epzs.
There was uc¢ linlage establishes except with traders mwmarketing
such prooucts.

6. TKANSFER OF SKiLLS AML TECHNOLUGY. A total of 94 euwployees
in bBCEPZ were trained abroad in parent cumpanies or csubsidiaries
ob new technologies &t the cost of $0.4531IM. Other skills,
training programs were counducted iun-plent at BCEPZ which involved
the teaching of basic skills to operate machineries and equipment
in such industzies as garments, plastics aund electronics. There
is uwo knows training coordination betweeu obCEPZ firms and
technicai/vocatiounal schools in th areas.




TABLE 3.5 VALUE ADDED OF ALL BOEPZ INDUSTIES (1981 to 1985)
INCLUDING RATIOS OF IMPORTED AND LOCAL RAW MATERIALS,
SUPPLIES AND UTILITIES TO TOTAL VALUE OF INPUT (TVI)

(®*000);.
RAW FACTORY % of
. Imgmod
RMU/FSU
MATERIALS USED SUPPLIES USED fo Total % % ot

Total VA Vaiye of of Local Ulilitles
Total Value : Utitities Value of VALUE Coetlicient input  RMU/FSU Used
YEAR of Output  Imported Local Imported Local Vsed tnputs ADDED (s/2) (rvi) te TVI te TVI
:‘ 1981 4429168 239714 i62 1344 930 3637 348787 87129 21 .93% $8.63 0.31 1.08
1982 834183 3788%4 807 1743 127 4877 386908 147288 27 .57% 98.17 0.50 i.18
1983 10042061 Ti15626 603 231 887 7760 724779 279472 27 .82% 90.77 0.16 1.07
1984 1908181 (30834 4 566 13342 4140 19428 1349819 558332 29.26% 97.982 0.64 1.44
968 1539916 1083902 884 6808 2802 19746 1)018986 438020 41.17% 87.17 1 .02 1.79
TOTAL 5429427 3806241 14978 23565 9256 88148 3909!89_ 27.98% 97 .96 0.62 1.41

1820238
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The assenbly operation nature of epz industries precluded major
skills or technology transfer. However, to a large extent,
Filipino mwmsuagers were houned to the ways and technics of
internatiovnal production and wmarketing, skills that may be used
even outside epzs and in other industries. Recently, the entry
at the BCEPZ at 8 high-tech machinery firw pasved the way for the
transfer of the latest engineeriug technology in machinery and
shop mathematics to local engineers.

3.2.7 SUCLAL 1MPACT:

BCEPZ being located near an urban center, the problems of housing
and dearth in social and recreational facilities that obtained at
bataan EPZ were not experienced. HMoreover, the relocation of
tenants in the epz site was not in the magnitude of bataan where
& whole community was uprooted. Very few feamilies were directly
affected with the establishment of the BCEPZ in 1979. They were
transferred to 8 relocation site with provision for Dbasic
facilities and were given some form of monetary assistance. This
scene was repested in 1984 with the development of auother
20 hectare site for a new industry.

By aud large, workers at the DCEPZ expressed satisfaction with
their jobs aud wage levels in the companies they were working
for. Eighty-seven (87) percent of workers perceived some measure
of improvement in their lives since working in the zone.
However, due tc 8 relatively higher educational attaicment, many
BCEPZ workers perceived little or mo oupportunity for promotion
is the compailies where they are presently working.*? BCEPZ workers
were not &s zealous as their Bataan counterparts in uniomnism.
Fauilies of BCEPZ wourkers generslly express stroung disapprocval of
uniouns?

4
Guerrero

a3
181D
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CHAPTER IV

MACTAN EXPORT PROCESSING ZUMNE

4.1 PROFILE:

It was also in 1979 when ground was broken at the epz jocated
in the historic island of Mactau, Cebu Province. 1t was builr
alongside an internationasl airport and i4 kilometers from the
port of Cebu - the Philippine's second busiest seaport of
entry. Designed primarily to attract light manufacturing export

operations, the bhacten Export Processing Zone (KEPZ) is
administered by EPZA. 1t is equipped with such wutilities and
facilities that charscterize a complete industrial estate. It

also offers the usual fiscal incentives that are extended to EPZA
registered enterprises.

MEPZ features 710,000 square meters of industrial land and two
standard ifiactory buildings that have &a total rentable area of
19,836 square meters. As of December, 1986, a total of 95,000
square meters land area have been rented to three (3) companies.
The factory buildings are fully occupied by another five (5)
enterprises.

bDuring 1980 to 1965, EPZA generated a total income of Pil12M from
the operation of MEPZ. Cost of operations was P103M thereby
reflecting an over-gll incowe . .- of P9Nfrom operationms.

MEPZ is locsted in Region VIi of the Philippine economic aud
politicel subdivision. 1t is omne hour by commercial jet from
Manila and 24 hours over the sea lanes. Mactan is part of
Metropolitau Cebu, a conglomeration of cities saud municipalities
which have become the hub of economic aunad social activity iu
Ceutral Phnilippines. The metropolis is host to 4 wuniversities
aud 11 colleges, 20 techuical schools and 2 training centers.
1. has compiete commercial and social amenities that characterize
8 highly wurbaunized setting. The wmedical facilities ore fully
equipped. Professiounsl aud legal services are abundant eand
highly treines. Coumercial shippiug requirements of the ares are
hanaled by ocean goiug vessels and the country's international
aitline. Cebu is sirstegically positioned betweei producers of
raw materials and their markets.
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Regiou VIl is predomiunauntly an agricultuxal region where industry
euploys 56 percent of the region's workforce of 1.6M. Other
major ewmployers are the community anc government services (13
percent), trading (l1VU perceut) asud mauuvfacturing industries
(9 percent). Iu 1966, the regiou's four (4) leading exports are
rattan furniture, <coconut oil, mariue procucts and copper
concentrates. The hetro Cebu which includes Lapu-Lapu Ciry,
Mandaue, Dauso and Cebu City is houwe to 757,000 people.

4.2 ECUNOMIC PERFORMANCE OF MACTAN EPZ:

The uver-all performance of MEPZ is showun in Table 4.1.

4.2.1 1INVESTIMLEMNIS:

MEPZ was built by the governuwent at the cost of $Y.4M or b7
percent of the investment iun beguic EPZ in 1980. Public
investment until 1985 grew at an average of 5.5 percent a year,
which indicates that uo substantial iunfrastructure wes imtroeduced
after it opened in 1950.

I 1956, EPZA attracted four (4) mnew companies to the MEPZ,

bringing the totsl uunber of <companies to eignt. Private
investmenuts vas increased by P36h which improvea the

registerec investment of P503M in 1985.

4.2.2 NUKBER UF FLlRMS/TYPES OF 1NDUSTRIES:

Industries at the MEPZ &8s of 1950 may be categorized into -
electronics (1), germeuts (4), watcn arnd clocks (1), food
processing (1) ana wooud processing (l1). Four (4) coumpanies have
siuce stopped vperations. Two Awericeun firms in the electromnics
industry (telecommunications equipment and ternminsis) closed in
1983. A Hougkong firm (work gloves) moved out of the epz in
1965. A Japauese firm that makes buttous out of sheils folded up
in 1985.
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TABLE 4.1

FOR THE PERIOD 1981-1985

ECONOMIC PERFORMANCE OF MEPZ EPZ

AVERAGE %
GROWTH CHANGE
1981-85 1984-85
ECONOMIC INDICATORS 1981 1982 1983 1984 1985 (%) (%)
Number of Firms 5 5 6 4 4 -(13) -
Employment 1211 1778 2088 3785 3240 27.9 =(14.4)
Salaries and Wages
(?' 000)
a. Current Prices 18252 22724 46679 61646 82118 45.6 33.2
b. Constant Prices 10575 11494 20914 22336 23389 22.0 4,7
Exports ($'000) 19392 27347 39086 52803 26836 8.5 =(49.2)
Imports (§'000) 13704 18161 23613 30887 18990 8.5 =(38.5)
Net Prade Balance 5688 9186 15473 21916 7846 8.4 -(64.2)
Public Investment
(®'000) 68900 69156 69443 69800 80136 3.8 14.8
Private Investment
(®»* 000) 78104 215604 473642 503672 503165 75.4 ~( 0.1)




TABLE 4.2 PRIVATE INVESTMENTS (EQUITY INVESTMENTS PLUS LOANS)
OF MACTAN EPZ FIRMS 1981-1985

(?'000) ¢
EQUITY ACTUAL
INVESTMENTS BORROWINGS
CUMULATIVE TOTAL GROWTH
YEAR FOREIGN IOCAL TOTAL FOREIGN ILOCAL TOTAL TOTAL  INVESTMENTS %
1981 36203 2000 38203 39601 300 39901 39901 78104 -

1982 92790 2000 94790 80913 - 80913 120814 215604 176.0
1983 145789 2000 147789 205039 - 205039 325853 473642 119.6
1984 168593 2000 170593 7226 - 7226 333079 503672 6.3
1985 144473 9940 154413 15673 - 15673 348752 563165 -(0.1)
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Average Annual Growth:

Equity Investment : 52.5%
Loans 3 94 .8%

Total Private
Investment g 75.4%




TABLE 4.2.1 EQUITY INVESTMENTS: MACTAN EP2 (1981-1985)

(®* 000):
% OF
% % % FOREIGN TO
YEAR FOREIGN GROWTH LOCAL GROWTH TOTAL GROWTH LOCAL
1981 36203 - 2000 - 38203 - 94 .4
1982 92790 1563 2000 - 94790 148 ,1 97.
1983 145789 571 2000 - 147789 55.9 98.6
- 1984 168593 15.6 2000 - 170593 15.4 98.8
<

1985 144493 (14.3) 3940 397 154413 T (9.4) 93.5

Average Growth:

Foreign 53.6%
Local s 99.2%
Total s 52.5%




TABLE 4.2.2 L7TUAL BORROWIN'JS: MAOTAN EPZ FIRMS (1981-1985)

(®*000) |
% OF

% % FOREIGN CUMULATIVE %
YEAR FOREIGN GROWPH IOCAL GROWIH TOTAL TO LOCAL TOTAL GROWTH

1981 39601 - 300 - 39901 99,24 39901 -
1982 80913 104,3 - - 80913 100,00 120814 202.7
1983 205039 153, 4 - - 205039 100,00 325853 169.7
1984 7226 (96.4) - - 7226 100.00 333079 2.2
a 1985 15673 116.8 - - 15673 100,00 348752 .87

Average Growths

Foreign 3 69.5%
Local H -
Total s 94,8%




TABLE 4.4

EQUITY STRUCTURE OF MEPZ ENTERPRISES, 1986

EQUITY STRUCTURE 1981 1982 1983 1984 1985 1986
Wholly Filipino - - - - - 2
Wholly Foreign 3 3 4 3 3 5
In Joint Venture
with Pilipine 2 2 2 2 2 3
P O P A L 5 5 6 -5 5 8
w
. TABLE 4.3

OWNERSHIP BY NATIONALITY OF MEPZ FIRMS, 1986

NATIONALITY FULL OWNERSHIP IN JOINT-VENTURE
Pilipino 2 3 ol
American 1 )
Japanese 1 (1)
Hongkong - 1)
Italian - (1)
Australian | - q 2
Swiss - 1)

T O T A L : 4 4

‘;-Boparatoly with American, Italian & Hongkong
¢“=With Switzerland
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Filipinos were active investors iu MEPZ industries, particularly
in 1%b6. They are juvolved in garments and fovod processing as
principals and in joint venture iu wood processing. Americans
are in electronics (sewi-conductors) and watch aud clock
assewbly. ltalians are in wood processing while Australians aud
Swiss joimnl ventured iu work gloves.

4.2.3 EXPURT/1I1MPORT PERFURMANCE:

As in BCEPZ, exports of industries in MEPZ also suffered a
decline of 38.5 percent in 1985, coupared with the previous
sear's records. The decline brought down the average growth of
export of the 2one to 6.5 percent yeerly. It recovered in 1986
as exports hit a record of $76.9.

The major destination of MEPZ procucts was the united Stsates
(76 percent), followed by Homgkong (9 percent). Exports were
domiuated by the electromics and watcri industry. 1In 1985, the US
was the electrounics' major warket with 84 percent share. The
watch firm alsoc sold 67 percent of exports to the US. The
garment sector which ranked third inm exports, also exported to
the US (64 percent) and the EEC countries (54 perceant). Hougkong
had been cousistently importing from the semi-conductor firms and
8lso euerged as &8 major market (i5 percent).

In 1986, the export wmarketr of MEPZ expeanded, as the garment
sector grew by 500 perceumt. Merkets were diversified to imclude
Japeu, New Zealaud &snd Australia. The food and woove processing
firms have Europe as merket.

In the perica 1980-.965, MEPZ firms iuported raw materials aud
supplies froem the US (66 percent), Hongkong (ic percent), and the
EEC countries \7 percent). OUther sources were lTaiwan, Holiend,
Singapore aund Jspeu. Following @ decline in exports, imports in
185 cecline by 38.5 percent cowparec with 1964. Nevertheless,
the average percentsge of growth 1u 1wports duriug the period was
8.5 percent.
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Like iu BCEPZ, the intercompany open account and comnsignment
mudes of import finsucing were widely wused. As in export, the
leaciny, iumporiers were the electrounics and watch industry which
sourced their rev materials from the United States (83 perceut
ana 55 perceut). The Netherlands supplied Y percent (average) of
raw waterials fmport of the semi-conductor firm &ud 4 percent
vere sourced from Hongkong. 1lu 1985, Hongkongz supplied the watch
iudustry with 18 perceunt of its raw materials asnd supplies. The
s8ruents sector sourced 10U percent of its imported raw unaterials
aud supplies from Hongkong.

Except in 1985, MEPZ surpassed its projected export target set by
EPZA* The decline in (985  was caused by & slowdown in
productionof the electronics firm. Export sales declined by
5% percent from 1984.

Uulike in the GLCEPZ, two (2) firms surpassed their own export
target projections in the first three (3) years of operation by
an average growth of 76 percent for electronics aud 74 percent
for watch products. un the fourth aud fifcth year of operatious
however, the watch industry exports declinea by 27 percenmt aad
35 percent while the seui-conductor firm registereed a8 decline iu
1¥65 by 53 perceunt, after a substantial growth in 1984. The
tnree other operating firms during the period did not go anywhere
near their export targets, although all registered positive
growths in export for at least 2 successive years of operation
efrer which decliues were experienced in 2 firms. 1he 2  have
since withdrawu from operation (telecommunications aud electrical
parts). The third, a garment factury are still operstional aund
has posted an average export growth of 43 percent.

1ne growth iu exports in the electronics aund watch industry ion
the first three years uof operation could be attributed to stroug
export deusnds iu the early ®U's and the compauies’ decisiou to
expancd production capacities in MEPZ. The 53 percent decline in
exports ik electrouunics in 1965 was dictated by the slump in the
narket &8s experieucec by the same sector at BCEPZ.

The total net trade balance of MEPZ for 1981-i985 is $60.1M.

“LPZA Curporate Pian, p.75
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4.2.4 ENPLOYMENT:

As of Uctober, 1986, there are a total oifi 23,204 employea in the
firus at MLPZ o: 30 percent of the EPZA target®fcer 1965. Like in
BCEPZ, the work force cousists of more female workers than male.
i rthe first year of MEPZ, it was able to sttrect workers wainly
from Cebu province. The Dbiggest eupivyer was the watch conpany
averaging 1,055, followed by electromics - 700, and garuwents -
350. Tne wood aud food processing firms employ the rest.

MEPZ employment coustitute 1.9 percemt of the total employment
for the wmanufacturing industry in Region VII. Total salaries and
wages generated since the operatiovn of MEPZ untii 1986 is P231.4HM
for aun average aunuval growth of 45 percent. 1lu real terms
however, the growth was ouly 22 percent couputed at coustant 19561
prices.

4.2.5 VALUE ADDEUL:

lu terms of value addec, Table 4.5 presents & fair ides on the
value added ratios and growth in MEPZ per year iu accordance with
the EPZA formulas (see par. 3.2.5 of the precediug chapter). The
average percentage share of local msterials and supplies iu the
total value of iuput is 4.0Y percent.

OUu a sectoral Dbasis, electronics posted the lowest locai
materials aud suppiies countent at MLPZ with 1.91i percent of total
value of inputs addec. Watch aud clocks registered 10.2 percent
and garnents posted 8 high 49.6 percent share in TVvl.

Our sttentios was drawn to the wide disparity im the local
waterial contents of the electronics semi-conductor iundustries in
vaguic. EPZ end Maciau, witnh the latter showiug a highe1
percentage locel content (+1.74 percent). Au sunalysis of inputs
showed that HMLPZ semi-conductor firc have 8 higher cost of local
supplies that went into production at 8 r8tio of 65:35 sgaiust
the LCEPZ firm. The MEPZ watch industry likewise reported higher
cosis in locat suppliies for the period.

®EPZA Corporate Pian, p.74




TABLE 4.5 VALUE ADDED OF ALL MEPZ INDUSTRIES (1981-1985)
INCLUDING RATIOS OF IMPORTED AND LOCAL RAW MATERIALS,
SUPPLIES AND UTILITIES TO TOTAL VALUE OF INPUT (TVI)

(P 000)s
RAW FACTORY % of
imported
RMU/FSU
MATERIALS USED SUPPLIES USED % Total % % ot
Total VA Value of  of Local Utilitiea
Total Value Utilitiss Value of VALUE Coefticlent lvul RMU/FSU Used
YEAR of Output imported Local Imported Losal Used Inputs ADDED (9/2) (TVvl) to TVI to TVI
° 1981 167817 82421| 228 8954 3827 599I 9813} 69486 41.46 90.06 3.83 6.1}
" 1902 360347 890443 301 10910 6385 4093 1ile2 248168 69.086 90.26 6.06 3.68
1903 i91368 108101 210 83408 4331 962| 1286820 6274¢ 32.79 a8.9%8 3.84 7.40
ise4 0242600 (362886 3583 48462 16513 28638 630449 193841 23.52 92.27 3.19 4.54
1980 413221 218180 2468 11307 13149 27230 272331 140890 34.09 84.27 8.73 9.99
TOTAL 19688041 1032402 88832 aive8l 43878 78870 1240731 7Ti8128 36.8¢6 a9. 8| 4.08 6.09

_—— — 1 _— — —  —— —— ———————— —————— ————————— ——————————3
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buring the author's visit at the XEPZ, it was observed that the
tuo firms have big power generating sets installed in their
respective premises. It was gathered from z20mne officisls that
such generators vwere frequently wused by the companies either
because of power fluctuations or when the limits allocated to the
industries appiroximates the guaranteed maxiuvrs demand. In the
later case, the coumpanies use Lhe generators to avoid pernalties.
Considering that the nature of their operations require a dust
free round the «clock temperate ciimate, the cost of power
generation was substantial. In comparison, the electronics
industry at BCEPZ does not need air-conditiouning system because
of the temperate cliacte of the areas.

Supplies in this above case pertasin to supplies used in the
generation of power to facilitate production.

4.2.6 LINKAGES:

a. LOCAL PURCHASLS: MEPZ has accumulated a total of P145.7M ia
local purchases of meterials and supplies for the period
1981-1985, for an average annual growth rate of Y2 percent. At
constant prices however, the growth rate is onliy 36 percent. It
is 76 percent more than the Baguio EPZ total of P24.2M for the
same period.

The higher proportion of locel purchases to inputs in MEPZ  was
brought about by the higher utilization of locel materials in the
garments sector and as expiained in peregraph «.2.5 - the
electronics and watch industries’' nigh dependence on fuel oil for
self-generated power (approximately 40 pexrcent). Other purchases
went to compamny service cars and utility vehicles, constructioun
wuaterials and other factory aund office supplies, and equipment
end packaging supplies.

MEPZ will improve its 36.50 percent average value &dced for all
industries with the entry of the wood and food processing
industries iun 1586 and the three garment firms ou account of tke
high locel content of the garment industry. Oun the other hanc,
the haunadicraft (shellcraft) which wutilizes Y0 percent locel
maLerials have since ceasec opersat2on iu 1965, and is not
expected to re-cpen.
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b. LOCAL SALES: VWatches made in the MEPZ were sold regularly in
the local market, pursuact to the authority granted by EPZA in
its registration agreement. by 1985, a totsl oi P17H has already
been sold locally sfter payoment of the appropriate duties and
taxes. Uther products vworth P.358 were likewise sold in the
local merket during the perioada 1960-19b5. Iu all these
instances, the buyers were either traders or end users and o
further processing was aspplied on the products scld. Therefore,
the linkage created was limited.

¢. TRAKSFLR OF TECHNOLOGY: Like tne bataan gud Bsguio EPZs, the
m8ss production methedas introduced by electronics, watches aud
garments firms at the MEFZ precludes the uvuch cesired technology
trausfer that was geunerally believed <to acconpany foreigu
investmeuts. Ou the worker®s frout, the skills transferred are
limited to assembiy of parts or components of & product.
Hanagenent staff learned technics in areas like wmaterials
monitoring, lozistics, 1i1mport amd export, sourcing, warketing,
huwau behaviour, discipline and the otner rudiments of conveyor
type wanufacturing. Nevertheless, these iudustries in MEPZ spent
P3.6h iu traiuing progrems for its workers held in-pisant or
abroad. Modern machiniug; and tooling techuiques are definitely
inparted in the watch industry.
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However, there is & promise for real technology trasusfer in a
recently registered food firm at MEPZ. The <company will train
and employ local chemists and technicians in the process of bio-
technology for the purpose of extracting enzymes from seaveeds
and locust beans which are products iundigeunous to the country.

The HMEPZ firms' —relatiouship with the goverument's regional
uanpover trainimg center was however limited to the latter's
approval of labor training programs for incentive availment
purposes. ho Instructioual were <conducted at the center to
conpliment the skills required by EPZ firms.

4.2.7 SOCIAL IMPACT:

The move to locate MEPZ unesr such urban centers as Cebu and
Mandesue proved to be a wise decision, if it is to be related with
the experience at Batsan. The cost of puttiug wup the facility
was dramatically scesled down since amenities, utilities and other
services were already in place. Lsud acquisitions and relocation
of families were iuplemented on a phase by phase, need only
basis.

The gaius achieved in providing employment opportunities were
also significant. There is & ygeneral perception cf greater
improvement in the lives of workers and their families as a
result of employment in the 2o0ne.*

3¢
Guerrero, S., 1lbly
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CHAPTER V

FACTURS INFLUENCING LINKAGLS

5.1 TYPLS UF LIMKAGES:

In this chepter, we shall discuss at length the various forms of
linkages developed between epz firms and locsal industries, aside
from existing business relations with carge forwarders and
brokers, telecomnunications, banking ang other services
indispensable to an off-shore manufacturirg operation. The most
desirable among the linkages is the integration of domestic
products into epz exports. Uther linkages include the sale of
epz products to users in the customs tariff area (CTA) or local
sales. There is also the trading between epz firms and export
producers based on the CTA known @as constructive exports.
Fiually, there is the sub-contracting by epz firms of a portion
of production outside industries.

5.1.1 LOCAL PURCHASES:

Aggregate local raw naterials and supplies purchases of the firms
in BCEPZ and MEPZ iun 1985 at current prices, decreased by
7 percent conpared with 19864 figures. Iu 7real terms, the
decrease was 25 percent. ln the over-all, local purchases made
by firms in the two zones frow 1961 to 1985 et constamt prices
grew by 92 percent ané 53 percent for bBCEPZ and MEPZ
respectively, indicating & positive trend towards the use of
locelly sourced raw materials and supplies. Tables 5.1 anau 5.2
ealso reflect 8 higher voluwe of local rew uaterials &and supplies
used at MEPZ over BCEPZ even though there are more industries and
nigher investments at the Baguio Zone. The nein difference lies
in local supplies used by MEPZ firms which 1is 374 percent nore
than tne PY.2M purcheased by BCEPZ during 1961 to 1965 period.




TABLE 5.1

LOCAL PURCHASES (P'000)
At Current Prices

335

AKNUAL GROMTH RATE

kP2 1961 1982 1983 1984 1985 1%964-65 1961-b5
BCEPZ 1092 1934 1160 8706 11343 30% 175%
MEP2 3755 6736 4549 20096 15614 -(22%) 92%
TUTAL 4847 8670 5709 28802 26957 -(6.4%) 110%

TABLE 5.2

LOCAL PURCHASES (P'000)
At Constant 1976 Prices

AKNUAL GROWIH RATE

EP2Z 1%61 1902 1963 1984 1585 1984-55 198i-05
BCLPZ 677 108C 557 2512 2783 10% $52%
MEP2 2330 5763 2187 5799 383, -(332) 36%
TOTAL 3uu7 4843 2744 8311 6614 -(20%) 50%

Note Usei NEDA-KNAS Geunersi Wholesale
Price 1lndex for the NCR
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Table 5.3 shows the extent of integration of locally produced
guvods in epz exports for the same period. It is compsred with
a) the total value of output of the epz (value added plus
imported aud local inputs), b) the total value of iuputs (local
and imported raw materials and supplies and cost of  wutilities),
aud c) local value of output (total value of output less imported
rawv waterials and supplies). 1t 1is patent that the share of
local goods in epz products was almost mnil, iudicating the
extensive use of imported materials and supplies by epz firms.
Mactan EPZ firms posted a better ratio of integration of locai
materials, compared with BCEPZ.

The average for the &epzs were pulled down by the low local
material contents of semi-conductor firms. Of the four wajor
industries where there wes significaut activity during 1981-19565
period, the percentage of average local input utiiizatiou was in
garments with 47.34 percent (BCEPZ) acd 60 percent (MEPZ). The
share iu the electromnics area was 0.1Y percent (BCEPZ) AND 1.91
percent (MEPZ). VWatches reflected a locel reaw materials content
of 10.2 percent, while handicreft (artificial flowers) registered

an aversge of 6.05 percent. Shellcraft reached a high
91.76 percent.

Locally sourced materials purchased by the different sectors fall
uncer the following dowminent categories:

a. yarns and fabrics including threaas and accessories

b. plastic end paper packaging materials

¢. handicraft items and raw shells

d. o0il products

e. luuber aud agricultural products

f. chenicals

g ouffice supplies and equipunent

h. automotive equipment and supplies

i. +tools, hardware snd consitruction materials
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TABLE 5.3 PERCENTAGE SHARE Or LUOCAL KRAW MATERIALS AND SUPPLLIES TU A) TUTAL vALUL UF UUTPUT

B) LUCAL VALUE OF UUTPUT AND C) TUTAL VALUE UF LNPUTS

.

(P'uov) (1) (2) % (3) %
LOCAL TOTAL VALUE 1 TOTAL VALUE 1
BCEPZ: KM & FS OF OUTPUT 2 OF LINPUT ‘
YEAR:
1981 1092 442910 2 345787 « 31
1982 1LY34 534193 .36 386908 .50
1983 1160 1004251 Wdl 724279 .lo
1934 8706 1Y08151 45 134981% 04
1985 11343 1539946 .73 1101896 1.02
TOTAL 24232 5429427 Y 3909189 .62
MEPZ:
YEAR: (1) (2) % (3) %
1981 3755 167617 2.2 Yul3l 3.8
1982 6736 359347 1.8 l1i1182 6
1983 4549 191366 2.3 128020 3.5
1984 20096 824290 2.4 630449 3.1
1985 15614 413221 3.1 272331 5.7
TUTAL 50750 1955841 2.5 1240713 4.0
I Y ¥ Y 'y Yy ¥ 3 ¥ 1 o asas Bl A8 AR 4R A 82 22 L ¥ 33

(4)

LOCAL VALUE
OF OUTPUT
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153790
28b3Y2
S5bo4b60o
469109

1599621

R &5 ER &L 5R EI e
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79242
258994
76916
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183734

841458
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Most of the sbove items were sourced away from the epzs, in
Greater Maunila area. The handicraft asud food sector also
requisitioned naterials from the localities where the wmaterials
vere produced or extracted, which were not necessarily from the
epz area. lsolsated purchases of hardware and tools from
imnediately surrouuding areas of the epzs were however recorded.

5.1.2 LUCAL SALES:

There were insteuces when an epz trensaction involved the sale of
epz products to consumers in the CTA. As a matter of policy, ep:z
firms may sell in the local market up to 30 percent of its annual
production or 3U percent of its export sales. This is true where
the sale will not adversely affect the operation of any domestic
industry.

Local saies were treated as ordinary importetiors and therefore
the 2cods were levied with the applicable tariff btut omnly on the
local value added.

In 1965, epz firms in the regular zomnes sold loceslly & total of
P458 which is & 7 percent increase over the P45M sales in 19564.
Local sales activity 1in these two years constituted an average
1.2 percent of the total $422M exports generated from the regular
epzs during the period.

Tables 5.4 aud 5.5 present the local saies performences of the
two epzs uncer review comparea with bataean Zone. At indexed
pirices, local sales of the regular epzs consistently posted =&
negative growth (except for BEPZ in 1983) brought about by
closures of &nauny companies at the bLEPZ and the generally
depressed market at the CTA after 1903 &8s & result of the
ecounomic crises.

In especielly designated export factory zones, however,
the companies iu  which the Philippine goverument has exteunsive
investments, sales up to 50 percent of production is allowed.
These <capital inteusive compauies produce copper, phosphate
fertilizers and liquified petroleum gas. 1lu 1Y84 eud 1985, sales
totalled PoblM eand Pi.3L against exports of $1466K ana $270UM
resvectively. Local sales constitutesc 36 percent and 26 percent
of exports iu 1984 and 19835,
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TABLE 5.4

LOCAL SALES (P'000)
At Current Prices

ANKUAL GROWTH RATE

LPZ 1961 1562 1983 1964 1985 1984-85 1981-55
BEPZ 615631 75303 98525 41674 47043 13% -( %)
BCEPZ MDA NDA 309 1494 4ob -(6b6%) NLA
MEPZ 11438 3660 1384 1924 799 -(58%) -(49%)
T0TAL 100216 45092 48310 7.1% -(%.9%)

Svurce : NEDA NiEP Report
Nationgl industriel Lstate Program
February, 1987

TABLE 5.5

LOCAL SALES (P'0OUVL)

At Constaut 1976 Prices

ARNUAL GROWTLH KATE

EPZ 1961 19862 1¢83 1984 19865 1984-85 1961-65
BEPZ 3935b 43477 51719 14551 13342 =(8.3%) -(23%)
SCEPZ NLA NiLA 162 522 133 -(747 NDA
MEPZ 7281 2113 723 672 227 -{66 -(58%)
TOTAL 526006 15744 13701 -(13%) -(26.43%)

B e s R e RS L E A R SN R R e R L R A E T R A R S R L e S SRS TR E S DS ESSx
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Except for such products as copper and polyvariable condensers
aud seuwi-conductor devices and compouents, the locel sales of epz
firms coastituted consumer-end products and did not entail
adaitiounal processing in the «custous territory. The electronics
cowpunents were sold under re-export bouds which either implies
that the final product will eveatually be exported after some
processing or tha: it will be sold in their origiual condition by
& marketing arw besed in the CTA. Copper were sold to domestic
industries.

We doc not have the figures to forwm au opinion over the extent of

. the share cf epz sourced materials in the productiou inputs of
the domesiic industries. but since the over two years' sale is
substantial at P2.2B (including those produced in special zones),
we assume that the contribution is significant.

5.1.3 CCKSTRUCTIVE EXPOURTS:

Uuder EPZA procedures, sn epz ifirm way sell its products to
bonded warehouses of export-oriented maunufaccurers &and export
traders. The sale to the exporter in the CTA is tex and auty
free, but covered by & re-export bond.

EPZA enterprises dciug constructive exports are thoss engaged
predominantiy '~ the wmenuriacture of packaging materials like
corrugatied ca.:vns, poclypropelene bags or plastic tubes fcr sewmi-
conductors?’ The products are not subject to further processing
outside of epz but form pert of the export products of the local
firms 8s containers of such products,

lhe peper and cartun prooucers in bataau EPZ hes made extensive
saie tu ex ort orientea industries outside of epz equivalent 1t¢
71 percent end Y2 percentl of capacity in 1984 and 19Y85. Domestic
liukege is therefore very evicseut in the industry. however, Lhe
practice cirew asdversée resactiouns from domestic manufacturers of
the product with cowpleants that the epz firm had encrovachec i
their msrket.

Yine epe firm proocuciung plestic tubes for peckagiug of seni-
conductors supplies the requirements of the electrounic firus at
bCEPZ sud MLPZ, es well as a uuwber of industries in the CIA.
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5.1.4 SUB-CONTRACTING:

As earlier statec, the aspect iu epz operation that has zeuerated
substantisl linkaege with domestic industries is sub-contracting
or farming-out of production process. This involves an act of
the principal wmeanufacturer (the epz firm) of assigning materials
and supplies (and sometimes equipment) to another entity outside
the epz to execute certain proecesses of wanufeacturing at a
specified <cost. The practice of sub-contracting by epz firms
da8ined prominence after the EPZA laid down the following
guideliues in 1983, to wit:

a. tne work to be undertaken outside of the epz shall involve
specialized work not norually wundertaken by the epz firm; or

b. wheu the 1equired volume of work exceeds the production
capability of the epz firm and deadlines to weet export
commitnents cannot be met.

The tremnsaction is not allowed when it will result in the
reduction of epz firus' euployees or its authorization will
interfere with tne employees' right to self-organization.

The practice of sub-contracting is prevalent with firws at Bateaan
EPZ where there is & <concentration of garmeunts enterprises. The
sarwent industry tekes to sub-contracting more often because of
existing capacities in the ClA. These euterprises resort to
sub-contractiug because it serves &8s &8 convenient solution to
their operatiounal problews. Sub-coutracting enables the firms to
avoic additionel iuvestments in putting up fecilirties or
waintainiug empluyees for specialized works. OUa the other haend,
idle or excess capacities of industries outside the epzs are
wmaximizec. Techunicel skills @are transferred aind quality
standards are upgraded at the ccntrsctor's plant.

I 1965, 23 enterprises at the epzs engaged inm 335 sub-contracts
involving 358 contractors in the domestic territory. The
processes covered r&auged frou those perfcrmed in the epzs
(30 percent) to those that are not normally integrated in their
procuctiuvn (7 percent). These Lstaswu EPZ sub-contractoers are
all loceated within the surrounding &reas of Metruv haniie, or 160
kilometers away frow the epz.
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At Basguio City, two enterprises extensively engaged in sub-
coutracting activities. They consist of sending materials to
hotieworkers employed by the countractor to perform the job at
home. The sites are located within 50 km. radius from BCEPZ.
Uue coumpany (artificial flower) has been cousistently using the
scheme which indicates thal the System has become au iutegral
pert of operation. Iun Mactan EPZ, sub-contracting 1is being
underteken by the semi-couductor firm for non-critical or miaor
processes to the nearby Cebu areea (7 kws.). The coupauny supplies
the rav materials and equipment to the contractor where the saue
is processec by an average cof 16 persous. The sub-countracting
cost an average of $10,000 p.a.

1t is unfortunate that the EPZA was not concerned {until this
study) with tracking or recording the impact of sub-contracting
on the docmestic econowy. 1In the past, no esrnest effort was made
to look into direct empioyment generated and the value of work
performee by the various sub-contractors. but judging from
frequency and the suthor's own observation and interview of a new
sub-contractor®™in the Bataan EPZ area, the linkage iu terus of
ewployment generation is substantial.

The sub-contractor visiteo by the author was recently organizec
(195866) wuear the Batean EPZ in view of the new policy at EPZA
encouraging the promotion of support industries mnear the zone.
it receives work frowm BEPZ garwents factories and employs
o8 pevple. Five other sub-coutractcrs were tapped in the batasacu
area, generating emnployment of 186 people. For 8 oune s&unc
vne-haif wmouths job, tctal coutract price distributed amoug the
5 contractors was Pi.iH.

38 . : . :
Ciescere Garments - hountsin Vview, kariveles, bataai
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5.1.5 TECHNULOGY TRANSFEK:

The processes euwployed 1u  the two epzs studied are techuically
siople operations that wade wuse of uusxkilled labor. As iu
typicsl proauction sharing arreingeuwcnts, techuviogy is retained
in hvoe bases where techmnological lead stili gives & tradge
advautage. lu is expected that in due time, the other processes
shall be transferred to third world countries like the
Philippines followiug L.. maturity of the procduct. As the process
becume nore stancaraized, comparative advantage woulg shift to
wage cost. Acvauceu labor skills would be deveted to the
developuent of tetter and more complex products. 1lhis is already
occuring in the semi-counductor firms in epzs where the plauts are
set to perform nore processes transferred from other
plants.

There were alsuo considerable strides i the area of bio-
techunolougy, and machinery and tool meking introducec by
industries thereat. Strizt adherence to exacting iuternational
standards also helped develop Filipiuos' awaremess to quality
control aud "just iu tiwe" style of production management. Sone
skills were also transferred from cowmpany spousored in-house and
overseas training st parent company's plant. Sub-contracting is
another aresa where some tkills were —transferred tov doumestic
industries.

5.1.6 ANOUTHLR T1YPE UF LIKKAGE:

lt may wuot be deewea as part of integratioa, but equally
signasficant is the opportunizy for commerce develuped by the
opening of an epz. The job g enereted «create 8 new aenané for
copsumer goods 8ne services. For the period 19bi to 19863, the two
zoues under study came up with totsl saleries aud wages of P379h.
This doces not include the incowe of indirect jobs created &s @
result of tne multiplier effect of epz jubs.

lhe resultant increase in coansumer spenciug 1in the areas of the
z2oue is by itseif & linkage createa by epzs with domestic
producers of cousumer goouds.
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5.2 FACTURS AFFECTING LINKAGES:

Consistent with other studies' observatiounu, we fiud that linkages
of epz industries with those in the CTA 1u terms of iutegration
1s genexally iusignificaut. Fur the perice 1%bd1 to 1985,
dumestic materiais used 1in the two epzs ranged frow only L.62
Lo 4 percent average. Their share in local value added of 1.5
and 6 perceut frow Baguio and Macten respectively, is not
encoursging either.

This lea us to examine probable reasons thst account for such
pvor showviug aud correlate them with actual experiences of zone
enterprises. Facturs which are inherent to conducive iuvestment
like political stability, efficient ustionwide infrastructure
support system, productive labor, etc. which <could mnot be
iufluenced by EPZs slone were not incluced in the evaluatiorn, as
they are matters which shouid be addresseas et the mecro level.
Unly wsatters which are directiy related to the subject watter
were discussed.

Based oun our interviews andé analyses of the firms' operations,
we arrived at the comclusion that the following influenceda in
varying degrees the epz firms' performancee iu the ares of
integrativa:

- the epz concept

- incentive tariffs in the export wnarkets

- industriel branch of activity

- nstiouslity aund equity structure

- lack of linkage promotion

- fiaws in EPZA piocedures
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5.2.1 EPZ CUNCEPT

A epz2 is proujected as a haven for au 1udustrialist facing
increasing labor cousts and stiff couperitiuvi at huwme and iu Lhe
world warket. lt otfers such opportuuities as chesp labor, tax
aud duty free importation oi equipmenL, raw materials and
supplies, tax holidays, 100 percen: foureign ownership, support
facilities and infrastructure and a8 host i other fiscal and
physical incentives iucluding a relstive freedom fruwm the usual
svvernment bureaucracy. Tkis is how epzs are promoted almost
unifourely by host countries in their efforts to attract foreign
iuvestments. Eveu advanced economies like Australia adopted this
concept im its first free manufacturiug zoune, lauuched in
Septewmber, 1985, at its morthern territory.”This was (amd still
is) the Philippines' position when it first entered the
competition for foreign investwents through epz2s in 1972.

The trans-uationatization of prodguction by wulti-national
corporatious provided the impetus for the establishment of epzs
or similar facilities iu developing couniries? Foullowing the
product life cycle theory, a ccmpany whose mwmarket and
competitiveness are threatened at home, expauds its export amarket
by first using houme-based productiou. For further cost cutting,
it trausfers a portion of production off-shore ia a facility such
a5 au epz. As cepsability is Jeveloped, the whole operation is
treusferred tuvu the otf-shore loucation. rinally, the coupany
satisfies itself with importing its product and selling in
ceveloped ecouumies, while estabiishiug its share in the host
country's market.

because of free trade, the company could seud rav materiasls aud
supplies tax aprc duty free to the ovff-snore plaat from other
affiliates loceateu eisewhere or wherever they may be sourced,
not necesssriiy from the host economy. This is also kuown as
setworking of procuction or production shering espoused by
econcuist Peter brucker. 1he counvenience offeres by inter-
coupany open 8account anc siwmilar arrsugenents for pasyment of
materisls, includiug cousigument, strexngtliens the &argumnent ia
favor of their iuportatiou.

”busiucss Tiading p. 49 - Uctober, 1l%oo

“KUNAR, p.ia
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35.2.2 1KCENTIVE TAKRLFF STRUCIUKES 1N THE EXPURT MARKETS:

Products of the Philippines sre eligible for some incentive
tari1ffs in the export narket like those offered b, US Tariff
Articie b00/5U7 and the Generalized Systems oi Preferences (GSP).
buth scunemes feature the use of imported cumpcanents, although GSP
encourages the use of wholly obtained prodvcts of the prefereuce
Teceiving country. Epzs  help facilitate the enjoyuent of these
incentives by providing au atmosphere of free trade, withdrawn
frou the usual red tapes and buresucracies of iwmport/export trade
in the CTA.

a. US ARTICLE 8VU6/8U7: At the WEPZA Cunference, NMr. HNiller
cited the advantsge of applyiug US Article 807 iu his operations.
lie availed of the incentive by sendiug textiie materials vo Hsiti
ané Colunbia aud exported the processed products back tv Jersey
City for fiuishing, peckagiug &aad warehousing. Article 807
permits US jooGs tuv be sent abroad for assembly, and upon its
return tec the US, ounly the added +value shall be assessed
with customs duties.

US Article bdU6 provides for similar treatwent for articles of
mwetair. The watch industry in the MEPZ gquelifies for such
incentive, as its waiu scurce of raw materials and export msrkets
is the US.

Tue epz semi-conductor industry 1s another user of Article oU6/
607. Alihougn the product is covered by GSP, the industry failed
to post the wiuiwuw 35 perceut value added and itls products
exported to the US is thereiore texable. However, since the maiu
sovrce of raw waterisls is the uS, its expurts sre eutitled to
seduces tarifi to be baseu oi their value sdoco upon entr, in the
us.

b. GENLKAL1ZEU SYSTEM OF PREFERENKCES (GSP): ludustrislized
countries like the US, Caneca, Japan, the European Economic
Community (EEC), Australia, New Zeaiaud, the uSSR and other
adveuced ecouvmies in Europe, extend duty free or preferential
treatrent for impores ¢f wmanufactured products from the
Philippines, a benefit-receiving couuntry under the USP scheme.
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CSP eligibility is generally tested by either the process
criteria or the percentage <criteria or both. The process
criteria calls for 8 substantial transformation of product from
its original form. 1The perceuntage criteria requires the addition
of a minjmun value added (labor and/oxr waterial) on the
asunufacture product at the benefit-receiviug country.

In both <criteria, the product need not be indigenous to the
benefit-receiviug country. It nay be inported in its
unxanufactured form irrespective of source, or obtained in
finished or seni-finished form from either the preference-giving
country itself (preference-giving country content) oz from
another Dbenefit-receiving country (cumulation). Uuder the GSP
schemes of EEC, Japau and the US, benefit-receiving countries
belong:ing to an associstion of couuntries which contribute to
couprehensive regional economic integration among its menbers may
be considered as one ares for the purpose of meeting the rules of
origin requirewents. This refers to such country econouic
groupings like ASEAKN, Central Americau Common Market, the ANDEAN
group, etc.

* The advantages offered by GSP is probably th. reason for the
common observation that irvestors usually determine whether raw
materials aud semi-fiuisheo goods could be convenmiently imported
from neighboring countries. Imported products, if used as inputs
to produce a different product <category, are treated as local
content for purposes of value added ccmputations in applyinmg for
GSP trestwent in the US aund other coumtries.

1he Philippine sewi-conductor electromic imdustry, in its bid to
improve its position iu the EEC market is seekiug the attainment
of GSP status for its precducts through the relaxation of foreign
content allowance aud the sppliicatiun of preieremce-gaiving country
¢nntent rule.* The industry is & heavy importer of inputs.

“Prom & position paper of the Association of Semi-conductor
Llectronic ludustry of the Philippimes, 1986
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As regards the United States Markets, the Flagsteff Institute of
Ariz2ona, USA, which monitors world-wide flow of trade to the US
under the different incentive tariff schemes, reported®that the
semi-conductors ares which is the top export of the two epzs
under study, ($100.6M for 1964), continue to lead the growth in
1984 of 80U6/0U7. It grew by $466M iu dutiable value among the
tep 15 countries. Korea and the Philippines each accounted for
21 percent of this growth followed by Malaysisa with 18 percent.

5.2.5 1IMbUS1IK1AL LRANCH OF ACTIVITY:

As showu in Table 5.3, the use of local raw materials and
supplies in epz products during the reference period was not
sstisfactory ©because exports were dominated by the electrouics
industry which accounted for &7 percent of the total. The
industry 1nvoives asseubly couponents or high technology
materials which were not locally availsble. Other epz firms like
garments wused high qualiwy fabric and textile i.e., acrylic
polyester (wool/uyloun), sunimei skin (sheep, gvat and furskiunj,
which @are not indigenous to the country. The handicraft sector
used polyester fabrics, polyetheline aud pigments as major
materials. 1he muwetal sectur importea brass ball vaives snd
tubings. The plastic firm wused imported PVC pellets as raw
materials.

The Philippines is yet to reach that stage of industriglization
where intermediate goods could be produced to suit export
production. Jts iudustry is basically dcmestic oriented, &8s a
result of &au iwport substitution progreawm adopted since World
Wer I11. Until receuntly, the douestic iudustries remained
protected and opened to ad’.tioneal inLvestwents only in terms of
denand-supply gep (uneasureud capacity), - 1esulting in high prices
for its product.

“Jourual of Flagstaff Iustitute, July, 1985.
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On the other hand, the country's export wmanufacturng industry is
still in its infent stege and depends largely om imported inputs
for production. They are found mostly iu bonded wanufacturing
warehcuses amnd in epzs. It is hoped that with the recent
adoption of an import libersalization program, the competition
from imported products shall move the locsl industry to improve
their quality and prices in order to be competitive. The program
calls for the gradusl lifting of quantitative limitation on
imported raw materials and other interwediate products in favor
of tariff controls over a two year period until April, 19%&b.

This should be a welcome developrnent to epz firms. In interviews
conducted, the firms signified their williugness to use more
local wmaterials. The opt cited reason include better chsnces for
the product for GSP eligibility, low inventory to maintain,
facility of contact aud consultations with suppliers snd less
wmouitoring of material (internatioual) movements, and faster
delivery time. We do not doubt that with the right motivation,
export firms will patronize locsl materials as Mr. Miller did in
his Korean operation. l1he experience in the garment industry
(outerwear), which utilizes about YU percent local yarm in their
exports supports this position. This 1is in spite of sbout
5 percent price differential over imported yarnmns.

Mactan EPZ has beeu successful iu attracting resource-based
industries, particularly in the wood and food processing sectors.
Slated to be fuliy operational iun 1967, the industries' potential
for 1linkage generatioun is olvious. The wood firm shall comnvert
local timber into wood veneer and furnituire using the latest
techuology in the jndustry. We shall discuss the food iudustry
in the latter part of this study.

5.2.4 NATIUNALITY ANL EQUITY S1RUCTUKE:

Globsl production sharing is feirly evident ins Philippine epzs.
Parent coupanies or-affilistes of epz firms teke charge oi orders
anc wmarketing, desigl and product specification, production
and/vr procurement of intermeciate goods while the Philippine
subsidiary produces the final product (e.g., teunis balls,
garwent, frames, etc.), or semi-finished goods for export to
suother rffiliate (€.5,., capacitors, condeunsers, chips, watch
movements, etc.).
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As we examiune the import patterus in epzs, we observed that the
influence of nationality snd equity structure was stromng. In
alumost all sectors, the tendency was to source materials from the
houwe base of the wajor iuvestors. The American owned electrouic
firms in both epzs under study, iuport heavaily from the US under
inter-comupauny ovpen acccunt. The Korean firm at the batean EPZ
uses wostly cousigned Koreau products. The French optical
company there wuses chewicals and lenses from France. The
Halaysisau company producing piastic shipping tubes imports
pellets from Malaysia. Eveu woodchips were inported from
Singapore by the defunct wmushroow company at Baguio where there
were &sbundant logs and sawdusis. The chemicals wused in the
resource-based food iundustry came from Ilreland. The Jspsnese
lighter wmanufacturer and other electronic parts firms received
consigued goods from sister cotpanies iu Japau.

There were however, consistent purchases from other countries
otner than the home bsse of iuvestors. This proves that
wateriais wiil be sourcec where trading advantages exist.

Table 5.6 show the relaticanships between equity/natiounality,
imports ang exports of representative industries at the baguio
and Mactao EPZs iun 1985.

Production snaring should mot entirely be blamed for the witimal
linkage of epz firms with domestic industries as even export
firms ownec by Philippine nstiomnels source poduction materials
abroad. 1This only enphasizes the inability of Philippine
industries o suppiy competitive intermediate inputs for export
production. As gathered froa the interviewees, epz firms will
use cowmpetitive locai materials whem available. This has been
observed in certsin foreign owned garment and footwear industries
which wuseu wholly 1mported mwmaterieis in their initial years of
operation. As production stabilized and contacts were
estabiished, local uaterials were integrated in prvduction.

lable 5.7 shows the percentsge share of local raw wsterials auc
suyplies to total velue of inputs of selected iudustries &t
betasn EPZ for the period 1981 to 1965.




TABLE 5.6 RELATIONSHIP OF EQUITY, RAW MATERIAL IMPORTS, EXPORTS AND
LOCAL MATERIAL USAGE OF SELECTED INDUSTRIES

A. BEPZ (I988)

HOME % SHARE
BASE OF SOURCES OF LOCAL
OWNER - % AFFILIA~- (us §) oF % (us §) EXPORT % MATERIALS
INDUSTRY SECTOR SHIP SHARE TION IMPORTS IMPORTS SHARE EXPORTS MARKETS SHARE TO TVI
o. Electronics Americon 100% USA $54aM USA Bl1% Baom USA 69.7% 0.13%
Jopan 26 % ASEAN I13.0%
EEC C21% EEC 14.6%
b. Garments italian 90% italy # 1.2M Itoly 89 %. # 0.33M USA 58.9% 2.66%
(1984) Swiss 10% Japan 6 Y% Canada 22.7%
‘ italy 16.4 %
©. Handlcrafts Americon 100%  Tolwan $0.48M  Japan 49 % # 1.28M USA 93.5% 6.16%
Hongkong 33 % EEC 3.2%
bad Talwan 186 %
8. MEPZ (i988)
a. Electronice American 100 % USA $am USA 88 % * I6M USA 84 % 2.51%
Hongkong Netherionds 9 % Hongkong I8 %
Hongkong 8%
b. Watches & Clocks American 92% USA $§3.0m USA 55% §8.8M USA 68 % 120 %
Filipino % Hongkong 19 % Canada 8 %
EEC H %
Talwan 8%
¢. Garments Filipino 70 % Hongkong ’O.G?M Hongkong 100% § 0.867M USA 84 % 76.75%
Hongkong 30% EEC 33 %
Austria 2%
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TABLE 5.7 PERCENTAGE SHARE OF LOCAL RAW MATERIALS ANU
SUPPL1IES TO TOTAL VALUE OF INPUTS (TIV1) UF
SELECTED LNDUSTRIES AT BEPZ .

PERCENTAGE SHARE

INDUSTRY OWNERSHIP 1981 1982 1983 1964 1985
Footwear Norean 18 14 & NDbA NDA
Garments Geruwaun 78 79 87 78 84
Garuents british 72 63 34 32 53
Garmeuts Filipiuo 4 4 v NUDA NbA
Plastic

Packaging Fil-Japanese Y 10 i6 & 6
Plastic Toys American 31 34 25 NDA KbA

Auother contributory factor to the fsailure ofi linkage are the
provisions im imcentive tariffs in the export market of
developed econowmies promotiug the use of their own materisls in
grantin, preferential treatmwent toc thira world exports. This is
known &8s preference-zgiving countiry coutent i.r GSP and the U§
Tariff Article 506,807 earlier discussed.

5.2.5 LACK OF L1INKAGE PKOMUTILIUN:

There is no existing program nor discernible effort on the part
vf the LPZA &administration to encoursge the iuteraction of epz
firmws and local businesses. Lpz firms are left ou its own to
establish busiuess contact with suppliers. «rfur at least ome
toreign enterprise, the omissiou pruved disastrous. The supplier
chosen was uot rTeputabie &and wmaterials psig for was never
delivered. The firm never recovered.

i1t is observed inat EPZA's prumotionsl effurts nave beeu limited
to the sttraction of fuvestments 8nd inviting public awereness to
the epz performaunce aud image. The saununual epz trace fairs are
geared primarily towards the opportuni’y for wunloading excess
production and inventory, noct for linkage promction.




5.2.6 FLAVWS 1K EPZA PRUCEDURES:

Winile epzs are so siructurea that they sre iudependent of the
CTA, it 1s desirable from the developuwent point of view o get
maximuw techuology transfer frow enterprises in the epz tu those
outside of the 2zone. The practical way to realize this is o
develop a supplier-buyer relationship ovr fuorward linkage between
epz firus and locai wanufacturers beyond the presently existing
supplier-tcader-consumer set-up of local sales. Techuology
fall-cut from epzs cannct be expected <unless there a
commezcial relationship with local producers. To & limited
extent, sub-contracting has achieved this.

However, the procedures covering these transactions ere too
cumbersome and restrictive. Local sales must have to be
suthorized on & case to case basis aud the impact of such sales
to douestic umwanufacturers nmust first be evalusted in c.der to
avoid acverse effects of such ssles. by policy, local sales is
limited to 3v percent of production. Oa the other hsand, the
local sub-contractors are subjected to 4 percent contractor's tax
totaiiv ignoring <he fact that the epz firms which are <che
primary contractors for export production are exeupt from such
tax. There is also tne tendency to require sub-contracted
materiels Lo touch base first with the zone before the are farmed
out to sub-contractors, whizh is a <circuitous procedure
considering that epzs like batesan are away from the ports of
entry.

lu  the area of beckward integration, the existing procedures are
equally Testrictive. While 8i]l mwmaterials introduced in epzs are
exempted from a8ll taxes, outright exeumptiom is availabie to
iwports only. Local purchases are taxed at point of sale and tax
credits msy be obtained only uporn the exportatiom ol the procuct
usinug such locally provuced wmaterisis. 7Tax credit certificates
are uot transferrabie and may be usea only for tithe jayrent of
naticnal taxes duties anc fees. lt coua not be used for the
paywent of property taxes Lo whicn sll epz firms are liabie.
hauy epz firus entered into privete &rraungements with local
sugppliers (o the effect that the selling price of goods rhey
puzchase should be net of taxes. This is not institutionalized
end appilicable only if ine supplier is entitled to tax credit
incentives uncer othe incenti =. laws.
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5.3 FACTUKS 1IN LINKAGE ULUEVELUPMEMNT: ILLUSTKRAT1IVE CASES

The relative freedom tuo import 167 wateriels and supplies, tax
and duty free under the epz concept shall be a coumon denominator
ian the @actual cases discussed bLelcw. 7The epzs and industries
inuvolved will not be identified. Huowever, certain indispensabile
inforwation are indicative of the Jlocation and the inaustry
itself.

5.3.1 CASE 1: APPLICATIUN OF US TARIFF ARTICLE 80U6/507

The industry involves the assembly of higaly techuical couponents
which were primerily importec from the United States. It is
owined by American unationais and 7v percent of production is
exported to the United States. It employs an average of
1,000 esplvyees over the 1961 to 1985 period. In the same
period, its production perfurmance are reflected in Table 5.8.

iu current terms, the coupany had contributed 5i percent to total
output iu value sdded. Outside of value added which constituted
wages and salaries, rent and ofit, the local contents were nade
up wonly of local factory sugplies (10.2 percent) aua utilities
(15.01L percent).

There was no trausaction recordec in the coluun of local raw
uaterials used. We attributed this to production sharing (it
imports bigh tech components frou the US on cousignmeut bssis)
and the anon-application of the US GSP oun its product. its wain
merket, the US excluded the (¢ mpany's product category from its
GSP scheme? Feunce, even if its value added wake up for
51 percent of output (over 35 pesceut is required in the US), its
entry into US will not receive pi-ferential trcatment under GSP.
But the product is eligible under Art. 806,607, which meaus that
it will té&xed ounly ou the 51 percent added value, not 100 perxceut
since weterials came from the US.

“Preference~ -, eranted for approximetely 3,000 sgricultursl
and industr. . ;. -ucts under the US scheme. Among iudustrial
products mnot eligible are the following: textiles aud articles
of appsrel subject <o textile agreements; most Lypes of

footwear; certeii leather progucts; watcnes aud certain import
seusitive srticles.




TABLE 5.8
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(?'000):
RAW FACTORY % ot
. imported
RMU/FSU
MATERIALS USED SUPPLIES USED - fo Total % % of
Total VA Valye of  of Locol Utilities
Total Vrlue ' Utilities Value of VALUE Coetficlent Input  RMU/FSV Used
YEAR of Outpur Imported Local imported Local Used Inputs ADDED (s/2) {Tvi) to TVi to TVI
19681 45433 5293 - 1084 2273 3813 12433 33000 72.63 51.05 16.27 30.68
1962 48497 s - 2207 41681 4003 11486 ‘34011 74.78 28.92 36. 23 34.89
1963 84017 20140 - ——— i 380 1878 4448 276843 26974 49. 21 77 .29 6.74 15.9¢8
1964 162290 83243 - - 14980 7792 9681 88696 66594 43.73 79. 61 9.09 .30
1968 161831 87362 — i1307 6949 1818 87436 740985 485.87 78,853 7.98 13.52

TOTAL 469868 137183 - 30926 23083 33760 2246949 234674 61.06 74.73 0.2 138,01

]




76

5.3.2 CASE 11: GSP: SUBSTANTIAL TRANSFORMATION UF
. RAW MATERIALS .

The company started operations in 1976 with 1002 Americeaun
capitalization. It expanded from the initisi 4VUU0 employees to
1,200 euployees in 1935. lis wmarket for its GSP eligible product
is the Uunited States (b5 percent) and the LEC countries. Raw
materials aua supplies are consigned frow Hougkwng (67 percent)
aud tne USA (33 percent).

Its production peformance for the period 1981 to 1985 is showu in
Table 5.9.

The coupsuy's export is entitled <to GSP treatment in the US
because the component imported materials from Hongkong and the
USA are iucluded in the computation of the 35 percent value added
regquirement. Jlt is considered substantially transformed into @
new and different meterial by US standards. Siuce it comnstitute
9.8 percent of the total output (sales), iits value heips meet -the
value added requirement together with the direct cost of
processing labor in the Philippines, including labor but
excluding profit.

5.53.> CASE 111: GSP: EXTENS1IVE U3L OF LUCAL MATEKIALS

Tnis German-cwnea coumupany produces outer garments for the maii
order mwmarket of West Germany. lt started operations in 1977 ana
produced its exports with 100 perceut 1mported components. It
gredually shifted to locaelly produced yarn fiuding the product
acceptabie, althocugh the local yarm cost by s8u average of
5 perceut more theu the CIF price of imported mnaterials. Tne
compamny cited ils desire to integreate more local products a&and
faster delivery time 85 the main ressous for petronizing locsl
yarus.

Lately, howcver, the conpany encountered deleys in deliveries
which it attributed to increased demand and operationsl problems
vf the supplier. <Colouring was not cousistent due to water
problems st the supplier's piamt si1te. if such were the case,
the company 1ntends to resume importation of matesaals.
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TABLE 5.9

RAW FACTORY % of
impcrted
RMU/FSU
MATERIALS USED S8UPPLIES USED 1o Total % % ot
Y Total VA Value of of Local Utilities
Total Value : Utilitiss Value of VALUE Coefticlent lvut RMU/FSU Used
YEAR of Qutput Imported - Local Imported Local Used inputs ADDED {(s/2) {(TVvVi) to TV to TVI
1981 12898 1388 - - - 221 1697 13 87.75 86.00 - 13.99
1982 16593 1242 235 1977 16116 . 91.09 84.09 - - 18 9t
1903 16934 1348 - - - fe = —-—— 347 1693 18241 90 .00 79.50 - 20.350
1984 34968 3797 -~ - - - 809 4696 30360 86. 63 82.84 _—— 1?7.56
1988 42947 4498 - ——— - 1403 5901 37046 86.26 76.22 ——— 23 78
TOTAL 124338 - —— - 3018 16364 109082 87.73 79.67 -—— 19.62

12241
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For the period 19561 to 1965, the comspuy's production statistics
is shown in Table 5.10.

PLéase observe that the pe-centage share of local inputs tv 1vl
is 8i.64 percent. livwever, its product quaiifies for GSP
treatwent under the EEC schewme not because of its huge local
content bui because 1t was able to effect a change in tariff
heading from the nanufacture of yara iuto another product falling
uuder a different tariff heading under the Customs Cospesation
Council Nuwenclature. I this case, therefore, the coupsny could
have wuseo 10U percent imported yarn aud still qualify under the
GSP of the EEC. but it opted to use availsble local yarmns for
the above stated reasons.

5.3.4 CASE 1V: RESOURCE-BASED 1INLUSTRY

The most desirable liuxage <condition is illustrated in the
followiug caese:

Compauny A, which 1is 100 percent Filipino owued, has been
produciug refined caregeenan in its marine farms in the seaweeds
beit of & proviuce embraced by & regiom hostiung amn epz. The
seaweeds haivest undertake simple processing, then packaged aud
exported to USA, Cenaca aud Australia.

The Philippines sccount for b4 percent of Asia's dried seaweed
production eaud 38 percent of the world’'s. It is a P300K a year
iudustry witn production 23,000 tous per ennuk. Prior to 1Ybe,
seaweeds are expourited abivsd four further processing into products
usec in the food, pharmaceutical, coskietics aud other
sLdustries.*

*ibuk Facts and [igures




TABLE 5.10
RAW FACTORY % of

Imported

RMU/FSU
MATERIALS USED SUPPLIES USED %o Total % % of
Total VA Vaiue of Local Utilities
Tolal Value : Utilities Value of VALUE Coetticient of lvut RIAU/FSY Vsed
YEAR of Oulput imported Locoal Imported Logal Used Inputs ADDED {(s/2) (Tvi) to TVI to TVI

o - .

~ 98I 20390 1449 9084 48 8?7 610 11681 8747 42.688 16.31 78.47 5. 249
is82 19970 1307 8027 321 39 46| 10188 9820 '49.16 16 .03 79.43 4.84
1983 24968 864 10923 223 82 530 126982 12373 49.56 - 8.63 87.18 4.20
1984 375106 2028 14147 - —— 127 1094 18196 19320 61.49, 13 .54 7€.44 6.01
1968 33613 2587 18768 - - 221 432 18988 14625 43 .51 13.62 84.20 2.28
TOTAL 136467 9018 © 87949 995 496 5127 71082 64688 47.54 13 .98 8l .64 4.36€
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In midyear 1986, Cowpany b was estabiished at the resgion's epz to
undertake the processing of the seaweeds into final products
usiug bio-technology. The firm is Filipino-owned but affilisted
with an 1rxish company which shall provide the techunology aud
absorb the company's production. The raw mwaterials will be
supplied by Compauy A. The epz was cnoseu because of the
facility wo iwport tax free consigned equipment and materisls,
the &existing infrastructure aund the proximate internationsl
sairport through which the goods ere shipped.

This «case deucustrates the bsckward and forward integration that
promotes a completely processed indigenous product from the
Philippines from seeding to growing to processing into final
form.

5.5.5 CASE V: SuUbL-CONTRACTING A PROLUCTION PROCESS

The company was es:ablished in 190U for the productior of @ GSP
product invoiving intemsive labor. It ewploys an average
176 workers in its 1,000 sq. w. self-built factory in the epz.
The compauny is 100 percent Americen owned. It imports its raw
waterials frowm Japan (49 percent), Hongkong (36 percent) and
Taiwan (16 percent). It exports 94 percent of its products to
the Uuited States. 1lts average loceal raw materials wutilization
is 6.16 percent of total inputs. These iuvulive handicraft items
which add munative flavor +to the product. 1ts value addec
however, reaches an average of 51.64 percent (principally iaborx
value added aud profit).

A big portiom of the labur value-addec iuvcived indirect
employwment. The ccupany sub-contracts the assembly part of its
production to sowme 50 sub-coutrectors within the 3V kilowecters
radius of the epz. This. features ti& daily delivesy end receipt
of sub-contractea items <consisting of pre-cut pieces aund
sccesories Lhst 8re turned into 8 finishea product by putting the
pieces together. The homeworkers are paid on piecework basis.
Pe. LPZA estinate, the process employs some 360 homcworkers.

The preactice dadewcnstrates the potentisls of this type of epz
iudustry iu developing linkages iu surrouncing eress of the zones
in  terms of ewploywent geueration. Huwever, there were charges
that existing laws on compensation were circumvented.
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CHAPTER V1

LINKAGES 1IN NUN-LPZ EXPUR1 INLUSTRIES

6.2 LEXPURT MANUFACTURLING QUTSIDE EP2S:

Philippine laws offer an alternative to one who wishes to engage
iv export wanufacturing with incentives out.ide of epzs. This
calls for a registration under the incentive laws®adminstered by
the board of Investuwents (bUl). The BUl is a major governmental
ageucy which is in charge of plauning and implementing programs
Lo eucourage foreigu and dowestic ijinvestwent iu the country.
Unlike EPZA, it is mot iimited to inducing the flow of
investments to an epz. Under bUl regulations, equity structure,
areas of investuwents and market are major factors for the grant
of iucentives. Thus, for export manufacturing prcposes, non-€pz
enterprises wmay qualify for registration with incentives urnder
the following general guidelines:

a. prererence for <cegistation and incentives are givem to
cuterprises where the degree of owuership and control of
Philippine unationals is greater;

b. ma)ority shares of &an enterprise may be owued by foreigners
if it is engeged iu 8 pioneer activity;**

c. majority share wumay be owned by foreigners eveu if the
activity is im o non-pioneer area provided JU percent of its
products are for exporis;

“Priucipally, Export luvestment incentives Act aud tihe Unuibus
luvestuwents Code, as awmended by bBP 3Y1.

“Ateas of investments that &) produces goods that a&re not
producea in the Philippines or b) uses new or untried techmnology
in the country c¢) pursue predetermined services or projzcts in
agriculture a8u? food industry that are considerec feasible and
hignly essential to the ettainment of national goal taking into
account the risks <capitsl iuvolved; or d) produces now.-
conventionel fuels or such equipuent whicn wutilizes non-
couventional sources of encrgy or ithe operation itself uses nou-
conventional fuei or source of energy, provided that in suy of
the foreguing circunstaaces, there is substantial wuse &ud
processiig of domestic rew unatesiels, when avialable.
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d. jvint ventures with wmaximum 40 percent foreigu perticipation
may rxeceive incentives, if the export activity is listed in the
Investment Pricorities Plan;

€. Jouint ventures with maxiwum 40 percent foreign participation
may also receive incentives, if 50 percent of sales are export
sales in @ctivities not listed iu the Iuvesimeunt Priorities Plau?¥

As shown 1n Table 6.1 (Comparative luvestment Ilncentives), export
firms registered with bUl enjoy the incentives listed depending
on the aspplicable law prevailing at the tiue of registratioun.
Tne wost relevant incentives for purposes of this study however,
are:

8. lax <credit for taxes and duties on raw matexlals;.ﬂxport
firms outside epzs way apply for this incenmtive for an ewmount
equivalent to the taxes aud duties paid on lucal umaterials aud
supplies used in their production activities.

b. Reduced income tax (RIT);’Uxthin 5 years frou registration,
export producers are eantitled to deduct from their taxable
incvuwe, &u acditionmal smount equivelent to the direct lasbor cost
of the product and the local rew materials wutilizea in
production.

A further deduction for direct labor cost shall be &sllowed if the
erea of investuwent is declared by the BOI as mecessary for the
dispersal of industry wor if the busiuness will iccate iu areas
deficient in infrastructure and utilization. The deduction shali
not exceed 25 perceunt of export revenues. Mureover, RIT is only
forthcouing to the extent of the taxable incowme for the year,
otnerwise the incentive is forfeitea.

“Art. 26, bP 391
““Art. 4b a) PV 1769 a&s siended

“Art. 48 b) Pv 1789
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c. Tax credit on net loca! content of exports:” Within 5 years
from registration, export fiims shall be euntitled to tex credit
equivalent to 10 perceut of net local content of exports. The
incentive may further be extended for auother 5 years. The
amount .ncludes lsbor aund profit and local rew materials which
are available under <clearly wore favoreble terws iu the world
uarket.

d. Access to the ogoumesltic narket?ﬂﬁépendxng upon the equity
structure ancd ereas of investwents, export producers registered
with bUI need ouly to export 5v o 70 percent of its productiovn
to be entitled to this incentive.

The incentives «cited in paragraphs by, ¢) and d) aie not
available at EPZA. Their influence in pronoting linkages wita
domestic manufacturers and suppliers of intermediate goods wiil
be discussed in the latter part of this chapter.

As 1egards the 1ncentive grauted iu paragreph a), the ssme is
avaiiable in both BUI and EPZA laws, except that & tax credit
obtained wunder bUl is trausferrable to euother BUI registered
industry, while that obteained from EPZA is mnot transferrabie
uuless the trausfer is by hereditery successiom or by operatiunor:
law. Tax credit certificate obtained under these incentive laws
ma; be usea to pay taxes, duties, charges aud fees due tu tne
national government only.

Epz firms do¢ not have auy real need for these iucentives, siuce
they could freely import tneir iuputs tax aund dutry free. Epz
firms could use anese incentives ouiy if purchases frow dourestic
suppliers were mage. Uniy firms 1Tegisterev with B0l are
coustrained to use the incentives since taxes and duties must be
paid upon importation uf the raw materials &nd supplies and such
peyments ney be recuvered only as tax credits upun exportation of
their producis. They still have 1o suffer the @administrative
gifficulties and delsay that sccompany Llax credit applicatiouns,
eud shoulder tiie cost of financring the tax mouney. Thus, EPZA has
au acvautage over bOl firms in the importsation of materisls and
supplies. |

®Art. 4 d) PL 1789 as &snendec

”Epz firns wmay be allcwed to sell part of up to 50 percent of
production in weritorious «cases proviced that wunuo dowestic
industry 18 esoversely sffected.
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6.2 EXPURT MANUFACTURING UNDER BONDEL WARLHOUSES:

Wheun the custuons bouded menufacturing schewe (CuMMW) becauwe
accessible to mauy export umanufscturers in 1979, the above
agvantage eujoyed by EPZA over bOl firuws were eroded. CbMks may
import interuediate goods tax &ud duty free for export
wanufacturing purposes sfter posting a re-export bond? MNauy
firms registered with BOl obtainmed CbMW licenses. Smaller export
firms, mostly garwen®s, were also authorized vuuder similar
schemes® to import their inputs sans taxes and duties. These
export msnufaciurers outside of epzs are practically operating
Just like an ep2z firwm, with better <incentives aund in uore
advantageous locations, quantified in terms of available econcmic
and social infrastcucture that are present in urbsu settings’'
Just like in epzs, sub-coutracting iuvolving imported raw
materials are elsoc authorized in ChhWs.

6.5 EXTENT OF LiNKAGES:

boes epz stiyle mumauufacturing outside the zone iuprove linkages
with comestic suppliers of raw materials and interwediate gooGs?
Ihe locetional factor will be tested for liukage generationm by
examining parallel export indutzies that eujoy btoth BOIL aud CMBW
incentives. Because of the confidentiality of data on actual
value @aaded or percentage of locai materiais and supplies to
total input, we were not able to obtain exact figures. Instead,
we measured the degree of linkage with the extent of the firm's
availrnent of the BOI iunucentives earlier wmeutiouned, which was
evailiable. Furthermore, the iusights ot BUL officials
interviewed were given much weignt in forming our conclusion a&s
their observation were based ou actual knowledge and experience
vver & particular industry's Dbehaviour in relatiou tu the
incentives 80LiIUuLISLETEGC.

¥Secs. 608 2001 and 2006 of the 2ariff and Customs Code of the
Philippines, or awended by PUL 34 sua PLibdov4s; CAO N, 2-769.

®luports wmade thru the bundec warehcuse facilities of Fuilippine
interuwa8ticuai 11racing Corporation, NCU-NACIDA Kaw DMeterisls
Corporation, Pailippine Integratec (Mfcts.) Exporters, Iluc.,
Mindausv Textile Corporatioun.

*1n  the Metro Mauila area, there are over 200 bouded
manuiacturing warehouses uuder the Miscelisneous category that
caters to different industries except garments. Eighty-five

(85) are active, CGeruwent industry 1is the other bonded
meuufacturing categury where unaterials way be importeu tax and
dutry free under tne firn's own CMBWs or thsru other

8rr8ugenents,

“Weve VYV, Viko Laavuias o vus, CAUV 3-/0
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6.3.1 EFFECT OF INCENTIVES GRANTING TAX CRELIT FOR DUTIES
ANL TAXES PALID UN RAW MATERIAL 1KPUTS AND KEDUCED
INCUBE TAX (R11)

CASE Nu. 1: The best exsuple would be a former epz firm
which transferred its entire operation mnear Msnils after umore
thau five (5) years in the zone. The company is 100 percent
foreign-owned sand manufactures an eligible GSP product with an
aunual average value added of 57 perceut, with 24 percent
utilization of localily produced waterials in its export
production. 1lts main source of imports wes Hongkoug. Thne wmejor
export marxet is the USA.

Fur the duration of 1ts operation in the epz, the firm did wnot
sppiyfor any tax credit covering the localiy sourced materials in
its products. The locai gouods, mainly pecksging materials and
thread, were obtained net of taxes from the local BUlL registered
suppliers which asuwmed the burden of appiying for tax credit for
the goods sold to the epz firm During the firm's last year in
the epz, it used sabout P34M of local products.

After wmoving out of the zome, it obtained RIT incentives in the
total awount of P5UM frow its BOIL registere¢ bunded manufscturing
operation for the sawe pruducts. Like in its epz operations, it
did not apply for auy tax credit covering local purchases.

The firm's operaticu outside the epz did nmnot iuprove its local
mséterials utilization even as it obtained & P5UM additioual tax
deductiou. The export sales of the firm for the year was closed
v P2UOUM (P1b3M uet sales)? Cousidering that the average value
8dced is 57 percent the veiue uf the raw materials, supplies aud
utilities imputed to the export was Po6k. Siuce the perceuntage
vf leceliy sourced . cerisls was established at 27 percent of
totel iuputs, the value of local materials will mnot exceed P24M,
which was 29 percent less thsain ite previous yeears' consumption
iLsioc the epz. Moreover, further inquiry revealed that the RIT
inventive consists maiuly of direct labor.

®LO1l 942 tireats sales to epz industries as export sales. Tne
selier is qualified for tax credit ou t1&x€s 8uG cuties paid ou
the products so0ld inder Art., 48 a; of Pv 1769 if it is & BU1
registered export producer, ctherwise, drawbacks may be obtained
under Sec. 199 of the luternsl rRevenue Cude.

*as reported In 1BON Facts and Figures, No. 190/14, July, 1986
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CASE NU. 2: wvur mnext subject is & BUl gloves and germent
manufacturer which operates e CBME in Metrc Manila. 1t is a
fureign compauny wnicn receives its waj)ur materials under
consigument frow its principals abrosd. The wajor market is the
USA, as shown iun the 19b4 export quots allccation®released by
the Garments and Textile Export board (CGTEbj. in 1964, it
recordea net sales of P134M>°We compared the ncn-epz firm with
an epz glove manufacturing compauy which has similar equity
structue and trading patterms. However, the epz firw is smaller
in size with sales of P34M and is eungaged in gloves export onmly,
not ir 7ther garments trade.

The analysis was licitea to 1Y64 where enough data was available.
bDuring the year, the non-epz fixm obtained 1ncentives iu the form
of special tax credits of P.15M &eaud additiounal tax deduction
(RIT) of Pzh. The locai purchase consisis wostly of packaging
méterials. Applying a 20 percent sales tax 1eate? the local
purchase shoula be aboutr P.765N for the extire year, or 0.55
nexrcent of its net seles. Even assuming that P2M KIT deduction
-5 wade up entireiry of lucal raw materials (which was not the
case, @&s per inquiry), it will constitute ounly 1 percent of net
export revenues for the yesr.

Siguificantly, the €pz firm has not purchesed raw materials aund

supplies locally during 1its last five years ot operatiun, all
materials being suppried under consignment basis from i1ts parent
company.

CASE NO. J3: Tne representative seui-conductor firm
exemiued availed of special teax credit for raw material purchases
in  the auncunt of P..206N for 198). based ou a 2V percent ssles
tax, the value «of the 718w materials puirchase was pegg.d at
Po.U3M, In 1985, the firm's gross export is $20b,06¢H.
Coiverted imntuv Pesc, it's total export would emount vo P3.83B.
ine locaily purchased materials would theu conLstitute sbout U..5
perceut of output, which approxiwmates the epz aversge of 0.12
percent.

“pulletin Tvday, Febiuary 3, 1987
* 150N, lbaid

**Average percentage fur intermediate goods
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In tnis counection, we cospared the average local value added
perforuances of epz and nou-ep: sewmi-conductor firms. The 28
meuber firmws of the Association of Semi-Couductor Electromics
ludustry of the Philippines (ASELP) have & total local value
addec cof 2i.54 percent in 15b4 and 21.1b6 percent in 19865, sgaiust
the two epz firus' average performances for the periodé iY%81 to
1985 of 27.06 percent aud 21.96 perceut respectiveiy.

The local firms figures already included profit, labor and locai
inputs. 1f local inputs wexre inciuded, the epz firms' averages
will further improve tuv 28.4 percent and 26.56 percent, indicating
better integration.

6.3.2 TAX CRELIT ON XET LUGCAL COGKNTEMT:

This incentive was introduced in 1983 as an improvement of RIT.
Net local content is defined by 50l &s the value of export less
depreciation of <ceapital equipment anc value of imported raw
materials aund supplies and iudigenous inputs which are not
available in the workd market under favorable terums.

The incentive is not expected io result iu significent linkage
between export firms &and douestic industries comsidering the
import dependency oI nou-tracitional exports production. The
incentive even penalize the use ¢f incigenous materials iu export
production as it removed such matriais from the components of net
local contents. Moreover, the intent of +the incentive 1is to
consider as raw materials only those used inthe processing of the
indigenous raw materisis. Agair, it is the labor cuiponeunt of
tne prodguct that constitute the bulk uf local content.

The advantage offered by this incentive over RIT is the
pieservation of the additional deductions in the form of tax
creéit uver a8 period of 5 years (or wore). RLIT provides only for
sdditional labur cost deduction during the taxable yea:r arnd only
to the extent of taxable incowe. A loss during the year torfeits
the RiT. Julike iu RIT, the amocunt of mnet local <content
incentive is not limited to 2 wuaximum of 25 percent of. export
revenue.
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6.3.3 ACCESS TO 1HE DUMESTIC MARKET:

Nou-epz export producers registereé with b0l may sell in the
local market its production in excess of the ceiling peggea for
exports which is 50U percent of production in case it is a
Philippine nationsl aud 70 percent of production for foreign
controlled firuws. This may work well for the concerned
industries iu terwms of flexibility aud corporate planniug like
burilding & manufacturin, base for couperitive export pricimg, or
weathering adverse e¢conomic conditions at the world markets. This
incentive is mnot automaticaliy available tv epz imdustries.

6.4 JIMPORT CONTKOLS:

Loc&l sourciug by domestic export menufacturers is slso induced
by govermment policies thet regulate imporits of certain raw
materials. These regulations®have beexn iuntroduced for various
reasons vis: to assist local industzy reach full capsecity; to
encourage local content of domestic production; to help conserve
foreign exchauge; and for public health and safety and natioual
security, etc?’

These rules call for s prior clearance from the pertiuneant govern-
ment sgency before one could iwmport the regulated products, say -
syuthetic yarns, fibers and threads. For intermedisate inputs aud
ptoduction materials, the clearance involves a ceriification that
thexre are no locally aveilable competitive product that could
substitute for the article sought to be imported. 1f they were
aveilable wunder these conditions, then the clesrsnce will be
withheld cowpelling the producer to use the local provduct. Lpz
nauvufecturing is exempted from tnis proucedure.

The extent by wnich such restraints iIouvstered liukeges 1is not
available. lowever, 1t 1is the perception that as 8 result of
protection obteined, the domestic products 8re not at par
guality-wise and price-wise with those offered iu the world
markets.

“CB 1029 aud Aueucduents PL 2206, EO 609, 557 & b523.

“Priwer ou lmport Procedures of Philippine Exporters - 1965
Biuistry of Trede
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For example, the Tariff Comnission estimates that synthetic fiber
proguced in the Philippines is 169 percent more expensive thamn
the same product wmade iun Taiwan, or that plastic buttons cost
3,419 percent more than these foreign ccunterparts.*”

A case in point is the paper packaging industry. Most exporters
vutside epzs sovurce their carton box requiresments from domestic
wanuviscturers which in turn buy materials frum local paper board
procducers. When EPZA suthorized an epz fire produciug carton
buxes from imported kraft paper to serve local exporters, the
wove elicited positive respouse from exporters® I effect,
inported boxes were wade available duty free, but covered by
re-export bond. They cited the recasonable price and high quality
stauderd of the epz product compared with many local suppliers.
Such factors eunhauced their prooucts® competitiveness with
exporters in the Far East. As .vuld be expected, the iatrusion
of the epz firm in their treaditional market drew protests from
the protected local industry a5 demands were displaced and
uvuder-utilization of existing capacities were aggravated.

The Vorld Bank, in its latest country economic report in the
Philippiues,*® encouraged import liberslization to improve the
export mauufacturers access to imputs at world prices. ln facrt,
the trade liberalization program is being pursued by the
Philippine guverncent as 8 condition fo granting $506H IMF stand-
by loau and the $300 WP economic recovery loan.*

6.5 EFFECTIS Ur LUCATLION:

lt appears from the foregoing that export producers loceted
outsice of epzs follow the sawe pattern of rew msterials sourcing
exercised by their couaterperts iu ep2s. lleavy dependence on
imported inputs end the nature of incentive structure have
reduced lirnksges with local raw . uwaterisl suppliers. Where locsl
naterials &re vsed, sectorsal groups frow both ends buy waterials
vf the same category: tlireasoc aud yarns, plastic and carton
peckaging materials, fuel, industrisl) gasses auu office supplies.

1BON FPacts and Figures, Vcl. 196, Uctober 15, 1956
“lLetter of Foreign Busers Associstion of the Phiis., Jsn. 9, 19564
“business buitetin, January 25, 1987

“Marnila Chrouicle, Septembes 2, 1966
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In the case of thread and ysrus whch were regulated items, we
noted that those locally produced were patronized by epz firms
even if they could be freely imported, indicating international
acceptance of the products. This is also true ia plastic and
papexr cuntainers, althou,h the products of ep: firms producing
such contajuvers have gainec nesdway with exporters, buth inside
and outside epzs over local producers.

Location, per se, is therefore not & major factor in enhanciug
liukages of export industries and domestic producers of
materials, although conditions outside of ep2s may have sttracted
more investwents. It is the products’ availability in steady
supply aud consistent quality and price that guaranty patsonage.
This is suppnrted by local purchases of the abeve products by ep:z
firms in spite of their exemption from restrictionms.

Simplified prccedures is a factor that iufluences local sourcing.
The procedures at bO1l is well in pleced cowpsred with EPZA. 1t
facilitates early eujoyment of incentives or offers flexibiliuy
Lo bOI farms. EP2ZA prccedures coveriug tax «credits are
constricted. Tax «credit incentives for local purchase may be
enjoyed only if the materials purchased form part of the product
and ouly after they were exported. The tax credit certificate is
not transferrable, and elthough the law provides for tax free
purchases, there are no implewmenting rules. Tsx free purchases
from BOI firms were tne result of private negotiations, uot by
established procedures. This coud be the reasonof cousistent tax
credit availmeuts at B0l while EPZA msusged to have only two
applicants.

RITs end net local content incentives may Keke investmeuts
vulside €pzs nore sttractive, but they Go mnot generate
significaut linkages owiug to the limitstions on the type and
price of local rew mwmaterisls suitea as inputs for export
provduction.
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1.

Tax
eXewptivn

TABLE 6.1

EPZs

. Tax and customs
duty-free fmpurta-
tion of wachinery,
equipment, raw
matevials and
operating supplies

. Lxport tax exelp-
tion

» Muulcipal and pro-
viuclal tax exeup-
tiou

. Exewption E£rom
pEOperty tax uvn
wovable productiou
equipment

o Exemption from
coantracturs tax on
$LVves receipts

« Wharfage fees
exemnption

« Econowic Stabili-
cation Tax exeup-
tion

COMPARATIVE INVESTMENT INCENTIVES

R.A. 3518v
(Luvestment
luceutive
Act)

Capital gaiuns tax
exewption

Excuptlon ovu sale

uf stuck dividends
of piouneer enter-

prlses

FUR EXPURT ENTERPRISES

R.A. 6430
(Expore lucea-
tives Act)

« Expory. Tax
exeumptriovn

+ bxemplLion oun
fwpurted capar-
tal equipment
aud wachianecy

. Exeuptivu on
impurratiovn
capital equip-
went

« Excupiion vof
pluneer tirvms
from all raxes
exXcept iucoume
tax

P.D. 78Y

(Vunaibus luvesti-

meals Jude)

full tax aund
duty exemptlion
ol iuwported
capitai equip-
ATYTY S

Exeamption frouwm
export tax,
dutly, iuwpouasl
aud fee (iuclu-
ding wharfage
fee)

Capltal gaias
tax exewplioun
ou sale of
capital assesis
aud favested in
caplital stock
of the fiiw.
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2.

Tax
Deductions

Nut operariug less .
carty=vver for

ficst 10 years

to next 6 yeats

Accelerated deapre-

ciation of fixed
assets
50% deduction fur .

labor traiuiug

expeuses

lvu-year deductiion
fur vrgauizatioual
and pre-vperatiug
expeinses

deduction for .
fuvestwent in pliouees
enterprises

l0-year duductiou

for orgaunizational .
aud pre-vperating
expeunses

Accelacated depre- .
ciatiou of assestLs

Net vperatiug loss
carcy-ovver

Veduction vn profit .
used for expausioun

vE firw's fixed

assets

5-ycar ceduced incone
tax equivaleut tu
pioductioun laputs

Deduction tur labex
tcaining expeuses

deductliou on
prufit used

for expansioun of
fixed assetrs

beductiou for
labur traiuing
expeuses

Reducued incoue
tax vu direct
labor wmatecials
used as produc-
tion iaputs

Net opecating
loss carry-
over, vy, 1%
tax deduction
ol export sales
if fivm uses

a nuew brand
nawe dirffereut
from iwmpurted
brauds.

Lboublc reuuced
income tax if
establishweatl of
plant is aiu a
priocity acea
for developuent

lU-ye¢ar nel
opexating loss
catcy-ovexr fuvrx
uext 6 yearcvs

lU~-year deducti-
fon of vrgauwi-
zatioual aud
pre-uperatiug
expeuses

Acceleratea
depreciation
of fixed asselrs

bDeductiovu frow
expansion lte-
iuvestuwenr uf
surpaus profat
for wmachincuy
aund equipuweut

50% duductavn
fur labos
trainiug
expenses
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Tax
credits

Foreigau
Exchaupe
luvesti-
went
lucen-
tives

Creairs vu sales, .
cvupeusating spe-
cific taxes and
duties oun Llocail
pucchass vf sup- .
plies aud raw
watecials

Priveaty iu tcthe .
allocation uf
foreigu exchauge

for the dupoctation
ot werchaudise, .
eyuipuwent aud raw
waterials

Repatriation of .
fucsergn iuvestmaent
aud rewittances of
profits and divi-
deunts at any tiue

au £ull ac the
prevalliug exchange
Latus

L00% crediv on
purchase of dowestic
capital equipument

Credit fur taxes
withheld oun toureign
loan interest pay-
uwents

7% crediv ou coust of
raw wmaterials aud
supplies

lUU% vepatriaction ot
investment for
foreiyu iuvestors

Remittauce of caru-
ings for foreiga
iuvestment

Remittance of eari-
ings for foreigu
loan obligatious

l0-year crndit
ol taw materials
suppiles aud

sewi-wauutactured

products used as
pcoductiovn
lLuputs

Credit on
domestic
capital equip-
menl

S-year, 5% cie-
dit on aet
value earueu

S-yeav, 1ui
credit on uet
lucal countent
vl exports

d-year credit
v withholdinyg
tax ou fuceigu
loau Intezeat

100 repairia
tion of fureign
investueul

kewmittauce of
earzninugs in the
vriglanal
currenacy aud ai
prevailiuy ux-
chauge rates

Remittauce of
suws to wmeer
fureligu loaun
vbiigatious
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CHAPTER Vil

COKCLUSIULS AN RECOBMIKDATIUNS

7.3 [FINLINGS AND CUNCLUS1IURS:

As noted earlier, tthe liukage developed between EPZS aund
domestic econumy was ijusignificant iu most industries. Sowe of
the reasons were structural. The epz facility for free flow of
interuediate inpuits and export products saus taxes, cokbaned
couveniently with the iuvestors® desire to lower productiou costs
to betrer serve the warkets. The priwary lure was the inexpeusive
labuor availabie. Because of the epz comcepti, investors emjuy the
option to source their materials anywhere. lun wany cases, product
specifications and procurement were undertaken by parent
cumpanies.

There was eviaent bias in favor of sourcing materials from the
home country, but wuationality gives way to comparative
advantages. Firws a¢ not import only frou parent cowmpanies.
This is gleaned from the pattern of importations of the epz
firms in the two 20mes. Considering the piedominance of firms
owned by US nationals, 1985 iuports frum the US coustituted only
49 percent of total fur BCEPZ aud o5 percent for MEPZ. Fur the
sataau EPZ, garments firms (13 in all) which are controlled by
diverseé¢ uatiounsiities, - Hougkung aud Japsi, were the favorite
source of iwportis.

Epz firss will wuse local waterisls if the; &re coustautly
aveilable a8t cumpezitive prices 8snc cf acceptable quality. Among
ihe re&suns cited were 8) better chances 8t quslifying for GSP
treatuent b) fasler delivery tiwe ¢) Llow inveuntory tv méintain
a) fecility of cousultations with suppliers and e) less
mouitoring tunctious.

The type of industrial activity of epz firus taxen with the
present stete of Philippine industrialization worked against the
oreater integration of locsl inputs. The inward looking domestic
industries were more concerned with their protected share of the
ilocas market resulting into high prcices of output sud low gquality
vf products. Wheress, the export uerkels serves by the epz firns
require the higuest siandards sad competitive prices. They slso
used materisis thet were produced using high techuvliogy or which
were uot made or growa in the Philippiues av all.




Epz iundustiries recoguize tne importance of inceutive tariffs at
the export market. The GSP schecne was 8 dominant factor in
sourcing raw materials especially for those whose main market is
the US. For at least one industry, it appears that US Tariff
Article 606/607 precludes the use of local or ikpoirted waterials
cther thau the US°'.

There is nov officiel progream promcting linkeges with aoumestic
industries. The present procedures end iuncentives structure are
deened ineffective to encourage the purchase of local ifuputs over
importatioun. Those who actually purchase local nmaterials
consider the procedures involviang tax credits too cumbersome,
leading to non-evailment or entering into special arrangements
with quelified local suppliers to acquire the input net of taxes.

Epz siyle operations wmay be undertakem in the CTA through the
facilities of bonded =manufacturing warehouses. Outsice epzs,
linkages are encouraged with incentives or compelled by import
restrictions, but only to the extent that locally available
1nputs are competitive in price and quality. Lccation by itself,
does not enhance liukages in export iadustries.

The greatest potentisl for linkage lies iun resource-based
industries, particuleriy iu the agro-iudustrisl sector. Sub-
contracting productiou processes is another area whach should be
encouraged for its potz2untial liukaye developrent with CTA
industries.

Iu spite of successive devsiustious, the Prilippine Peso is
still overvalued, thereby makimg it cheaper to buy abroad tham
the local sources.

e [Nl Il (1] [ [ [ [ [ [ I [
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1.2 PERCELVEDL ROLE UF EPZS 1IN PHILIPPIKE
DEVELUOPMENT FRAMEWORK: .

The 1957-1%b2 Philippine developmental freawewoix ains for the
srtainnent of €ecopoumic recovery, after the aJdcvastating
perfornance in 1984 and 1955 that saw the econumy slide by 5.49
percent and 3.84 percent of the GNP. The plsu calls for the
revitalization of existing incentives that are economicalay
viable and the developuent of world-competitive industries to
couplimeat the proujected growth of agricultural output amd rural
income. Increases in foreign exchauge earnings shall likewise be
pursued in order tv fiuance ‘imporis, augment the requirements for
industrial expansion a2ud meet foreign debt odbligatious which ‘in
1966 amoumnt to $iob.

Consistent with the plan's»objectives, the facilities of existing
e€pzs shall ble wmede availeble to domestic oriented industries,
preferably to those which are iabor iutensive and lucel resocurced
oriented. Linkages of trade 8no industry with the agriculturasl
end mnatural resources sectors shall be impruved in orxder o
euhance their contribution to mnationsl developuent and increase
domestic value added. The other objectives of EPZA's creastion,
promotion of employment, foreign exchange genmeration, technology
trausfer, iudustry dispersal - shall be pursued with renewed
vigor.

Uucer the plau, the enclave neture of present epzs shall be
abandoned. Epz industries must ©be encouraged to interact with
domestic orienteé indusiries paving the way for forwerd &u.d
backward integraticun. 1Tne epz industries shall remein tv be
drawu by the country's cheap labur sud cowparstive advantage over
specific types of products, while tne dumestic industiries shall
be assisted to serve both the domestic and internationsl merkets.
The lstter shali provide sub-contracting services &nd other
suppoust services to the epz firms withiiu e particular regionsi
iudustrisl ceunter. The progrew not only promises integratioa but
probabie achievewent of ecouonies of scale from revenues
seberated frow concentrated iudustrial activities. 1This wouid
ieed to the build-up of enough resources to waintain sund/ox
upgrade infrastructure and services.

W ST i & W ST Rt T T T e T Ty A
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7.3 POLICY RECOMMENDATIONS:

Tie iwpioved role perceived for epzs uunuver the 1967-1992
developuental plaun, particulariy in the prowotion of liukages,
say be further eunhauced with the adovprion of additicnal measures
which are within the coutrol of the epz authorities. Uf course,
the over-ali success of the prugram on linkages hinges on the
existence of au efficient enviroument wnatficuwide that features
a) politicel stability, b) highly improved delivery c¢f services
€) the upgraced capability of dumestic industries to produce raw
materials aud intermediate goods expected to result from the
iunport liberalizatin policy d) ratiouwaiized power and water costs
e) & realistic peso-collar exchauge sad f£) prevalence of
industriai peace and improved labor productivity.

The proposed measures are as folilows:

8. becision funct.ons particularly those iuvelving movement of
waterials to and from the zones should be decentralized ai the
zome level in order to guarantee a responsive deliver; of
services. The zone administration should be equipped with
adequate administretive and financial support to inplement policy
weasures. It should be more dynewic i its role and estabiish
uore liukages with other government agencies aud private entities
thet are iuvolved in various aspects of zoue operations.

b. The epzs shouid accept domestic-oriented industries with
export potentisls in orgder to mexiwize existing facilities ard to
create wore opportunities for forward and backward integration.
Firus cateriung to the needs for intermediate inputs of epz firms
should be extendec duty free incentives in Lhe iwportation of raw
materials for its production. 1f this is not fessible, thne ep:
firns should be authcrized to import such materials to be farwed-
out to the dcviestic market in the epz under suitable and less
bureaucratic arrsugments.

it  a e  an Saat i e ¢



C. lostead of tax credit, an outyight exewptiou from local tLaxes
and fees for local purchase will encourage both epz Zirws and
suppliers to establish perwmaneunt iinksge. This is possilble under
the tax-free privileges atleched to goods enterimng epzs and
exewptisn from sales anu export tax prouvisioa of the interna:
revenue law applicable to export sales (sales to epz firms are
treates as expori sale). A supplier's accreditatiou scheme
approved by the interaal reveuue authorities and EPZA could
siwplify Lhe tash. The supplier mneed only to submit specisliiec
docuuer.ts as evidence of the sale and receipt at the zone of the
materiais.

d. The epz fairms should be allowed to sub-contract certain
production processes as a uwatter cf course if conditious calling
for such itreasactious exist. a system of accreditation of sub-
contractors must be @adoptec 1in order to @avoid the tedious
verificastion piovcesses end case by case approval presently
vbtaining at EPZA. For newly registered firws, the intent to
sub-contract work processes must be disclosed to EPZA at the tiue
of prouvject application.

€. Epz firms w,st be euthorized to sell in the CTA without
further EPZA epproval if the gouds invoived are included emong
the items liberalized for importstiun, subject of course to the
payment of the appropriste duties and taxes.

f. While selectivity 1is not practical Pecause of the low
occupancy of epzs, its maerketing, and prowviional efforts should
be geasred to attracting more resource-based 1industries. 1he
potentiais of the country's vast uatuvral resources, particulerly
1n the agro-rudustriasl sector 1s great. Foureign firms processiug
raw materials grown or iundigeunvus to the country should be
igdentifiea and eucouraged tuv establish in the epzs with
reascuable incentive packages, like premiuu on lease rentals ox
tex incentives comnensurate te the velue of locei wmaterials used
anc labor epplied thereoii.

&+ Sponsorsnip of warket encounter programs where the epz firws'
rev wmaterial requirements are announced o:i published and
essistaince extended to both buyers aund producers to ensure
legitivate wholesore business reiatiouship. This rnay be schicved
i1 8 marketing and priomotions umit iu the Authcrity tasked with
ihe developuwent of dasre, mauggewent of trece fairs, etc,




h. Establishing tie-ups with trade and vocatiovnal schools in the
regions hosting the industrial center for puiposes ofharmouizing
the epz skills requirewents with the institution's curriculum.
The participation of &u epz firu's foreign expatriate technician
in the iustructionais iwparting administrative, supervisory aad
techunical skiils in & program approved by the Authority should be
considered substantial compliance witih the required wuwucerstudy
prvgrau. Materials aund equipnents used in treining provided by
epz firws should be treated ss part of deductable lebor expenses.
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