CULTURE AND CORPORATE PERFORMANCE
IN THE PHILIPPINES: THE CHINESE PUZZLE

G. L. Hicks and S. G. Redding*

1. Introduction

Wiy work of Harry Oshima is rare insofar as it has broken out of
leiplinary mould in which many scholars feel constrained to
{s, and has brought into account factors from a range of
filines. In particular, he has faced up to the inevitability of
W culture into account when explaining economic behaviour.
'Nl]‘lcr pays tribute to the quality of such a lead, by following it.
ore recent interest has been in the effects of culture, religion
ork ethic on labour force behaviour. This is not our direct
jp, for we are more concerned with managerial behaviour and its
iy, but the main thrust of the analysis is in line with his thinking.
|jterest is in the cultural make-up of the 250 largest Philippine
_‘lnics and their performances as distributed culturally. More
llically, we have attempted to update and extend the pioneering
Iy of Yoshihara (1971) which was the first to examine such
I lons empirically on a comprehensive scale.
‘W may perhaps preview the paper by indicating that significant
Wences in the pattern of management of a firm’s financial
jlitoes are evident between Chinese and non-Chinese in the
Nnercial sector. To the best of our knowledge, such empirical
jport for differences of this kind is rare, and perhaps, so far,
\o, Further, it has been gathered in a context where Chinese and

¢ authors would like to acknowledge the invaluable assistance provided
‘Ml Elizabeth Ong in Manila, and Mr. Alfred Kam in Hong Kong, in
: flng and processing data for the study.
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non-Chinese are operating in the same environment (excopl
factor of anti-Chinese discrimination which makes the find
stronger), and where the ceferis paribus assumption can i
hold. Our contention will be that the results seriously undel;
assumption by economists that socio-cultural variables ol
out of account in explaining economic behaviour.

This study is exploratory and may pose more questiofil
answers. The data used are indicative rather than explani
closer studies of business behaviour in the Philippines are
order to follow up some of the leads indicated. It i8

researched. This applies also to indigenous managemen| 1'1'
the Southeast Asian region, and the contrast with Japan '.
this respect. "

The paper will proceed by considering briefly the stillf:
and so far unfruitful, flirtation of economics and the 800
disciplines handling culture. We shall then present a brief !
Yoshihara’s findings, before presenting and analysing the N
new study based on 1979 company performance data in Il.

manufacturing and commercial sectors of the Philippine eco !

2. Economics and Culture '| '
A recent review by Jamieson (1980) has pointed ;
long-dominant perspective of industrialism in the field of"l
development. It is not necessary in this context to prl
arguments for and against the convergence hypothesis ;
except perhaps to remind ourselves of the central argurrlq
technological imperative supposedly acts upon organizil
rationalize and bureaucratize their behaviour. Evidence i‘d: |
lating that, in Asia at least, this is not the case. For instangs
case of Japan, Hayashi (1978) has brought into
proposition that organizations tend to retain their pseudo
chaft nature. For the Philippines, Dannhaeuser (18
demonstrated that the rationalization of distribution channg
expected with development does not in fact take place, In
more loosely organized channel develops and proves to be |
An important contributory factor in both these instances i§ 1
local cultural values; in the first case, those so commonly-
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i ns affecting organizational life, and in the second case, the
i wiy’ of doing business, a factor which we shall return to in
il

§ ifficulty which economists have had in embracing such
Wl purts of their models, is explained partly by the necessary
ol academic labour and the consequent drawing and
j of boundaries which tends to set one group against
A further factor has been the possibly comforting feeling of
Ml certainty (or at least greater certainty) inherent in the
1 v use quantitative methods. Meanwhile, the sociological
Wn been plaqued with conflict and doubt. Jamieson’s resume
. 10) is perhaps useful here. In discussing the problem of
Wl ing cultural causes, he notes:

Wiinles, that discipline principally concerned with economic behaviour
Wilormance, must have found itself particularly reluctant to enter such
Wtinl confusion. By the 1930s the Anglo-American tradition of eco-
i hiad largely ceased to be interested in the effects of cultural and in-
il factors on economic activity. The great debates about method in
Mhles, of historical induction versus deduction, individualizing versus
lltlng, descriptive economics or an economics that searches for laws
{ferns raged in the 1880s, particularly in Germany, but were largely
Ay the end of the first quarter of the twentieth century. Although the
I flonalist school, led by men like Veblen, still stressed the importance
Mllutional factors in economic analysis, the majority of professional

flsts had turned their back on these factors and stressed the benefits
i yuined by ignoring such non-economic variables, at least for purposes
| r:nlu. The success of this approach compared with the performance of
.l‘ 4l the other social sciences has been notable. In particular, Keynes

liow useful an analysis could be which based its reasoning upon very
imounts of primary data about human existence. The theoretical eli-
o of such cultural factors allowed a rigorous definition of purely
l¢ concepts, and paved the way for the introduction of some very
| nathematical techniques.

s manner, the situation to which economics has been led, is
{hat the leading textbooks in the field (e.g., Samuelson)
{he slightest attention to socio-cultural variables. In some

| ul residuals or explanations of last resort. In some cases
ljgnoring of such elements when making predictions has
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Although not presented as part of an overall model, it i§
that refinement of existing models may be stimulated.

3. Yoshihara’s 1971 Study

rationalism and economic calculation was possible in certiulf
contexts. He studied the 1968 performance data of 254 I
manufacturing corporations, extracting them from the
companies and restricting his sample to companies with §il
5 million pesos.

subsidiaries and 23 non-subsidiaries. I”'

Analysing the rate of return being achieved, he not!
median rate of return was 21.5 percent for the subsndmry s I"
percent for the non-subsidiary one, 7.5 percent for th i
group and 8.9 percent for the Chinese-Filipino corporation;_
Introducing an important caveat that the figures for P!
Chinese-Filipino companies mlght be fictitious, Yoshihara EIII
contributing factors. First, “a corporation is not a purely‘
institution whose sole aim is to maximize the rate of retur w
purpose is to increase the welfare of family members.” I
necessary to allow for “unnecessary expenditure often i\
family members occupying high positions in corporatf
second factor is the under reporting of earnings, for whi
high incentive. It is likely that the same elements are in fof
period of our own study, using 1979 data, and the same &
necessarily apply. !

The thrust of the Yoshihara study was industrializafh
developing country and, after examining issues relating to (el
transfer, scale of operations, and the country’s desire to
politically and culturally distinct entity, he concluded tl‘l t
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| lic in duplicating the industrial experience of developed

Jenses occuring within the economy itself and we now turn to
lilon of relative performance in various culturally-defined
l.;‘ In pursuit of an interest in the effect of socio-cultural

on economic behaviour, the main focus will be on
linen of Chinese extraction, compared to others.

4. The Research Design

\ the list of 1000 largest corporations provided in the
W Day Special Report (1980), the largest 259 were chosen,
Wl sectors. Of these, 140 were in manufacturing, 74 in the
I-‘r ulnl sector, with smaller numbers in mining, services, utilities
uullure.
rmation from the Securities and Exchange Commission
Ml details of share ownership and identity of directors. Parallel

\iome to sales ratio

iloss profit to sales ratio

Mimber of days accounts receivable
Wiyentory turnover rate

luidity ratio

I nbilities to assets ratio

_ Kod assets to total assets ratio
les growth index (based on 1972)

binplete data were not available in every case, but in the data
Wing, companies where data were missing on a variable were
iledd from the analysis.
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5. Results

Table 1 presents a breakdown of the major sectol
economy by culture of ownership. The two most significil
both in terms of numbers of companies and sales voluiil
manufacturing and commercial sectors, which between thl
214 of the 259 largest companies. In the manufacturing sedl
bias is given to the data with the inclusion of two Al
companies whose combined sales were 9,974 millifi
Yoshihara’s data were for 254 companies all in manufi
opposed to our own 140. It is clear that his research wenl

of cultural ownership, little appears to have changed.
Chinese-Filipino companies as opposed to Filipino in a rath
100. If we include Spanish with Filipino in our sample, i}
47 to 67 (or 70 to 100). Although the samples are l';
comparable, there is no noticeable shift in proportions dll_
year gap between the two studies. If anything, the Chiney |
increased their influenced slightly in this sector.

The commercial sector data are again somewhat distof
American companies in the petroleum field, whose { |
activities account for 6,712 million pesos out of the Am
of 7,619 million. The remainder of the commercial secta .iIh;
those two companies, has sales of 12,586 million. 'Illf-
companies account for 7306 million or 58 percent of ll::

Examining the sectors more closely, Table 2 p#
breakdown by industrial subgroup for manufacturing
Chinese as opposed to non-Chinese ownership. This I
Chinese-owned monopoly in tobacco, a small predo ll!’
terms of numbers of companies) in textiles and garmenti I'
positions in vegetable/animal oils, food and beverage, papil
and basic metals. -.:i ‘I

For the commercial sector, Table 3 indicates parti¢iil
dominance in machinery supply, general retail, and chei
products. H‘I

Attention was next paid to analysing the financial ¢}l
of Chinese versus non-Chinese companies to see if it w¢ -i!:E
distinguish certain performance patterns which would v
simple terms how the Chinese manage, or at least ;":
strategies are normal to them, and perhaps not to others, |
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Table 2 — Manufacturing Industries (out of top 259 comp _'
No. of companies, Chinese and non-Chinese, by industrial se¢

I No. of | No. of
Industrial Chinese %in other
sector Amad sector owned
Food + beverage 10 45.5 12
Textile + garments 10 52.6 9
Petroleum products - — 3
Vegetable + animal
oils 3 50.0 3
Chemicals 2 10.5 17
Wood + wood
products 1 ) il | 8
Paper + paper
products 3 42.9 4
Rubber + plastic
products 2 25.0 6
Basic metals 3 42.9 4
Non-metallic minerals 1 10.0 9
Tobacco 1 100.0 —
Alcoholic drinks - — 3
Transport + heavy
equipment 1 20.0 4
Electrical machinery
appliances, supplies 3 25.0 9
Others - - 3

Source: See text.

volume than the non-Chinese. It also operates on a
margin, ending with a net profit of 3.1 percent of sales W |
4.3 percent. Its liquidity ratio is 1.24, as opposed_EI
non-Chinese, indicating a slightly more cautious approach
although the higher ratio of liabilities to equity is ¢ol
this, explained perhaps by a very small equity base. !

A search for the key factors which distinguish the €
the non-Chinese firm, was carried out, using discrim
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Tuble 3 — Commercial Industries (out of top 259 companies)
1, of companies, Chinese and Non-Chinese, by industrial sector

No. of No. of
e % in No. of % in total in
owned sector others sector commercial

sample

4 44.4 5 55.6 12.3

4 36.4 7 63.6 15.1

1 333 2 66.7 4.1

9 69.2 4 30.8 17.8

3 273 8 72:7 1531

- - 1 100.0 1.4

2 66.7 1 333 4.1

5 38.5 8 A LS 17.8

3 75.0 1 25.0 5.5

— - 2 25.0 2.7

2 66.7 1 333 4.1

lo regression. Results are presented in Table 5. From
¢vident that two major elements distinguish the Chinese

lnl the technological imperatives inherent in the
_ llm process are causing companies to conform to certain
| luw from whjch becomes perhaps dangerously inefficient.

! tlim; retion is doubtless higher, and this emerges in greater
i lietween Chinese and non-Chinese firms. Table 6 presents
I\iriminating variables and Table 7 gives the results of the
': i canonical analyses and the multiple regression.

'|Ilusu-uwned firm in the commercial sector is clearly

Iil‘n'm of assets, and of equity. Its income to sales ratio is



208 G. L. HICKS AND S. G. REDDING

Table 4 — Manufacturing Sector
Comparison of Chinese and Non-Chinese

Financial Performance
(in million pesos)
| Non-Chinese
Financial characteristic Chinese mean mean
n=40 k5
n=94
Sales 203.9 387.3 1,25 il
Income + equity ratio 0.006 0.116 1.45
Income to sales ratio 0.031 0.043 1.1
Liquidity ratio 1.24 1.34 1.16
Total liabilities to equity 4.96 3.05 1.35

Source: See text

4 Alternative calculations with logarithmic data produced no significantly
different results.

Table 5 — Manufacturing Sector

: JIi

Discriminant analysis Raos V 2 Cmg::l?lm
!i!

1. Total liabilities to equity 2.56 1. Income to silsl
2. Liquidity ratio 406 2. Liabilities tolfd
3. Total liabilities to total assets 7.67 3. Liquidity ratl$

Multiple regression on Chinese share percentage
1. Liquidity ratio

2. Liabilities to assets ratio

3. Liabilities to equity ratio

4. Gross profit to sales ratio

5. Sales

Source: See text
AAll statistics referred to are derived from the SPSS package.
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{hird to that of the non-Chinese, due in part to the lower gross
0l 9 percent as opposed to 14 percent. The most dramatically
Wiating variable is days of accounts receivable, which is 27 for
llnese and 54 for non-Chinese. This much tighter financial
4 lso reflected in the inventory turnover rate which is no
\ lour times greater than that of the non-Chinese sector. As in

Table 6 — Commercial Sector

Chinese Non-Chinese
ulinracteristic mean mean t  Probability 2

n=33 n=40
55,96 157.32 1,72 0.05
. 14.03 48.09 1.41 0.10
Miles ratio 0.009 0.027 1.03 0.15
I Lo sales ratio 0.091 0.141 1.79 0.05

llecounts receivable 27.0 54.8 2.90 0.005

I} lirnover rate 56.68 14.16 1.58 0.10
1.11 1.25 1.63 0.05

i nlculation with logarithmic data produced no significantly
lts.

6. Discussion

0 can be no doubt as to the relative success of the
#iwned firm in the Philippine economy. In the commercial
(ticularly, they remain the dominant force, and they are

ity to consider here.
| {|iestion is how this has been achieved, and this carries
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with it two ancillary questions, namely, why other groupi
succeeded so well, and what the implications are for th ‘
Philippine economics. We may attempt an outline answer if
question, but will leave the other two for others to ponder;
The Chinese way of doing business, as we have alread
not widely understood, and often the subject of a degreg
Amyot (1973), in his close study of the Chinese of Ma
factors as contributory to Chinese economic success: hatdl §
frugality, the ability to work together, the availability §
business acumen, and a pioneering spirit. Dannhaeusel
590), in his study of Philippine wholesaling, includi
description of “‘the Chinese way,”” the following resume;

. . .. [there is] a preference for autonomous personalized oWl
business which set their own informal terms and a tendency W
factors being equal, fellow Chinese a slight personal edge ovl

kinship (the family) provides one of the more effective pringijl
to entrepreneurs for organizing their enterprises. A similar i
made here with respect to ethnic identity and relations amon

nomy on each market level within the context of giving verticil i
ences to one another largely on ethnic grounds.

Omohundro’s study (1972) of Chinese merchant culli}
noted the synonymous nature of the business and the hil
the Chinese. Constituting only 2 percent of the city populi
nevertheless pay 35 percent of its taxes. Describing meil
the firm as being in concentric circles, he notes that it i\l
circle of exclusively family members *“where all the mo: “
decisions made, all responsibility shouldered, and whe
accumulates.” The money is held closely, and expenii
Expansion depends as much on available family talent W

Looking at the same question from an historical ¥
Wickberg (1965, p. 121) concluded significantly:

The Chinese were able to expand their economic influence b
factors: liberalized Spanish policies, new opportunities offeri
export crop economy, and Chinese business methods. Of thi'
the last was the most decisive.

Historical influences of a different kind are discusse (
(1973), who, in considering the prohibitions ol
Constitution, says ‘“The impact of the American | {
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ibnwe alth period was to further entrench basic Chinese eco-
Interests. This was particularly the case with commercial
Wtlons.” He further notes that any further compromise of these
|¢ interests has been prevented by taking citizenship, using
i) 'lronts’ ignoring the law, and the use of bribes to prevent
fion.

i lust element, that of a somewhat besieged community, is
more important than it first appears, and certainly adds
Wllon for the high levels of co-operativeness noted for Chinese
I, Such co-operativeness is decisive in the key area of finance,
Iitic!u of which is provided by Weightman (1960, p. 147)

| ['hinese merchants belong to associations which are ‘borrowing pools’
| Jiilce-fixing agencies. No firm can expect to continue in business if, by
mnl action, its prices, which are often fixed by the association con-
' , (luctuate wildly, or if it goes back on its word. With respect to loans

"tlumpulriots, it would appear that practically any Chinese (or at least
Mokkien) who does not have a record as a poor risk and who has a plan
ublishing a business can easily obtain a loan by merely presenting a
F]l his intentions and prospects to a Chinese bank or a rich Chinese. It
|rdly be added that the chamber of commerce, the bank or the
WMo associations, bend every effort to insure the success of the under-
luul the return of the loan.

; " (I‘)Sl) of the textile industry. Here the 1mporters/whole—
Wisled in the mills and have continued to support them with
Trade terms are normally nondocumented and
Iy flexible, guaranteed entirely by personal trust. It is not
W lor provincial dealers to receive high credit from Manila at
Mot rates, with loosely defined payback dates, which
.-llml others would find it next to impossible to obtain. Such
|i|u yupported by information sharing and the organizational
{rade and mutual aid associations, partnerships and surname
!
'(lm riptions of the Chinese approach to business as it is
ln the Philippines accord with other descriptions of general
‘ hinese business forms (Redding, 1980). It is, however, a
' [lum describing such practices to defining which ones are
| prucial to success. In any case, the answer to that will
I lonst in part, on the context being studied.
'; Wt back to the data presented earlier, it is possible to argue
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that they provide evidence that the Chinese way of doing hi
in fact, more efficient, at least in terms of its use of capital
generally taken to be the ultimate criterion for busin '.
(Ansolf, 1966), it takes on more significance than other Vil
arguing this, it is important to take account of the problui
profit figures, and thence yield, a problem which ¥
acknowledged. The under reporting of profit in the Phill
likely to distort this criterion. Instead, it should be more ¥
look at criteria which indicate the way the capital is uge
accounts receivable and inventory turnover. On both of th
signs of the careful husbanding of financial resources, thi
businessman is distinctly ahead of his competitors.

For the commercial sector, where they dominate,” |
present a picture which accords well with the previous déd
of Chinese managerial behaviour and it need hardly be il
such corroboration in empirical terms is, to our knowledge,
the literature. |

The assets of the Chinese firms are only a third the §

associated with family identity. As previously noted, the &
of the Chinese firm depends more on managerial talent ¥
inside circle than it does on the normal rationalities of (i
growth or the normal constraints of capital raising. The ¢l
growth in the Chinese firm is still insufficiently underyl
much more research will be needed before the congtil
rationale are understood, but the fact of some size limitatiol
a common observation. Weightman (1960) noted that ‘therg
be a limit to the ability of the Chinese to organize Oif
commercial scale,” and he cited in support, Purcell’s earligt i
that:

they seem to lack the breadth and boldness of conception that Wil

them to enter upon large enterprises as rivals of the Europeans, hill

the Europeans and the natives they have an assured position. -|‘ i'

The same element is reflected in the value of equityf'! |
distinctly smaller in the Chinese case than for non-Ching
again, the retention of equity ownership within a small far
is likely to be restricting. The resort to wider ownership llf,.
uncommon. The normal constraints which this would 1:;-
capital raising are of course counterbalanced by the coml‘l‘l
raising systems described earlier. '
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| jjet income to sales ratio is thought to be insufficiently
| 10 tuke seriously, but insofar as the same under reporting of
My occur across both sectors, Chinese, and non-Chinese, the
uller Chinese figure may be taken as prima facie evidence for
monly described business thrift and patience, the ability to
on the basis of a steady accumulation of small returns.
§ more reliable is the gross profit figure, which supports the
Wlention, and this time at a higher level of probability
) s an indicator of Chinese/non-Chinese difference.
Lilimber of days of accounts receivable, at 27 for Chinese and
. pon-Chinese, is the strongest differentiating element
%), In simple terms, credit is controlled stringently. This
purtly a reflection of organizing ability in the finance area,
fong focus on finance itself, and partly a result of the trust
M (lescribed earlier, in which default or late payment becomes
ijl’ yocial and business ostracism. It is also clear evidence that
I yunal funding system described earlier is not a cushion into
il incfficient businessman can relax. As already noted “the
il ussociations bend every effort to insure the success of the
ling and the return of the loan™.
:;! it conclusions could be made from the difference in
_ [ {urnover rate, with Chinese business turning stocks faster
Iy using capital more efficiently. Here again, is prima facie
I for a higher level of concentration on an important aspect
lugement control. The lower liquidity ratio also supports the
ndings and suggests a smaller proportion of idle cash in a
| business than a non-Chinese. Such data, while adding
I 1o the earlier description of Chinese business behaviour, also
I) oxplain the source of the efficiency which has led a group
I no more than 2 percent of the population to take control
Wercent of the country’s commerce. The stark reality of this
tlve efficiency, and its basis in culture, must provide grounds
{0 tloning the economists’ normally universalistic assumptions
|\ Il distribution of business skill in a community.
ot are, we suggest, important questions posed by these
The question for economics is whether it is prepared to
ll-l.u models to take more respectful and serious account of
;'l |{ural variables. The question for applied economics when it is

il
m
"

ud in the making of policy is whether it should treat all com-
 jtions as the same, or same more significant than others in
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business terms. The mainstream economists, what one might |
Power-Sicat-Ranis-Little-U.N. School have been pushing forf!
open economy, the promotion of labour intensive manuli
exports, and a reduction in the protection afforded to hig
import substituting industries. Examples from the super i
such as Korea and Taiwan are often given. All this mak
economic sense given the economists’ implicit assumption
“equality of potential entrepreneurial ability,” but we woul
that such an assumption is far from proven. ! ',

If it could be shown that the assumption is more likely

false than true, then it may well be that, although the Philippi#
been following policies which in some pure sense are sec0
third) best, it follows that the consequences of tak “-;f_
economists’ advice could have resulted in an even less fi ‘;.
outcome. The world trade in manufactured goods for the deve
countries is dominated by the so-called Post-Confucian ¢l
(Korea, Taiwan, Hong Kong and Singapore) and it is at least ji
that only the tiny minority of Chinese-Filipinos could comi
this environment, The question of Filipino business perfortiil
opposed to Chinese, is the other side of the same coin, and'l
proposed that others should consider it. Some tentative vl'f'
already been expressed (e.g., Redding, 1978) on sources of
but much closer research attention is needed in this area.

It has always been possible to gather support, fro
making intuitive judgements, for the idea that Chinese
acumen was high. It has not until now been possible to kil
pirically just how such acumen is expressed in managerial buli
This study of the largest enterprises in the Philippines will l
have begun to fill in this large gap in the understanding Of
management. I
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