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JAPANESE ECONOMIC COOPERATION IN THE
ASIA-PACIFIC REGION AND JAPANESE FOREIGN DIRECT
INVESTMENT IN THE PHILIPPINES SINCE THE 19805

By Keiko Morisawa*

The purpose of this paper is to investigate the impact of Japanese economic
cooperation on the Philippine economy, especially the impact of Japanese direct
investment in the Philippines since the mid-1980s. First, a broad discussion on the
changing characteristics of Japanese economic cooperation in the Asia-Pacific region 18
presented. The discussion then focuses on the characteristics of Japanese direct
investment in the Philippines since the mid-1980s and assesses its impact on Philippine
: ndustrialization. In conclusion, the paper explores the nature of Japanese-Filipino
economic cooperation.

1. Japanese Economic Cooperation Since the 1980s

1.1 Changing Characteristics of Japanese Economic Cooperation

The characteristics of Japanese economic cooperation’ have been |
changing since the 1980s, especially around the midddle of the decade.
It is well known that the amount of Japanese economic cooperation has
been the biggest in the world since 1985 when yendaka (yen apprecia-
tion) drastically advanced. Both the quantity and the composition of
Japanese economic cooperation have changed since then. As has been |
pointed out in other studies Japanese economic cooperation used to

ﬂ Foreign Direct Investment. ﬂ Foreign Direct Investment
Aid J/ > Aid \L
S Exports S Imports
Before the mid-1980s After the mid-1980s

Note: — means the effects of promotion
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* Associate Professor, Osaka City University, Japan. This paper was presented in
a faculty seminar at the University of the Philippines School of Economics where the
~ author served as visiting research associate.

IEconomic cooperation means the total amount of foreign direct investment, ODA
(Official Development Assistance), more than one year export credit, non-money making
organization grants and so on, according to the definition of the DAC (Development

Assistance Committee).
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comprise the trinity of aid, promotion of exports and investment.
However, in recent years, the composition has changed to aid, promotion
of imports and investment as the foregoing figure shows.

In the past, Japanese Official Development Assistance (ODA) was
used to assist the private sector in exporting to the rest of the world and
promote Japanese direct investments abroad. It originated from the
reparations paid to Southeast Asian countries. The reparations had the
effect of pump-priming these economies which eventually led to an
increase 1n Japanese exports, specifically of heavy-industry
manufactures made in Japan. The Japanese Government ingeniously
created effective demand in Southeast Asia by giving reparations.

The yen loan started in the early 1970s at almost the same time
that Japanese reparations ceased to be given. In the case of the yen
loan, it promoted not only Japanese exports all over the world but also
Japanese foreign direct investment which started to increase in the
early 1970s. Japanese ODA (Yen loan and grant) was used to promote
the exports of Japan and to assist social infrastructure projects in
recipient countries in order to create a good environment for Japanese
direct investments.

The main strategy of Japanese direct investments during the
1970s was to sell their products to the local market, except the Japanese
direct investments in the Asian NIEs, which were already export-
oriented.”? However, the export-oriented foreign investment of Japan,
which was already spreading in a few Asian countries such as Korea
and Taiwan since the 1970s, increased in the Asian region, specifically
in ASEAN countries since the mid-1980s when Yendaka advanced
sharply. Now, Japanese ODA is expected to play an active role in
iInducing export-oriented Japanese direct investment in Asia, specifi-
cally in Southeast Asia. It assumes a different role which is to promote
imports to Japan and to assist Japanese export-oriented investments
In Asian countries. |

In addition to the changes in Japanese economic cooperation
mentioned above, Japanese aid policy itself has changed. As mentioned
earlier, Japan’s ODA originated from the reparations of the Second

’It has been pointed out that one of the important factors explaining rapid export
growth of the Asian NIEs since the 1970s was the direct investments in these countries by
Japan which aimed to export its products to the U.S. market. It can be thought of as a form
of indirect (roundabout) export from Japan.
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World War. The recipient countries and Japan have been so worried |'-
about the possibilities of a re-militarization of Japan. J apan’s ODA was

used only for economic development purposes in recipient countries
and not for military purposes. Under Pax Americana, Japan depended

on U.S. military and strategic aid, and thus Japan was able to restrict

its usage of the aid for economic purposes. As far as Japanese aid was |
used for economic development, Japan did not interfere with its use.
Japan’s ODA used to be given for economic development projects which

the recipient countries had chosen and submitted to the Japanese |
sovernment. But now, Japanese aid policy has changed. Since the early
1980s, the U.S. has strictly required Japan to give aid not only for |
economic purposes but also for strategic purposes. Eventually, the |
Japanese government was obliged to accept the U.S.’s requirement.
Examples of this are the contribution made by Japan for the Gulf War |
and the participation in the MAI (Multilateral Assistance Initiative) |
for the Philippines which will be referred to in a later section. Japan’s |
policy of non-interference in the economic poliy of aid recipient countries
has changed. The Japanese government has recently announced that it
wants to hold talks with the recipient countries regarding their eco-
nomic policies prior to the release of the aid because the discussions on :
economic policies and cooperation between the Japanese government )
and the recipient government were essential for effective usage of aid.

1.2. The Structural Changes in the World E;'conomy in the 1980s

I I|
Some structural changes in the world economy in the 1980s could |
have led to the changes in Japanese economic cooperation. Several |
charts and a table are presented to show some evidences which support |
this. Table 1 shows the huge external imbalance between the U.S. and
Japan, that is, the huge trade deficit of the U.S. and the corresponding |
huge trade surplus of Japan. Chart 1 shows that almost half of the total |
trade deficit of the U.S. is accounted for by Japan. This table and chart;
can explain well why the trade friction between the U.S. and Japan has |
intensified and why the U.S. has strictly required Japan to increase |
imports from the U.S. In spite of the effort of Japan to reduce the huge |
trade surplus, there has been no substantial reduction in the external
imbalance between the U.S. and Japan. Chart 2 shows that 1n 1988,'!
the U.S. market was still the biggest absorber of Japanese goods in the |
world. We can also see that even though the annual average growth.
rate of imports by Japan from the U.S. from 1985 up to 1988 (18.5%) |
was higher than the annual average growth rate of exports of Japan to |
the U.S. during the same period (10.6%), the amount of exports of |
Japan to the U.S. in 1988 (US$90,245 million) was still far bigger than |
imports from the U.S. (US$37,701 million).
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KEIKO MORISAWA

Chart 1 - The Trend of Trade Balance of the U.S.,E.C.and Japan
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JAPAN’S ECONOMIC COOPERATION-WITH THE PHILIPPINES

U.S. had raised interest rates sharply since the early 1980s in order to
raise money easily from local and international money markets to
finance the deficits. As a result, the flow of money in the world has
changed as Chart 3 shows. From 1977 up to 1982, the net amount of
money which flowed from developed countries to developing countries
was bigger than the net money flow from developing countries to
developed countries. However, since 1983, the latter became bigger than
the former because the high interest rate of the U.S. induced the flow of
money tothe U.S. and the debt crisis in developing countries discouraged
the money inflow to these countries. Consequently, the net foreign asset
held by the U.S. has drastically decreased since the early 1980s while the
net foreign asset of Japan has increased sharply as Chart 4 shows. Now,
the U.S. has become the biggest debtor and Japan the biggest creditor in
the world.

Chart 3 - The Trend of Global Financial Flow
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Chart 4 - Changes in Net Foreign Assets Held by the U.S. and Japan
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Chart 5 - The Trend of Foreign Direct Investment of Major Advanced Countries:
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During the 1980s, the globalization of bigbusinessin the developed
capitalist countries advanced greatly. We can see in Chart 5 that foreign
direct investments of developed capitalist countries such as the U.S.,
Japan, West Germany and Britain have increased sharply since the mid-

1980s. Specifically, Japan has increased its foreign direct investments
rapidly. Charts 5 and 6 show this quite well.

Chart 6 - Trends in Direct Foreign Investment By Region
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During the 1980s, the accumulation and monopolization of thebig
business advanced drastically at a worldwide scale. However, the de-
velopment process was not even among the advanced countries. For
example, during the 1980s, the GNP growth rate of Japan was highest
among advanced countries. Moreover, the growth rate of foreign direct
investment of Japan has also been high among the advanced capitalist
countries since the mid-1980s. However, the share of foreign-based
production of Japan was still far lower than those of other advanced
capitalist countries. Chart 7 shows this very well. This means that
most of Japan’s production sites are still located in Japan which exports
a fair amount of its production abroad, especially to the U.S. The trend
might change in the future. Because of the huge trade surplus with the
U.S., Japan is pressured to reduce its exports and to increase 1its
imports. One solution to this problem is to relocate its production sites
abroad. Hence, we can say that Japanese foreign direct investment will
increase inevitably in the future.

Chart 7 - Percentage of Foreign-Based Production by Major Countries
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1.3 The Role of Japan’s ODA

With these changes taking place in the world economic
environment, Japan’s ODA is expected to play a new role in economic
cooperation. Firstly, it is expected to help pump-prime economies in
order to recycle goods and money better in the world economy than in
the mid-1980s as exhibited in Charts 2 and 3. Hence, it is seen to play
an active role in increasing imports from all over the world, especially
the U.S. and developing countries. Secondly, it is expected to promote
export-oriented foreign investments of Japan in developing countries,
especially in Asian countries. The increase in export-oriented
investments is expected to have two effects. One of them is to reduce
the balance-of-payments deficit of developing countries which result
from huge trade deficits and lack of money inflow from abroad. Another
1s to reduce exports from Japan and to increase those from other Asian
countries as a result of the transfer of production sites of export-
oriented Japanese companies to other Asian countries. Thirdly, Japan’s
ODA is expected to stimulate a lot of private money to flow into the
heavily-indebted developing countries.

In the 1980s, the U.S., suffering from the huge twin deficits, could
not afford to supply enough assistance (both military and economic).
Since the mid-1980s, the U.S. has cut the absolute amount of external
assistance. For example, total external assistance including military
assistance was US$18.13 billion in 1985, US$16.74 billion in 1986, and
US$14.49 billion in 1987. The U.S. has sharply reduced the assistance
particularly for East Asia (Brunei, Myanmar, China, Hong Kong, In-
donesia, Japan, Cambodia, Korea, Laos, the Philippines, Singapore,
Thailand, Viet Nam, Taiwan, etc.). The share of total external assis-
tance accounted for by East Asia was more than 30 percent from 1950
up to the 1970s. It has drastically shrunk to a small percentage in the
1980s.” The deterioration of the position of the U.S. in the world
economy and the sharp reduction of its external assistance have caused
the world system under Pax-Americana to be unstable. Under this
situation, the U.S. has required Japan to increasingly share the burden
of giving economic as well as strategic aid. Thus, Japan has been
obliged to change some aspects of its economic cooperation, specifically,
1ts aid policies.

*These figuresarebasedon: U.S. AID, Qverseas Loansand Grants and Assistance from
International Organizations, Aggregations and Loan Authorizations.
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2. Japanese Economic Cooperation in the Asia-Pacific Region
with Special Focus on the Philippines

It is evident that in the new type of Japanese economic cooperation
in the Asia-Pacific region which emerged since the 1980s, Japan’s ODA

plays a new role in terms of supporting Japanese foreign investment
and trade there. Let us first discuss the role of economic cooperation in
the Asia-Pacific region and then focus on cooperation with the

Philippines.
2.1 Japanese Economic Cooperation in the Asia-Pacific Region

The Asia-Pacific region is attracting much attention from all over
the world because of its high economic growth rate. However, there are
some serious problems such as the overdependence on the U.S. market,
external imbalance between the U.S. and Japan, and the problem of

money recycling mentioned in Section 1.

Japanese economic cooperation in the region is expected to function
in a different way. Specifically, Japanese ODA is expected to play the

active role of an adjuster.

The latest White Paper on Economic Cooperation in 1989 (Keizai
Kyoryoku no Genjyo to Mondaiten) by the Ministry of International

Trade and Industry (MITI) of Japan has pointed out the advancement

of open regional cooperation in the Asia-Pacific region as an important
aim of Japanese economic cooperation. It has also stated that in order
to promote open regional cooperation, Japan is carrying out a
comprehensive type of economic cooperation, that is, one which
comprises aid, import and investment. The paper does not deny the
importance of direct support for poverty and starvation. However,
these will not be eliminated by giving ODA to directly support the poor.
Developing countries should develop their industries in order to achieve

The interrelationship among Japanese ODA, promotion of imports |
and direct foreign investment is well shown in the ongoing New Asian |
Industries Development Plan (New AID Plan) which was released for |
the first time in 1987 when the former Minister of International Trade
and Industry, Mr. Tamura, visited Thailand. The New AID Plan out-

lines the new type of economic cooperation, selects some promising |

regions and industries in each Asian countries after due consideration
of its industrialization strategy, assists foreign currency earning indus-
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tries in Asian countries to perform well, and assists private Japanese
companies investing in export-oriented companies in Asia. A plan for
the Philippines, Indonesia and China is being prepared while that for
Thailand and Malaysia has been completed. A policy dialogue is seen
as necessary to accomplish this Plan.

The White Paper on Japanese Economy (Keizai Hakusho) issued
in 1989 by the Economic Planning Agency of Japan states that the
country intended to create a horizontally interdependent economic
network by forming an international division of labor between Japan
and Asian countries and forecasts that the economic network will
produce a balanced expansion in the Asia-Pacific Region (see Chart 8).

Both MITI and the Agency for Economic Planning of Japan intend
to promote better economic cooperation by using ODA. However, the
total amount of ODA (not only of J apan but also for other countries) is
not enough to recycle money and goods in the Asia-Pacific region. Table
2 compares the scale of the Marshall Plan of the U.S. in 1950 and the
scale of ODA of the U.S. and Japan in 1988. This figure shows how
large the scale of the Marshall Plan is compared with the scale of the
present ODA of the U.S. and Japan. Because of this, the Government of
Japan has targeted to circulate money from public and private sources
worth more than 65 billion dollars from 1987 up to 1992. It has also
intended to promote Japanese direct investment in developing countries
through measures outlined in the New AID Plan.

Table 2 - Comparison of U.S. and Japanese Economic Cooperation during the
Marshal Plan in 1950, and in 1988

(Unit: %)
) " USA. Japan
1950 1988 1988
Proportion of ODA: to global GNP 0.49 0.05 0.04
to global trade 3.06 0.19 0.17
to each country’s GNP 1.26 0.21 0.32
Proportionof
EconomicCooperation: to global GNP 0.63 0.08 0.1
to global trade 3.92 0.32 0.39

to each country’s GNP 1.62 0.36 0.75

AR e

Source: Ministry of International Trade and Industry, White Paper on International
Trade, Japan 1990.
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Chart 8 - Influence of Trade Between Japan and Southeast Asia
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2.2 Japanese Economic Cooperation in the Philippines

The new role of Japanese ODA in the 1980s is very well exempli-
fied by Japanese economic cooperation with the Philippines. A close
examination would reveal some problems which confront this economic
cooperation.

First, let us examine the role of Japanese assistance in the
Multilateral Assistance Initiative (MAI), that is, the Philippine Assis-
tance Program (PAP).

Since the early 1980s, Japanese ODA has been increasing espe-
cially after the inauguration of President Aquino's administration.
This increase signifies support for the administration which explicitly
bears the banner of democracy. The U.S. which has special military
and economic interests in the Philippines had also wanted to increase
its aid in order to prevent the collapse of the Philippine economy and to
prevent the Phlippines from falling away from the capitalist world
system to join the communist world. However, the U.S. has been
suffering from huge fiscal and trade deficits, hence, it could not afford
to assist the Philippines as much as before. Thus, the U.S. has prompted
the formation of the MAI and has urged Japan to be its biggest creditor.
Recognizing the fact that political stability in the Asia-Pacific region is
critical for the globalization of Japanese capital, the Japanese Govern-
ment consented.

On July 1989, the first conference for MAI was held in Tokyo,
where 26 countries and international institutions participated and the
MAI was initiated. Three years have already passed since the mini-
Marshall Plan was formulated by the Philippines to carry out the
Medium-Term Philippine Development Plan 1987-92. A huge sum of

more than 11 billion dollars was to be supplied to the Philippines by the
MAI from 1989 until 1992.

Japan has provided 1 billion dollars, which included a loan of 115
billion yen and 20 billion yen of grant aid and technical cooperation and
plans to lend a maximum of .6 billion dollars as the parallel loan of the
lixport-Import Bank of Japan within several years beginning 1989. (In
1989, Japan was the biggest creditor in the MAL)

MAI, which was organized by the U.S. ostensibly to support
democracy aims to provide strategic aid. In fact, the U.S. had initiated
the MAI before the resumption of the bases talks in order to get a better
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bargaining position. Although Japan participates as the biggest creditor
in the MAI, Japan and the U.S. have different ways of supporting
democracy in the Philippines.

The White Paper on Economic Cooperation in 1989 stated that the
frundamental ideas of Japanese economic cooperation are the
consideration of humanism and acceptance of interdependence and
these can be realized in aid-receiving countries by developing their
industries, and extending direct and immediate support for the alle-
viation of poverty and starvation, after due consideration of their self-
reliance efforts. It also stated that the main way to overcome the
economic underdevelopment was to improve the capability of indus-
tries of developing countries. It stressed the 1mportance of economic
assistance for productive investment such as social infrastructure and
of project assistance in developing countries.

The view of Japanese economic cooperation in the White Paper 1s
consistent with the position stated in the MAL. By participating in the
MAI, Japan intends to prevent the Philippines from dropping out of the
capitalist world system. In this respect, the interest of Japan 1s
consistent with that of the U.S. However, J apan’s idea of an economic
strategy is different from that of the U.S. Japan intends to support
democracy in the Philippines by pushing industrialization. This kind of
economic cooperation is clearly visible in the new AID Plan, the
investment by the Japan International Development Organization Ltd.
(JAIDO) and the policy dialogue with the Philippines.

All of these are paradigms of the new trend of Japanese economic
cooperation which consists of aid, import and investment. In this
regard, Japanese ODA 1s expected to play a significant role in encour-
aging Japanese direct investment in the Philippines for its develop-
ment. As mentioned in Section 1, the New AID Plan aims to induce
export-oriented Japanese direct investment in the Asian region 1n
order to stimulate export in each Asian country. For example, in the
Philippines, the New AID Plan has undertaken the Development Plan
of Cavite Export Processing Zone in 1989 and has chosen the industries
of mold, furniture and computer software, as promising industries to be

aided in 1990.

In the case of JAIDO, the site for its first investment is the
Philippines. JAIDO was organized just before the first conference of
the MAI in Tokyo (July, 1989). It was set up by Keidanren on April 4,
1989 as a joint stock company. The amount of approved capital was 20
billion yen; the paid-up capital was 6.9 billion yen, 4.9 billion yen of

100




JAPAN’S ECONOMIC COOPERATION WITH THE PHILIPPINES

which was paid by Japanese private companies (98 member companies
of Keidanren) and the rest of which was paid by OECF. It uses its fund
to make equity investment in worthwhile projects in developing

countries. The following is its statement of objectives and policies:

“The international community widely recognizes that the only real
solution to the third-world debt problem is for the developing countries to
become economically stronger and grow out of their debt. Japan, with its
large trade and current account surpluses, has both the responsibility and
capability to play an active role in promoting this growth. In the hope of
encouraging Japanese business to contribute to this process, Keidanren has
set up two new bodies to promote direct investment in the developing
countries, the Japan International Development Organization Ltd. (JAIDO)
and the Committee on International Cooperation Projects. The achievement
of economic growth in the third world requires the transfer of funds,
technology, and managerial know-how from the industrial countries. The
most effective way to provide these needed resources is through direct
investment, which promotes development without adding to the developing
countries’ external debts.

Kaidanren supports these worthwhile objectives and in particular,
emphasizes that Japanese direct investment in developing countries should
strengthen their export industries and thus lead to increased exports of
their products into Japanese market.

While governments of developing countries must create a favorable
climate for investment and those of industrial nations like Japan must
provide means of minimizing investment risks, it is essential that Japan’s
private sector play an active role in first identifying and then carrying out
promising projects.

The Committee on International Cooperation Projects is to be created
within Keidanren to support the activities of JAIDO and maintain liaison
with the appropriate government bodies. It will examine JAIDO’s proposed
investments in the light of officially endorsed guidelines. Among others, it
will ensure that the investment not be tied to the promotion of Japanese

exports.

Total Japanese capital (e.g., Keidanren: Association of Economic

Federation) is intended to reduce Japanese exports and to promote
export-oriented foreign direct investment in developing countries in
order to create a better recycling of goods and money. J apan expects its
ODA to play an active role in improving recycling. For this purpose, it
established JAIDO, a kind of project venture with OECF. Let us

discuss the investments of JAIDO in the Philippines in particular.

JAIDO has invested in the First-Cavite Industrial Park located at

Dasmarinas in the CALABARZON area, the development cost for
which was 5.5 billion yen. The paid-up capital was 1.4 billion yen, 60
percent of which was paid by NDC (Philippines); 32 percent by Marubeni
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Corporation (Japan), and 8 percent by JAIDO. JAIDO has also invested
1.1 billion yen in Crown Packing International Inc. (a 250-million-peso
project), a pineapple farm and canning factory in Davao City. The main
participants are the Alberto Soriano group, Nisho Iwai Corp. and
JAIDO. JAIDO is also planning to invest 1n a copper factory, which 1s
one of the ASEAN joint industrial projects and a service company
which sends computer programmers and software engineers.

All of these investments were discussed by President Aquino with
JAIDO and Keidanren at the Malacanang Palace in May 1989. The
Japanese Government used to refrain from interfering with the eco-
nomic policies of aid-receiving countries. So long as Japanese aid was
used for economic development in aid-receiving countries, Japan usually
did not interfere with the use of the aid. Japanese ODA used to be given
for development projects which aid-receiving countries had chosen and
presented to the Japanese Government. However, the Japanese aid
policy of non-interference has changed. The Japanese Government
recently announced that it would discuss with aid-receiving countries
their economic policies before aid is given because discussions on
economic policies between Japan and aid-receiving countries were
essential for effective usage of the aid. This new AlID policy was for the
Frst time evident in the discussion between Japan and the Aquino
government just before the start of the MAI. This policy dialogue was
thought to affect the choice of five demonstration-area projects, which
were prepared for the MAI by the Aquino Government. One of them 1s
the CALABARZON Area, in which Japanese economic cooperation has
been deeply involved.

Along with Japanese direct investments in an industrial park
(one is the First Cavite Industrial Park, and another is the Laguna
Techno Park) in Calabal area, the OECF has already funded several
social infrastructure in the CALABARZON area, e.g., Kalaka (Electric)
Power Plant, South Luzon Expressway Construction Project, the
rehabilitation of the Batangas Port and so on. JICA also made a
feasibility study of the rural development master program of the

CALABARZON area in 1990.

The Philippine Government which has a huge external debt
crucially needs to induce foreign direct investment that will not add to
the external debt but will promote export-oriented industrialization 1n
order to re-construct the economy. This is also the recommendation of
the IMF and the World Bank. The capability of Japanese economic
cooperation to promote such type of export-oriented Japanese foreign
‘nvestment has to be tested here in the Philippines. Let us examine
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3. The Characteristics of Japanese Direct Investments in the
Philippines Since the 1980s

3.1. Quantitative Trend of Foreign Direct Investment

The data ofthe Central Bank on registered foreign equity investment
show that foreign direct investments in the Philippines stagnated
during the mid-1980s but improved starting 1988 (see Charts 9 and 10).
Table 3 shows that from 1970 to August 1990, in terms of accumulated

| amount, the biggest investor was the U.S., followed by Japan and then
| Hong Kong. Table 3 also shows that the growth rate of investment from
Japan is higher than that of the U.S. This trend is clearly seen in Table
4 and Chart 11 which indicate the amount of BOI-approved equity
investment. They show that in terms of capital inflow for each year,
Japan was the biggest investor in 1989 and 1990 and not the U.S. The
growth rate of Japanese investment in 1990 was 115 percent, while that
of the U.S. was - 50 percent. Besides the investments of Japan and the

rapidly.

Chart9-C.B.Registered Direct Foreign Equity Investment by Country
[Unit:million U.S. Dollars]
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Chart 10 - C.B. - Registered Direct Foreign Equity Investment by Country:
Net Flow

Unit:million U.S. dollars]
400 -

350

300

¥ Hong Keng

—r- Japan
| -~ U.S.A.
150 - _ | - ¥ | . —— Total Net Flow of DF

Pl

-

1977 1978 18979 1980 1981 1982 1983 19B4 1985 1956 1987 1888
Year

Note: Net Flow (t) = Accumulated EI. (T + 1) - Accumulated E.I. (t).

Source: Central Bank of the Philippines.

The amount of investment approved by the BOI is not the same as
the amount registered by the Central Bank because the former reflects
only what is on an approved basis while the latter shows the real
capital inflow from abroad as registered by the Central Bank. The
former does not necessarily mean the real amount of investment which
comes to the Philippines. However, we can use it to forecast the trend of
investment in the short term.

These data show that the U.S. is still the biggest investor in terms
of accumulated base. However, Japanese investment has increased
since the late 1980s. Investments from Asian NICs such as Taiwan and
Singapore have increased at the same time.
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Table3 - C.B.-Registered Foreign Equity Investments by Investor Country®
From February 21, 1970 to Dates Indicated

(Units: million U.S. dollars)

Country Aug. 1990 % Change Aug. 1989 % Change Aug. 1988
TOTAL 3210.32 6.14 3024.59 27.88 2365.25
U.SA. 1751.2 4.82 1670.75 1.87 1640.03
Japan 466.9 7.99 432.34 13.97 379.34
Hoeng Kong 217.12 7.03 202.86 11.6 181.8
Netherlands 148.82 1.56 147.12 12.98 130.22
United Kingdom 110.84 5.67 104.89 3 101.83

 dwitzerland 74.78 13.72 65.76 4.15 63.14
Australia 59.1 4.68 56.46 24.88 45.21
Canada 51.81 8.89 47.58 0.04 47.56
France 42.28 0.26 42.17 0.19 42.09
Republicof Nauru 10.07 10.07 10.07
West Germany 3191 3. 17 30.75 0.99 30.45
Sweden 33.55 24.08 27.04 0.11 27.01
Panama 22.4 5.61 21.21 5.1 20.18
Austria 18.04 18.04 18.04
Singapore 21.58 5.47 20.46 27.48 16.05
Denmark 18.01 0.06 18 7.53 16.74
Luxembourg 13.93 13.93 0.07 13.92
Malaysia 10.83 2.17 10.6 10.6
Bahamas 8.36 8.36 8.36
New Hebrides 8.21 8.21 8.21
Bermuda 8.9 2.65 8.67 3.46 8.38
South Korea 14.38 105.72 6.99 0.29 6.97
Taiwan 23.31 50.48 156.49 226.79 4.74
Other Countries 44.01 19.46 36.84 7.37 34.31

‘Net of cancellations and adjustments.

Note: 1970 to 1986 data are for investments funded by inward remittance, no-dollar-
importationsin kind, and conversions into equity of remittable payables.
Source: Central Bank of the Philippines.

Before we discuss the characteristics of Japanese investments
which have been increasing considerably since 1988, let’s examine U.S.
investment in the Philippines which is the largest in terms of accumu-
lated amount. Table 5 shows that the capital outflow from the U.S. to
the Philippines has stagnated in the mid-80s. However, it improved in
1988 and 1989. The same trend is exhibited by the Central Bank data.
The direct investment position in Table 5 shows the accumulated
amount of investment in 1989. This amount is bigger than those of
Thailand and Malaysia and smaller than those of Indonesia and Asian
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Table 4 - BOI - Approved Equity Investments Under E.O. 226

January to December, 1990
[Unit: thousand pesos]
Jan. Lo Dec. Jan. to.Dec. % Increase
1990 1989 (Decrease)
GRAND TOTAL 47615173 39684333 19.98
TOTAL PHILIPPINES 24423439 22203967 10
100% Local 12188884 12187431 0.01
Joint Local 12234555 10016536 22.14
TOTALFOREIGN 23191734 17480366 32.67
100% Foreign 11718211 8556700 36.95
Joint Foreign 11473523 8923666 28.57
AUSTRALIA AND OCEANIA 355746 521361 (31.77)
ASIA 17623051 11568472 52.34
Japan 7385760 3428109 115.45
Hong Kong 5060144 2886795 75.29
Taiwan 3412444 3232662 5.56
S. Korea 514888 380264 35.4
China 412118 740485 (44.34)
Singapore 333361 514262 (35.18)
OtherAsian Countries 504336 585895 30.69
NORTHAMERICA 2457411 3095833 (20.62)
USA 149337 2852294 (50.24)
Canada 1038074 243539 326.25
CENTRAL AMERICA 892345 59728 1394.01
EUROPE 1080746 1594683 (32.23)
OTHERS 782435 640289 22.2

Source: Board of Investments of the Philippines.

NIEs. Table 6 shows capital outflow from the U.S. to the Philippines
and direct investment position by industry. It shows that on an accu-
mulated amount basis, the food and related prodution, and the
chemicals and allied production industries received the largest amount
among all manufacturing industries. The electric and electronics
equipment industry comes third, although the capital inflow to this
industry was the biggest in 1989.
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Table 5 - U.S. Direct Investment in Selected Asian Countries:
Capital Outflow: 1982-1989

[Unit: million dollars; inflow (-) ]

Total of
YEAR 1982 1983 1984 1985 1986 1987 1988 1989 Direct
Investment

COUNTRY Position
Philippines 14 164 23 -226 66 9 90 155 1682
Malaysia 375 83 -109 42 -56 67 167 -32 1098
Thailand 100 115 200 42 * 188 -149 116 1279
Indonesia 1026 487 936 179 44 310 -215 157 3696
Singapore 72 98 230 -59 217 226 5 162 2213
HongKong 325 367 375 42 720 321 707 370 5853
Taiwan 67 72 105 3 83 367 204 279 1949

S. Korea -156 -117 134 51 68 190 237 222 1889

Note: * less than $500,000 (+).

Source: Dept. of Commerce, Survey of Current Business, August 1990, Vol. 70 No. 8.

The improvement of capital inflow to the Philippines in the late
1980, specifically the increase of inflow to the electric and electronics
equipment industry, is consistent with the trend exhibited by Japanese
investment. However, the capital outflow from the U.S. in the late
1980s has not always been concentrated in Thailand and Malaysia. It
1s different in the case of Japan as will be shown later.

3.2 Characteristics of Japanese Direct Investments

Table 7 shows the trend of Japanese direct investments in the
Philippines by industry from 1951 up to 1990 which were registered at
the Ministry of Finance in Japan.

Japanese investments in the Philippines decreased drastically in
1986. The amount of investment in 1986 was 2.0581 billion dollars
which was the lowest since the late 1970s. However, it has rebounded
sharply in 1987. The investment in 1988 surpassed that in 1979 which
was the biggest from the late 1970s up to 1986. Growth of investment
in 1989 was even higher than in 1988. The quantitative trend of
Japanese direct investments which was registered at the Ministry of
Finance of Japan, is almost the same as the trend exhibited by data on
C.B.-registered foreign equity investment during the same period.
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Aside from changes in quantity, the characteristics of Japanese
investments have also changed in the 1980s. Once of the characteristics
of Japanese investment in the eighties is the rapid increase of the share
of manufacturing in total investment. The average share of the
manufacturing group from 1951 to 1977 was 28.5 percent. This has
increased to 63.2 percent in 1987, 66.3 percent in 1988 and 86.8 percent
in 1990 (from April to September). Among all industries in the
manufacturing sector, investment for electrical and electronic products
took a phenomenal increase. This is another characteristic which was
apparent during the late 1980s. The share of the investment for these
products in 1951 to 1977 was only a mere 5 percent but gained
momentum in the late 1980s. The share was 43 percent in 1989 and 68
percent in the first semester of 1990. In the later part of 1990, there
were several big investments in electrical and electronic production, for
instance, Sharp (Phils.) Corporation in the production of refrigerators,
washing machines and acoustical instruments; Uniden Corporation of

the Philippines in the production of scanners, CB radios and radar

detectors; Matsushita Communication Industrial Company, Ltd. (the
sister company of Precision Electronic Corporation) in the production

of floppy disk drives, electric condenser microphones and closed circuit

TV cameras; and so on. There was also a substantial increase in
investments in transportation equipment production. The share of
investment in this area increased from 10 percent in 1979 to 18 percent

in the first semester of 1990. As a result, the combined share of

electrical and electronic products, and transportation equipment

investments leaped to as high as 86 percent in the first half of the year.

Table 8 - Total Number of Projects Approved by the Export Processing Zone
Authority: January, 1989-September, 1990

[Unit: million pesos]

January-December 1989 [ January-September 1990
Total Project Cost. 2046 (100%) Total Project Cost 650.283  (100%)
Investors: Investors
(1) Japanese 1131 (55.3) (1) Japanese 400.88 (61.6)
(2) Hong Kong 286.61  (14.0) (2) S. Koreans 108.42 (16.8)
(3) S. Koreans 245.03  (12.0) (3) Filipinos 86.853 (13.4)
(4) Filipinos 198.26 (9.7) (4) Taiwanese 27.93 (4.3)
(5) Americans 108.87 (5.3) (5) Indians 13.72 (2.3)
| | (8) Americans 6.94 (1.1)
(7) New Zealanders 5.76 (0.0)

Source: Export Processing Zone Authority.
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The obvious increase of Japanese investments in the export pro-
cessing zones (EPZ) is regarded as the third characteristic of Japanese
direct investment. Total project cost increased radically in 1989 and
1990 (See Table 8). According to the Annual Report of the Export
Processing Zone Authority, project cost in 1989 was P209.45 million
and 1n 1988 was P558.87 million. Compared with the amounts in
previous years, total project cost reached P2,046 billion and the increase
has been steady till September 1990. Table 8 shows that the biggest
contributor to this increase is Japan. The Japanese share in total
project cost in 1989 was 55.3 percent and in 1990 (January-September),
61.6 percent.

Japanese investments in KEPZs range from small-scale to big-scale
companies. Most of small- and medium-scale companies are labor-
intensive. Some of the large-scale investments in the EPZs are elec-
tronics companies like Taiyo Yuden Philippines, NEC Technologies
[ncorporated, and Clarion Manufacturing Corporation of the
Philippines. Needless to say, all of their products are for export.
Nevertheless, most of the large Japanese investments in the electric
and electronics industry in the Philippines are currently export-
oriented, even though they are not under an EPZ. For example, take
the case of Uniden Corporation and Matsushita Communication In-
dustrial Corporation all of whose products are exported. The same is
true with the expansion projects of Sharp Corporation and Precision
Electronics Corporation, although the share of exports in their total
production 1s not so large.

The sudden increase of Japanese direct investment in the late
1980s was triggered by a sharp yen appreciation in 1985 when the
Plaza agreement on currency stability was formalized. Many Japanese
companies have lost their competitive power because of the high value
of the yen. Moreover, the labor shortage in Japan has compounded the
loss of competitive power. These developments have pushed them to
invest 1n Southeast Asian countries. Most Japanese electric and elec-
tronics industries have relocated some of their production sites outside
Japan and all over the world. Many of these are situated in ASEAN
countries after considering their in-ternational management strategies.
During the 1980s, the accumulation and the concentration of Japanese
big business brought about uneven development processes among ad-
vanced countries and friction among big businesses which have crossed
national boundaries. An as-pect of the new coalition among big busi-
nesses engaged in the electro-nics industry is exemplified in Chart 12
quite well. It shows the international tie-ups of the world’s leading
semi-conductor manufac-turers. We can see many interlinkages among
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Chart 11 - BOI-Approved Equity Investment by Country: 1981-1990

[Unit: in billions]
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Chart 12 - International Tie-ups of the World’s
Leading Semiconductor Manufacturers
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Japanese big electronics companies, U.S. companies and European
companies.

We should not overlook the friction that has arisen among big
businesses. Many Japanese companies in the electric and electronic
industry have promptly relocated some of their production sites to
ASEAN countries to avail of cheaper labor in order to cut down the
price of their products and thus regain their competitive power. Their
decision on where to invest depends upon profit maximization
consideration. We can generally observe this phenomenon in the
manufacturing industries of Japan but it is more clearly evident in the
electric and electronics industry. Motivated by profit consideration,
Japanese companies started to invest vigorously in the ASEAN
countries in the late 1980s. However, they preferred to invest in Ma-
laysia and Thailand rather than in the Philippines because of the
unstable economic and political situation in the latter. Tables 7, 9, and
10, which show Japanese investment by industry in the Philippines,
Thailand and Malaysia, respectively, reveal why they preferred to
invest in Thailand and Malaysia. Comparing the experiences of these
three countries, a common trend is the rapid increase of investment in
manufacturing, specifically in the electric and electronic industry in
the late 1980s. However, it can be noted that the amount of Japanese
investment in the Philippines is restricted compared with those in
Thailand and Malaysia. In 1989, Japanese investment in the
Philippines amounted to only one sixth of Thailand’s and one third of
Malaysia’s. This points to another characteristic of Japanese direct
investment in the Philippines — the Japanese invested much less than
was expected even though the Philippine Government, which has a
huge external debt, has always reiterated the importance of foreign
direct investments.

The Japanese government has also tried to induce Japanese
direct investments in the Philippines by resorting to the New AID
Plan, JAIDO, policy dialogue and so on. However, these efforts were
not so successful.

Let us now examine some impacts of Japanese direct investment
on the Philippine economy. As already mentioned above, the latest
lrend of Japanese direct investment is an increase in investments in
the manufacturing industries. This supposedly has some impacts on
Philippine industrialization. But two charcteristics of recent Japanese
investment in the Philippines, that is, an increase of export-oriented
investment in EPZs and in export-oriented electric and electronics
industry, have brought forth some problems.

113



JAPAN’S ECONOMIC COOPERATION WITH THE PHILIPPINES

‘uedep ul aoueul j Jo AI}SIUL :20IN0S

£Z98TT L99TL

8¥9TE

(sre[jo( puesnoy, :jrup) )

€628¥8C L9208S ¥EGCLZT L888S8 1966%% 6¥VLE3I SI¥sy GLI¥6 8E£90E L6388  &¥SHS £889L3 [ej0],
O1L o £99 9e)sH [eay
DYIO
PSYICT  0Q09IE 68391 11868  6LI9T 616¥ 02 #9632 Jo uolsualxy ‘dn-ag
GLLZ6TIT 6LE0LZ 6FI0OLY 6S3SLT €896% CSP9¢ 68082 8R8I6E 32162 0SePT 66137 60801  C2281 GS¥EPT  LE9.LQ [ej03qng
0S9%1 0¥8 0021 I0L o¥% 19911 SI9Y3}Q
06L082 99169 6126ST 12667 9.9 GILI 06 aejsy [esy
69328 788  €CI8% 6S08T  0¢S6 Z81 00TI uojerodsuedy,
L660SE  P2Z¥0T 28I0ST SITLS L0862 L8OV 98¢ LIS 222 €L 00T 06¥ $8S01 01AI3G
8C196 ZS0¥F 6%¥3T  3S06 gZ68 8¥FE €089 0¥l  90L 89  83z¢ 69 0372 6ZLT  ¥9.9 S0UBINSU] - 0UBULJ
£2E¥E2 88233 E€L8SC  ISHST 2SL¥y  LOESPT 0€L6 89462 0E8E€Z 10S6 8988 2669 PLIPT  $¥6S9  689S1 S0ISUWIWO))
OL9STT 0168 82Z3LY ¥229T 2068 L¥16 %068 = 19L¥y €L3% €L91T 328F  OFCI €992 1208 2602 UOIJONLIISUC))
0028 IE€T 0281 01T 913 IZLY Surutpy
0269 81¢¢ G9CT 0€3% 6SP P12 LE ¥L8 gL LPT S}ONpolJ SULIB]A % YSij
Z6LZS 68CTT GZ6IT  8SBOT  8S¥F 1922  S2¢ PIT €691 PPIT  LLLY A 163 £93 LL6S  AI}S3.10-2InjnoLidy
Suumjoejnuep-uUoN
1268€2S2 9828L2 96068L SII929 86I0IZ €63L8 ¥2€S% CEP6L 929L¢ C¥86L 6I¥81T 88922  S8IL9E 9SZL1  8ISCIZ [ejoiqng

YOP862 699LF 92GLL  G3I19 06I8% 0869  C86S LL8T ¥312 0229 98132 ZeEY IS¥T 6S0T $ECTT 81330
TILITIT  OOFPPT 18891  88CEZ 23631 1982 €99 L8321 8263 A ASTANIR 44 5 S0LE 89TIT €083 £2021 "1dmbyg uonejlodsued],

§}oNpoIJ

GOGZL9 9298L ¥¥PEPZ 9LEL0Z 81216 £€681% SEI¥ L¥¥9T  QI9I £c9 I8¢ $26 6161 AV GIZE OWUCIR3[H % [BOLIO3[H
0891SF £GZ8E€ CRZIST L2981 2Z6LZT 8LI9E 9IE QG0TZ SO6IT G982 #238%  93L QLLZ  IPEY %39S Arutyoe iy
6¥686€ CCS62Z 8LO9EET 3Z8SLOT LP28Z L90OIT O0F£S 996  €0¢S $L69 38SE  162ZE 6%y  Z¥1 8L8TT UOJ[-UON] - UOI]
819LGT GZ86T TLSPS 62882 096%1 GS9 ¥8CY  ¥¥29  161¥  8¢h 1892 LEOL LSIS 1821  OSPLL sjonpold [edtwsyy
I1SE6¢E 9Z¥F 98901  9P38T G99 eLIE 8.9 081 dstAl 919 888 69¢ 0SL 1S3 744 Z89% ding-sjonpoid poop
£ELE6C  868FPE  08L0F  8SL0€ 9218  C€9%  €L3 7802 0986  $2S6I 0S¢ 12941 BLES 8ISy  SFPOIT S9[1YXa ],
I1G86CT 6£¥g2 16¥0€  1.382  EL0ST L¥9P3  LLSL L2SL 193¢  8T¥ 187 oF61 9e¥3 1022 Z989¢ POO,] PasSsa00ig
Suumjoenue |y

[elol, (6% 6861 8861 L86T 9861 G861  ¥86T €861 2861 1861 0861  6L61  8L6I LL-1G61 Ansnpuj

0661

(6-%) 0661 - 1961 :Ausnpu] Aq puefrey ], ut jusuijssau] sssusdep Jo pusiy, o4 - 6 3[q8L



"UDADL UL 20UDULY Jo KIFSTUI] (2041108

EVIGYT LEOGET PEST8 L¥OIE (B30

PE0088Z IZvELE TOTEL9 CETL8E  2EE91 GE0SCT 9676L LEEOVT LSYEE  Z¥6LY  029TF

6662 8ee 997Z 1682 aje)sy [edy

i ~1 E = - ] 3 B E O L O - i B Bt [ty Ve == mx...mwo

8V EL 68 L8V 68ST QoI dsrd 0Z61 20632 Jo uortsuaxy ‘dn<ag

000¥9L  SO€88 SIG202 2E60F  8E¥ST 08636 OI6FP 996L2 PPE8Z #0082 2ZOIT  6FIFT  TZ0TT  IS98T  T/L6%1 [e103qng

19%82  GBIG 906 188 Z86 818 LZT  ¥63 ZE6E  9CIT 121 129%1 SI9Y30

9G069 €660 LI6SZ  ¥6LE Z00¥ 88¥e 98 ajeisy [eay

I1€L8 PITI eF1e 021 LLS 336 LSPZ 901 08y uolelIodsuBL],

18geSy, €9661  LZVOT  Z0SLT  €S6% 1S9 €Iy 319 I0ST Q016 S2Z8T  II#l LSSH 6CCZ 301AI9G

GLBIT ¥291Z2 19968 906 118 OP8EE OILT  86%T CL6Z OBITI OIS TOTT ¥212 22 1£9¢ SOUBINSU[-S0UBUL]

60¥PST  S661 16092  66VET 0089 0982 QJLOLE OSSLI GCE8L  188% 68%%F  OB%I €202 169 Y99, SoJeWwIuIo))

< 99600T  S6¥1 $80TL L3203 ZITI GLZZ 998 099 6289 6902 2ZC o1l Z8 $882 6281 U0I1oNIISUC])
= 1868  PICHZ ZPIT  626LZ 109 0026  ZIEPOT Suruiy
% ZL¥3 QZHI LE 6001 S1oNpPolJ SULIB % Ysi]
2L 0P EE B LSZ 06 L09  8Ig icy 82L2 IS9F 3TLZE  S8I LZIT %081  2ZEIPI  A1ysalog-armynouidy
n%. SuLInoBjnUBH-UCN
= a e e = = B = = ] S s TR R TR

= I8990Tc  STISBZ 98GOLY  20Z9%e 96LLYPT 89SP9 06L2€ TLOPIT ©63ITT 9LZ6C £0IST SSIZET 96022 I¥O¥PS ¥9GL9Z [e03qns
O 280681  09¥8% L9699  2ZPOST  GS8E9T  #83L SF6OI  2ZS00T 829 88TT €291 0992 0192  #iI2Z2  10.LCI 819430
= L2Z161  €8%F 9982  LEOF  LLS¥® 8192 L8SE  66FC  ISEEL S9L  £OST 960 L861  SLIT  8pge -ydmby uoyejiodsues,
S§}oNpodJ

m [ZLSEL #9608 ZL9ZLZ 680632 L1292 32S£0€ 8922 69661 €928 6%08 2L09 6128 1029 2808 6833 OlUGIWPI[T % [BILIIH
GBESET  6SPLS 9E6SZ 69698  6LI 6G2% 3281 669 689 L8 A4 4 09 02 L09S  gLIE Axuryoe

V9182  P€39Z 68E8SF 06622  QSLOT  T0¥9  $IS6  ©913L 2289 2892 1CLZ  CROZ 88TT  ILPI 91093 UOJ[-UON] - U]

GIESEE  6I9IL 89P6F  P0S0Z  06IS  2€HC  OZ%E 9621  OPOT  9CHR 661 998601 216 ¥62 699G $31oNpold [edTWaYy)

08€28 SLL¥T  29GL 1e8L 10T 1S €8  6LZ1 88F  €0° QIS8T 2.8 F00T  8¥21%y dmg - sjnpaig poop

G8CoPT  9ZIZ  Seel G8.G 68 e 29891  66IET 2ZLZZ  LOLS 68L9  6SL¥I  £099L SO[YXa,

0Z8LE IL91 8I¥E 86001 €19 0692 812  0£81  #%9. ¥SPT 1882 $Z631 POO,] PISS300I]
mnﬁguﬁnnﬂﬁ

®10L, (6% 6861 8861 L86T 9861 9861  ¥861  ©861 2861 1861 0861 6L6I 86T  1L-1C6I Axysnpuj

0661

(srefjo(] puesnoyg, “,,.EDV-
(6-%) 0661-1S8I “Fmﬂm.ﬂu Aq visAeyey ut JUSWISIAU] asauede JO PUSL], 3], - 0L @[qe.],




KEIKO MORISAWA

As analyzed by Warr (1985): “In essence, export processing zones
can be thought of as a form of labor export. The degree to which EPZ
activities are linked to the domestic economy is so small that the
workers can be thought of as essentially outside the country.” Thus, we
can say that the impacts of the investments in EPZs are very small
except for the crea-tion of employment to some extent. The Annual
Report of EPZA reveals that the trade balance of EPZs is minimal. We
can say that the increase of Japanese investment in EPZs has had
minimal impact on Philippine industrialization and cannot contribute
to the reduction of the Philippines’ trade deficit as much as expected.

The same problems also hold true for investments in electric and
electronic companies which are not under EPZ. For example, Uniden
Corporation of the Philippines and Matsushita Commercial Industrial
Corporation export all of their products abroad and import most of
their raw materials from Japan, because they can not get these from
the local market owing to their high quality requirements. Besides,
some of their production processes are automated, despite the ample
surplus labor in the Philippines, in order to match the high quality
requirement in the world market. This new trend is also seen in other
export-oriented machinery manufacturing industries although it 1s
more evident in the electric and electronics industry. As mentioned
above, Japanese big businesses relocate their production sites to the
Philippines for profit considerations and not for the promotion of Phil-
ippine industrialization.

The impact on Japanese companies producing for the local market
is different from that on export-oriented ones. Let’s examine the impact
on import-substituting Japanese investments. According to my inter-
view with some Japanese-Filipino joint ventures (in the case of
companies producing for the local market, foreigners are usually not
allowed to be majority owners, so Japanese investors have to enter into
joint ventures), their profits increased in the late 1980s. In most cases
they have expanded their business, especially during the late 1980s
when the Philippine economy recovered from the recession. The presi-
dent of one Japanese-Filipino joint venture which has many sister
companies in Asian countries has revealed that the profit rate of his
company is the highest in all the ASEAN countries. He pointed out
some characteristics of the Philippine market which enabled his
company to earn a high profit: the degree of protection of the local
market is higher than in other ASEAN countries and this is enjoyed not
only by foreign but also local investors in some industries because of
the entrance barriers to the “crowded industries” pointed out by the
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BOI. As the seller’s market is the local market, they can sell their
products as much as they want. However, if the liberalization program
will be implemented immediately, he expressed fears that his company,
which is the most successful among those in the same business, would
not be able to compete with imports especially from Asian NIEs,
because of the high prices of inputs which they have to buy here in the
Philippines. High import taxes have to be paid and there are so many
middlemen who make huge commercial profits. However, his company
i1s preparing for import liberalization by introducing the Japanese
subcontracting system which will make use of small and medium scale
businesses in the Philippines in order to improve their competitive
power. In sum, Japanese-Filipino joint ventures which produce for the
local market take advantage of the protected local market.

Japanese companies are well known in the world for creating and
utilizing the most progressive and aggressive management strategies
such as endless innovations and rationalization, etc. However, this
management style is not necessarily universal (or general) but varies
depending on the situation. In the case of big Japanese-Filipino joint
ventures, management is usually handled by Japanese who did not
have to use the progressive and aggressive management style until
recently because of the protection given to the local market. Hence they
didn’t have to experience the stiff competition in the local market.
Taking advantage of the non-competitive market conditions of the
Philippines which reaped for them huge profits, the Japanese-Filipino
joint ventures could afford to veer away from the usual aggressive and
progressive management style which i1s usually associated with the
Japanese.

At this point, let us summarize some of the impacts of Japanese
investment on Philippine industrialization. First is the quantitative
aspect. Considering the limited increase of Japanese investment in the
Philippines compared with Thailand and Malaysia, we cannot expect a
drastic change in Philippine industrialization like that in Thailand.

Second is the qualitative aspect. Considering the foregoing, we
can not expect export-oriented investment such as those in the elec-
tronics industry not only in EPZs but also in other places in the
Philippines, to impact significantly on Philippine industrialization.
The linkage of the export-oriented foreign investments with the Philip-
pine economy is weak because they are usually managed using strate-
gies of their parent companies whose main concern is to create inter-
national linkage among their subsidiaries for maximum profit.
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In the case of the import-substituting foreign investments, they
are supposed to have a little bit stronger linkage than export-oriented
ones. Unfortunately, we did not examine all aspects of the linkage or
effects of Japanese-Filipino joint ventures which mostly aim to produce
for the local market. We should refrain from saying something about
the impact of import-substituting Japanese investments. At the very
least, it can be inferred from my interviews that we cannot expect from
Japanese-Filipino joint ventures the task of changing the uncompetitive
and protective market conditions.

Based on interviews conducted, BOI and JETRO predicted that
the growth rate of Japanese investment in the Philippines in 1991 will
decrease compared with that in 1990. However, some industries such
as those characterized by 3K (kitanoi: dirty, kitui: hard, kiken: dan-
gerous) like the electronics software industry, will continue to grow 1n
1991.

The Japanese press have reported that total Japanese foreign ,
equity investment all over the world decreased by 10 percent in the
first semester of 1990 as compared with the same period in 1989. The
reasons for the decline are the slack of the yen appreciation and the
decline in investment of Japanese financial institutions (INihon Keizal
Shinbun, Nov. 29, 1991).

The Asian Wall Street Journal (January 8, 1991) has reported
that the Japanese investment strategies in Asia, specifically in the
ASEAN countries such as Thailand and Malaysia, have shifted from
export-oriented to local market-oriented because of the recession in the
U.S. and the boom in the Thai and Malaysian economies. Press releases
have also failed to give us an optimistic prediction for Japanese
investment in the Philippines. A decline in the Philippine economy in
1991 would thus not attract many Japanese investments whose current
strategy is to shift focus towards the local markets.

4. Summary and Conclusion

A close examination of Japanese economic cooperation (ODA and
foreign direct investments) reveals that the blueprints drawn by the
Japanese government, e.g., the open economic cooperation in the Asia-
Pacific region described by MITI, the balanced expansion through the
formation of an international horizontal division of labor between Asia
and Japan drawn by AEP (Agency for Economic Planning), are fraught
with problems.
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Firstly, Japan’s ODA does not play a successful role at present in
inducing such Japanese direct investments in the Philippines.

Furthermore, our examination of the recent trends in Japanese
direct investments in the Philippines raises the following questions:

If Japanese direct investment in manufacturing industries would
increase henceforth, can we call it an international horizontal division
of labor? Or, does it merely take advantage of the Philippines as a sup-
plier of parts? We can see the characteristics of intra-firm trade there,
can’t we? Does it only use the Philippines as an export processing zone?
Even if the rapid globalization of Japanese capital brings about a
balanced expansion through international horizontal division of labor
between Asia and Japan, would the Philippines be able to participate
in this?

These questions call to mind further problems which Japan and
the Philippines have to consider more deeply.

On the Philippine side, it should be kept in mind that the increase
of Japanese direct investment in the Philippines is not the real solution
to the industrialization problems in the Philippines such as the stag-
nation of the industrial structure, the lack of interlinkage in
manufactures, uncompetitive and protected market, and so on. This
must be kept in mind in the face of the Philippine government’s
eagerness to induce foreign direct investment, especially from the
Japanese. In order to carry out Philippine industrialization, needless
to say, the formulation of the appropriate industrialization policies and
their implementation by the Philippine Government are crucially
needed.*

After a close scrutiny of the Philippine’s political economy, appro-
priate policies have to be identified and then implemented. This 1is
beyond the scope of this paper. However, at the very least, it can be said
that social structural reform, i.e., reform that will move the country
from the domination of a few vested interests to a more equitable
distribution of goods, is the prerequisite for industrialization. The

‘When the Government decides on the industrialization policies, there are some
crucial points to be considered carefully. One point is how tobreak the non-competitive and
protected local market. Another point is to define the role of the state in the Philippine

economy. An additional point is to determine the extent to which foreign investments
should be liberalized.
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policy of inducing foreign direct investment does not automatically
bring about social structural reforms in the Philippines, but its impact
on Philippine society should not be discounted. |

In the case of Japan, given that the structure of the world =
economy has changed drastically during the 1980s, Japanese economic |
cooperation has come to a turning point. Japan cannot behave in the
same manner as before when the Pax Americana was still stable. i

Both the public and private sectors have tried to promote economic |
cooperation. However, a close examination of Japan’s economic .'
cooperation with the Philippines reveals that it does not function so |
well. Because of this, there is an inconsistency between the intent of
total capital and the behavior of individual capital. The two are not |
always in harmony. In the case of the Philippines, Japan’s ODA does |
not help to adjust this discrepancy and to induce a lot of Japanese ‘
investments in the Philippines. As earlier mentioned, the blueprints of
the balanced expansion or of the open economic cooperation in the Asia-
Pacific Region drawn up by the Japanese government represent the
interests of Japan and not necessarily the interests of participant
countries in the Asia-Pacific region. For instance, there is an inconsis-
tency between Japan’s interest and the expectations of the Philippines
as already mentioned.

Faced with the stagnation of industrialization in the Philippines,
some Japanese as well as Filipino businessmen secretly believe that
strong state power such as that under the Marcos regime is what 1is
needed to attract foreign capital and be able to carry out Philippine
industrialization. However, we must be cautious in advocating this.
Many precedents show that the implementation of industrialization
dependent on foreign capital under strong state power did not neces-
sarily lead to an improvement in the standard of living of the masses
but to instability and inequity in the society.

1

An alternative attitude to that advocated in the blueprints of the
Japanese government or the advocacy of strong state power should be
developed by those involved in Japanese-Filipino economic cooperation.
In order to realize a better alternative for carrying out economic
cooperation, a consideration of the economic and political structural
reforms of Japan is essential. At present, the U.S. government strictly
requires Japan to implement structural adjustment for the former’s
interest. The final target of the U.S. is to reduce the competitive power
of Japanese companies and to reduce Japan’s exports to the U.S.
market. It
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There are some requirements which would be beneficial to the
Japanese populace such as the shortening of work hours, supplying
more social infrastructure for the communities, and not for the indus-
tries, cutting down the price of consumer goods in reforming the struc-
ture of Japan’s market, etc.

However, it is essential for all Japanese to participate actively in
Japan’s reform process. The new alternative way of economic
cooperation in the Asia Pacific region necessitates a real structural
reform of both the Japanese and Philippine economy.
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