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EXECUTIVE SUMMARY 

The Philippine export proceaaing zone syste• baa been subjected 
to successive evaluations and co••entarie& by various disciplines 
since the firs~ epz in the bataan Peninsula started abippiDG out 
its manufactured exports to the world. In it~ foraative years. 
it was generallly accepted for its role as a catalyat to 
industri•lization as the country was treated to new products that 
caae out of the asaeably lines like vetches. tennis balls. 
aluainua cables. jewelry. electric aotors, optical lenses. 
flashguns. art objects, car-body parts, pleasure boats and a host 
of ••••·produced aeai-finished and consuaer iteas. Objections to 
its establishaent were swep~ by the developmental tides that 
swaaped the country in the early 70's. 

As the epz expanded. so did the criticisms. Sc~olars converged 
at Bataan. exaained its accoaplishaents and ca•• 9Ut with an 
alaost unanimous verdicl - that the program bas not achieved its 
objectives. They clai~ed that real foreign inv~stments were 
alaost nil, foreign exchange generated was marginal, eaployaent 
was insignificant, transfer of technologr and skill vaa 
superficial and linkages with domeatic industries were 
negligible. 

This study was coaaissioneo by the United Nations Industrial 
bevelopmenL Organization particularly to verify clai•• of pooc 
linka,es of epz industries with surrounding economies and 
identify the factors that influenced their creation or 
discouraged their establisb•ent. Based on its findi~••• it shall 
put forward policy reco••endations to concerned authorities 
towards enhancing greater domestic value added in exports in the 
for~ of local raw material inputs. The a&udy shall discuss the 
constraints of linkage creation, point to the areas where 
potential• are great, and propose the means 'o achieve it. 

We have exa•ined the industries at baguio City and Mactan export 
processin' zoues, as well as indu•triea at the bataan EPZ in 
cases when we need to compare sectoral acbieve~ents. Sele,ted 
export industries outside of epza were also atudied to deteraine 
the influence of location and iovestaent incentives over the 
uaa&e of domestic interaediate &oods. 

11 I I I I 11 I II I II I I I I I I I I I I 11 I I I I 11 Ill 
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baguio City aod Mactah £PZa recorded better perfora&ncea than the 
Bataan EPZ. The ratio of foreign inveat•e~t and forei&n exchange 
generated to public iu~est•ent vaa a great iaprovement over that 
of the Bataan EPZ. Industrial peace and desirable levels of 
e•plot•ent were •aintained. Social probleas although present. 
were not as vclatile as Bataan's. 

Existing linkages of industries in the two epza studied ver~ 
measured in teras of percentages to total value of input: whr.re 
0 to 10 percent ia insignificanti 11 to 30 percent is aodest; 
31 to 60 percent is co••endable and 61 to 100 percent is 
excellent. Most industries fall under the insignificant category 
while garaents linkages position is coa•endable. The wood and 
food processing firas posted excellent ratings. 

the perforaance of epz• in the area of integration of Philippine 
products in their exports was influ~nced in varying degrees by 
any or the coabination of the follovins aajor factors: 

the epz. concept 
incentive tariffs in t~e export aarkets 
industrial branch of activity 
nationality and equity structure 
lack of linkage proaotion 
flaw& in EPZA procedures 

ln spite of free trade, epz industries are willing to use local 
materials if they are constantlt available at competit~ve prices 
and of acceptable quality. Wood and seaweed prodacts, yarn, 
threads, zippers, plastics and carton packasing •aterials were 
among those locally sourced. with resource based industries 
posting the highest integration potential,,. 

Sub-contracting a part of productiou process is widely used in 
epzs and had created soge form of permaneut li~kage with the 
community surroundiug the epza i~ at lea6t Lwo industries. 

Epz atyle uanufacturing could be undertaken with incentives 
out•ide epz$. For the•e industries, location per •e, do not 
enhance linka,ea. While fiscal incentives encoura&ing the use oi 
local materials were available (while absent in epzs), their 
influence to linkaie creation waa ne&li&ible. 
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The recoaaendations subaitted were liaited to factor• within the 
control of zone aanageaent and aay therefore be iapleaented 
without involving the whole bureaucracy. The proposed policy 
aeaaurea incl~de: 

a. Conaisten~ with the Philippine Developaent pl•~ for 1987 -
1992, the opening of the epz facilities to fix~s producing 
si•iiar or related products for the doaestic ••rket in order to 
develop support capabilities in the area and lo encourage 
compleaentation. The epz incentives aay be extended to such 
firaa to the extent of their sales to epz industries or their 
direct export activities. 

b. The decentralization df decision functions involving all 
aaterials •oveaent to and fro8 epzs in order to guarantee a fast 
and comprehensive delivery of s£rvices; 

c. adoption of procedures •li•inating the s1stea of tax credit. 
ln its place, a aechaniam advocating outright exemp!ion fro~ 

taxes and fees of sales to epz firms should be establls~ed. 

d. sub-ccntracting by epz firr s~ould be a matter of course, 
provided that the intention to engage in such practice is 
disclosed at the time ot the project proposal. 

e. epz marketing efforts should be geared towards attracting 
more resource-baaed industries. lf warranted, EPZA should be 
ready tc extend reasonable fiscal incentives. 

t. there should be a regular program for the introduction of 
zone-•ade products to the public in order to encourage market 
encou~ters between the epz firms and local suppliers of 
intermediate gouds; and 

•· epz firms should be encouraged to coordinate with tech~ical 
schools to help disseminate technology and conduct skills 
training suitable to the need& of epz firms. 

lmportant factors which were touched in the stud/ but which were 
nut di6~ussed exhaustively, like political stability, efficient 
delivery of services, import liberalization, achievement of a 
reasonable pe•~-Gollar exchange rate, lover power costs, better 
labor productivity and industrial peace are alao determiuants 
of linkage c~eation. The1 are however consider•d as general 
prescription• tor an over-all efficient ecouomi~ environQent that 
affect all indus~riea and are therefore too broad and complex for 
our purposes. They are treatea 1• factors beyond the control of 
zone manage~ent. 

I I I 
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CHAPTER 1 

INTRODUCTION 

1.1 BACKGROUNU 

When David A. Miller' spoke before the World Export Proceaaing 
Zones Association (WEPZA) Conference2 at Flagstaff, Arizona, USA 
in September, 1~85, he touched on various aspects of epz 
operations from the viewpoint of a zone user. His discourse 
proved to be a useful guide for tbia study. ln the conference, 
Mr. Miller pointedly announced to participating epz developers 
and managers that they need only to sell cheap labor in order to 
attract entrepreueura! 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 prowoters of foreign 
investments in developing countries. Wh6t compelled the author's 
review of the presentation were bis statements, in the course of 
relating his production experiences, to the effect that his 
company, EDEN TOYS, availed of US Tariff Article 807 in its 
operations at Haiti and Colombia. Under this sche•e, US textiles 
were flowu to Bogota ana Port-au-Prince, sewn and processed into 
teddy bears, then returned to Jerset City for finishing, 
packaging and warehousing. Referring to his company's operations 
~n Korea, Mr. Miller pointed out th~t he moved to that country 
because it was able to develop hi&b quality fabric that is no 
longer available in the US. As a 1esult, 60 percent of his 
product was made in Korea and rk•ained competitive in the world 
market. 

'chairman, Eden Toys, Inc., New ~ork, HY, USA, and past President 
and Director of Toy Manufacturers Association of Araerica and 
Director of the Comwittee for 806/&07 in Washington, USA. 

1
lnternatioual Conference of Managers and Users of Export 
Processing Zoue1, Flagstaff, Arizona, USA, Sept. 11 to 15, 1985. 
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ftr. Killer'• state•ent& reflect upon ao•e of the factor• that 
iof luence linkage• be~veen -pz industries and doaeatic 
aanufacturera of interaediate products. Haiti and Colo•bia'a 
state of industrial developaent is a far cry fro• the Republic of 
Korea. the latter having joined the l~ague of Asian countries' 
vhicb have achieved aoderately high econo•ic growth. 

Reference to the use of USTC Article b07 could be indicative of a 
behavioural pattern among foreign investor& in sourcing rav 
materials for their operations iu another country. ln the caae 
of bis Korean operation, Kr. Hiller implied that be abandoned the 
pratice of using US aaterials because "US textile industry let 
bi• dowu". Kr. Killer failed to aention in bis report that bis 
products frow KQrea were eligible under the Generalized Systea of 
Preference (GSP) which allowed its duty free entry into the US 
and other preference-,iving countries, provided that the minimum 
value added requirement• bad been aet. 

From our viewpoint, Mr. Miller's account applies ih many foreign 
ventures located in developiug countries like ~be Philippine~. 
This study, which will look primarily into the experie~~e6 and 
results of the activities of industries in the Philippine exp~~k 
processihg zones in Baguio City and Mactan, will confir~ or 
disprove sucn view. By analyzing the variou& factors infivencing 
linkages with the host economy, this sludy aims at providing 
national planners with a tool for formulating policy measures to 
enhance the domestic integration of epz activities. 

'Con&i&ting of Siugapore, Taiwan, Hongkon, ano South Kurea 

4 l5 percent of the appraised value of the article at the ti~e of 
entry ikto the Un1teo States. 
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1.2 OBJ£CT1VES OF THE STUDY: 

The broad objectives of this study are: 

a. to conou't an analysis of the operations of industries at the 
export processing &ones in Baguio City and Mactan, and linkages 
generated with doaestic industries in the surrounding areas and 
the country as a whole; 

b. to deteraine the factors and •~livation• that brought about 
such •inkages, if any; and 

c. lo put forward action-oriented recoaaendations to encourage 
closer integration between epz production and the national 
econoay. 

l.3 SCOPE AND LlMlTATlONS: 

Owing to the liaited number of industries operating at the two 
epzs, the findings were at tiaes coapared with the performances 
of selected industries at the Bataan EPZ, particularly those 
which have longer operating experiences. 

A special •spect of this study invo~ves au analysis of the extent 
of the lo~al sourcing of selected export-oriented industries 
outside of epzs. lts aim is to determine vhett.er th~ site or 
Location of industrial operation is material to the promotion of 
linkages. This includes the review of existing laws and 
procedure• to the extent they are promoting or deterring such 
link.a&••. 

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

Data were collected priwarily froD personal interviews with epz 
officials, experts, enterprise managers and staff. They were 
mostly unatructured but points raised were •eticulously analyzed 
as to their relevance. A survey on existing linkages involvin& 
the use of local materials, parts processing and incentive• 
availment were also issued. 

I 11 II I II I Ill I I I Ill 
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B~st of the fi~ures used tu thi• study 
data at the EPZA Head Office ana i6 the 
not prepare statistics for the study'• 
efforts were put into exaainin& •vail~ble 
extracting useful inforaation. 

were retrieved fro• raw 
fields. Sioce EPZA does 
precise needs, aaxiaua 
reports for p~rpose~ of 

Durio& the research, it was observed that EPZA doea uot strictly 
enforce co•pliance by epz firas and field offices with 
reportorial requireaents and deadlines. As a result~ we 
encountered inconsistencies in aany areas of inter••~• even fro• 
official sources. Ve v~re thus constrained to coapare published 
data with records on file, in order to arrive at reasonable 
figures. There vere instances when statistica£ inforaatiou fro• 
the fields were iucoaplete because the transactions were not 
reported to EPZA, as in aost local purchase cases. They were, 
however, reported as inputs in quarterly and annual repor~• 
prepared by epz firas which becaae a aajor source of our 
inforaation for this stud/. 

The difficulty in data gathering was greater in the 
selected industries outside of epzs owing to the 
confidenLialitys on transactions of industries at the 
lnvestaents lBOl). Herein lies the liaitations on the 
conclusion or trends in selected industries outside epzs. 

study of 
rule of 
Board of 
study'• 

To achieve our objectives, we discussed industry behavior with 
801 officials and analysts and obtained their views based on 
experiences and o~er-all trends in the industries supervised. 
ln cases where figures were available, utmost discretion vss 
employed so as ~ot to violate existing policies or identify the 
specific enterprise discussed. 

The figures 
denc.ir.itaated 
pr~vai lin6 P 
figures are 
(CPI) u6ed i6 

used are rounded to the neare•t thousand. Data 
in US Oollar, when converted fro~ Pesos, used the 

Lu ' conversion rate for a •iven year. Where 
measured in real ter~s, the consumer price index 
the l~7b prices, un!eas otherwise indicated. 

, 
ArL. 77, SP tiu . .JU 
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Secondary data sourcea, including laws, rules and reculations, 
policy pronounceaents, published atudiea and reports, and other 
relevant publications were used as reference•. 

1.4 O&GA~lZATIO~ Uf THE STUDY: 

The work consists of seven (7) chapters and an Executive 
Suaaary. 

The Executive Suaaary presents the highlights of the study and 
the conclusions ana proposed reco••endations for policy aeasurea. 

Chapter ORE contains a brief background of the study and its 
objectives, scope, liaitations ana organization. 

Chapter TWU is an overview of the Philippine export processing 
zohe& and its role and experience in the country's econoaic and 
industrial development. 

Chapter THREE describes the ~aguio City EPZ aud iocludes a 
general overview of its perforaaoces, measured in terms of the 
objectives of the epz pro,raa. It shall also touch on liukages 
established by its client industries with those based in the 
customs territory lCTA} and the factors that influenced or 
deterred such liuKages. The potentials of the host locality will 
also be discussed. 

Chapter fOUR delYes with Mactan EPZ and its perforaance mea•ured 
in terms of its over-all objectives and. other aspects touched in 
Chapter THREE and so~e comparison with Ba~uio City EPZ. 

Chapter YlVE shows the various t/pes of linka,es created and the 
interpla/ of diffe~ent fa~tors influencing or deterrin; linkage 
creation based on the experience and performance of epz firms. 

Cftapter SIX touches op the performance of selected export 
indPstries outaide uf epz• with emphasis on the effect or 
iuf luence of location on the promotion of linka&e between export 
producer• and aomeatic aanufacturers of inter•ediate materials. 
Thi• chapter &ivea a compariaon of inceutivea available to export 
aanufacturini instde and outside epzs. 

I I I I II I I II II I I I I II 111 
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Chapter SEYEI correlates the conclusions drawn vith the 
objectives of the atudy, discusses the perceived role of ep&s in 
the Philippine developaeatal fraaevork and preaents 
recoaaendation for its attainaent. 

II 11 I 1111 
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CHAPTEI 11 

IOLE OF EPZS 11 THE ECONOMIC AND 
SOCIAL nEYELOPMEHT OF THE P~lLlPPlHES 

2.1 EPZ IETUOB~: 

Tbe present epz syslea of the Philippines consists of four (4) 
regular epzs, naaely - Bataan (34) ha.), Bacuio City (62 ha.) and 
Cavite (275 ba.), all located ia tbe island of Luzon, and Mactaa 
\119 ba.) in the Yiaayas lalaad. la addition, there are six (6) 
factory zones! These factories produce copper cathodes, 
fertilizers, liquified petroleua cas or ar~ engaged in 
shipbuilding aad repair, and aineral roa~tin5. Another area la 
Luzon {Pa•paaga, with 72 ha.), bas been provided with basic 
infrastructure for au industrial estate/epz, but is still 
inoperatioual. 

The regular epzs feature the standard infrastructure and other 
support facilities coa•on to industrial estates. They were built 
at the expense of the governaent (EPZA), with funds drawn froa 
the General Fund and official developaent assistance prograas 
like those of the OECF. Bataan, Baguio City and Mactan have 
ready-to- occupy standard factory buildings. Kore than .6 
•illion square ae•~rs of industrial land were developed for 
self-built factories and warehouses. Pover and vater are 
provided by governaent or private utility co•panies, while 
coaaunications are adequatelt serviced by international carriers. 

•A designated area, usually a whole plant or factory located 
outside of epzs but i• bestowed with full epz privileges and 
incentive• ~oder Sec. 2, EO 567. 

11111 11 I II I Ill I Ill I I I II I 1111 I I II I 
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2.2 ECONOMIC PROFILE: 

Tot.al equit.y invest•ents as of year-e_nd 1985 in all the ep&s, 
including special zones, aaount to PJ.JB. Because of substantial 
capital requireaent, the governaent, through the state-owned 
Rational Development Co•pany, have considerable invest•ents in 
the special epzs in joint. vent.ure with private entities. lb the 
J •ajor regular epzs, Philippine nationals doainate inveataents 
in Bataan followed bt Japanese interests, while Aaerican 
invest.aents prevail over Baguio City and Mactan epzs. By year
end 1986, t.here were 5U enterprises operating at the country's 
recular epzs (Table 2.1), e•ploying 2J,GOO. 

Foreign equity investaents in the country's epzs ••~uuted to 
Pl.68 by year-end 1985. The aajor sources of investaents were 
the United States and Japan. Other sources were Geraan1. France, 
Pakistan, Switzerland, Canada and the Net.herlands. There are 
twenty-four (24) enterprise• wholly-owned bf foreign investors. 
Fifteeb (15) enterprises are fully owned by Filipinos. the rest 
are joint ventures. The Philipppiue governaent own substantial 
interest.& in two (2) co~panies at the special epz in Leyte, and 
40 percent of the shipbuilding and repair facility i~ Zaabales. 
the LPC teraiual in ~atangas Special EPZ is fully fore!gn-owned. 

For the period 19&0-1985, the major sources of iQports of 
equipaent and raw materials of t.he epz enterprises were also the 
Unite~ States and Japan. Soae ue•bers of the European Economic 
Coamunity (EECj, Hongkong, Taiwan and other Asean countries 
likewise figured prominently as suppliers of raw Qateriala. 

The epz operation for 19b~-198~ resulted in the export of a wide 
range of products. Garaeuts and electronics heao the lists. 
Other items were optical lenses, pleasure boats, artificial 
flowers and foliaie, musical cards, wood veneers, watches aud 
clocks, copper concentrates, ~ertilizers, liquified gas, 
packaging materials, footwear and appliances. During the same 
period, dolls, food products such as cocoa powder and mushroo~s, 

electric •~turs and car-bodt parts were also producea at epzs, 
but have since withdrawn from the epz or have ceased operation. 

Tbe ilnited States and Japan re•ained to be the major markets of 
the above products. Table 2.2 shows the relative position of 
expurts of regular epzs compared with total Philippine exports of 
non-traditional manufactured products. 

I 11 I I II I I II I 
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TA"LE %.1 MODER OP REGISDBED PIRllS BY IOBU7ACTURDG SECTOR 
D REGULAR ZODS ilD STATUS .AS 01' YEAR-ERD 1986 

AS OF YEAR-Et<D 1986 

:,-c 
T_,', Aa of ...... Pw..-

Yeor-&d ...... ...., .. Ulldlr Not~ CMMd Opw-
ZONE ACTIVITY 1985 1986 1986 TOrAL Canltr'n Op!r'a 0per'1t . atina 

BEPZ• 

FOOD 0 0 0 0 0 0 0 0 
TEXTILES- 2 0 0 2 0 0 0 2 

WEARIN& APPAREL I~ 0 0 IS 0 0 0 13 

FOOTWEAR 2 0 0 2 0 0 0 2 
WOOD AND WOOD a CORIC 

PRODUCTS 0 0 0 0 0 \) 0 0 
PAPER AND PAPER PROOUCl'S 2 0 0 2 0 0 0 2 
RUBBER PRODUCTS I 0 0 I 0 0 0 I 

PLASTIC PRODUCTS 2 0 0 2 0 0 0 2 
fABRICATED METAL PRODUCTS 0 0 0 0 0 (' 0 0 
ELECTRICAL _MACtlNERY 5 0 I 4 0 0 0 0 
TRAffSPORT EQUIPMENT I 0 0 I 0 0 0 I 
OTHER EQUIPMENT a 

INSTRUMENTS I 0 I 0 0 0 0 0 
WATCHES AND CLOCICS I 0 0 I 0 0 I 0 
OTHERS 5 0 0 5 0 0 0 5 
TOTAL 35 0 2 33 0 0 52 

BCEPZr 
FOOD 0 0 0 0 0 0 0 0 
TEXTILES 0 0 0 0 0 0 0 0 
WEARIN8 APPAREL 4 I 0 5 0 0 0 6 
fOOrWEAR 0 0 0 0 0 0 0 0 
PLASTIC PRODUCTS I I 0 2 0 0 0 2 
FABRICATED METAL PRODUCTS 2 I I 2 0 0 0 2 
ELECTRICAL MACHINERY' 2 0 0 2 0 0 0 2 
WATCHES AND CLOCKS 0 0 0 0 0 0 0 0 
OTHERS I 0 0 I 0 0 0 I 
T 0 TA L 10 5 12 0 0 0 12 

MEPZ• 
FOOD 0 I 0 I 0 0 0 I 
WEARIN& APPAREL 2 2 0 4 0 I 0 J 
WOOD AND WOOD 8 CORIC 

PRODUCTS 0 I 0 I 0 0 0 
ELECTRICAL MACHINERY J 0 0 I 0 0 I 
OTHER EQUIPMENT a 

INSTRUMENTS 0 0 0 0 0 0 0 0 
WATCHES AND CLOCKS I 0 0 I 0 0 0 I 
OTHERS 0 0 0 0 0 0 0 0 
TO TA L 

4 4 0 8 0 2 0 8 
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TABLE 2.2 

PHlLlPPlM~ HO~-TAUITIONAL MANUFACTUR~D EXPORTS VS EPZ EXPORTS 

~ON-TRADITIONAL MiU. EXPORTS EPZ EXPORTS 

GROWTH GROWTH 2. SHARE 
YI.AR (FOB, us $M) RATE,1. (US $M) RATE,'J. 

------------ ------ ------- ------ -------
1~81 2,566 241 9.J 

1982 2,la5b -4.) 251 4.1 10.2 

1983 2,568 5.4 237 -5.6 9.1 

1964 3,136 21.2 246 3.7 7.6 

1985 2,857 -8.~ 178 -27.6 6.2 

-----------------------------------------------------------------
TOTAL 13,604 1,153 8.4 
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2.J ECONOMlC PEkFORHAHCE: 

Kuch have been said and vritten about the Philippine EPZ progra• 
since the operation of its first facility in 1972. Results of 
various studies and evaluation of its perforaauce to date were 
not very encouragin•· Even the country's nev econoaic •anagers 
called for the re-evaluation of the epzs pr~graa. Tr•de and 
lndustrf Minister Jose S. ~oncepcion vas reported~ t~ have said 
that existing epzs are a vaste of infrastructure investaents 
since the facilities are under-utilized. The Trade Minister's 
viev vas supported by the findings of ESCAP8 iu its evaluation of 
epzs that the &ataan EPZ has not achie~ed its objectives ev&n at 
its peaked level in 1961. This aggravated the unusually high 
cost of its develop•ent. esti~ated in another study•to aaount to 
$l92K. The epz at Mactan vas also cited as another case of 
excess capacity. The $8.79K epz located in Cebu Province was 
predicted to host some 30 export/import-oriented coapanies that 
vould employ so•~ a.ooo workers when fully operatioual~ by end 
of l~&6, ~nly 6 firas are operating with about 3.200 employees. 
Saguio City EPZ is likewise in the saae predicament. The 
62-hectare epz built at the cost ~f $10.iM is the site of 
12 inoustries b/ end 1966 employing about 3,300; whereas ~PZA 
forecasted 17 companies and 4.600 wor~~rs 5 years from its 
establishment. 

Econoanc 
said that 
bf firms 
generate, 

Planning Minister Solita C. Monsod was quoted"to have 
epzs are costing more in terms of dollar importations 
situated iu the zones than the foreign exchange the/ 
although EPZA iigures state otherwise (Table 2.3). 

T 
iusines6 Dulletin, June 9, 1~&6 

8 Economic and Social Commission for Asia and the Pacific: 
Evaluation cf EPZ is in the Philippines W~rki~~ ?6per, UNCTC 
Juint Unit on Transnational Corporations - May 19&5. 

9 Peter Warr - Export Promotion via Industrial Enclaves and the 
Philippine EPZs (uhpub1ished) - ~ove~ber, 1984 

~EPZA Corpora.e Plan, 1983-1987 

".business Bulletin, June 9, 1~86 
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TABLE 2 • .} ME1 TRAD~ BALAICE OF REGULAR EPZS: 1981 TO 19b) 

AHNUAL GROWTH RATES 

E P Z l~~l 1982 1983 1984 1985 1984-85 1961-85 

8EPZ 73,933 76' 7 53 31, 260 I 41,884 3.3,695 -19.6 -17.8 

&CEPZ 12' 211 10, 711 -2,216 14,755 17,411 16.0 C; .1 

ISEPZ 5,b&b 9,lb6 15,473 21, ~H6 7,846 -64.2 6.4 

------ ------ ------ ------ ------ ----- -----
TOTAL 91,8CJ2 96,71U 50,517 7b,555 58,952 -24.~ 2.9 

•&::aCC' ------ s=--•=• •c==== =----- •.:•.:;• ;a:.as• 
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The 1965 ESCAP revieY, which eaphaaized on Bataan EPl-, integral~d 
element& ~f various other stu~iesRlo bring inlu focus the costs 
and benefits of epzs in the Philippines. ll fiod6 that: 

"Takin~ the total infrastructure cost ~t $192K, il 
would appear that this ite~ elone appears ex,essive 
in relatioh to the ••jor benefits provided bf bEPZ, 
naaelf, an eaploy•ent figure at less than 23,000 
workers and ao average foreign exchange earnings of 
less than $4h a year. Taking employment as an exa~p1e, 
it cost •ore thau $G,0UU in infrastructure cost alone 
lo generate one jub in BEPZ. H~re significantly, the 
aajority of those are low ,aid andlov value added jobs. 
As for the foreign exchange earnings, the total 
net aaount earned during the period 1~7~ to 198l 
totalled only $&2M, au amount vhicb is less than half 
the infrastructure cost of $192K. lf the eaployaent and 
foreign exchange earnings benefit cannot justify the 
enormous developaeut outlay f~r BEPZ, it is not unlikeiy 
that other benefits (such as linkages and technology 
trauster) are much less significant. ln short, the 
cost have, so far, outweighed the benefits in hEPZ." 

ESCAP cited several reasons for BEPZ's failure: 

a. the site was an isolated, undeveloped mountainous coastal 
area that required •~pensive infrastructural development, 
i~cluding the construction of housing and social amenities. 

b. the high infrastructural overhead cost required a Linimua 
occup•ncy rate to guarantee feasibilit/. bEPZ never achieved 
•ore th•~ 50 percent of projectio~. The low oc~upanc1 rale 
uaturallt involved a hi~her than nor•al operational co5t. 

q 
Peter Warr-lhlO; J. 
Working Paper of 
iangko~, 1~&2. 

II 11 

Castro "The ~ataan £xport Proceaaing Zone" 
the Asiau Emplo1ment Program, lLO·ARTEP, 
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c. a policy change after the establisb•ent of BEPZ aade the epz 
redundant. Custo•• Bonded g•nufacturing Warehouses (CbMW) 
adainistered by the bureau of Custoas were authorized to be 
established even i~ urban areas coLtrary to earlier policy 
pronouncements. Epzs anu CnftV opecate si•ilarly in •any 
respects. The ~easure effectivel/ defeated the incentive to 
locate within the epzs. 

d. the hi'h cost of operating i~ the 8EPZ has badly eroded 
whatever fiscal incentive offe!ed lo indu•tries to locat~ st the 
zone. The fees charged is not commensurate lo the services. 
Utilities and facilities need repair and upgrading. 

Tbe UP Institute of Sucial Works and Coamunity U~velopaent. iu 

its prelia1nary reportQ on its stud/ on the regional and 
socio-econoa1c iapact of epzs in the Philippines, also finds that 
lbe effect of the epz on the economy is insignificant. lt points 
to the meager share oi Lpzs i~ the country's boo-traditional 
export ••~ufacturers which at best was ~btained onl/ in 197~ at 
9 percent of total export of non-traditionals. Emplo1ment 
ienerated constituteo only from u.b p~rcent to 1.4 percent of 
total aauufa~turin& employment. Linkage with producers of 
domestic materials were seen as minimal on account of the great 
dependence of epz industries to imports (83 percent to 
93 percent) of total non-labor inputs. 

lu the ILO-ARTEP study, it appeared that out of eleven eva1uated 
BEPZ firms, three financed their investme~ts mainly from foreign 
sources - one from its pare • coap&ny and the other two fcom 
foreign borrowings. Six (b) ~f these fir~s fiDanced more than 
50 perc~nt uf their investments fro~ domEstic sources. Thus, 
foreiGn firms at bEPZ dtew heavily from do~estic capital. 

lra other studiesMinitiated bj or conducted for ~~ZA in the course 
of ita mo~e to i111;>rove its services iI1 the zones, the fir.ding$ 
were the sa~~ - that ep~•. despite 13 1~ars of uperation, haa ~ot 
a~hi~ved its ~oals and objective•. 

~Guerrero, S. lhE Regiofial and Social l~pact of tPZs in the 
Philippin~• Preli~inat/ ~eport; UP ln•titule of Social Works and 
c~m•unity Uevelop~ELt - Septe~ber, l~b6. 

~bataan Export Processin& Zone F1oject 11 - conducted bj ~ippou 
Jogesuido S~kkei Cu., Ltd., Uctober 198~, and separate studies -
Mitsubishi Research Institute, lnc., SGv & Co. 
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A factor which has greatly contributed to the failure of EPZA to 
sustain investaenta is the export industry's vulnerability to 
fluctuations in prices and to trade policy changes in developed 
economies. lt became increasingly 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 197~ that resulted into a aajor slump in the 
world markets. Then this was followed by the A~uino 
assassination in August, 1983, that further aggravated the 
political instability already pervading in the country. lts 
aftermath was a massive capital flight. Also, the heav/ 
borrowiugs of Pniiippiue government to finance its development 
efforts Lnd stimulate business activities did not perk up the 
economy as projected. lt onlt succeeded in huge foreigh 
indebtedness that made the Philippines the seventh biggest 
burrower fro~ the World bank. 

ln order to ar~est the spiraling inflati?n and capital flight, 
the g~vernment declareG a moratorim ou payments of principal on 
its foreign exchange liabilities and imposed foreign exchange 
restrictions, stopping all dollar trading and requiring export 
reveuues 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 many industries. 
Moreover, payments of maturi~g obligations were withheld or 
suspendeo causing some apprehension~ fro~ foreibu suppliers of 
materiais. Durin~ this period, a total of tweuty-two (22) epz 
industries fclded up. 

Those which remained operational shifted from L/~s and other 
modes of vay~eht ihvolving foreign exchange to consignment basis 
or uo-dollac i~ports. Materials and supplies were sent to the 
epz industries fru~ principals and buyers abroad as "advances" or 
on a CM1 basis to co~panies which have estabiished performance 
and reliability. 

~PZA teported thnt these issues have aff£cteG its prowotional 
efforu contribuLHl{; to the low occupancy of the different ep.zs. 
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On the other hand, the essociation of zone users: in its report 
to the Minstry of Trade and lndustryK on bataan EPZ, cited 
several factors that contributed tu the decline of investments. 
The/ were: 

inadequate facilities 

political uncertainty and high risks 

unstable trade policies 

labor unre~ts 

bureaucratic red tapes 

world-wide recession and depressed world market 

the oevelop~ent of competing epzs in other areas of the 
countr/ and in neighboring countries. 

2.~ SOCIAL IMPACT: 

The epzs have succeeded io employing mostly young, single, 
inexperienced female. In the case of BIPZ, the workers were 
recorded to have migrateo mostly from the rural areas of 
kegion Ill and adjoiuing regions. While it has not drawn much 
mi&ration from Metropoli~au Manila, it has helped prevent more 
migrants to the urban center. However, Mariveles - the host 
locality, was not read/ for the increase in population fr~m 
16,000 to 48,000. inflation set iu and brought prices of 
co~mo~1ties at ieasL 10 percent higher than normal ~arket price. 
EPZA-prvvided housing units were not adequate to accommodate 
the mi&rafit workers. the town was ~ot :eady to meet the housing 
needs resultin~ in congestiun, shanties, poor sanitation, 
i~morality and other social prob!e~s. 

l!I f Export Processing Zone Cna~ber o Exports and Mauufa~turers 

\EPZClMJ 

~EPZClM 'eport dated March 22, l9b6. 
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The probie•• at IEPZ did not obtain at Keetan and Ba&uio. which 
vere built near urban center•. Living Quarters and basic needs 
of workers were supplied either iu the host coaaunities or in 
uearby centers of Kandaue or Cebu City in case of Keetan. 
Moreover. ai~ratioo in the two later epzs were alaost liaited to 
the host provinces or within the regious. 

While there appears to be •ore vho are satisfied vith their 
present jubs at epzs. workers have little job security~ Ep& 
companies, bf the ver/ nature of their products and their 
aarkets. are easily vulnerable to fluctuations and proctec~ionis• 
in ~he export market econoaies. £gplo1aent as regular workers in 
ep~ firgs do not guaranty stability as evidenced by the closure 
of forty-five (45) coapanies at 6ataan since it started 
operation, three (3) in Baguio and three (J) in Mactao. 

2.~ LABOk PROBLEMS: 

Tne frequency oi strik~s iu epzs, particul~rl/ in Bataan during 
the 1981-19bb period. have largely contributed to the reluctance 
tu invest in the area. The militancy of labur at epz have caused 
the loss of manhours costing milliu~s of dollars i~ cancelled 
orders. It is widely known aQong enterprises in the BEPZ that at 
least two (l)

18
companies withdrew f1'om t.he epz primarily because 

of labor problems, botwithstandin~ their good export. perfor•aoce. 

'"Guerrero, S., The Kt<gional and Social Econoaaic lwpact of Epzs in 
the Phils., PreliDinar1 Report, lustitute of Social Work an6 
c~w~un1l/ Uevelop~eht, ~hiversity of the Pn1llppines, September, 
1986. 

•• Aa.tec E!ectionic.s (;.L'ib4) a1.d Wilsob Philippines, Inc. (l~o~) 
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Tbe enterprises are particularly vary about the tendency of labor 
strike on non-strikeable issues and the inability of the 
goveruaeut to prevent such strikes. A publication~ of the 
~inistry of Labo: and Eaployaent reported in 1984 that syapathy 
strikes coapri~ed ~1.6 percent of all the strikes in 1~82. vhile 
violation of labor standards vas the issue in 26.7 percent of the 
strikes. unfair labor practice and deadlo~ks in bargaining 
covering the rest of the 21.i percent strikes held that yea1. For 
the period 1~83 to 1986. ~he~e vere fifty-three (~l) strikes at 
bEPZ, tv~ (2) in Baguio City. one (l) in Hactan. oue {i) iu 
Tabangao Special Zune and one {l) in Leite Special Zuue. 
involvin~ 4.~ft aanbours lost." 

The Labor ftihistr/ ascribes the rush of union& and •ass actions 
at epzs to the following: 

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

b. Hi~hlt visib1e labor law violations that cause &rowing 
workers' senti~ents; and 

c. Greater stress and uncertainties for workers 
the firms' direct dependence on the vagaries 
ma rite t !' 

as a result of 
of the export 

EPZA Management was reportedly disposed 
aataan instead uf being a hostage to 
the situation as major stumbling block 
and export earnings of the zone. 

,. 

to phase out the epz in 
labor proble1u .211 it sees 
to iucrease investments 

The Bataan Export Processing Zone E~plo1meut, Labor kelations 
auo Work1n~ Conditions - Ministr/ of Labor and Emplo1ment, 1984. 

~lfidustrial k~iations Uffice, bEPZ 

~Business Uay, July 26, 1983 

~~usiness Bulletin, February 7, 1987 
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2.6 DELIVERY or SERVICES: 

EPZA. which aanages the various epzs io the couotr/. appears to 
have failed iu its tas~s of prouotin' a wholesoae ln~estaent 
cliaate in the zones. particularl/ th~ trouble-plagued 8ataau 
~PZ. On top of the nuaerous work stoppages occasioned b/ labor 
disputes. aauufacturers have to contend with poor facilities. 
frequent breakdown oi utilities and adaioistrative bottlenecks 
bcougbt about b/ lack of funds and constant chanbes in policies 
and procedures. 

The difficulties set in at the outset of the 80's when the 
Philippines ielt the consequences of its heavy developmental 
spending. Because the flov of investors to ep~ suf ferea a aovn
turn. projected revenues vere not realized, yet expeLditures 
ceaained high. Table 2.4 shovs the result of £PZA operatioLs froa 
!976-1985 vhich indicate that except for 1980 and 19&1, EPZA has 
consistent!/ been losing froa operating the various epzs. 
Bevertheless, EPZA aade no effort to save. and proceedeo with its 
oevelopaent of Cavite and Paapanga EPZs. lt C6ntioued to hire 
personnel whi~h iu 1965 reached •ore than 1,50u with a ~otal 

salary of P~4M. fteanvbile, facilities aod utilities at oataan 
EPZ started to deteriorate, even as the governaent reduced its 
developgeut budget support for EPZ~ operations by 50 perceut 
startin6 1983. from PlO~M to P50M. 

TAl>LE 2. 4 R~S~L1 OF EPZA OPERATIONS li"7d -19o5j 

(P'OvU) 

YEAR GROSS INCOME NET INCOME LOSS 

------------ ---------------
l'J 7o p .i'J,b50 P( l,415) 
1'1741 2CS,450 ( 816) 
.USO 34,124 2,347 
19bl 46.048 657 
1 'Its~ 61,7.i.U \ 2.t.'57) 
1983 73.4b5 \ t>,095) 
1984 106,757 (14,301) 
1985 126,07.1 (lo,74U) -------- ---------
TOT~L P500,459 P(38,420) 

u••••••• ··-------
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There vere also successive changes lo top aaba•e•ent fro• 1~81 to 
1966 vhich witnessed the hel• of EPZA chance three {l) tiaes. 
Appoiotaents vere aade not on e~perieoce or koovled,e of runoih~ 

an industrial estate but aore out of political 'ousideratious. 

ln July 1 1~86 1 Lbe £une users' effurt to check the deterioration 
of basic services and realization of the proaised one-stop-shop 
operation vas heeded b/ EPZA with the Geceotrali£atiun of 
aabageaenl functions. Also, studies were couducted for the 
rehabilitation of BEPZ facilities and iaproveaent of 
nun-infrastructure services ano strea5linih6 EPZA orgaoizatioo 1 

for inclusion in the 12th Yen L~aa Package (OECF) fro• Japan. 
As per study, the rehabilitatiou and i•proveaent will need 
Pl4611.8 

Hutwilhstandin' such koves by ~PZA, disruption of aauufacturing 
activities due to labor strikes, breakdown uf utilities and 
cu••unications continued. A recent politically motivated strike 
in January, 19&7, seeMed tu be the last straw for so~e firas 
which threatened to Move ~ut of the country, citing EPZA 
ineptitude and the total ~ov~rn•ent ne,lect of bataan £pz!• 

2.7 MATEklALS LlHKAGE WlTH LOCAL lN~USTRlES 

MosL studies were consistent in their conclusions that no 
•1inificaut linkage was developed between liataan EPZ industries 
abG the doaestic econoay to encourage raw ~aterial sales to the 
forDer. The i•port incentive given to epz industries was put to 
aaxiaug use, partly due to th~ failure of local suppliers tu meet 
tne quality and ~ua~tity re~uired bf zone enterprises. Lsti~ate6 

for du~esti' resource utilization of firas in epza is ou1y about 
5 t~ ~ per,eot of va1ue added." 

21 Final Report, Bataan Export Processiug Zone 11, Nippon Jugesuioo 
Sekke1 c~., Ltd. - u't~bet, 19~5. 

24tla id 1 a bu 1 l e t i ii , f-= b ' u a r i b , l ~ b 7 

•bEPZ Pr~Ject 11, PP• 2 to 5J 
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The ~EPZ experience has alerted zone planners to the pilfalls of 
establisbin~ ep& of •uch size and aagnilude avay fro• existib& 
utilit1. infrastr&ctural support and urban a•enities. thus. vheu 
8a&uio City aud Mactau EPZs were conceived. tne experience in lhe 
first epz plated a Major influence in lhe p1anuin •• Ve shall 
exaaibe iu the next chapters whether lhe two new epzs turned in a 
differeLl result. 
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CHAPTER Ill 

IAGUlO CITY EXPORT PROCESSING ZONE 

).1 PkOFlLE: 

The Ba&uio City EPZ (tiCEPZ) is 250 kiloaeters north of Manila. 
lt is ib 8agui~, a aountain citf resort of 5,00U feet above sea 
level that enjof6 a year-round teaperate cliaate averaging 19•c. 
Established 1u 1~7~ at the cost of $10.616 on a 62-hectare site, 
it was not until April, 1960, that its first client, a US 
•ultinatio~al se•1-conductor coapan; started operation. tiy the 
end of 1966, a total of 12 companies have settled at the zone. 

Baguio is a 48.9-square kiloaeters city accessible by four aajor 
land routes that connect it with the resl of Re~ion i a~d onwards 
to Manila, and 6D airport that serves c~••ercial flights to and 
fro• the Philippine capital. ln terms of amenities, the city is 
host to first class hotels, apartments and lodging houses. 
recreational and sports facilities, 6 colleges and universities, 
16 secondart schools, hospitals and aedical clinics. 

Region 1 is the econoaic and political zone where Baguio City 
belongs. Its ~•in industry is agriculture, fishin~ and forestry 
which e~ploy 58 percent of its labor force of 1.46M, followed by 
go~ernmental and personal services. The next group consists of 
wholesale and retail trade (b percent), manufacturing (7 per
cent), transportation (4 percent). the re&ion's resources 
include gold, copper, chrogite aud timber. Sixty-hiue (69) 
percent of land is planted with tobacco, ric~, vegetables, 
cotton, corn, G•rlic, beahs aud coffee. A deep water 
international sea port is localed al Poro Poiut, San Fernando, 
La Uhion, une hour awa1 bf land from bCEPZ. 

The baguio City EPZ operates li~e the Bataa~ zone. lt offers 
the same i~centivea aud services, fore~~•t of which is the tax 
and duty free importation of equipmeuL, supplies and raw 
aaterials for export p~oductiou purposes. lt also rents out 
factory space•. However, bCEPZ offer• only a total of 1~ 1 764 
square weters of faclory •pace co~p&red witn i02,0J2 square 
~eters iu bataau EPZ (bEPZ). Just li~e BEPZ, industrial lands 
are available for self-built owner-aesi&ued fa~toriea. bCEPZ has 
29 hectares of iod~atriai land, while 6ataau has 268 hectares. 
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As of year-end 1986, the factor/ spaces have been full/ leased 
to 10 exporl coapanies. Three {3) fir•& constructed their ovn 
buildings in leased areas covering 182,000 square aeters 
repcesenling ~O perceut of land space available. By 1985, SCEPZ 
has generated a total net inco•e of P144ft fro• the ~perations 

consislin& uf receipls fro• lease rentals and adainistrative 
services, a,aiust tolal l~sses of P13.JH incurred in 1980 and 
1983. 

ftana~eaent is run bt a Zone Manager with support fro• so•e 150 
EPZA personnel providing control, uainlenance and security. 
Unlike in Balaan EPZ, relationships with enterprises are 
generally cordial. CoaDon probleQs and issues are threshed out 
in regular consultative aeetings. The process of decision-aakinG 
is bolstered by the relative autonomous powers exercised by the 
Zone Manager, bardlt achieved by its counterpart in BEPZ. 

Labo1 prob1eus in the zone are contaiued to iudividual firas. 
The unions are not as •ilitant as their count~rparts in tiataan, 
althou~b there vere two strikes iu l98b which led to a withdrawal 
of foreign capital and sale of the cowpany to Philippine 
interests. 

3.2 ECO~OHlC PERFORMA~tE OF BAGUIO ClTt EPZ: 

Table l.i gives an overview of lhe performance of BCEPZ ~easured 

i~ ter~s of various ecobo~ic indicators. Six years of operation 
would have ~iven one enough data to gauge the epzs' performance 
based on tne objectives• set forth f.or putting up such facilities 
1u various sites in the Philippines, to wit: 

to stimulate and promote expurt trade 

to strengthen foreiGn exchange position 

to hasten industrializatiou 

to reduce domestic employment; and 

to accelerate th~ develop~ent of the countrysides. 

•section 2, Pre•. ~ec. Nu. 66 
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TABLE 3.1 EOONOYIO PERl'ORYANOE OF THE BAGUIO OITY EPZ 
101 ~HJ: PERIOD 1981-1985 

EOONOUIO INDICATORS 1981 1982 1983 1984 - -
Ifumber ot rirm• ' 4 7 10 
Emplopent 753 1175 1571 2551 
Salaries and Wages 

~ C•• ooo) 
a. Current Prices 5551 9108 18315 42988 
b. Oonatant Price• 3216 4607 8206 15575 

J:xporta cs•ooo) 62287 6402? ?6499 11'7023 
Imports (1 1 000) 50016 53253 ?8715 102268 
Net Trade Balance· 12271 10??1 (2216) 14?55 
Public Investment 

(I'' 000) 79369 ?9'166 80294 81200 
Private Investment 

(I'' 000) 13761? 200663 483454 703214 

AVElUGE " GROWTH CHANGE 
1981-85 1984-85 

1985 0') 00 

10 37,5 

3383 45.6 32.6 

?2899 90.4 69.6 
20?63 59.4 33.3 
91402 10.1 (-21.9) 
73991 10.3 (-2?.6) 
1?411 9.1 18.0 

85179 1.8 4.9 

640803 55.3 (-8.8) 
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3.2.l lMVESTftEMTS: 

Public investaents grew at an average !.8 percent per year since 
19Ul. By 19b5 1 a total of P85.iK bas been spenl by the 
gove~nment for infraslructure and utilities. 

On the other hand 1 the private sector registered an &.b percent 
decline ~fro• its P70J.2M in~estment iu l~b4. Nevertheless. the 
annual 6:ovth rate for the perioo avera&ed 55.& percent 
~'Iable 3.2). 

~CEPZ registered succe•ses in ter•• of f6reign investaents 
objectives of epzs. Foreign investaents which constitute foreign 
equity aud foreign loans of firas established thereat accounted 
for 99.85 percent of total equity contributions and 99.03 percent 
of total loans as of l~o5 (Tables 3.2.! and 3.2.2). This aeans 
that the zone fir~s have drawn very little from the doaesti' 
capital ~arket 1 unlike industries at the bataan EPZ" which 
registered a domestic to ioreign borrowint ratio of 6:64:1 ia 
the 70's. Forei&n ex~hange in the case of llCEPZ was 
substantiall) infused in Lhe econG&f. lt is believed that this 
development was influenceo bt the doke&tic credit squeeze that 
Etarted in early 1~80's. As foreign exchange beca~e scarce, 
export producers were compelled to obtain their foreitn exchan&e 
from their own sources to f iuance their imports. This would 
perhaps help explain th~ closure of three (3) ep~ C6Qpanies at 
BCEPZ {predo•1nantlf Philippine capital) durin& lhe peri6d. 

27 
Sevilla, p.55 
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TilLI 3.2 PRIVATE INVESTMENTS (EQUITY INVESTMENTS PLUS LOANS) 
or BAGUIO OITY EPZ FIRMS 1981-1985 

C•' 000) I 

EQUITY 
INVESTMEl'rS 

YIAB 10REIGN IOOAL 

1981 1?391 2 
1982 31216 160 
1983 259~42 2198 
1984 3?2424 366'5 
1985 ,12397 499 

Average Annual Growths 
Equity Investment 1 

IA:»an• s 
Total Private 

Investment 1 

TOTAL 

17393 
313?6 

261440 
376088 
312896 

21°" 
29.a" 

55.a" 

AOTU.A.L 
BORROWINGS 

CUMULATIVE 
10REIGN LOO AL TOTAL TOTAL 

120224 - 120224 120224 
48450 61, 4906, 16928? 
51660 1067 52?2? 222014 

103612 1500 105112 32?126 
781 - 781 32?90? 

• 

TOTAL GROWTH 
INVESTMENTS " 
13761? 
200663 45.8 
483454 140.9 
703214 45.4 
640803 (8.8) 

-

-
-

-
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TABLE 3.2.1 EQUITY INVESTMENTSt BAGUIO OITY EPZ (1981-1985) 

(P'OOO)s 

" YEAR JOREIGN GROWTH 

1981 17391 
1982 31216 
1983 259242 
1984 372424 
1985 312397 

AYerage Growths 

roreign 1 2097' 
Local s 2,288" 
Total · 1 21°" 

• 

-
79 

?30 
44 

(-16) 

" LOO AL GROWTH TOTAL 

2 - 17393 
160 7900 31376 

2198 12?3 261440 
3664 6? 376088 
499 (-86) 312896 

= l1 

" " o:r FOREIGN TO 
GROWTH LOCAL 

- 99.99 
80 99.50 

. ?33 99.20 
44 99.10 

(-17) 98.85 
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TABLE 3.2.2 AOTUAL hORROWINGSs BAGUIO OITY !PZ FIRMS (1981-1985) 

(1'1 000)1 

"~ " " FOREIGN OUMULATIVE " 
YEAR 10BEIGN GROWTH I.OOAL GROWTH TOTAL TO LOCAL TOTAL GROWTH 

1981 
1982 
1983 
1984-
1985 

TOTAL 

120224-
48450 
51660 

103612 
781 

32472? ··-··-

-
(-60) 

7 
100 

C-99) 

613 
106? 
1500 

-
(-52 >• 3180 
•••••• • ••• 

Average Annual Growths 

roreign s (-52) " 
Local s 51.5 " 
Total I 29.e " 

?4 
29 

\ 

120224 
49063 
52?2? 

105112 
?81 

51 • 5" 32790? . ..... ---··· 

1007' 
98.?% 
9?.9% 
98.5" 

100% 

93.03" ·----· 

~ 

120224 
16928? 
222014 
327126 
~2?90? 

-•••••• 

41 
41 
31 
4? 
0.2 

29.a" -----

-
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3.t.2 NUHBEk OF FlkKS/TYPES OF lN~USTRlES: 

At present, there are 12 ~•nufacturing firms operatin6 et the 
b~EPZ. The number is 5 firms &hort of the desired occupancy of 
17 fir•s bf 1986 as projected by EPZA~There was a total of 16 
re~istrations aud 4 closures during the period. The highest 
browth in the number of entries ih a year was experienced ih 
i'J8J, 1964 and 1~86, when an avere~e of .J enterprises pul up 
their facilities iu the z~ne. lu 1~~5. two firws stopped 
operation~. co~pared to ~ne each ih 1984 and 196~. 

iy product category, the industries 
gariiaents \;,), haudicraft (l}. metal 
t>i:ecisicn 1r.achinery ll). The food 
operatjvn in epz ~ere shortliveo {l year 

are electronics {2j, 
(1), pl as ~ics (2) and 
&ect~r a~d foot~ear's 

ea<:h). 

TABLE 3 • .J EQUlll S'IRUCTURE Of BCEPZ ENTERPRISES, 1986 

EQUITY STl\UCTURE - 19&1 19&2 196.J 1984 1985 1986 

------------·----------
Who 11; Filip1n::i 1 2 1 ,j ~ 

wnoll/ F1.o._cig11 3 3 3 5 6 6 

Joint ven tur~. _ 
Wl t.h F' .. lipino 2 5 J 3 

lOTAL :s 5 'J 12 10 12 
== ... :a-.;;. === :::;. ~=-== -===~ 

29 
EPZA Curpo~ate Pldu, 1983 - 1~87 
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TA6LE J.4 

MATluNALlT\ 

Filipino 
A~ericah 

Italian 
Sv1ss 
Korean 
Mala;•iau 
Canadiau 
Germau 

TOTAL 

33 

OWNERSHIP Bl NATlO~ALlTY 

FULL OWNERSHlP 

J 
4 

1 

JOINT VENTURE 

l 
1 

(l} 
(lj 
(1) 

(l) 
(1) 

4 

As showu iu Table J.4, Asericans are the leading investors in the 
ttCEPZ with full control of 4 firms and one Joint venture. 
~ilipluos own J firms and have joint ventures with Cauaoian, 
Cet~au •~d American partners in three separate firms. 1he last 
co~pBhf is an ltalian-Sw!ss joint venture. A~ainst total private 
equit/ invested in the epz, the Americans c~Ltrol 98.57 percent 
~ecause of the big share of the seQi-conductor firm \93 perceutj. 
The next thre~ biggest cowpauies in terms of equity are also 
America~b. 

3.2.3 tXPORT/lMPORT PEkFORMANCl: 

Not~ithstandin& the oecliue of 22.3 percent in 1985, the export 
perfurwa~ce o! ep~ firms duri~g the period 19&0-l~b6 posted a 
~2.o verce~L 6verage growth. lu !986, export reached $i4~t. The 
leaoiug exporter was the electronics sector (93 percent), 
follvwe~ by garment• \4 perceutj. For the period l9bl-1985 the 
Uu1ted States w~s consistently the maJor export market ot bCEPZ 
el~ctronic& \b9 percent) and gar~ent& fir~a ~4~ percenL). A&ean 
countrie&, uorabiy Siu&ap~re, wa& the next ~aJor electrouics 
merk~L llb percent), followed clo•el/ bi LEC countries (14 
percent). Tne ~EC ~as Lhe &econd ~•j~r ~arket (24 perceut) for 
the ;armenLa sector, foll~wed by Australia (& percenL), Canada (5 
percent), Japan (l percent), a~d Hun&ko~g (3 pe1ceuL). 
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ln terms of iaports, the &CEPZ firms posted a positive yearly 
growth of 28.6 percent, although imports in 1985 declined against 
the 19&4 total by 25.l percent. In 1983, iaports exceeded 
exports (see Table 3.1), but for the whole period, BCEPZ posted a 
net trade balance of $52.9H f?r an average yearlt trade surplus 
of $10.5M. For 1986, BCEPZ has i~ported $137.73H, au 85 percent 
•rowth over 1965. This was due to increased manufacturing 
activity in electronics sector. 

For the 1981-1985 period, the leading country among the sources 
of raw materials imported in BCEPZ was the United States 
(49 percent). This Mas followed by Japan (26 percent), the EEC 
countries (23 percent), Taiwan, Hongkong and Korea. Ou an 
industry-wide basis, US aud Japan v~re the main suppliers for the 
electronics sector averaginG 51 percent and 26 percent in that 
order. ln the garments sector, the EEC lea at 79 percent 
followed by Japan (10 percent). Handicrafts give HGngkon6 and 
Taiva~ an eQual share (50 percent) with Japan in supplying the 
raw ~aterials. 

At least 4 companies were observed to make extensive use of 
inter-company opeu account(O/A) system and consignment mode of 
importations. Under O/A, good~ were i~porteo from parent 
companies on charge basis and paid for in terms of value of Goods 
produced. Of course, consignment denotes non-payment of 
materials as the/ are owned by the shipper. The company gets 
paid for labor applied on the &oods produced. 

In terms of export target projectiohs of lPZA~ the BCEPZ fared 
favorabl/ ih the 1963-19&5 period. But the expecteo margin in 
the balance of trad~ (~O percent of export) was never achieved. 
~he entry of ~ new firm~ that i~port capital equipment aud raw 
materials pulleo down the gains arising from the increases in 
exports of existing iudustries. There were also the 26 percent 
decline i~ the value of exporls from lhe electronics iudustr1 
attributed to a &lack in deruands iL the market. 

nEPZA Corporate Pla~, 1983-1987. 
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The Lhree leading epz f ir•s ta•led to attain their targeted 
yearly exp~rt sales based on their ovn projections. The average 
perceutage of success vas 43 percent fur hanoicraft, 65 percent 
for garaents and 78 percent for electronics. lu the over-all, 
actuai ex~c~Ls in all Lhe Lhree sectors posted au aver•&~ 
positive i~Gwlb of 16 percent for h•udicrafl, 4b ~ercenl for 
gar~ents auc 12 percenl for electronics. 

~he net Lrade balance of $~2.9ft shovu in Table 3.! for BCEPZ 
represents the excess of gross exports over i•ports. 

3.2.4 EMPL~YM~NT GE~EKA~lON 

lne ibdustries al the bCEPZ registered au average growlh uf 45.9 
perceut in terM& of employment since 1980. As of Septe•ber, 
1~86, eDplo1menl in the ~2 induslries reached l,300. This is 
short of th~ l9b6 EPZA ~rojectea occupancy of 17 fir~s providing 
4,600 airecL jobs~0 The number will increase if those e~ployed ib 
the sub-coutraclin& activities uf at least 2 epz firas are 
included. tnese firas have made exlensive use of hoaevorker 
groups in areas in the peripheries of the zone and in the 
a0Join1ng provinces to undertake assembly operations with the use 
ui hands and basic tools. It is esti•ated by EPZA to be about 
360, baseo on 30 cegistered contracturs, eaploying 12 homeworkers 
each. 

tne bCEPZ provides for 3.~ percent of total Region I e~ployaent 

in the ma~uiacturing sector. The workers are nainly fro• the 
8a&uio and &GJoin1og provinces. The largest group of ~i&rants to 
~agui~ cam~ fro~ the prcvince of Pan&asioan ~hich is also in 
Region l. lhe same province also leads other major sources of 
~igrant wor~ers to bataali EiZ. 

As i~ liataau, fe~ale workers outnumber the ~ale, six to one~ The 
large•t e~plo1ers ar£ Lhe electroni's and i•r~~nt industries 
e~vioting 61 percent and 22 percent respectively in l~o5. 

Handicraft and plastics constitute 1) percent. Metal precision/ 
gs~hi~ery 6~,tor which is dominated by men, e~ploys 2 percent. 

ao 
EPZA Corporate Pian 

11Guerrer<1 
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For the period 19&1-1965, total salaries and vaces &eaerated at 
BCEPZ was Pl4&ft. or an aunual averace crovth rate of 90 perceut. 
ln real ter•s however, the average &rowth rate was onl1 
59 percent. 

J.2.5 VALUL A~u~~: 

Epz industries' coutributioo to the ecooo•y is also g3uged iu 
ter•s of value added. lt is the difference between the value of 
goods and _the coat of aaterials and supplies used in producing 
such gouds. All sales, whether export or local, represeat output 
while the value of inputs (TVl) cosbines imported aad local rav 
•aterials used, factory supplies and ut1lities consuaed. 

T~bl~ l.5 shows the actual ~alue added of bCEPZ exports, its 
•rovth and the avera6e value added ratios. lbe value adued ratio 
has been co~siste~tly abuve the staudar~ 0.25 set b/ the ••tional 
Econ~•ic ~evelop•ent Autborit/ \MEUA). 

J.2.6 Ll~KAGES WllH ~OftESTlC l~DUST&lES: 

a. SOR-CONtRACTl~G. The practice of so~e bCEPZ firms ~u 

sub-~outractihg seg~ents of ~roductioh outside li~~PZ helped 
bridge the ep2 enclave and the oo&estic econoM1· The progra~ 

-irtually expands tne area of •auufacturinb activity to 50 ka. 
raoiu~ fro~ the 2une anG e~ploy hundreds of homeworkers ou a 
re&ular basis. s~b-coutractin& was repeateoly availed of and has 
bec~•e an iutegrai part ~t a particular firm's operation. This 
f~rQ of linka&e wiL1 be ill~strateo iu oue of our case studies iL 
Chapter v. 

b. ~OCAL PURCHASl. ln l~~l. au arran,e~ent existe~ in the foou 
fir~ at the ~CIPZ vher& raw ~aterial& (~ushroo~a) were cultured 
ahd developed ic various ~rowing far~s around the zone and 
brou~ht iuside for further processing and packing, preparatory to 
exports. A si&nificant linka~e was estab!i•hed between the local 
grovers aud th£ epz firms unttl the operation was st~pped because 
uf lack uf capital (see par. J.l.l). 

---' l_l_l_...11 .. 11 ----------' -' -'------"-' ---------------------' l_I _1 II I 11 11 
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The above is a •ost ideal linka&e of epzs with dokestic 
industries as it enhanced the relationship of epz fir•s and local 
producers even a• it helped pro•ute du~£stic production f~r 

exports. The extent of the linkage is determineo Ly co~putin& 
the ratio oi local aaterials and supplies to the value of iuputs 
to productiou. The bCEPZ perforaance in this respect is 
disappointing as we exaDine the history of local purchase for the 
1981-l~tiS period vis total sales. The resultant percenta,e share 
indicates the liaited exteut of local katerials usa,e bj epE 
f irMs. Uu au industr1-wide basis, tbe BCEPZ average is a aeasly 
U.62 percent (see Table l.5). 

the degree of local raw aaterials utilization varies depending on 
the industr/. lt is greater in the gar&ent industry with Jl tu 
60 percent of total inputs. This is perhaps explained b1 one 
fira's extensive use of local yaru iu its production of outwear 
garaents. Other s£ctors like haudicraft and aetals posted an 
a~era,e of 7.2~ percent and 12.78 percent local raw aaterials 
utlization to total ~alue of inputs. El£ctronics account for 
O.l~ percent, but being the aouinant industry in terGs of exports 
xegister~ng aore than P5.2b sales duri&gthe 1~60-i9S5 period, it 
uaturallt pulled the bCEPZ average down. 

c. LOCAL SAL~S. L~cal sales were recorded at b~EPZ starting 
l9oJ at PO.lOM. In 198q and 1965, sales reached P2.liM and 
P~.80M. the biggest seller was electronics which sold its 
products to its local affiliate which in turn exports the product 
to nei&hborin& countries or sells it to domestic industries, 
creatin6 a sort of linkage between the epz fir• and local 
pr~ducer• of eleetronic product•. A• regards the other 
indu6tries however, theix products, be~u, in the coasumer 
catesory, oio not under,u fu~ther proeessi~& outside the epE6. 
Ther£ was uo lintage e•tablisheo exeept wilh trader• macketin& 
such prouuet6. 

c. lkA~SfER OF SKiLLS A~~ TlCH~OLOCl. A lotal of ~4 e~~lo/£es 

in ~C£PZ w~re traiued abroad in parent cu~panies or subsidiaries 
~" new tecnnologie6 at th£ cost of $~.4)1M. Other &Kills, 
lraiuiug progra•s were conducted in-plant at oCEPZ whieh involved 
tne teachin~ of baaie &Kills lo operate machineries and equipment 
in such indu•triea as iar•ents, plastiea a~d el~ctronica. There 
is uo knowk lraini~g 'oordiuation betweeu DCLPZ fir•s and 
te,hnica1/vo~alioual •'hools iu lh area. 

11 I II I I I I I I 11 I I I 
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'!.ABLE 3.5 VALUE ADDED 01' ALL BOEPZ INDUS'!IES (1981 to 1985) 
INCLUDING RATIOS or IMPORTED AND IDOAL RAW MATERIALS, 
SUPPLIES AND U'!XLITI~ TO TO'?AL VALUE or INPUT (TVI) 

(•' OOO)a 

ft AW I' ACTOR\' 

MATIRIALI UllD IUPPLlll USED . TotGI VA 
Total Vah11 UtltltlH Value of VALU! Coefficient 

YI Aft ot Otltpul Imported Loo al lmpwled Looal UHd Input• ADDED (912 > 

1181 442111 111714 112 1144 110 H!7 145787 17128 21 .13% 

1112 514111 :ST8&S4 107 174 6 1127 4577 '518108 147285 27 .57% 

1111 1004251 715128 105 211 5:n 7710 724770 279472 27 .82% 
1184 1108151 1 aoaa4;1 4HI IH42 4140 19428 1349819 558132 29,26% 

19H 11139111 1011102 8841 1105 2502 19741 1101891 438020 41. 17°/e -
TOTAL 54214 27 1101241 14171 21H5 1258 55148 3908189 US20238 27. 91% 

%of 
tmeort1d 
R~.U/FSU 
to Total % %of 

Value of of Local UHHtlu 
Input RMU/,SU U1tcl 

(TVI) to TVI to TVI 

88.63 0.31 1.05 

98.17 0.50 1.18 

98.77 0. 16 I.OT 
97.92 0.64 1.44 
97. 17 I .02 I. 79 

97.96 0.62 t. 41 
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The asse•bly operation nature of epz industries precluded aajor 
skills or technology transfer. However, to a large extent, 
Filipino Qaua,ers were boned to the ways and technics of 
internatiunal production and marketing, skills that may be used 
even outside epzs and in other industries. Recently, the entry 
at the SCEPZ at a hi~h-tech uachinery firm pa~ed the way for the 
transfer of the latest engibeeribg technology in machinery and 
shop mathegatics to local enGineers. 

3.2.7 SUClAL lMPACT: 

bCEPZ being located near ao urban center, the problems of housing 
and dearth in social and recreational facilities that ubtaiued at 
bataan EPZ were not experienced. More~ver, the relocation of 
tenants in the epz site was not in the magnitude of &ataan where 
a whole community was uprooteo. Ver/ few families were directly 
affected with the establishment of the 6CEPZ in 1979. The1 were 
transterreG to • relocation site with provision for basic 
facilities and were given some forw of monetary assistance. This 
scene was repeated in 19b4 with the develop~ent of ahother 
20 hectare site for a new industr/. 

»1 aud lar&e, wor~ers at the &CEPZ expressed satisfaction with 
their J~bs aud wage levels in the compa~ies the/ were workin& 
for. Ii6hty-se~en (67) percent of workers perceived so~e ~easure 

of impro~eQent iu their lives since working in the zone. 
Huwever, due to a relativelt hi&her educational attainment, many 
bCEPZ workers perceived little or oo upportunity for pro•oti~~ 

1h the co~pauies where they are presently working." bCEPZ workers 
were not as ~ealous as their ~ataan counterparts in uniouis~. 
Fauilies ut BCEPZ wuxkecs benerally er.pee•~ slrouG disappx~val of 
unio~s~ 

"Guerrero 

" lSlO 
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CHAPTER IV 

ftACtA~ EXPORT PkOCESSlNG lO~E 

4.1 PROflLE: 

It was also iu 1979 when ground was broken at the epz iocat~d 
in the historic i•l•nd of Mactau, Cebu Province. lt was built 
alon&side an international air~ort and 14 kilo•~ters from the 
port of Cebu the Philippine's second busiest seaport of 
entry. Designed pri•arily to attract li&ht manufacturing export 
operation•, the hactau Export Processing Zone (MEPZj is 
adainistered by EPZA. lt is equipped with such utilities and 
facilities that characterize a coaplete industrial estate. It 
also offers the usual fiscal incentives that are extended to EPZA 
resistered enterprises. 

MEPZ features 710,000 square aeters of i~dustrial laud and two 
standard factory buildings that have a total rentable area uf 
l~,d)6 square meters. As of Decemb~r, 19b6, a total of 95,000 
square meters land area have been rented to three (J) coapanies. 
The factory b~ildings are fully occupied bJ another five (5) 
enterprises. 

Uuri~g i~&U to 19&5, lPZA iEnerated a total inco~e of Pll2M from 
the operation of MEPZ. ~ost uf operations was PlO~M thereb; 
reflecting an over-all inco~e of P9"from operations. 

MEPZ is located in Re~io~ VII of the Philippin~ economic aud 
political subdivision. lt is one hour by com~ercial jet from 
Manila and 24 hours over the sea lanes. Mactan is part of 
Metrop~litah Cebu, a conglomeration of cities ahd ~unicipalities 

which have become the hub of economic auu social activit/ iu 
Ce~tral Philippines. The aetropolis is host to 4 universities 
aud ll college~, 2~ te~huical schools and 2 traihiLg ce~ters. 
lL has co~plete COQmercial and social amehities that characterize 
a hi~hly urbah1~ed setting. Th• me~ical facilities ~re fully 
~quipped. Professioual aud legal •~rvices are abuhdaht a~d 

hi~hl/ tr6ine~. Co~~ercial shippiu' requirement6 of the area ar~ 
hauuled bf oceah goiug vessels and the counlrf 1 5 inleruatioual 
ai1lihe. Cebu i• sLrategical11 po•itioned beLwee~ producers uf 
raw Qaterial• and their markets. 

I I II II 11 I 11 II 11 I I 111 I I I I I I I I I I I II I 
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Re&iou Vll is predumihantlf an agricultural reiiou where industry 
eaploys 5b percent of the region's workforce of 1.6ft. Other 
aajor employers are the com•unity an6 government service6 (ll 
percent), trading (.10 percent) aud manufacturing indu•tries 
(9 percent). la. 1966, the re~iou's four (4) leading exports are 
rattaa. furniture, ~uconut oil, a.arilae pruducts aLd copper 
c.uncentrates. The helro Cebu which includes Lapu-Lapu City, 
Mandaue, Dauao and Cebu Cilf is ho~e to 757,000 people. 

4.2 ECONOftlC PEkfOkHANC~ OF ftAClA~ EPZ: 

The uver-all perfur~anc.e of MEPZ is shown in Table 4 • .1. 

4.2.i l~VESlH~~lS: 

M~PZ wa6 built by the go~ern~ent at the cost of $~.4M Qr &7 
percent of the investment in haguio EPZ in 19d0. Public 
in~estment until l~b5 grew at au average of ~.b percent a year, 
which indicates that no substantial infrastructure was intr~duced 

after it opened in l~bO. 

1~ l9b6, EPZA attracted four (4) new companies to the MEPZ, 
bringing the total uu111ber of cu111pauies to eignt. Private 
iu~est~euts was increased bf P36h which i~pcoveo the 
registerec i~vest•ent of P~OlM in i985. 

4.2.2 NUMbER uF FlkMS/TYPES ~F l~~USTklES: 

Industries at the MEPZ as of 19&~ ~a/ be categori~ed into 
ele"'tronics (1), gacr.ae11ts (4), watci1 ar.d clo~ks (l), food 
proceSS1Di, u.) ano WOlid processing \1). Four (4) cuc.panies have 
si~~e stopped ~perations. Twu Awerica~ firrus iu the electronic~ 
i~dustr/ (telecuru~u~i~atioilS eQuipgent and tec~1~als) closed i~ 
19bl. A Holigkong firru (work gloves) i:-.uveo out uf t.he epz i11 
1985. A Japaues~ iir~ that makes buttous out of shells foloed up 
in 1985. 
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TABLE 4.1 EOONOMIO PERJ'OIUUNOE OP MEPZ EPZ 
10R THE PERIOD 1981-1985 

EOOROMIO INDICATORS 1981 1982 1983 

Humber of J'irma s 5 6 
Emplo7J1ent 1211 1??8 2088 
Salaries and Wages 

(P'OOO) 
a. current Prices 18252 22724 46679 
b. Constant Prices 10575 11494 20914 

Export• (S'OOO) 19392 2734? 39086 
Impo:rta (1'000) 13?04 18161 23613 
Set !:rade Balance 5688 9186 154?3 
Public Inveatment 

(P'OOO) 68900 69156 69443 
Private Inveatment 

(P'OOO) '78104 215604 4?3642 

=I 

AVERAGE " GROWTH CHANGE 
1981-85 1984-85 

-

= -

1984 1985 Cf') (") 
-

= -

4 4 -(13) -
3'785 3240 27.9 -(14.4) 

61646 82118 45.6 ,,.2 
22336 23389 22.0 4.? 
52803 26836 8.5 -(49.2) 
3088? 18990 8.5 -(38•5) 
21916 ?846 8.4 -(64.2) 

69800 80136 3.8 14.8 

5036?2 503165 ?5.4 -( 0.1) 
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TABLE 4.2 PRIVATE INVESTMENTS (EQUITY INVESTMENTS PLUS LOANS) 
or llAOT.A.N EPZ J'IRllS 1981-1985 

(P' 000) I 

EQUITY 
INVESTMENTS 

YEAR FOREIGN LOO.AL 

1981 ~6203 2000 
1982 92790 2000 
1983 145789 2000 
1984 168593 2000 
1985 144473 9940 

Average Annual Growths 

Eguit1 Investment 1 

LOana 1 

Total Private 
Investment 1 

TO!.A.L 

38203 
94790 

147789 
170593 
154413 

52. 5" 
94.8" 

75·4" 

AOTUAL 
BORROWINGS 

J'OREIGN U>OAL 

39601 300 
80913 -

205039 -
7226 -

15673 -

CUMULATIVE 
TOTAL TOTAL 

39901 39901 
80913 120814 

205039 325853 
7226 3330?9 

15673 348752 

• 

TOTAL GROWTH 
INVESTMENTS " 

78104 
215604 176.0 
4?3642 119.6 
503672 6.3 
563165 -(0.1) 
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TABLE 4.2.1 !iUITY INVESTMENTSa MACTAN EPZ (1981-1985) 

<•· 000): 

TEAR l'OBEIGN 

1981 36203 
1982 92790 
1983 145789 
1984 168593 
1985 144473 

Average Growths 

Foreign a 53.6" 
99.2" 52.,,, Local a 

Total a 

" GROWTH 

-
156.3 

57.1 
15.6 

(14.3) 

% 
I.OOAL GROWTH TOTAL 

2000 - 38203 
2000 - 94790 
2000 - 147789 
2000 - 170593 
~940 39? 154413 

-
~ 

= 

-
= 

" or 

" FOREIGN TO 
GROWTH LOO AL 

- 94.4 
148.1 9?.E 

55.9 98.6 
15.4 98.8 
(9.4) 93.5 
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TABLE 4.2.2 ~~'l'UAL BORROWil~'JSa 

(•' 000) I -

" YEAR .l'OREIGN GROWTH --
1981 39601 -
1982 80913 104.3 
1983 205039 153.4 
1984 ?226 (96.4) 
1985 15673 116.8 

Average Growttu 

Foreign a 69.5" 
Local 1 -

Total 1 94.8" 

I.DOAL -
300 

----

-·-. MAOTAN EPZ B'IBMS (1981-1985) 

" 0.1' 

" IPOREION OUMULA'I' IVE " OROVl'.rB TOTAL TO IOOAL TOTAL GROWTH 

- 39901 99.24 39901 -
- 80913 100.00 120814 202.7 

- 2<;5039 100.00 325853 169.? 

- ?226 100.00 3330?9 2.2 

- 15673 100.00 348?52 . 'h? 
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TABLE 4.4 

EQUITY STRUCTURE OF MEPZ ENTERPRISES, 1986 

EQUITY STRUCTURB; 1981 1982 1983 1984 1985 1986 - -
\Yholl;y Filipino - - - - - 2 

Wholly Foreign 3 3 4 3 3 ' In Joint Venture 
with Filipino 2 2 2 2 2 3 

'l' 0 'l' A L 5 5 6 ·5 5 8 

--- --· -·- ·-- --- ·-· 
TABLE 4.3 

OWNERSHIP BY NATIONALITY OF MEPZ FIRMS, 1986 

NATIONALITY 

Filipino 
.American 
Japanese 
Hongkong 
Italian 
Australian 
Swiss 

T 0 T A L 

J'ULL OWNERSHIP 

2 
1 
1 

4 ---
·~-Separatel~ with American, Italian & Hongkong 
• -With Switzerland 

IN JOYNT-VENTURE 

3 •• 
(1) 
(1) 
(1) 
(1) 
1 .2 

(1) 

4 ---
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Filipinos were active investors ih MEPZ industries, particularly 
in l~bb. They are iu~ulved in garment6 and fuod processing as 
principals and in joint venture iu w~od processin~. Americans 
are iu electronics (~e~i-conductors) aLd Watch and clock 
asEembl/. Italians are in wood processin~ while Australiao6 and 
Swiss joint ventured iu wock glo~e~. 

4.l.~ EXPURTilMPOkl PERF~&MANCl: 

As in bCEPZ, exports of industries in MEPZ also suffered a 
decline of 38.5 ~ercent ih 1985, co~pared with the previous 
/ear's records. the decline brou&ht down the average growth of 
export of the zone to 6.5 percent yearl;. It recovered in 1986 
as exports hit a record of $76.9. 

The major destination of MEPZ pruoucts was the united States 
(76 percent), _followed b/ Hongkon6 (9 percent). Exports were 
d<J1:1i1aated b/ the electronics at1d watch iudustry. In 1985, the US 
was the electrouics' ~ajor ~arket with 84 percent share. The 
watch firm al~o sold 67 percent of exports to the ~S. The 
&arment sector which ranked third in exports, also exported to 
the US (64 percent) and the ~EC countries (~4 percent). Hongkong 
had been cousistentl; importing from the 6e~i-conductor firg~ and 
also ewerged as a ~•jor market (15 percent). 

lL 1~86, the export market of tEPZ expanded, as the garment 
sector grew b; 500 percent. ~arkets ~ere diversifie6 to include 
Jap6u, ~ew Zealahd 6Dd Australia. The food and wou~ processing 
firms have Europe as market. 

ln the period 1~80-~~&5, MEPZ firm6 iwported raw materials aud 
supplies fr~~ th~ US l6b percent), Hon~kon~ (ld percent), aud the 
~~C countrie~ \7 ~ercent). ~t~er sour~es were Taiwan, Holland, 
Sin&apore and Japa~. Followi~G a ~ecline in exports, i~ports in 
i~85 a~cliue bf 3&.5 percent co~pareQ with 1~&4. N~vertheless, 
the avecage percentage of growth 1u 1~~orts during the period was 
8.~ percei.t. 
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Like in BCEPZ. the intercoapany open account and consignaent 
audes of i•~ort finaucin& were widely used. As in export. the 
leao~n~ iwporters were Lhe electronics and watch industry which 
sourced their raw materials from Lhe United Slates (83 percent 
ano 55 perce~t). Th~ ~etherlands supplied 9 percent (average) ~f 
raw waterials ig~ort uf the se~i-conductor firg •ud 4 percent 
were suurc~d irua Hongkong. lu 1965. Hong~oni supplied the watch 
industry with 18 percent of its raw aaterials •nd supplies. The 
•ar~ents sector sourced lOU percent of its imported raw ~aterials 
and supplies froQ Hong~ong. 

Except in 1985. ftEPZ surpassed 
EPZA." the decline in !98~ 
p~oductionof the electronics 
5~ percent from 19~4. 

its projected export target set b/ 
was caused by a slowdown iu 

firm. Export sales declined by 

Uulike iu the »CEPZ, two (2J firms surpassed their owu export 
target projectiuns in the first three (3) years of operation by 
an avera&e growth of 76 percent for electronics aud 74 percent 
for ~at~h products. un the fourth aud fifth /ear of operations 
however. the watch industry exports decl1ueo bf 27 percent and 
35 percent while Lhe sewi-conductor firm registereed a decline iu 
l~b~ bf 53 percent, after a substantial growth in 1~84. The 
tnree other operatiDG iirw6 during the period did not go an1where 
uear theic export targets, although all registered positive 
growths in Export for at least 2 successive 1ears of operatio" 
after which decliue6 were experienced in 2 firms. lhe 2 havE 
since withdrawu frc~ operation (telecommunicatio~s aud electrical 
parl~). lhE third. a gar•ent factory are still operational and 
has posted an average export growth uf 43 percent. 

1ne growth iu exports ih the electronics and watch i~d~stry i~ 

the first thiee years uf operation could be attributed to stroh' 
~xp~rt dewauds i~ the earl/ bO's and the compauies' decisiou to 
~xpahd p1uduction capacitieb ;~ MEPZ. 1he 53 percent decline iu 
experts iu electruuics ih l~b) was dictated by the slu~p i~ the 
oacket as experieuce' b/ the sa~e sector at BCEPZ. 

The total net trade balance of MEPZ for 1~81-l~b5 is $60.lM. 

"LPZA ~~xporate Pia~, p.75 
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4.2.4 EHPLOl"ENt: 

As of U~lob~r, 19ti6, there are a total oi 23,204 emplo1eo in the 
fir•6 at H~PZ OL ~o perceut uf th~ EPZA lar&et"f~r l9b5. Like in 
BtEPZ, Lbe work fore~ consist& of more f~Qale workers than •ale. 
ln Lhe first 1ear of MEPZ, it was able to atlca't workers mainl) 
fr~~ Cebu province. the biggest e~ployer was the watch coDpali/ 
avera~ing 1,055, followed by electronics - 7UO, aud gar~euts 
350. tne wood aud food processing firas employ the rest. 

"EPZ eapluyaent coustitute l.9 percent of the total employ•ent 
for the manufacturin& industry in kegion Vll. total salaries and 
wages generated since tbe operation of "EPZ untii 1966 is P23~.4M 
fur au avera•e abbUal growth of 45 percent. lu real teras 
howe~er, the &rowth was oul1 22 perceut cowputed at cobstant 19bl 
piices. 

4.2.5 VALUE ADUl~: 

i~ ter•s of ~aiue addeG, Table 4.5 presents a fair idea on the 
value added ratios aud growth in MEPZ per year ib accordance witn 
the EPZA formula (see par. 3.2.5 of the precedi~g chapter). The 
average percentage share of local aaterials and sup~lies iu the 
total value of iuput is ~.U9 percent. 

~" a sectoral basis, electronics posted the lowest local 
~aterials aud supplies cobtenl at MhPZ with 1.91 percent of total 
value oi inputs aoded. Watch a~d clocks registered 10.2 percent 
aud gar~ents posted a hi&h 4~.b percent share iu l\l. 

Our attentiou was drawn to the wide disparity in Lhe local 
~aterial contents of the electroLics se~i-~onductor iudustries in 
~a~uiu EPZ a~d MacLa~. wiLh the latter shuwiu~ a highe1 
percenla~£ local conte&t (Tl.74 perc£nt). A~ aualt•is of input• 
•howed that HtPZ se~1-conduclor f irc have a hibher cost of lucal 
s~~p11es that w£ut into ~xoduction at a ralio of 65:~5 a,ainst 
the hCEPZ firw. The MEPZ watch industrj likewise reported highex 
~osL~ iu local su~plies for the period. 

"~PZA Corporate Plan, p.74 
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(P'OOO)a 

Total Vojue 
YIAR olOUtput 

1111 
0 

117817 
II\ 1111 151147 

1111 Ill Ill 

1114 114210 

1111 411211 

TOTAL 1111141 

VALUE ADDED or ALL MEPZ INDUSTRIES (1981-1985) 
INOLODING RATIOS or IMPORTED AND U>CAL RAW MATERIALS, 
SUPPLIES AND UTILITIES TO TC1l'AL VALUE O~ INPUT (TVI) 

RAW 'AC TORY 

MATIRIALI UllD IUPPLlll USID 
Total VA 

UrllltlH Value of VALUE Coefflc:lent 
Imported Local Imported Loool UHd lnp11ta ADDED (9/2) 

12411 221 1114 1127 1891 98131 89481 41.48 

19443 Ill 10110 13H 4091 111182 248111 69.08 

IOI I 01 211 1341 4HI 9121 128120 1274.S 32. 79 

111211 Hll 41411 11513 2e1ae 810448 181841 21.12 

Ziii 10 1411 11107 11149 17210 272111 140810 14.08 -
1012401 NIH 11111 411715 71170 1240711 71112 8 :se.58 

• 

%of 
1m3orted 
R U/fSU 
to Total % %of 

Value of of Local UHlltlH 
ies;ut RMU/FSU Uaed 

(T I) to TVI to TVI 

80.06 :s. 8 :s 8.11 

90.28 8.06 :S.68 

88.9d 3.14 7.48 

92.27 I. II 4.54 

84.27 5.71 8.98 

89.81 4.09 6.09 
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~urin& the Author's visit al the MEPZ. it was observed that the 
two fir•s have bi& power generating sets installed in their 
respective pre•ises. It va~ &athered fr~• &one officials that 
such generators were fre\uently used bt the companies either 
because of power fl~ctuation• or when tbe li&its allocated to tbe 
industries app1oxiaates the guaranteed aaxi~rQ deaand. In the 
later case, the cu•panie• use the generators to avoid peGalties. 
Considerin& that the nature of their operations require a dust 
free round the clock te•perate cliaate. the cost of power 
generation vas substantial. ln coaparison. the electrunics 
industry at BCEPZ does not need air-conditioning systea because 
of the teaperate cli•,te of the area. 

Supplies in this above case pertain to supplies used 
~eneration of power to facilitate production. 

4.2.6 LlhKAGES: 

in the 

a. LOCAL PURCHASLS: ftEPZ has accu•ulated a total of P145.7H in 
local purchases of materials and supplies for the period 
1~81-1985, for an average annual grovth rate of 92 percent. Al 
constanl prices bovever, the grovth rate is onlf 3~ percent. It 
is 76 percent more than the Baiuio LPZ total of P24.2H for the 
saae period. 

The hibher proportion of local purchases to inputs in HEPZ was 
brought about by the higher utilization of local ~aterials in the 
~araents sector and as explained in para,raph ~.2.S the 
electronics and watch industries' hi~h dependeuce on fuel oil for 
self-generated power (approx1~atel1 40 percent). Other purchases 
vent to compan1 service cars and utilit/ vehicles, coostructio~ 
~aterials and other factor/ and office supplies, and equip~ent 

and packa~ing supplies • 

ftEPZ will improve its ~6.50 percent average value a~ded for all 
industries with the entry of the vooo and food processin• 
industries iu 1986 a~d the three ,arment firms ou account of t~e 
hi~h local content ~f the gargeot ioduslr/. On the Other nan~, 

the hanaicratt l~hellcraft) which utilizes ~O percent local 
~aLerial6 have sine~ cease~ operat1ou 1u 19~5, a~d i• not 
~~pecte~ to re-open. 
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b. LOCAL SALES: Valcbe& aade iu the MEPZ vere sold regularlt ib 
lbe local aarkel. pursuant to the authority granted by EPZA in 
its re,lstratiGD agreement. £y ~~as, a total oi Pl7M has already 
been sold locally after payaenl of the appropriate duties and 
taxes. Uthe1 products vorth P.3SM vere 11kevise sold in the 
local M&rtet during the period 1~60-1~bS. 1~ all these 
instances. th~ buyers vere either traders or end users and u~ 

further processing vas applied on the products sold. Therefore. 
the linkage created vas liQited. 

c. TRA~SFlR OF TECH~OLOCY: Li~e tne bataan aud Babuio EPZs, the 
•ass production aetbuos introduced bt electronics, watches and 
garaents firas •t the MEfZ precludes the ~uch oesired technology 
transfer lhat va~ generally believed to accGDpany fureign 
ibvestmeuls. Ob the vorker•s front. the skills transferred are 
liaited to asseabiy of parts or co•poneblS of a product. 
llana,eoent staff learned technics iu areas like materials 
monitoring, logistics, 1oport and export. sourcing. ~•rketiob, 

hu~au behaviour, disci~lin~ and the olner rudi~~ULE of conv~yo~ 
tjpe wanufacturin~. ~evertheless, these iudustries in MEPZ spent 
PS.6h i~ trai~ing pEo~raas fur its workers held in-plant ~r 

abroad. Modern machiniu~ and toolin& techniques are def 1nitel1 
imparted iL the vatch ibdustry • 
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However, there is a proais.. for real technology transfer in a 
recently registered food fir• at MEPZ. The coapany will train 
and e•pluy local che•ists and technicians in the process of bio
technolo&t for the purpose of extracting en2jaes fro• seaweeds 
and locust beans which are products indigenous to the country. 

The HEPZ firas" relationship with the governaent"s regional 
manpower training center was how£ver limited to the latter's 
approval of labor training progra•s for incentive availaent 
purposes. ho Instructional were conducted at the center to 
coDpliaent the skills required by EPZ firas • 

4.2.7 SOCIAL IMPACT: 

The aov~ to locate HEPZ near such urban centers as Cebu and 
ftandaue proved to be a wise decision, if it is to be related with 
the experience at ~ataau. The cost of putting up the facility 
was dramaticallt scaled down since amenities, utilities and other 
service~ were already in place. Laud acquisitions and relocation 
of fa~ilies were i~pleaented on a phase bt phase, need only 
basis. 

The gaius achieved in providing employment opportunities were 
also significant. there is a ~eneral perception cf greater 
iDprove~ent in the lives of workers and their families as a 
result ~f em~luyMent in the 2one.M 

•• 
Guerrero, S., lbli.i 
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CHAPTER V 

FACT~KS l~FLU~~ClNG Ll~KACLS 

5.l TlPLS Of Ll~~AGES: 

lo this chapter, we shall discuss at length the various for•s of 
linkages developed between epz firms and local industries, aside 
froa existing business relations with cargo forwarders and 
brokers, telecoamunications, banking and other services 
indispensable to an off-shore aanufacturicg operation. The most 
desirable aaong the linkages is the integration of dowestic 
products into epz exports. Other 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 knowu as constructive exports. 
Finally, there is the sub-contracting by epz firms of a portion 
of production outside industrie~. 

~.l.l LOCAL PURCHASES: 

AL6regate local raw ~aterials and supplies purchases of the firms 
in BCEPZ and MEPZ iu 198~ at current prices, decreased b/ 
7 ~ercent co~pared with i~64 figures. l~ real terms, the 
decrease was 2~ percent. lo the over-all, local purchases Qade 
b/ firms in the two zones fro~ 19bl to 1~85 at constant prices 
grew bt ~2 percent and 53 percent for bCEPZ and MEPZ 
respective!/, indicatinG a positive trend towards the use of 
locally sourced raw materials and supplies. Tables 5.1 anu 5.2 
also reflect a hi&her volu~e of local raw ~aterials an~ supplies 
us~d at MEPZ over bCEPZ even though there are mure industries and 
hibher investments at the Baguio Zone. The cain difference lies 
in local supvlies used b/ MEPZ firms which is 374 percent mor~ 
tha~ t~e P9.2M purchased by bCEPZ during 19&1 to 19b5 period • 
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TABLE .5.1 

LOCAL PURCHASES (P'OOO) 
Al Current Prices 

EPZ l9bl 1982 1~63 

JSCEPZ 1092 1934 1160 

HEPZ 37.55 6 736 4.549 

tot AL 4847 6670 .5709 

TABLE 5.2 

LOCAL PUk~ltASES (P'~OO) 
At Constant 197& Prices 

EPZ l'ibi 1'102 19b) 

llCl.PZ 677 lOoC 557 

t1£P2. 2.;30 37&3 2187 

10lA!. 3U07 4843 2.744 

i964 

8706 

20096 

28802 

1984 

2512 

5799 

8.Jll 

Note : used hEDA-NAS Geuera1 Wholesale 
Ptice lndex for the ~CR 

AKNUAL GROWTH RATE 

1985 l!lb4-6.5 19&1-b.5 
------- -------

11343 J01. 17~'1 

1.5614 -(22t) 9U. 

26957 -(b.4'L) llOA. 

ANNUAL GRO\l1H RATE 

1Cj65 1984-b.5 l9bi-b5 
------- -------

2763 10~ ~2'9 

383.L -(337.) ,jb~ 

6614 -(20,.) 5U~ 
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Table 5.3 shows the extent of integration of locally produced 
guods iu epz exports for the saae period. It ia compared with 
aJ 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 utilities), 
aud c) local value of output (total value of output less i~ported 
raw Materials and s~pp!ies). lt is patent that the share of 
local gooos in epz products was almost nil, iudicating the 
extensive use of i•ported •aterials ana su~plies by ep~ firw~. 

Hactan EPZ firms posted a better ratio of integration of local 
Qaterials, compared with BCEPZ • 

The average for the epzs were pulled down by the low local 
material contents of semi-conductor firms. Of the four majo~ 

industries where there was significaut activity duriug 1~81-1~65 
period, the percenta&e of average local input utiiizatio~ was iu 
gar•ents with 47.~4 percent (BCEPZ) a&d 60 percent (HEPZ). The 
share iu the electronics area was 0.1~ ~ercent (bCEPZ) Ah~ 1.~1 
percent (HEPZ). Watches reflected a local raw aaterials content 
of 10.2 percent, while handicraft (artificial flowers) registered 
an averabe of 6.05 percent. Shellcraft reached a hith 
91.76 percent. 

Locallj sourced materials purchased b/ the different sectors fall 
unaer the following douinant categories: 

a. yarns aud fabrics including threaas a~d acc~ssories 

b. plastic and paper packagin& materials 

c. handicraft ite~s and raw shells 

d. oil pruduct~ 

e. lu~ber a~d a&ricultural products 

t. cheoicals 

&· ~ffice supplies and equipueut 

h. auto~otive e~uip&ent and supplies 

i. tools, h•rdware and co~6lructioL material& 
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TABLE 5.l P~RC~~TAU~ StlAKE Ut LOCAL RAW MAT~KIALS ANO SUPPLll::S TU A) TOTAL VALUI:; U~ OUTPUT 
~) LUCAL VALU~ Of UUTPU~ ANO C) TUTAL VALU~ ur lNPUTS 

(P'UOU) (l) ( 2) ,. (J) 'l. (ct ) A. 

LOCAL ·ro'J:AL VALUl:: l TO'fAL VALUE l LOCAL VALUI:; l 
~CE.l'Z: KM & l''S Ul" OU'J.'PUT :l. Ul'' lNPU1' J 01'' UU'l'PUT 4 ------- ------- ----------- --- ----------- --- -----------

\'l:;AR1 

-----l'J ij l J. u" 2 442CJ.lb .24 J4 5 7 8 7 .Jl 1Ull:S58 . u 7 
.l9«t-' 1 CJ J4 5J4.LCJJ .Jo Jbb9Ud .5U l5J7"Jb J.. 25 
l CJ 8 J 1.16 U 1UU4251 • .L 1 724779 .lb 2db.J'l:l. .40 
1 CJa4 8 70o .L ~OtH 51 .45 134CJ81CJ • u4 5bt)4bb L4u 
l'its5 J.1343 15399!6 .73 .LlU1tslJ6 1. 02 46CJ10CJ 2.41 ----- ------- --- ------- ---- -------
TOTAL 24232 5429427 • 44 JCJ091b9 .62 15CJCJ62l l. 5 ...... ........ . ... . ....... ww ... . .......... .. ...... 
HEPZ1 

YEARS ( 1) (2) ,. (3) ,_ (4) 7.. -. --- ------ -.. --- --- ------ --- ------
1CJ81 3755 .L67bl7 2.2 CJl:Slll 3. IS 7'J242 4. 7 
1CJ82 b7J6 359347 1.d .L .L 1 ltU 6 2 51:SCJ94 2.6 
l'J8l 454'1 191366 2 • .J l21:Sb:l.0 3 • !> 761Jlb 5. " 1984 200'.16 824290 2.4 630449 .:L 1 24257:t b.2 
1'185 15014 4.13221 JI 7 272331 5. 7 183734 b.4 ----- ------- --- ------- --- ------
'fUTAL 50750 .LCJ5584l 2.5 .1240713 4.U 84.145b <..u ...... . ....... .... . ......... . ..... •:.&•••.a . .... 

.. 



Most of the above ite•s were sourced away fro• the epzs, in 
Greater Hauila area. The handicraft aud food sector also 
requisitioued ~aterials fro• the localities where the materials 
were produce~ or extracted, which were not neces~arily from the 
ep~ area. Isolated purchases of hardware and tools fro• 
i~Qediately surtouudin& areas of the epzs were however recorded. 

5.i.2 LOCAL SALES: 

There were instacces when au epz transactiob involved the sale of 
epz pruducts to consum~rs in the CTA. As a matter of polic1, epz 
firas may sell in the local ~arket up to JO percent of its annual 
production or JO percent of its export sales. This is true where 
the sale will not adversely affect the operation of an/ do~estic 
industr/. 

Local sales were treated as ordinar1 i&porl~tio~s and therefore 
the g<ods were levied with the applicable tariff ~ut only on the 
local value added. 

ln 19&5, epz firms in the regular zones sold locally a total of 
P4SM which is a 1 percent increase over the P45f. sales in 1984. 
Local sales activity in these two years constitLted an average 
l.2 percent uf the total $422M exports generated fro~ the regular 
epzs duriu~ the period. 

Tables 5.4 a~d 5.5 p1esect the local s&les performances of the 
two epzs uu~er review co~par~d with ~ataan Zone. At indexed 
p~ices, local sales of the regular ep~s consistently posted a 
ne,ative growtn (except for BEPZ i~ i9&l) brought about by 
closures of ~•LJ companies at the BlPZ and the ~enerallt 

depressed uacket at the CTA after l9ol as a result of the 
ecououic crises. 

l~ especially oesignated export factor/ zones, however, 
the co~pa~ies iu which the Philippine ~overument has extensive 
inve•tmehts, sales up to 50 percent of production is allowed. 
tnese capital intensive companies produce copper, phosphate 
fertilizers and liquified petrol~u~ gas. lu !~~4 aud l¥b5, sales 
totalled Poo!M aLd P1.lL a~aiust exvorts of $14b~ ano $27~M 
resoecti~ely. Local sales cunstituteo 36 percent aud 26 percent 
of exports iu i~84 and 1985. 
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TAbLE 5 .4 

LOCAL SALES (P'UUO) 
At Curcenl Price~ 

i:.PZ l~&l lc.1&2 

BE.PZ bl631 75JOJ 
hCEPZ trnA KDA 
MEPZ 11438 )660 

10TAL 

1'183 

CJb525 
309 

1384 

100.11 & 

Suurce : ~EDA NiEP Report 

l~b4 19b5 

41674 47043 
14"4 4t>b 
1924 799 

45092 48310 

Natiou&l lariuslrial Lslate P1o~ram 
Fl:bruary, .i987 

TAbLE 5.5 

LOCAL SALES (P'OOO) 
Al Co~sta~t 197b Pri~~~ 

EPZ 19bl 1C;b2 H83 1'184 1'165 

,i,lPZ .:>935b 434 7i 5iil~ .14551 13342 
l>CEPZ NUA ttiJA .162 522 133 
MEPZ 72ti.l 2113 7l1 f, 7 2 227 

TOTAL 5260& .15744 13701 

ANKUAL ::;ROWTH RATE 

--
1984-65 1981-~5 

------- -------
137. -( :>~) 

-(6b7.) Kl>A 
-l5bl.) -(49l.) 

7 • l"i. -(C;.9'1.) 

AHN UAL CkO\JTh kATE 

1"84-85 lC;SI-bj 
------- -------
-(8.3',;.\ -(i3;.) 
-(74~ l\DA 
-(o& -(58~) 

-(13'1.) -(H>.4?.) 
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Except for such products as copper and polyvariable condensers 
aud se~i-conduc~or devices ahd cogponents, the local sales of epz 
firms constituted cousuger-end products and did not entail 
adtiitioual processin& in the custows territory. Tbe electronics 
c~~p~uenl6 were sold uuder re-export bonds which either implies 
tnat the final product will eventually be exported after so~e 
processini or tha: it will be sold in their ori&inal cunditioo by 
a marketin~ arm b6scd in the CTA. Copper were sold to domestic 
industries. 

We do not have the fibures to £or~ an opinion over the extent of 
the share of epz sourced materials in the productiou inputs of 
the domestic industries. but since the over two years' sale is 
substantial at Pl.lb (inclutiing those produce~ iu special zones), 
we assume that the contribution is significant. 

5.1.J CC~STaUCTIVE EXP~RTS: 

Uuder EPZA procedures, an epz firm may sell its 
bonded warehouses of exyort-oriented manufacturers 
traders. The sale to the exporter in the CTA is 
free, but covered by a re-export bond. 

products to 
an~ export 

tax ar.d ou ~Y 

EPZA enle~~cises ri~iug constructive exports are thos~ engaged 
pred~ruinanLi/ the ~anuiacture of packaging •aterials like 
corrugatea caL~~os, pol1propelene bag~ or plastic tubes fer se~i

couductors!7 The product.s au: not subject to further processing 
outside of epz but. foi:~ part of the export product6 of the local 
firws as containers of such ~roducts. 

ln~ paper and cart~n prooucers in Bataan ~PZ has ~ade extensive 
sale to e~~ort orie~t~a industries outside of e~z equivalent t~ 
11 pe1;enL afid ~2 perceht. of capa~it; i~ l~b4 and &~85. ~u~eblic 

1.a.u~~6~ ii. t.her~forc very e\iiueut. iu t.he industi:y. Howeve1, t.ht: 
~raclice ai:e~ ad\ers~ react1ou~ frow domestic manufacturers of 
the pr~duct. with cowplaints that the ~pz firw had encroache~ iL 
th~ i r ma t Ke l • 

tt~ b f t &Le ep& firm ftoo~cih& plastic tu es ~r packabiu& o ~e~i-

coud~ctor~ ~up~lies the r~~uireruents of t.he ele,trouic fir~s al 
btiPZ a~d MlPZ, ab w£11 as a ~uwber of industries in the C1A. 



~.l.4 SU&·CONTRACtlNC: 

As earlier state,, the aspect iu epz operatiou that has ~euerated 
sub~tantial linka,e with du~estic iLdustries is sub-contracting 
ur farmiug-out of ptoductiou process. This involves an act of 
the principal •anufacturer (the epz firm) of assi&niu~ ~aterials 
and supplies (aud souetimes equipment) to another entity outside 
the epz to execute certain processes of oanufacturin6 at a 
specified cost. The ptactice of sub-contracting bf epz firms 
gaiueo prominence after the EPZA laid d6WD the followinb 
buidelines iu 19&3, to wit: 

a. the work 
spec i a l i zed 

to be undertaken 
work not nor~ally 

b. when the iequired volume 
capability of the epz. firm 
co•mit~euts cannot be met. 

outside of the 
under taken by 

ep; shall 
the epz 

i1.avolve 
fir.a; or 

of work exceeds the 
and deadlines tc. 

production 
weet export 

The transaction is not allowed when it will result 
reduction of epz fir~s· ewployees or its authorization 
interfere with tne e•~loyees' right to self-organization. 

in the 
will 

The practice of sub-contractin' is prevalent with fir~s at Bataah 
EPZ where there iti a concentration of garmeuts enterprises. The 
,ar~ent industrf t•kes to sub-contracting more often because of 
existiL& capacities iL the ClA. these enterprises resort to 
sub-contractiu' because it secves as a convenient solution to 
their opeLatioual p'obie~s. Sub-contracting enables the firmti to 
avoid additiohal iilvestraents in puttinb up facilities or 
•ainlainiug empluyees for specialized work$. On the other hand, 
idle or ex~ess capacities of industries outside the epzs are 
~axi~i~eci. technical skills are tra~sfetred ahd ~uality 

standards are up&raded at the ccntractor's plant. 

lu i~b5, 23 enterprises at the ep~s en~a&ed in 335 sub-contracts 
involvihg 5b contractors in the do&estic territorf. The 
processes co~ered rau~ed fro~ those performed iu the epzs 
(30 percenL) to Lhose that are not nor~allt integrated in their 
procuctiu~ (7u v~rceht). These ~ataa~ ~p~ sub-contractuis are 
all lol;.ated wiLhil. the surrouradi11~ arear. of Metru t1ard1a, or 160 
kilometers away fr~w the ep~. 
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At Ba&uiu Cit;, two enterprises extensively en•a,eo in sub
coLtracting activities. They consist of sending aaterials to 
h~~eworkers emplo1ed by the coutractor to perforD the job al 
ho~e. The sites are located within ~O k•. radius from oCEPZ. 
Oue co~pan1 (artificial flower) has heen consistently us1n, the 
sche•e which indicates that the syste~ has become au iute~ral 
~art of operatioL. I~ Mactau EPZ, suh-contractin' is bein~ 
undertaken ht the se~i-conductor fir• fur non-c1itical or miuor 
processes tu the nearh1 Cebu area l7 kms.). The cowpauy supplies 
the raw materials and e~uipm£nt to the contractor where the sa~e 
1$ processe~ bt au avera6e cf lb persohs. The sub-cuutractin& 
cost an •~er•&~ of ~10,000 p.a. 

lt is unfortunate that :he EPZA was not concerned \until this 
stud/) with trackin& or recordiLg the impact of sub-contracting 
on the dG~estic econo~y. ln the past, no earnest effort was made 
to look into direct ewpioymeut generated and the value of work 
performeo bj the various sub-contractors. but judging from 
frequenc1 and the author's own observation and interview of a new 
sub-~outractor•iu the bataan EPZ area, the linka~e iu terus of 
e~plo1ment generation is substantial. 

The sub-contractor visiteo by Lhe author was recenLl/ organizec 
\19~bj near the Bataau EPZ in view of the new ~olicy at EPZA 
encoura~ing the pro~otion of support industries ~ear the ~~ne. 
It receive~ work fro~ BEPZ 6ar~euts factories and emplo;s 
oB people. ii~e ~ther sub-cuhtractors were tapped ih th~ bataaG 
area, ~enerati~& e~ployment of 16b peopl~. For a ohe 6u~ 

~ne-haif •ouths job, L~tal coulracL pcice distributed a~ou& the 
~ contractoxs wa~ Pi.lM • 

H 
C~escec~ Gar~~uts - h~untaiu View, ~&ri\~les, hataah 
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5.1.5 tl~UNULOCl lKA~SYEk: 

The proce6ses e~plo;~d lU the tvo epzb stuoied are techbicall/ 
sicple O?eratioo~ Lhat gade use uf ubs~illed laboc. Ab iu 
lfpicai pcoau~tiou ~bariob arrau~e~~Ulba techuuio&y is retained 
in huoe bases where techoolo6ical lead stilt g1ves a traoe 
advautaGe· ll is expected that in due ti~e. the other processes 
shall be transferred Lu third world counlries like the 
Philippiues fullovinG Lh- aaturity of the pro~uct. As the process 
becu~e ~ore stanGaraized, co&~arative advantage voulG shift to 
va&e cost. A6~a~ceu labor skills would be devoted to the 
develop•ent of letter and •ore co~plex pr~ducts. lhis is already 
occuring iu the se•1-cunductor firms in epzs where the plabt& are 
set to per for~ core processes traasferred f ruk other 
plants. 

There were als~ c~nsirlerable strides i~ tne area of bio
techuolu6/, and aachinery and tool LaKin~ introduce~ by 
industries thereat. Stri~t adherence to exacting iuteruatioual 
btandards also helped develop Filipiuo6 1 awareoes6 to ~uality 
control and "Just in tiwe" stile of production management. Some 
skills were also transferred from co•panf spuu6orea iu-hou6e and 
overseas training at parent compa~y's plant. Sub-coutractiug is 
auother area vhere su•e ~kills were tran&ferred to d~~estic 
industries. 

5.l.b A~OTH~k llPE OF Ll~~AGE: 

lt ma/ uot be de~~eo as parl of ihtebratioJ, but equallt 
si~&ifica~t is lhe opportunity for co~~erce developed bj the 
openiL' of an ep~. The job ~~n~r6ted create a ~ew oemand for 
cunbumer &ooos ano ser~ice&. for the period l~b~ to 19b~, the two 
zoues uud~r sLudy ca~e u~ with total salaries a~d wa&es of PJ79~. 
lhib dces uoL include the income of i~direcl jobs creat~d as a 
rebult of the ~ulti~ljer effect of epz jubs. 

lhe resultant increase in consumer spen~i~~ 

~u~e is by itseif a liuka~e creaLea b/ 
prudu,ers ~f co~&~~~r &Dud&. 

I II I II I I 

in the areas of Lhe 
e?~s uith do~estic 
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5.2 FACTORS AffECtl~G Ll~~ACES: 

Cou6i&leut wiln other studies' observalioh, we fiud that linka~es 
of ei'~ industries with Lhose in the CTA iu t.er11as uf halE.6ratioi. 
is generally in6iGni1icaut. F~r the perioo !~bl to ~~85, 

du•estic aat.eriais useti in the two ep~s rac,ed fro~ o~li ~.62 

lo 4 perce~t averaGe· Their share in local value added of 1.5 
ano 6 perceut fr<•• baguio and ltactan respecti_.ely, is not 
encouraging either. 

This lea us to exaaine probable reasons that account f~r such 
puor shoviui aud correlate the~ with actual experiences ~f zone 
enterprises. Faclucs which are inherent tu conducive iuvestMent 
like political stability, efficient uationwide infrastructure 
support s1stea, productive labor, etc. which could not be 
iufluenc~d by EPZs alone were not incluoed in the evaluatioh 1 as 
the/ are matters which shouid be addresseo at the aacro level. 
~nly ~alters whi~h are directly related to the subject ~atter 
were -tis~usseo. 

Based ou our interviews and analyses of the firms' operations, 
we arrived at the conclusion that the follovin~ iufluenceo in 
var1ing de~rees the ep~ firms' ~erfurmaucee iu the area of 
int.egratioa1: 

the ep~ ~oncept 

iucentive tariffs in the export ~arkets 

industrial branch of activit/ 

nstiobaiil/ a~d e~uity ~tcucture 

lack of linkage promotion 

flaws i~ ~~ZA p~ocedu1es 
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). 2.l EPZ CUl'CEPT 

Ah ep2 is ~ruJecteG as a haveL for Ab i~dustcialist faciu• 
increasiu' labor costs aud stiff co~petiti~~ at hu•e and iu the 
wo~ld •arket. lt utfers such opportuuities as cneap labor, tax 
auo duty free ~~portation ui equi~~ent, raw aaterials and 
supplies, ta~ holidays, 100 percen: furei•n owuership, support 
facilities and infrastructure and a h~st ~f utber fiscal an~ 

physical incentives including a relative freedoa fru~ the usual 
•uvern~eut bureaucrac1. This is how epzs are proaoted alaost 
unifur~l/ b/ host countries in their efforts to attract forei~n 
ihvestments. Eveu advanced econoaies like Australia adopted this 
concept in it.s first frt:e •anufacturi1£g 1.oue, lauudaed in 
Se~teMbec, l~S~. at its northern terr1tor1!•this was (and still 
is) the Philippines' position whe1a it first entered the 
co•petilion for foreiGh invest•ents throu~h epzs in 1~72. 

The traus-uationali~atiou of proouctiou b/ •ulti-uational 
corporations provided the i•petus for the establish~ent of epzs 
or similar facilities iu devt:lo~ing coun~r1es~ Fullowing the 
product life cycle theory, a cc~pany whose Qarket and 
competitiveness are threatened at home, expa"ds its export •arket 
b/ first using home-based production. For further cost cutting, 
it trausfers a portion of pcoGuctiou off-sh~re ia a facilit/ such 
as a11 epo:. :\s c:ap&bilit/ is u"veloped, the whole operatiou i~ 

lrai.&ferred tu the utf-shore lucation. finally, lbe coupar./ 
satisfies itself wilh i~porting its pioduct and sellinb in 
oe\eloped ecobum1es, vhile e~tabii~hi~g ils share in the host 
country's warket. 

because of free trade, the co~~auy could se~d raw •aterials aud 
s~ppl1e~ ta~ ano dut/ free tu the ~ff-snore plahl fio~ uther 
affiliales locateu eisewhere or vherever the; ~•; be sourced, 
not u£c:es&aiii/ from the h~&t economJ. This is also known as 
uet~urkinL of production or productiun sh&rinL espoused bf 
econc1;11st Peter uruc~e;;. lhe c:.oa.ver.ience offereu by ir.ter
co~pau/ open a~cu~nt ano si~i!ar arrau&e~ents fgr pafment of 
ir.aterial.s, includiub cousig1a1e11t, str£.~~ther.& tne 1&r&u&1ent iu 
fa~or of their i~portatiou • 

• uusia.t.SS 'i'i:acilh& P· &e'J - IJ~tober, l~oo 

40KUtiAR, .,.1.1. 
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~.2.2 lfiCEKTlYE tAklFi STRUClUkES l~ Tttl EXP~RT HA&KETS: 

PruducLs uf lbe Philippines are eligible for ~~ae i~cenlive 
tariffs in the ex~ort Darkel lik~ lhuse offered b1 US Tariff 
Articie 6Uo/~U7 and lhe Generalizeci S/steDs uf Preferences \GSP). 
~vth 6Chekes fealure the use ~t i~ported cu•pGuenls, allh~ugh GSP 
en~ourages the use of vholl/ obtained prod~cls of lhe prefereuce 
receiviug countr/. Epzs help facilitale the eujo/~ent of these 
incentives bf pro~idini au ataosphere of free trad~, vilhdravu 
fru~ the usual red Lapes and bureaucracies of imporl/export trade 
in the: CTA. 

a. uS A&TlCLE o06/~U7: Al the VEPZA Cunference, Mc. Hiller 
cited the aovantaGe of applfik& US Article 807 i~ his operations. 
lie availeo of the incentive b/ seLciikg textiie ~aterials to Haiti 
anu tolugbia aud exporled the processed products back tu Jerse; 
Cit/ fur fi"ishi"&• pa~ka~iug aud warehousing. Article 807 
per~its US ~oods tu be sent abroad for asse•bly, and upoli its 
return to the US, oul1 the acicied ~alue shall be assessed 
vitn custo•s duties. 

US Article bUb provides for si•ilar treat~ent for articles of 
•eta.&.. the watch industry in the flEPZ qualifies for such 
iucehtiv~, as its ~aiu source of raw ~•terials aI&d export sarkets 
hi the US. 

The ep~ ~e~i-cohductor i~dustr/ is a~otheI user of Article oU6/ 
oU7. Althuuhn the pr<>c!uct is covered bj GSP, the industc; failec 
to post the ~iui~u~ l~ perce1at value added a~d its products 
expocted to the uS i.s therefore taxable. however, since ihe mai1a 
t.<>urct: of raw waler1al:. is the us, its expurts are ei1titleci lu 
cedu"'E:" tal:'ifi t<> be bast:u 011 their value 6doe:o "i'"l• E:ntr,· u. tht: 
us • 

b. ClhLkALlZ~~ S~SlEM ~f P~EfERENClS \CiSP): 
cou11tries like tbE: US, Ca11ac;a, Japan, the Europeai. Ecu1101.;ic 
Ct1ru~1unitt {U:.Ci, A&.1>1.ralia, New Zeaiaud, the: USSR a11d otheI 
advauceci eco1ao~ies iu Europe, extend dut/ free oc preferential 
treat~ent ioI iruports ut ~•~ufactured productti fro~ the 
Philippine~. a benefit-rect:i\1n' counttf under the ~SP sche~e. 

C!J..__J____.,L___LJ...._ ___ ..,L__.J.W._.LL__I I I I I 11 I I I I 111 I I I I I I I I I I __ _J I _I_ l _ I I I 
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CSP el!6ibility is generally tested b/ either the process 
criteria or the percentage criteria or both. The process 
criteria calls for a substantial transfurDation of product fr~• 

its origiLal fora. lhe perceuta&e criteria requires the addition 
of a ainiau~ value added (labor and/or material) un the 
aauufacture proauct al the beuef1t-receiviuG coubtrj. 

ln both criteria, the product need not be inoigenous to the 
heuefit-receiviu6 country. ll ma1 be iDported in its 
un•anufactured fora irre~pecti~e uf source, or obtained in 
finished or seDi-fiuished fora from either the preference-gi~ing 
country itself (preference-giving country content) or froa 
another benefit-receiving country (cumulation). Uuder the CSP 
schemes uf EEC, Japab aud the US, benefit-receiving countries 
belonging to an association of countries which contribute to 
co~preheusive regional econoBic inte&ration a•ong its Me•bers ~a/ 

he considered as one area for the purpose of •eeting the rules of 
ori•in require~ents. This refers to sucn country econo•ic 
groupings like ASEAN, Central Aaericau Coaaon Market, the AKDEAh 
group, etc. 

The advantages offered b/ CSP is probably thl reason for the 
co•mon observation that i~vestors usually determine whether raw 
materials ahd se•1-fiuisheo goods could he convenientlf i•ported 
from nei&hhoring cou~tries. !~ported products, if used as inputs 
to produce a different proauct category, are treated as local 
content f~1 purposes of value added ccDputatiulis in applying for 
CSP treat~ent in the US and other countries. 

1he Philippine se~i-conductor electrohic industry, in its bid to 
i•prove its p~sitiou ih the EEC market is seekiug the attaingent 
~i CSP slatus for ils prcducts through the relaxation of forei&n 
conteut allowauce and the applicati~ of preierence-~1viug country 
c9ntebl rul~~ The iudustrt is a heav1 importer ~f ibputs. 

~From a position paper of the Association of Seoi-conductor 
Llectroni~ l~dustr/ of the Philippines, 1986 
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As regards the united States Markets, the flagstaff Institute of 
Arizona, USA, which •onilot& world-wide flow of trade to tbe US 
under the different incentive tariff &chemes, reported~that the 
se•i-couductors area which is the top export of the two epzs 
under stud/, ($100.6M for 196q), continue to lead the ,rowth in 
i~64 uf b0b/b07. IL grew by $4b6M iu dutiable value a~ong the 
tcp 15 countries. Korea and the Philippines each accounted fot 
21 percent of this ,rowth followed bf Mala7sia with 18 perceut. 

5.2.3 l~UUS1KlAL bkANCH OF ACTIVITY: 

As sho1ru iu Table 5.J, the use of local raw materials and 
supplies in epz products durinG the reference period was not 
satisfactor/ because exports were dominated by the electrouics 
industry which accounted for b7 percent of the total. the 
industr; invoives asseubl/ co~ponents or high technolog/ 
materials which were not locallt available. Other epz firms like 
garaents used hi5h ~uality fabric and textile i.e., acrylic 
polyester (wool/liflou}, auimai s~in (~beep, &uat and furskiu), 
whi~h are not indig~nous to the countr/. the handicraft sector 
used polyester fabric~, polyetheline and pig~ents as major 
materials. 1he ~etal sector imported brass ball valves and 
tubin6•· The piastic fir~ used imported PVC pellets as raw 
gaterials. 

The PhilippiLes is yet to reach that stage of iudustrialization 
where inter~eoiate goods could be pr~duced to suit export 
production. lts iudustrf is basically dc~estic oriented, as a 
result of au i~porL substitutiou prugra~ adopted since World 
W6r 11. Until receLtly, the dugestic i~dustries remailied 
protected a~d opened to ad~.~ioual iL~est~euts only i~ terms of 
de~and-supply gap ~weasureu c•vacity),· iesultin' in high prices 
for its product • 

uJourual of Fia&staff lustitute, July, l~o5. 
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On the other hand, the country's export aanufacturng industry is 
&till in its infant stage and depends largely on iaported inputs 
for production. They are found aostly iu bonded •anufacturin& 
wareb~uses and in epzs. ll is hoped that with the recent 
adoption of an i•port liberalization pro&ram, the co~petition 
froa iaported products shall ~ove the loc•l industry to improve 
their qualit1 and prices in order lo be competitive. The program 
calls for the ~radual liftin& of quantitative limitation on 
i•ported raw materials ahd other interQediate products in favor 
of tariff controls over a two year period until April, l~bb • 

This should be a welcome developlilent to epz. firas. ln interviews 
conducted, the firms si5nifieo their willingness to use aore 
local materials. The opt cited reason include better chances for 
the product for GSP eligibility, low inventory to aaintaiu, 
facility of contact aud consultations with suppliers and less 
auuiloring of material (internatioual) mo~eaenLs, and faster 
delivery ti•e. We do not doubt that with the right motivation, 
export firms will patroniz.e local materials as ~r. Miller did in 
his Korean operation. lhe expe~ience in the garment industry 
(outerwear), which utilizes about 90 percent local yarn in their 
exports supports this position. This is in spite of about 
5 percent price differential over imported yarns. 

Hactan EPZ has beeu successful iu attracting resource-based 
indust.ries, part1cularl1 iu the wood and food processiug sectors. 
Slated to be full/ operat.ional iu 1967, t.he industries' potential 
for linkage &eneration is oLvi~us. the wood firm shall convert 
local ti.iaber into wood veneer and furnitui:e us111g the latest 
t.echuolo&y in t.he Jndustrf. We snail discuss t.he food iuoustry 
in the latter part of this •tudy. 

5.2.4 NAll~NALIT\ A~~ lQUlt\ Sl~~tl~kE: 

Global prudu~ti~~ aharini i6 fairl/ ev1ot;nl ih Philip~ine epzs. 
Parent eoupanies or·affiliat.es of epz firms take char5e oi orders 
ano 1;1arketine; 1 de&i&1~ and product specification, production 
and/ur procuregent of inter~e~i•l~ g~od& while the Philippine 
subsidiary produces the final product (e.g., teunis balls, 
&ar..-.enl, frames, etc.j, or su.i-finished gooos for export to 
another rffiliate (t;. 6 ., capacilors, condeuseis, chips, watch 
mov~meDls, etc.). 

~-~----~- I _I _II__ __1_1 ~'-'- _J___J_ l 
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As ve exaaihe the import patterus i~ epzs, we observed that the 
influence of nationality and equity structure waa strong. ln 
aluust ail sectors, the tendency was to source •aterials from the 
ho~e bas£ of the m•Jor iuvestors. The American ow~ed e!eclrouic 
firms in both epzs under stud/, iu~ort heavily fro~ the uS under 
iutec-co~pau1 upeo acccunt. the Korean firm at the bataan EPZ 
uses ~ost!/ cousibned Korea~ prod~cts. The French optical 
cuQpany there uses chewicals and lenses from France. The 
Hala1siau company producing plastic shippin& tubes imports 
pellets fro~ Haia1sia. Eveu woodchips were igported froa 
Sin&apore bt the defuuct wushroo~ company al 6a&uio where there 
were abuhdaol logs and sawdusts. the cheaicals used iu the 
resource-based food industry ca&e fro~ lreland. The JapanesE 
lighter manufacturer and other electronic parts firas ~eceiveu 

consigned &oods fro~ sister co~~ahies iu Japau. 

There were however, consistent purchases fro• other countries 
otne1 thau the ho•e base of i~~estors. This proves that 
•ateriais wiil be source~ where trading advantages exist. 

labie ~.6 show the relationships betweeu e~uity/natiouality, 
i~ports anu exports of representative industries at the ~aguio 
and Hactao EPZs iu 1~85. 

p,oductiou snacin& should not entirely be blamed for the ~i~imal 
linKage of epz firgs with domestic industries as even export 
fir~s ownea b/ Philippine nationals source poduction materials 
aLroad. lhis only e~phasi~es the inabilit/ of Philippine 
industries to s~ppl/ co~petiL1v~ i~ter~ediate inputs for export 
proouctio~. A~ ~aLherEd fro~ the i~terviewees, ep~ fir~s will 
use coMpetiLive loca~ materials when avajlab1e. This has been 
obse1ved in certain foreign owned &&rQefit and foot~ear industries 
whi~h use~ whol1J i~ported ~aterials in their initial 1ear• of 
opera~ion. As productio~ stabilized and contacts were 
established, lo~al ~aterials were integrated in pr~duction • 

1ab1e ~.7 shows the percentage 
su~plies to total value of 
hataan EPZ for the perioo 1981 

I I I I I 11 I 

share of 
inyul• of 
Lo l~b5. 

I I I 

local raw gaterials anu 
•elected iudustr1es at 

II II I I I Ill 11111 I I II II 



TABLE 5.6 

A. l!PZ ( 1118) 

INDUITft'f SECTOR 

a. El1ctronlc1 

b. Garment• 
'1984) 

o. Handicraft• 

.-'4 ,_, 

•• MIPZ ( 1185) 

a. lleotronlH 

b. WatchH 8 Cloolc1 

o. Garment• 

RELATIONSHIP or EQUITY, RAW MATERIAL IMPORTS, EXPORTS AND 
IDCAL MATERIAL USAGE or SELECTED INDUSTRIES 

HOMI 
BAii 01' SOURCES 

OWNER• "' Al'l'ILIA• (UI I) oir % (US t) EXPORT 
SHIP SHARI TION IMPORTS IMPORTS SHARI IMPORTS MARKE Tl -

American 100% USA t 54M USA 510/o taoM USA 
Japan 28% ASEAN 
EEC 210/o EEC 

ltallan 900/o Ito 1)1 t 1.2M Ital)' 89%. f 0.33M USA 
SWIH 100/o Japan 8% Canada 

Italy 

American IOOo/o Taiwan $ 0.415M Japan 490/o f l.28M USA 

Hongkong 33% EEC 
Taiwan 18 o/o 

American 100 O/o USA t SM USA 85% i 18M USA 

Hongkong Netherland• 90/o Hongkong 

Hongkong 5 o/o 

American 12 o/o USA $ 3.0M USA 55 % f I.SM USA 

Filipino • •1o Hongkong 19 o/o Canada 

EEC II % 
Taiwan 8 o/o 

I' Ill pl no 70o/o Hongkong to.87M Hongkong 100% t 0.87M USA 

Hongllong aoo/o EEC 
Aultrla 

• 

'Mt SHARE 
or-· LOCAL 

"' MATERIALS 
SHARE TO TVI 

69.70/o o. 13 % 
us.o % 
14.6% 

5•.9% 2.66% 
22.7% 
18.4% 

93. !S % s. teo/o 
3.2% 

84 % 2.51% 
15 % 

88 % 12.t % 
5% 

84 o/o 78.750/o 
33 o/o 
2% 
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TAbLt. 5. 7 

lNDUSTll'i 
---·----
footwear 

Ganaents 

Ganaents 

Garments 

Plastic 
Packaging 

Plastic 'tots 

72 

PERCENTAGE SHARE OF LOCAL &AW ftATERIALS Attu 
SUPPLIES TO TOTAL VALUE OF lNPUtS (lVI) OF 
SELlC1ED lNDUS1RllS AT »EPZ 

PElll.I::hTA\;f. StiAkE. 

OWNERSHIP .i 981 1982 l~t>l 19b4 

---------
~orean io 14 b IWA 

Ge n1a11 16 79 87 78 

hritish n 6.l 34 32 

Fl lipi1.ao 4 4 liJ tt l>A 

1''i !-Japanese 9 lU 16 8 

American 31 34 25 NUA 

.i985 

NIJA 

84 

53 

NIJA 

6 

NL>A 

Auother ~011tributor1 factor to the failure oi linka~e are the 
pr~visions in incentive tariffs in the ex~vrt market of 
developed econo~ies pLOQOtiug the use of their own materials in 
•rantinb preferential treat~ent to thira worla exports. This is 
known as preference-iiving country content i~r GSP and the ~S 
tariff Article &06/807 earliet discusserl. 

5.2.5 LACK Oi LlNKAGL PkOh01lON: 

there is no existing pro&ram nor discernible effort on the part 
uf the t.PZA admi~istratiou to eucoura~e the i~teraction of epz 
firii•S and loc1al businesses. Lp;c. firr.•s are left 01. its owu t.o 
establish busi~ess contact with suppliers. iur at Least one 
toreign enterprise, th~ omissioL pr~ved aisastrous. The supplier 
chosen was uot reputab1e aLd ~at.erials pa10 for was nev~r 

delivered. The fir& nev~r recovered. 

ll is obser'~~ lnat LPZ~'s ptv~otio~al ·eff~rt6 nave bee" liruited 
to the attr6ction of iuvest.~ents and invitiu~ public awarene66 to 
Lhe ep2 perf~rmauce aud i~•&e• The au~ual epz traoe fair6 are 
~eared priwarily towards the oppurtuni~y for unloadin& excess 
production and inventory, net for .linka~e promcLion. 



5.2.6 fLAWS lN EPZA PkOCEUURfS; 

Mbile epzs are 6u slructureo thal thej are iudependeot of the 
ClA, it is desirable from the develop~eol point of view lo g~L 

aaxiQ~~ techuolu&/ trau~fer fro~ enterprises in the e~z tu those 
outt.ide: of the zone. The practic;al way to realize this is to 
develop a supplier-buyer relationship ur forward linkage between 
epz f1rws anu !o~ai ~anufacturers be1ond the pres~ntly existin6 
su~pli~r-tcader-consbmer set-up of local sales. Techuolo&y 
fall-cut fro~ epz.s cann~L be expected cnless there i a 
comme:cial relatioos~ip ~ith local producers. tu a li~ited 

extent, sub-contractiob has achieved thit.. 

Huwever, the procedures coveri~~ lnese transactions er~ too 
cu~~ersoge and restrictiv~. Local sales must have to be 
authoriz.ed on a case to case basis aud the im~act of such sales 
to ou~e~Lic; ~anufacturers ~ust first be evaluated in ~.der to 
avuid aGverse effects of. such sales. &f policy, local sales is 
1 i mi Led to Ju percent of proouc t ion. On the o lher hanci, the 
local sub-contractors are subjected to 4 percent contractor's tax 
tota11 ... ignoring Lhe fact that the ~pz. firlil& which are the 
primary contractors for export production are exe~pt frou such 
tax. '!here is also tne te1idency to require sub-contr•cted 
materiLls Lo touch base first with the zone before the are farmed 
out Lo sub-contrac~ors, which is a circuitous procedure 
cousideriug that ep~~ like beteen ere awa1 fro• the ports of 
entrf. 

li. the area of b1ackward integration, the existing procedur~s are 
t:quallj -restrictive. While all r.aaterials ii.troduc;eci in epu. ere 
ex~mpled froQ all taAes, outri•ht exemption is availa~le to 
i~ports onlf. Local purchases are taxeci aL point uf sale and tax 
credits mat be obLained only upo& the exportation of the proauct 
usili' such locallj provuced ~aterials. lex credit certificates 
are ~ot tra~sferrable and Qaf be useo onlt for Lhe ~ay~e~t of 
0iatic.;:.al Laxe:s dutiei. an(j fees. lt couo nvt be used tor the 
pay~t:nt oi property laxes Lo whicn 1all epz. iirms are liahie. 
tauy ep~ 11r~s enLet~d into private 6:1ange~e~L~ with lo~al 

sufplier.b to the effect that the selliu• ~ri~e of goods rhet 
pu:'chase shoulci be net of taxes. this it> not institutionaliz.-d 
ai.d &ppli~able ot>ly 1f tne supp.lier is eiatitlt.d to tax c.redit 
incei.L1~es under othe incenti c. laws. 

I I I I I 
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5.J FACIOkS l~ LI~KAGl uEVEL~PME~l: lLLUSTkA11VE CASES 

The relative freedom to i~port l6J materials and supplies, tax 
ahd dUlf free und~r the epz concept shall be a common denominator 
i~ the actual cases discussed ~el~w. lhe ep~s and industries 
iuvolved will not be identified. H~wever, certain indispensable 
information are indicative of the location and the inoustr7 
itself. 

5.3.l CASE l: APPLICATlU~ OF US TARIFF ARTICLt 6Ub/B07 

lhe industrf involves the assemblf of hi~hlf technical components 
which were primarily impurtec from the United States. It is 
owued bf Americau uationaLs and 7u percent uf production is 
exported to the United States. It emplojs an average of 
1,000 emplujees over the 1901 to 1985 period. In the same 
periori, ils production perfurmance are reflected in Table 5.b. 

lu current terms, the cuwpan1 had contributed 51 percent to total 
output iu value arideri. Outside of value arided which constituteo 
"ages anti salaries, rent an<i .:>fit, the local '-011tents were uarle 
u~ only of local factor/ sur~.l.ies (10.2 percent) aua utilities 
(15.Ul. percent). 

L"lere was rau trausaction recordea in the colunrn of local raw 
~aterials used. We attributed this Lo productiou shariu~ (it 
imports hi~h tech co~poneuts fro~ the US on co~si~u~eut basis) 
ano thr. .1or.-application of the U5 GSP uh its prod.ict • .I.ts 11,air. 
market, the US excluded the ( ~~6ll/ 1 S product categor1 from it~ 
GSP s.:.hec.e~3 t:e11c.e, eveu if its value added i.a6Kt< uv ioa: 
~l. percuit of outpl>t (ovc:r 35 ve~c.euL is rectuired i1. the uS), its 
eutEJ into US will not receive p1~ferential tr~at~ent un~e1 GSP. 
lh;t the product is eligible under Att. oU6/b07, which l11ea11s that 
it will thxed ou.1.1 ou tht< 51 percent added value, uot 100 ~~rceuL 
siuce ~ater1als came from the US. 

uPrefereuc~~ ~- ~ra~ted for a}'~roxi~etely 3,UOO a&ricultural 
and industI. 1 :. uc.ti. under tr1e US sche1;11:. Anivnt, iLidustrial 
prooucts not t<li~ible are the following: Lextiles aud articles 
ot apparel subject to textile a~reementa; mo.&t types of 
footwf;ar; certah. J.eather prooucts; watci1es aud certain imvorl 
se~sitive axticle~. 

I I I 



TABLE 5.8 

(P' 000) I 

RAW FACTOR'( %of 
Imported 
RMU/fSU 

MATIRfALI USID SUPPLIES USED . to Total % %of 
Total VA Value of or Local UHllllH 

Total Vl'IU• Utllltlu Value of VALUE Cot fflclent lhpUI RMUIFSU lJHd 
VIAR or output lmpol'ftd Loool lr.ipotttd Loo al U11d Input• ADDED (912) (TVI) to TVi to TVI 

.,.. ,... 1911 45'..33 52i'3 --- 1054 2273 3813 12433 33000 72.63 51. 05 18. 27 50.68 -
-
-

1912 45497 II 18 --- 2207 418 I 4003 11486 34011 74. 75 28.92 38.23 34.85 
1983 54817 20140 --- 1380 1878 444D 27843 26974 49.21 77. 29 6.74 US.98 

1984 102290 15243 --- 14980 7792 9881 85898 66594 43.73 79. 81 9.09 ••. 30 
1988 181011 07182 --- 11507 8949 11818 87438 74095 45. 87 78.53 7.95 13. 52 -

TOTAL 459588 157153. --- 30928 2'3053 33760 224894 234674 51 .06 74.73 10. z 15. 01 
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5.J.2 CASE 11: CSP: SUBSTANllAL lRA~SFORMATlO~ uf 
RAW HATf.lUALS 

The company started operations ih 197b with 100~ Americ&u 
cavitali£ation. lt e~paod~d fro~ the i6itia1 4UO emplotees to 
i.200 e~plo1eeg in 1~~5. lts market for its GSP elibible product 
is the Uliited State& \b5 percent) and the 1EC countries. Raw 
materials ano supplies are cousigoed fro~ HougkuuG (b7 percent) 
aud tne USA (33 percent) • 

Its production peformance for the period 1981 to l~b~ is shovu iu 
Tabh 5.9. 

The company's export is entitled to <iSP treat1aent in the US 
because the c~&poneut im~orted materials from Hongkon& and the 
USA are iucluded in the com~utation of the 35 percent value added 
requirement. lt ib cousi~ered substantially transformed into a 
new and different aaterial by US standards. Since it constitute 
9.8 percent of the total output (s1ales), its value helps meet - the 
value added require~ent to;ether with the direct cost of 
proces.silig labor in the Philippines, including labor but. 
excluding profit. 

5.3.~ CASE lll: GSP: EXTENSlVL ~3L OF LuCAL MAlEklALS 

Tnis Ger~an-cwneo cowpany produces outer garments for the mail 
order ~arket ot w~st Germah1· lt started operations iu 1977 ano 
produced its exports with 100 perceut i~ported co~poneuts. lt 
gradually 6hifted to lucall/ produced yarn fiudin6 the product 
acceptabJ.e, althou0 t. the local 1ar11 cost bi au avecage e;f 
5 percent m~re thau the ClF pric~ of i~ported materials. 1he 
~o~pa~1 ~it~d its ~e&ire to i9tegrat~ ~oce local product~ and 
fast.et d~liverf ti~e as the ~ain reaso11s for patroni2in& locaJ. 
1ari.s. 

Late!/, howc~er, the company encountered delafti in deliveries 
which it attributed to increas~o deuand and operatio~al problew6 
~f the supplie:. Coloring was not co116istent due tu water 
problems at the supplier's plant sit~ • .i..f such were the caa.e, 
the comp&L.f 1~teuds to resuwe iwpoctat1un of lliat.e,1als. 

I I I I I I 11 I I I I 11 I I 



TABLE 5.9 

RAW FACTORY %of 
lmJc.rted 
R U/fSU 

MATERIALS USID SUPPLIES USED 1o Total % %of 
Total 'VA Value of of Local Utllltlea 

Total Value Utllltlu Value of VALUE Coefficient 'CS:"' RMU/FSU Ua•d 
VIAR of Output lniported Local Imported Loo al UHd Input• ADDED ( 9/2) (T I) to TVI to TVI 

-·- --
,... 

1981 12898 llD8 .... --- --- --- 221 1097 11319 87.75 86.00 --- 13.99 
1982 18891 1242 230 1477 16116 91.09 84.09 --- I !J. 91 
1981 18934 1548 - -- 1_ - - --- 547 1893 ID241 90.00 79.00 --- 20. :so 
1984 14981 1797 --- --- --- 809 4898 30360 88.83 81.84 --- 17.56 
1988 42947 4498 --- --- --- 1405 &901 37048 16.26 76.22 --- 23.71 

TOTAL 124338 12241 --- --- --- !UIS 15384 IC\9082 87.75 79.87 --- 19.62 

. . 
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Fur the period 1961 lo l~&j, the comapny's production statistics 
is abuvn in table 5.10. 

P1ease ob•erve that the pe~centage share of local inputs tu l\l 
ht dl.64 percent. liuwe,,er, ils pcoduct qualifies for GSP 
treatwent under the ~EC scheme not because of its huge local 
content but because it was able to effect a change in tariff 
heading fro~ the uanufacture of 1aro iuto auuther product falli~G 
under a different tariff beading unoer the Customs Co~pe~ation 
l:ouncil ~uiaenclature. Ii: this case, therefore, the cor..pany could 
have useo lUU percent i~ported jaru and still ~ualify under the 
GSP of the EEC. but it opted to use available local yarns for 
the above stated reasons. 

5.l.4 CASE lV: RESUUKCE-6ASE~ l~ouSlKY 

The most desirable 
followiu& case: 

liuKage conditioL is illustrated iu the 

Cu111pauy A, which is 100 percent Fi lip inc. owued, has been 
producing refined c.are,eeuau in its ~arine far~s in the seaweeds 
belt of a pcoviuce e~brac.ed bf 6 region hosti~& an ep2. The 
seaweeds haE,,est undertake sigple process1n&, then pac.kageri aud 
expo1ted to USA, ~anaaa aud Australia. 

lh~ Philippines account fc.r b4 percent of Asia's dried seawe~d 
production aud J8 percent of the world 1

b. lt is a PJOOH a 1ear 
iudustrf with production 2J,OOO tous per annu~. Prior to l~bb, 

seaweeds are expurte6 ab,u6ci fur further ytucessing into products 
useu in the iood, pharmeceutical, cosfuetic.s a~d othet 
~1.d us tries.'" 



TABLE 5.10 

RAW FACTORY %of 
lmport•d 

MATIRIALI UllD SUPPLIES US!D 
,RMU/fSU 

% %of 1a Total 
Toto I VA Volu• of Local UHlltlH 

Totol Volue UtllltlH Value ot VALUE' Coefficient of le'jut Rl.IU/FSU UHd 
YIAR ol OUlput Imported Local Imported Loool U11d Input• ADDED (9/2) (T I) to TVI to TVI 

•· .... 1911 10191 1449 9014 4" 57 610 I HSOI 8747 42.88 16.31 78.4'1' e. 24 

1912 19970 1107 8Q27 a21 59 481 10105 9820 49.16 18 .03 79.43 4.54 
1911 24988 884 10923 223 82 530 12592 12373 49.56 8.63 87. 15 4.20 
1984 57811 1128 14147 --- 127 1094 18196 19320 61 .49. 15 .54 7t.44 6.01 
1985 JJllJ 2517 15718 --- 221 432 18988 14625 43.51 l:J.62 84.20 2.28 

TOTAL 131487 9015. 57949 195 498 3127 71582 64885 4·1. 54 13 .98 81 .64 4.36 

•· . 
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In mid1ear 1986, Co~pant b was estabiished at the region's ep2 to 
undertake the processing of the seaweeds into final products 
usiu~ bio-lechnolo&t• The firQ is Filipino-owned but affiliated 
with au lrish cowpan1 which shall pro~ide the techuolO&/ aud 
absorb the compan1's production. the raw ~•terials will be 
supplied b/ Compauy A. The epz was cnoseu because of the 
facility lo iwport tax free consignea equ1pQent and •aterials, 
the existing infrastructure aud the proximate international 
airport throubh which the goods are shippeo. 

this case deu~ustrates the backward and forward integration that 
pro~oles a completely processed indigenous product from the 
Philippines from seedin~ to growing to processing into fiual 
form. 

5.~.5 CASE V: S~b-CONTkACTING A PRO~UCTlO~ PRuCESS 

The co~pany was es~ablished in 19oU for the productioP of a GSP 
product in~~ivinb intensive labor. It e~ploys an avera6e 
176 workers iu its 1,000 sq. Q. 6elf-built factory in the epz. 
The co~pauy is lUO percent American owned. It imports its raw 
materials fro~ Japan (49 percent), Hon&kong (l6 percent) and 
Taiwan llb percent). lt exports 94 percent of its products to 
the Uuited Stateti. Its average local raw gaterials utilization 
is 6.16 percent of total inputs. These iuvol~e handicraft items 
which add uative flavor to the product. Its value adde~ 

however, rea~hes an average of 51.64 ~ercent (principallj labor 
value added aud profit). 

A bi& portion of tbe labvr value-adde~ in\~lve~ indirect 
e~~lOJfuent. The cLupany sub-contracts the assefubl/ part cf its 
production to so~e ~O sub-coutraLtorr witniu the 5U kilo~~ters 

radius of the ep~. This- features t~~ dail/ deli~et/ and receipt 
of bUb-contracteo itemb consistin~ of pre-cut pieLes aud 
accesor1es lhaL are tur~eo into a finisneo ~roduct b/ puttin& the 
pieces to~ethex. lhe homeworkers are paid on piece~ork basis. 
Pe~ lPZA esti~at~, the rrocess e~ploys some 360 ho~cworkers. 

The p~actice oe~cnstrates the potentials of this type cf epz 
i~d~str/ i~ developin& lin~a~eb i~ surr~un~in~ areas of the zones 
in ter~s ot e~~1~1~eut ge~eratiou. However, there were char,es 
thal exist1n& laws en cofupensat1on were circumvented. 



81 

CHAPTER Vl 

Ll~KAGES ~~ NUh-lPZ EXPUk1 lNuUSTklES 

6.~ lXP~dT HANUiACTU&l~G ~UTSlUE EPZS: 

Philippine laws offer an alteruative to oue who wishes to engage 
i~ e~port manufacturing ~ith incentives out. ide of ep2s. This 
calls for a re6istratioo Uh~er the incentive laws~adwinstered b/ 
the hoard of lnvestwent& (bOl). The BOl is a major governmental 
agency which is in charge of plauning and imple~eutin~ programs 
t~ eucoura&e foreigu aud domestic invest~ent iu the country. 
Unlike EPZA, it is not iilliited to inducing the flow of 
iuvE:stments to an ep~. Under bUl regulations, equity structure, 
areas of ihvestments and ~arket are major factors for the grant 
uf iucent1vt:s. Thus, for export mauufacturin& p••.cposes, non-t:pz 
enterprises may ~ualify for registration with incentive& uLder 
the following general guidelines: 

a. pre.terence for ;;e;istatiou 
cuterprises where the degree 
Philipviue nationals is greater; 

and 
of 

incentives are giveu 
ownership and control 

to 
of 

b. ~aJorit/ shares of an enterprise may be owuE:d by foreigners 
if it is en~ag~d iu a pioneer activitf ;ff 

c. majoritf share ~ay be owued b/ foreitners eweu 
activitt is iu a non-pioneer area provided Ju percent 
products art: for ex~orts; 

if the 
of its 

45 
P r i 11 c i pa 11 y , l:.x po r t l u v es t Cle n t inc en t 1 ... E: s A .. t a 11 d t ia e 01 .. u i bu s 
ln ... est~euts Cude, as a~endeo by bP l~l. 

4gALeas ot invec.t1:1ent& that a) pro<iuce.i. 6 uuds uiat. are not. 
~roduceo in the Philippines or b) uses new or untrieo technolo6/ 
in the count.rt c) pursue predetermihed service.i. or ~coj~cts in 
•&ri~ulture au~ food indu1try that are considt:reG feasible and 
higid/ essei.;tial to the ettainn.ent. of national &oal taking i11tei 
•~~ount t.h~ ri•ks capital i~volved; or d) produ~es »Ott

co11\.e1.L1c.i.al fuels or .i.uch E:'tUip·11e1.t wlaicn utilizes no,,. 
c..i11\'entional sources c.f encrg;; or 1.he operatio11 itself uses no11-
c "11 " e n t i on a l f u e l o r & o u r c e o f en e r i y , p r o v i d e d th a L i u a 11 y of 
the fore~uin~ circu~sta~ces, there i~ sub,.tantia1 use 6hd 
vioc~ssioil;, uf du11.~6tic raw 111aLe.1.ial.i., whe11 avialaLlE:. 
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d. juint \enlur~s with gaxi~um 40 percenl forei•h parlicipatioh 
aa7 receiv• iocenti\es, if lhe export activity is listed in the 
ln\eSl~~ut Pri~rities Plan; 

e. Juint ventures with ~axi~um 40 percenl forei&n participation 
~a/ also receive incentives, if 50 percent of sales are export 
sales in activities not listed iu the lu\es1meut Priorities Plau~ 

As shown in Table b.l lCoQparative lnvestLenl Incentives), export 
firms re&istered with bOl enjo/ the incenlives lisled dependin• 
on the applicable law prevailing al the tiwe of registratioh. 
Tne wosl relevant incentives for purposes of this study however, 
are: 

.. 
a. lax credit for la~es and duties on raw materials: E~port 
fir&s outside epzs ~a1 apply for this incentive for an a~ount 
e~uivalent tv the taxes aud duties paid ou lucal ~ateria~s aud 
supplies used in their production activities • 

b. keduced income tax 
export producers are 
iucoue, au a~ditional 
of Lhe ,>roduct and 
production. 

. , 
(ill): Within 5 years frou registration, 

entitled to deduct from their taxable 
a~ount equivalent to the direct labor cosl 
the local raw Later1als utili~eo iu 

A further deduction for direct labor cost shall be 6llowed if the 
area of iuvesl1&&ent is declared hy the BO! as necesi.ary for the 
dispersal of iudustrf ur if the busiuess will iGC6te iu areas 
deficient in infrastructure and util1zatiou. 1he ~eductio~ shall 
not exceed 25 perceut ot export revenues. ~~reover, KlT is onlf 
fortbco~in' Lo Lhe extenL of the taxable income for the 1ear, 
otnerwise the incentive is forfeitea. 

C7 
Art. 2b, bP 391 

••Art.. 4b aJ Pi.I .l.7b'J as 6..-.ended 

411,\r t.. 4b b) Pl.I l 7bli 

I 111 
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c. lax credit on net locaJ content of exports:~ Within 5 year• 
from registration, export fi1as shall be entitled to tax credit 
equivalent to 10 perceut of net local content of exports. The 
iucentive may further be extended fur auother ~ years. The 
amount -~eludes labor aud profit and local raw materials which 
are available under clearly more favorable ter~s iu the wurld 
wark.e t. 

d. A.;cess t.u t.he uomeslic marketr )Jepen<ii.a.g upon 
st.ructure and areas of ihvest.~ents, export producers 
wit.h bUl need ouly t.u export ~~ to 70 percent of its 
tu be entit.led to this ~ncer.tive. 

the e~ li it,
registered 
productiun 

The incentives cite<i in parar,raphs bj, c) and dJ a~e not 
availa~le at EPZA. Their influence iu proHotiui linkages ~it~ 

dumesti~ manufact.urers and suppliers of interme~iale goods will 
be discussed in t.he latter part. of this chapter. 

As ie&ards the incentive granted in paragraph a), the sa~e is 
avaiiable iu both bOl and lPZA laws, except that a tax credit 
obtained under GUl is trausferrable to auother BO! registered 
industrf, while t~at obtained fro~ EPZA is not transferrabie 
ualess the traustt:r is bf hereditar/ succession or bf operatiunox 
law. lax credit ce1tifiLate obtained under these incentive laws 
ma1 be useo to pa/ taxes, duties, char,es and fees due tu tne 
natiunal governQeut only. 

lpz firms d~ not ha~e a~y real nee<i for these iucenti~es, siuce 
t.ht:f could freely ia:iport tneir i11puts tax and dutrJ free. Epz 
firms coul<I use 'lr1etie i11cer1tives 01111 if purchases fro111 dvi;.t.stic 
s~ppliers were maoe. Uni/ firms resistereu wilh liOl are 
c~ustraine~ to use the iuce~ti\es since taxes and duties m~st b~ 

paid upon iruportation uf the raw mate~ials 6nd supplies and such 
p8fllieuts fuaf bt: r~cuvered onl/ as lax credits upvn expo1tatio11 of 
Lheir produ~l~. 1hej still bave lo suffer th~ adwiui6trativ~ 

o.i.ff.i.culties aud UEl8j that 6"C01i1p8Uf tax CIU1it applicalio~s, 
a11d shoulder ti.e cu~t of f i1tani: ,;.,," the tax moue/. 'Ihu~, EPZA has 
au ao\a11tabe o\e1 b~l fir~6 iu the iw~ortatio~ of IDaterials aud 
supplies. 

~Arl. 4b d) PL 17b~ as awendea 

51 1 Epz f1tQ6 ma/ be a lowed to sell 
productio11 in ~eritoriou6 cases 
i~du•tr/ 1s aovers£1/ affected. 

part of up to .>o percent <1£ 
•Hovicied that 110 dci;..eatic 
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6.2 EXPURI HA~UfACTORlNC li~~tk BOh~LU WARLHOUSES: 

When the custo•s bouded •anufacturinb scheme (C~HW) beca~e 
a~cessible to 111au1 export manufacturers iu 1~79, the above 
aovanta~e eujojed b/ EPZA over bOl firms were e1oded. CbMWs may 
i~~o1t iutergeri1ate ~ood• tax auo duty f1ee for export 
~anufacturing pu1poses after poslin& a re-export bond~ Maui 
firms registered with 801 obtained ~bHW licenses. Smaller export 
1i.1ms, 111osll/ 5ac .. en~s. were alsu authori:i.ed Ulader similar 
bChe~es" to i111purt their inputs saLs taxes and duties. lhe~e 
expo~t m~nufacturers outside of e~~s are practicallt operating 
just like an epz firm, with better ~ncentives aud in ~ore 
advanLageous lucatious, quantified in terms of available econoQic 
aad soci.al infrastcucture that are present in urbau settings~ 
Just like in epzs, sub-coutracting iu~ulvin& imported raw 
gaterials are also authorized iL ChhWb. 

6.~ EX1E~1 Of LlNKAGES: 

~oes epz st;le wauufacturiug outsirie the zone i~prove linka~es 

witn Gomestic suv~liers of raw waterials and inter~ediate &oods? 
1he locatiou61 factor will be tested fur 1iuka~e generation bj 
exaQiuin& parallel export indutries that euJOf both hOl aud CHBW 
incentives. Because of the confidentialitf of data on actual 
value aoded 01 ~ercentage of local materials and supplies to 
total input, ~£ were not able to obtain exa~t fi&ures. lntilead, 
we ~easured the degree of 1in~age wiLh Lhe extent of the firm's 
availr..ei.t of the »Ol iiacei.ti'l.-cs earlier i..t.utio11ed, which was 
available. furthermore, the ihsi,ht& ot B~l officials 
inter\iewed were given much w~ighl ih forming our conclusion as 
their observation were based oi. actual knowledge aud experience 
uver a particular iLdu&try's behaviour in rclatiou Lo the 
incentives aow1u~stered. 

"secs. 606 20Ul aud 2 0 0 4 of the '1 a r i f f ahd Cu&Lo~s Code of the 

n ll.1pc.rt.s made tiaru the bvnde:G warehc.Jse facilities of fidlippine 
int~r~ati~~a1 \raciu~ Corporatiuu, NCU-~ACIDA Kaw Materials 
Corporation, P~ilipp1ue Inte,rated (hfcts.) Exporters, luc., 
Mindauau Textile Corporation. 

~111 the MeLro Maui.la area, there are O\er 200 b~udea 
r.1ao.uiacturi11.; warehou&es u•1de1 Liu: tiis-.el !1anE:ous 1.atec,ury that 
c1ater1> to differeiol industries e>..c.ept r.i.r1,ients. Ei&htt·five 
(85) are a~tive. Garwent ittdustr1 is the other bonded 
ma11ufact.ui:itti, '"ategur/ where 1:1alerial& 111a1 be impurteo tax and 
dutrf free under t11e fir111's owu CM.Bws or tlu·u •>t.her 

a r i a " • t: Ii• e " t s • 
-., ... .,, ..,, u~.i.. ... '-"'•""""'•'- 1.,,,,, vv .. , \..Al.I .J·/O 

, ., 
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EFFECT OF lNCE~TlVES GRANTING TAX CREDIT FOR OUTIES 
A~u TAX~S PAI~ ON RAW MATERIAL l~PilTS ANO kEUUCE~ 
lhCUMI:; TAX OUl) 

CASE N~. 1: The besl exa~ple wuuld be a f~rDer epz firm 
which transferred its entire operation near Manila after ~ore 
Lhau five (~) /ears iu the zone. The co~pany is 100 percent 
forei&n-owned and •anufactures an eligible GSP product with an 
aunual average value adderi of 57 perce~L, with 24 percent 
utili~atiou of local!/ produced waterials iu its export 
p~oauctioo. lts main source of i~ports was Hongkong. Tne major 
export DarKet is the USA. 

io'ut the duration of its operation in thE: ep.:, the firm did not 
appl/for au1 tax credit co~erin& lhe loeali/ sourced materials lU 

its products. TLe local goods, mainl/ pecka,in~ mat£rials end 
Lnrea1, were obtained net of taxes from the local oul retisterea 
suppliers which a~uwed the burde~ of appl/ing f~r tax credit for 
thE: 6 uo<is sold to the epz fira..'' During the firm's last year ic. 
Lhe epz, it used about PJ4H uf local products. 

After 1.1o"iu0 out of the zone, it oblained RlT incentives i1& Lhe 
total a~ount of P~OM fru~ its bOl te~istete<i bo~ded ~aLufacturiL& 
OtleraLior. for the sa111e prvducts. Like in its epz operations, it 
riid n~t applJ for an1 ta~ credit coverin& local purchases. 

lhe fir~'s operat1c1& ouLside Lhe epz did not iwpruYe its local 
~6terials utili~atio~ even as it obLai~ed a P~OM additio~al tax 
deductiou. The export sales of the firDl for the 1ear was closed 
t.~ ~lOuH {PlblM uet sales)~ Co1&~id~riog that the aveta~e value 
6aded is 57 percent lhe vaiue uf the raw materials, supplies aod 
utilities i~puL~d to the e~port was PBb~. Si~ce the perceota~e 
uf lo.:.al.lt sourc~d m. ~erials was established at. 27 percent uf 
tot6! i~puls, tn~ value of local fuaterials w1ll not exc~ed P24M, 
whi~h was 29 percent less thaL itL prE:vious 1ear1>' co~Sulliplio~ 
11 • .i> i o <: the e p z • ti" r e o ~ e I , f u i; t i1 e r iii <s u i r y I e v ea l e d th a L the RI"' 
iuvE:nlive cunsists mai4lf of direct labor. 

'~l.Ol 'J42 Lieat!> sales to ep:c; iuciusLries as export sale1>. 'Ine 
std.I.er is qua.l1f1eci for tax ct.:.dit 011 taxes e:,o out1es paid 011 

Lhe P'uduct!> 1>old it.der Att. 118 a) of PJJ 17o9 if it is a .Bul 
re~1stered export producer, otherwise, drawbacks ma/ be obtained 
ur.der Sec. • .19~ oi the .111Leru1d ~e~Eonuci Cvde. 
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CASE ~o. 2: our next subject is a Sol gloves aLd &argent 
manufacturer which operates a CBM~ in Hetro Manila. It is a 
fotei&n c~mpahf wLicn receives its QaJor materials under 
consignment fr~~ its principals abroad. The ~•;or ~•rket is lhe 
USA, as shown ih the 19b4 e~purt quot6 allccationvrelease~ bt 
the Garments ano Textile J::xport boaru \G'IEI>). ii. 1964, it 
reco:·deo taet sales of Pl.34tl.58 We corupared the ncn-epz firm with 
an e~z glove manufacturing co~pauy which bas simiiar e~uity 
structue and tradin6 ralterns. H~we~er, the epz firm is s~aller 

in size with sales of Pl4M and is ~n&aged in tloves export only, 
not in ~trier garme~t~ trade. 

lhe ai.al1sis was li~itea lo l~b4 where enough data was available. 
!Jurin& the year, the non-ep2 fin1 obtained 1uceot1"1.-eo ila the form 
of special tax credits of P.l5H and additional tax deduction 
\RlTj of P~h. The loca! purchase consis~s ~ostlJ of pacKa&ing 
lia6terials. Appl/int; a 20 percent sales tax iate:' the loc6i 
pur~hase shoulo be about P.765t. for the ehtice ;ear, or 0.55 
~e1cent of its net s~les. Ev~n assu~ing that P2M klT oeduction 
-~ ~ade up entire!f of la~al raw ~aterials (which was not the 
case, as per iu~uir1i, it will constitute only 1 perceut of Let 
exp~rt re~enues for the tear. 

Siihif1La~tl;, the ep~ firm has uot purchased raw materials and 
SllpiJlies locally durir•e,. its last five tears ot operation, all 
~aterials bein& supp11ea uurier consiinment basis fro~ its iJ&reut 
-: 01a1pany. 

CASE NO. J: lne representative se~i-cunductor firm 
exa~iueu a~ailed vf S?ecial tax credit fut ra~ raaterial ~ur~hases 

i~ the a~ouut of P~.2u6~ fur l~b~. ~ased Oh a 2u ~etce~t sales 
tax, the value ui the raw n1aterial.s pu;.:ct.as~ '-'•S peb&•·" at 
Pb.UlM. lu i~b5, the firm's ~r~ss Export is $2Ub,U6~M. 
Co~vertea inlv Peso, it's total ~xport ~ould a~oulit L~ P3.8Jli. 
'1111: lv.:..all/ .,urct.ased r.1ateiials w~uld th1:1, co1.stit~te abuut \i • .;.5 
percent vf vutvut, whi'-h appruxi ... ate:. the epz a"·eri.te vi O.l.Z 
perc~.- t. 

,., 
bulletin Tt1ria1, Feb~uary ;,, 19&7 
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ln tnis ~ounection, ve coapareo the average local value added 
perfor~ances of epz and nou-ep~ se~i-conductor fir•s. lhe 28 
Qe~ber fir~s of the Association Gf Se~i-Cuuductor Electrohics 
ludustr.r of the Philippines lASElP) have a total local value 
addeG Qf 21.~4 peccent ih ~S64 ah~ 21.lb ~ercent in 19&~, against 
the lvo epz firub 1 a~erage perfor~ances for lhe period i~~! lo 
l~6~ ot 27.0b percent aud 21.9b percent respectiveii· 

I 11 I I I 

The local fir•s figures alread/ included profit, labor and loca! 
inputs. lf local inputs were inc.luded, the epz firms' averages 
will further iaprove to 2b.~ percent and 26.o percent, indicating 
better integration. 

6.3.2 TAX CkEDlT ON ~ET LOCAL CO~TEhT: 

This incentive was introduced iL 1~83 as an igprove~ent of RlT. 
Net local content is defined by oOl as the value of ~~port less 
depreciation of ~apital equipment anG value of imported rav 
~aterials and supplies and indigenous inputs which are not 
available in the workd ~arket under fa~orable terws. 

The incentive is not expected to result iu si&uif ica~l liuka~e 
belween export firas and G~~estic industries considering the 
i&port ~epeuoeucy ot nou-tra61tional expurts pre.auction. Tne 
incentive even penalize the use ~f inoi&enuus ~at£ri•ls iu export 
produc.tiuu as il rewoved such watrials from the co~ponenL• of het 
local contents. Moreover, the 1utenl of Lhe incentive ii> to 
consider as raw materials onlt those used inthe processin; of the 
indigenous raw material•· Agai&, it is the labor cuwponeut of 
tne proouct that constitute the b~lk uf local COlitent. 

The advantage offered by this incentive over RlT iao the 
pceservation of the additional deductions iu the fc.r~ ot Lax 
creoit u.-er a period c,f ~ ;tsars \or i..ore). RlT pruvioes OU!/ for 
audit1onal labvr cost deductioL ourin~ the taxable 1eai aLd onlf 
to the ~xtent of taxable inco~e. A loss during Lhe year 1orfeit1 
the lUT. '11.dike iu kl'I, the amount of net local c.onLent 
incenti~e ia not li111ited to a ~aximum of 2~ percent uf. export 
revenue. 

111 11 11 II I II I I I Ill I I I I 
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6.l.3 A~CESS TO 1HE UOMESTlC MARKE\: 

Kou-ep~ export prc.ducer6 registered with bOl ~•i sell in the 
local aarket its production iu ex,ess of the ceilin' ~eggeo for 
exports which is 50 percent uf production in case it is a 
Philippine national •~d 7U percent of production fur forei~u 
~ontrolled firQs. This may work well for the coucernea 
iudustrie~ iu ter~s of flexibility aud corporate p!anniug like 
buildin~ a •anufacturib~ base for cu~petitive export pricin&, or 
weathering adverse econogic conditions at the world markets. This 
incentive is not auto&aticali; available t~ epz indcstries • 

6.4 IMPORT CONTkOLS: 

Local sourcing b/ domestic export aauufacturers i• also induced 
by govern•ent policies that regulate i•port6 of certaiu raw 
materials. These regula tions•have beer. iu tr..,duced fc.r var iou·s 
reasons vis: to assist local industr/ reach full capi.cit.f; tC1 
encoura&e local content of do~estic production; to help conserve 
foreign exchange; and for public health and safet/ and national 
security, etc!' 

These rules call for a prior 'learance frog the pertinent go~ern
aent agenc1 before one could i~porl the re&ulat.ed product£, say -
S/uthetic 1arns, fibets ar.d threa~s. For interaediate inp~ts and 
production ~aterials, the clearance inv~lves a cer~iflcation that 
there are no locally available co~petiti•e proouct that could 
substitute for the article soug~t tu be importe~. lf the1 were 
available un~er these coLdition6, then the clearance will be 
withheld cu~pelling the pruducer tu use the local prvduct. ~p~ 

gauufacturio6 is exe~pted frou this pr~ceduxe. 

the extent ~/ wnich au~h restra1nts i~stered liu~•,e• i~ nut 
available. u~wever, 1t i• the perceptiun that as a res~lt ot 
pro,ect1ou obtaiL~d, the do~est1~ produ~t• are not at par 
~u•lity-wise a~d price-wise with those offered iu the w~rld 
markets. 

•c~ 1029 aud A~eu~menta P~ l2Ub, EO 60~, ~)7 & b2J. 

~Pri•er ou lmpurt Procedurea of PbilippiLe Exportera - 1~6~ 
Miuiatr/ of Tr,de 

I 11 I I II I II I I I I I II I I I I 1111 Ill I 11 11 
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For exaaple, the Tariff C~•gissioo estigates that synthetic fiber 
proouced in the Philippines is 169 percent aore expensive thah 
the saae pruduct kade ih 1aiwan, or that plastic buttons cost 
l,4!~ percent aore than these foreign c~unterparts~2 

A case in p~int is the pa~er packa6in6 industr/. Most exp~rters 
uutside epzs source their carton box require~ents fro• do~estic 
Danuiacturers which in turn buf aaterials fruD local paper board 
pr~ducers. Vheo EPZA authorized ah ep& fira producih& carton 
b":a..es fru1& ilitported kraft paper to suve local exporters., lhE 
aove elicited positive response froa exporters~ lu effEct, 
i•ported buxes were aade avail~ble duty free, but covered bf 
re-export bvud. The/ cited the r~asonable price aud high quality 
standard ~f the e~z product coapared with aan1 local suppliers. 
Such factors ekhahced their proaucts' coapetitiveness with 
exporters in the Fae East. As w~ulo be expected, the intrusion 
of ~he ep~ firg in their traditional •arket drew protests froQ 
the protected local industr/ •• deaands were displaced and 
uud~r-utili~ation of existing capacities were aggravated. 

~he Uorld Bank, in its latest countr/ ecouoaic report in the 
Pbilip~ines~• encoura&e~ import liberalization to i~p1o~e the 
export •auufacturers acces• to iaputs at world prices. ln fact, 
the trade lib~rali~ation pro&ra~ is bein~ pursued by the 
Philippine •u~er~gent as a condition fo Granting $50&K IMF stand
b/ loau and the $l00 ~I e~~noaic recover/ loan!' 

6.5 EfFEClS 01 LoCATlUh: 

lt appears from ~he foregoih~ that export producers located 
out61oe ~f epzs follow the sa~e pattern of raw ~aterials sourcin• 
exercised b/ their counterparts i~ epzs. lleav1 d~peodeuce on 
imported inputs and the nature of incentive structure have 
ceuuced lii.ksi;e& with loc.aJ rav. 1.1aterial supplier•. Where l«1cal 
~ateiials Are us~d, s~ctorai &r«1upa. fro~ both euda but ~at~rial~ 

uf the sa~e ca~egor1: Lhreao •~d yarns, plastic aud carton 
packa~in6 ~ateriala., fuei, industrial gases auu office sup~lie•· . 

"Mac.ila Cbro1aicle, Sep1.ewbe1 .2, 19bf> 
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ln the case of threao and yarns vhch vere re,ulated it£QS 1 we 
noted that th~se locally produced were patronized b/ epz firas 
even if the/ could be freely 1Gported, indicatin& international 
acceptance of the products. This is also tcu~ in plastic a~d 
paper cunlainer~. althoubh the products of e~& firms produc~u
such contaiuers have ,aineG beadwa1 with exporters, b~th inside 
anu outsioe epzs ovei local pruducers. 

Location. per se, is therefore not a Q6Jor factor in eahancing 
linkages of export industries and do•estic pruducers of 
•aterials. although conditions outsioe of epzs may have attracted 
aore invest~ents. lt is the products• availabilit7 in stead/ 
supply and consistent quality and price that guaranty pat~ona&e• 
This is supp~rted by local purchases of the ab~ve products by ep: 
fir•s in spite of their exeaption from restrictions. 

Siaplified procedures is a ~actor that iufluences local sourcing. 
The procedures at hOl is w~ll in placed co~pared with EPZA. lt 
facilitates earl/ e~JoyDent of incentives or offers flexibilit/ 
to hOI firms. ~PZA procedures coveribg tax credits are 
constricted. Tax credit incentives for local purchase aat be 
enjo/ed onlf if the materials purchased form part ot the product 
and onlf after they were exported. The tax creoit certificate is 
not transferrable, and althuu;h the law provides for tax free 
purchases, there ace no iaple•enting rule$. Tax free purchases 
fro• BOI fir•• were tne result Gf privale ne,otiations, nut bj 
e•tablished procedures. This couo be the rea&onof consistent tax 
creoit avail~~~l• al nOl while EPZA maua6eo to have onlf two 
applicants. 

klTs and net local content iucentives mat 5a~e investments 
uutside ep•s ~ore attractiv~. but they oo nut generate 
si~uif1c&~t li~ka~es owiu~ to the li~itations on the type and 
price <>f l<>cal raw materials suit.ea•• i••(•Uts fur export 
piuduction. 

I II I I I I I II I I I 11 I II I I I I I I I I I I 
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CHAPTER Vil 

CON~LUSl~~s ANu ~ECO~M~~UATloNS 

7.i ilh~lN~S A~~ Cuh~LUSlO~S; 

As uuted earlier, the liukage dev£loped between EPZS aud 
doaestic ecouoBf was insignificant iu must industries. So~e of 
the reasons were structural. The ep~ facility for free ilow of 
interaediate ihpUL& and export products saus taxes, co~b1ned 

conveuientl/ ~ith ~he investor•' desire to lower production costs 
t~ better &erve the ~ac~ets. The pri•ar; lure was ~he inexpeusive 
labur available. &ecause of the epz concept, investors enJuy the 
option to &ource their materials anywhere. lo ~an7 'ases, produ't 
specifications and procure~ent were undertaken b/ parent 
cu11panie1t. 

There was ev1aent bias iu favor oi sourciu& ~aterials from the 
ho•e country, but nationality 6ives wa1 to comparative 
ad~anta,es. Firws au not iQport OLly frou parent co~panies. 
this is gleaned from the pattern uf importations of the e?z 
firms in the two ~oneE. Co6sideriu~ t~e p~eoominance oi firm& 
uwned by US nationals, 19b~ iuports frum the US cohstituted onlj 
49 percent of total fur BCEPZ aud o5 percent for MEPZ. f~r the 
.oataa .. EPZ, i.•n•enu firma. {l.; in all) which are controlled b/ 
di~e~sed uatiouaiitie1t, - Hougkun~ a"d Japah, were the favorite 
source of imports. 

Ep~ tir~s will use local ~aterials if thej are cohstautlj 
available at c~~~etitive prices auo Gf acceptable q~aliL/. Awou~ 

the rea~~ns cited were a) bette~ cha"ces at ~ualifyifi& for CSP 
treat~ent b) faster deliver/ tiwe c) low in\entory t~ ~aintai" 
o) facility of co~sultations ~ith supplier• and e) less 
moi.i tor ill6 i unc Lioia• • 

lh~ type of industrial activity of ep~ f1r~• ta,eh with the 
pre•eut •tate of Philippine industrialization wor~ed ag•inst the 
;reater integratio~ of local inputs. The iuward looki~, d~mestic 
industries vere •ore c~ncerDed witb their protected share of the 
ioca1 market resultin, iutu hi~h p&ices of output aud low ~ualiLy 
uf produ~u. Whereaa;, the export 1o1a•"'-eU seneo bf 1..he ea>z firr..s 
requiie the hi~hest •taudards &Ad co~vetitive prices. lhet also 
used •aterials that were produced uain~ hi'h te~hholo'/ or which 
W8re uut made or ,row" iu the Philippiuea at all • 

• .. 
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Epz ihGU6lrie~ reco&nize tne i~porta~ce ~f inceutive tariffs at 
lhe export •arkel. Th~ GSP s~bewe was a du~inanl factor i~ 

sourcing raw ••terial& especially for those who&e aaiu aarket is 
lbe US. For at least one industr/, it appears that US Tariff 
Article &06/b07 ~re~ludes lhe use oi local or i~po1ted ~aterials 

other lhau th~ us•. 

There is no official pro~ra~ prom~li~g linkages with a~~estic 

industrie~. The present procedures and iu~entives structure are 
aeeaed i~effective to encourage the purchase of local inputs o~er 

importatioh. Those who actuall/ purchase local aaterials 
consider the procedures involvia& tax ~redits too cuabersoge, 
leadin& to uon-avail•ent or enterin& into s~ecial arrakgeaenl• 
with qualified local suppliers to ac~uire the input net of taxes. 

£~2 Lt/le operations ~a/ be undertaken in the CTA throu~h the 
facilities of bonded ~anufacturiu& warehouses. OutsiGe epzs, 
linkages are encouraged with incentives or compelled by import 
restrictions, but onlt to the extent that locally available 
1uputs are co~petitive i~ price and qualitf. Location b/ itself. 
does not enhance liuka&es in export industries. 

The greatest potential for linkage lies in resource-based 
industries, particular£/ iu the a•ro-iudustrial sector. Sub
contracting productiou processes is another area vh1ch should be 
encouraged f<1r i ls pc.t211 tia l 1 i11kaa,e deve lop11•en t vi Lb CTA 
indur.Lries. 

lu r.pite of r.u,cessive de\6lualio11s, the Pnilippi~e P~so is 
1t1ll uvervalueci, thereby 111akii.t. it 'heape:r to but abroad than 
the lo,al aources • 
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7.2 PERCE1~£~ ROLE UF EPZS lM PHlLlPPlHE 
~EVELOPHENl FRAMl~OkK: 

lhe i9b7-l9b2 Philip~ine oe~elopaeulal fra~eW~i~ ai~s for lhe 
aLtaiuw£u~ of £conusic 1ec~ver1, after the ~~vastatin~ 

perforaance iu 1984 and i9b5 that saw tbe econuD/ slidE b/ 5.49 
percent and J.84 percent of the GMP. The plau calls for the 
revitali,atic;n of existin~ inceLti~es that are ecuno~ic.al1/ 

viabie and the oe~elopQenl of world-competitive industries to 
co~pliment the prujected growth of agricultural output and rural 
incCiMe. lnc.reases in •oreigh excbauge earnings shall lik~wise be 
pursued in order tu !iu-a8'e "imporLs, augae11l. the requireaents fur 
industrial expansio11 aa.d A£et fc;rei'n debt obliGalious which ~i1a 
19&6 aQOUDl lo $2ba. 

Consistent with the plan's objecti~es, the facilities of existing 
Er~s shall Le ~ade available to dc;~estic oriented industries. 
preferabl/ to those which are labor ihtensive and lucal resc;urced 
orienteo. Linkage~ of trade ano industr~ with the a&ricultural 
and natural resources sectors shall be impruv~G in order t~ 

eubauce their conlributioa to uatio~al develop~~ut ~nd iucreasE 
doaestic value aoded. The other ~bjectives of EPZA's creation, 
promotion of e~ploywent, foreign exchange generation, techuolog1 
trausf~i. iuouslry dispersal - shall be pursued with renewed 
Vli,Or. 

111 

Uuoer the ~lau, the enclave nature of present epzs shall be 
abaudc;n~d. E~~ iuoustries ~usl be encourageo to interact with 
dou£stic c;rielited industries pavi~~ the way for furwarG •~d 

backward iute~ratic~. ibe ep~ industries shall remain tu be 
drawu bj the couutr1's cheap labur 54d cu~parative advantage over 
specific t;pes ~f products, while the du~est1c industries shall 
be assisted to serve beth Lhe doQesLic and inter~ational markets. 
The latter shal! ~ruvide sub-contractin- services and other 
suppu;t ser~ice~ to the e~~ fir~s wiLhi~ a parti~ular re&ionai 
industrial ce4ter. 1he pre.raw not onl/ promises inte~ratioa L~t 
piobab!e achieve~enl of e~o~c;~ies of scale fro~ reveliues 
~e~eraLe' f~o~ c.~bcentrated industrial activities. lhis wuuid 
lead to the build-up of enou'h resuurcea Lo ~a1nt8in aud/or 
u~~rade infrast~ucture and services. 
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7.l POLICY kECOMMEN~ATlONS: 

The i~~roved role percei~ed for epz~ unoer the 19&7-1~92 
develop~entel plan, particula£1] in the ?ruQotiou ~1 liuka•e~, 
&•/ be furlher euheilce~ with the adb~liob of additi6nal ~ea~ures 
vhi~b are Vilhin the control of the ep~ authorities. Uf course, 
the over-all success of the pru&ra• on liuka6e• hin&es on the 
existence uf eh efficient e&vir~unent nati~uviGe that feetu1es 
a) political stability, b) highly i~proved deliver1 ~f services 
cj the up6ra~ed cepabilit/ of domestic industries to produce rav 
aaterials and inter5ediate goods expected to result from the 
iaport liberalizatin policy d) ratiobali~ed pover and veter costs 
ej a realistic peso-~ollar ex~bauge end f) prevalence of 
industrial peace end 1aproved labor productivity. 

The proposed aeasures are as follows: 

a. Uecision funct.vns 
materials to and from 

particularly those 
the zones should 

involving ~uveaent uf 
be decentralized at the 

zone level in order to &uarantee a responsive deliver/ uf 
services. The zuue administration should be equipped with 
adequate ad~inistrative and financial support to igplemeht ~olicy 
weasures. It •houlo be Qure dynaLic in its role aLd estabii•h 
uore liukages with other gover~~ent a~encies aud private entities 
that are iu~ulved in various aspects of ~oue operations. 

b. The epzs should accept do~estic·orieoteo iudustrie• with 
export ~~tential• in oroer to gaxi~ize existinG fa,ilities ar.d to 
creal~ •ore opporlunitie• for forward and backward integratioh. 
Fir~~ cateri~' to the needs for i&termediate i~puts of epz fir~s 
shuuld be extended dUlf free in~enti\es in lhe iwportation of raw 
~aterial• t~r its produ~tiou. It this is not feasible, the ep~ 
f iras should be authcrized to import sucn materials to Le farwed· 
out LO the d~~eatic market in the epz under suitable ahd les• 
burea~cratic arrau~~eht~ • 
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c. instead of la~ credit, an o~tti~ht exe~pliou fro~ locftl taxes 
and fees for local purchase will eucoura&e both epz iirms and 
sup~liers to e$tablish per•aneut link~g£. This is possitle under 
the tax-free privile,es at~ached to ,~o~s enteriuG epzs and 
exe•pti~n fro• sales auti export tax pruvision of lhe iuterna1 
rev£uue law applicable to exp~ct sales (sales to ep~ firms are 
treateo as export sale). A supplier's accreditatiou scheme 
approved b; the iuterual reveuke authorities and EPZA could 
si~plif/ Lhe tas~. The supplier need ouly tu submit speciali~e6 

docume&ts as evidence of the sale and receipt at the zuue of the 
ma t er ! a i e. • 

d. lhe epz firms should b~ allowe~ to sub-contract certain 
production processes as a watter of course if conditious callin~ 

for such transactions exist. n S/Stem of accreditation of sub
contractors ~ust be a~opte~ iu order to avoid the tedious 
verificatiou p~ocesses and case by case approval presently 
ubtaining at EPZA. For newl; re6istered f ir~s, the intent lo 
sub-contract work processes ~usl be disclosed to [PZA at the ti~e 

of proJect application. 

e. E~~ firms •~st be euthorized lo sell ib the CTA without 
further EPZA approval if the goods invol~ed are included aQong 
the items liberalized for iQport6Liu~, subJecl of course to the 
~a1meul of lhe appropriate outies and taxe::.. 

f. While selectivity is not practical ~ecause of the low 
occupancy cf ep~b, it6 ~ar~etinb an~ pro~~tional ~fforts 6hould 
be geared to altrac.tiu' •ore reEource-based industries. lhe 
potentia16 of the counlrj 1 s v6st uatural resource::., particularly 
in Lbe a,,o-1hduslrial sector is ~reat. Furei~u firmb proces5i~g 

raw i.:a1aterial::. .;rc.wn or ih<i1ge1.uus to the countt/ shc.ulci bt< 
ioentified and euc.ouraied to eEtabli~h in lhe epzb ~ith 
reasohable inc.er.tive pac~agez., l.1.ke prer.1ius.: 011 leas<; reutals 01 

tax inc.e~liv~s c~~~efisurate to th~ ~alue of locai ~aterials used 
and labor applied thereo~ • 

,. Sponsorsnip of ~arket encounter pro~rams where the epz fir~s' 
rav ~aterial requirements are announceo 01 published and 
6Ssistauce extended to bhth b~/et• ahd producers Lo ensure 
le;it.1.~ate wholeso~e business relatiouship. This ~•/ be achic~ed 
lh a Marketi~& a~d P'o~~tions unit in the Authcr1ty tasked ~ith 
~n~ develc.p~enl of data, ~ahf'e~eht c.f trao~ fairs, et~. 

Ill I II I 11 11 Ill I Ill I I 11 I I 11 I II I I I I I Ill Ill 



.. 

100 

b. Establlshin' tie-ups with ttade and vocational s'hools in the 
regions bostiu~ the inaustrial ceuter for putposes ofharavui&ibg 
the ep& skills require.~ents vit~ the ihstitutioh 1 s curriculuQ. 
the participation uf au ep~ fir~'s forei~u expatriate tecbni,ian 
in the iLsttuctionals i~partiu~ ad•inistrative, supervisor/ and 
technical ski!ls in a pro~r•~ approved bi the Authority should be 
cousiaec~d suLstautial ~u~pliancE with the required uu~erstudj 
pr"gralll. Mate.ri.tls anci equip~t:nts used in trairaing providEd b; 
epz fir~s should be treated as part uf deductable labor expense~ • 
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ACltMOVLlDCBIMT 

Tbe aathor wlahea to tbaak the followla& for their aaalataa~e la 
tbe elarlfleatloa of l••••• aad la the accaaalatloa of data. 

IPZA 
~ 

Ada. Jal•• L. Qaerrere. A~aletrator. Export Proceaal•& Zoae 
A•UaerltJ 

Bax Icaaclo .... •&•r. Cor.-rat• Plaaala& aad lla••&••eat Office. 
EPZA 

lllYlra o. •••rable. ltaaaaer. Project EYaluatioa aad ReYlew 
De.-rtaeat, EPZA 

Barlaao Caatro, Kaaacer. laterprlae SerYlcea Deepartaeat. IPZA 

Rbodora B. Leaao, Aaalataat Kaaaaer, laforaatloa aad Proaotloaa 
Departaeat, EPZA 

llcaaor OllYar, Aaalataat Baaacer, Project IYaluatloa aad ReYlev 
Departaeat, lfZA 

Gilda Suaabat, Chief, SJ•t••• aad Operatloaa aeaearch Dlvlaloa, 
&PZA 

The Staff of Project Evaluatloa aad &eylev Departaeat aad 
Eaterprlae Servlcea Departaeat, IPZA 

IAGUIO CITY EXPORT raoc1ss11c ZOii 

leaato Acuatla, Zoae Kaaacer 

Gaudeaclo Lat, Chief, laterprl•• Service• Diviaioa 
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