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Introduction

It is now conventional wisdom that the exp ansion of
tured exports is capable of accelerating industwial develop
small open economies. After the successful policy effortd
1960s by South Korea and Taiwan, among others, in pp
exports of labor-intensive manufactures with apparently b#
effects on their national economies, the strategy of outward
industrialization has been increasingly favored by de
economists and in recent years by policy makers in ofl
developed countries (LDC). The mere act of exporting manufl
goods of course does not necessarily make an LDC better off,
presumption normally is that export promotion serves th
fundamental objectives of development policy (relating, for
to output, labor force utilization and income distxribution),

In this paper we examine the pattern of export orientat
representative sample of manufacturing firms in the Phill
making an attempt to systematically relate ce
characteristics to the extent to which firms export their proc
the effects on the economy of export growth. would in
determined by the type of firms encouraged bw export pH
policies, it is of some interest to investigate at the level of"
those characteristics that in the past seem to correlate ¥
degree of export orientation. Are the plant characteristics of
oriented firms conducive to the achievement of the country
opment objectives? How can existing export promotion po:
modified to improve the contribution of manufactured exj
the development effort?

Our source of data is the NEDA-World Bank survey on if
capital utilization in the Philippines for 1972, imvolving a #

*Professor and Assistant Professor of Economics, respectively, Uniy
the Philippines. Felice Llamas provided valuable computer pro|
assistance,
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om sample of 400 firms drawn from the NCSO population of
ufncturing establishments employing 20 or more workers. Data
% wide range of capital utilization-related variables, including the
of products exported and total sales, were gathered in that
low survey.'

e still basically inward-looking character of Philippine manufac-
i reflected in the low degree of export orientation of firms in
mmple, the mean export-sales ratio being 12.2 per cent.? Some 290
s or about three-fourths of the total number of sampled
hllshments sold their products exclusively in the domestic market
1012, while the rest had varying degrees of export orientation.
fullowing gives a breakdown of plants ranked according to their
of export orientation:

Export Orientation No..of plants
(in per cent)

o 290
1-20 44
21-40 12
41-60 16
61-80 12
81-100 26
Total 400

An examination of Table 1, which gives a more detailed picture of
vxport performance of establishments according to the 4-digit
vlassification, reveals considerable inter-firm and inter-industry
allon in export orientation values. Topping the list in terms of
Wge export orientation value is the cordage, rope and twine in-
Iy (3215), a traditional, domestic resource-intensive export
itry. Other industries producing intermediate goods such as
ten containers (3312), sawmill products (3311) and vegetable
(1114) are also seen to exhibit relatively high export orientation

L

Iﬁu Bautista (1975b) for a discussion of the sampling procedure and survey
lonnaire,

"l'hlu is higher than the percentage of total exports to net manufacturing
i (9.1 per cent) based on 1969 input-output data.
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values, but as a group intermediate goods industries averaged oM
9.2 per cent. The capital goods sector, on the other hand, had
per cent which is slightly lower than the overall mean. Some hi
export-oriented firms can also be found in the light and durable
sumer goods category, notable among them: made-up of textile

(3212), knitting mills (3213), furniture and fixtures (3220) and
ning and processing of fish and similar products (3114). From th
one can identify a number of import-substituting industries

have received rather heavy protection from the tariff structure ¢
past (c.f. Power 1971) and have recorded zero export sales in

tanneries and leather finishing (3231), pulp and paperboard (4#;
fertilizers and pesticides (3512), tires and tubes (3551), and big)
(3844).

Determinants of Export Orientation

In this section we identify the variables which, on theo
grounds, considerations of past policies and suggestions from oa
studies, might be expected to have a direct influence on the ox
orientation of manufacturing firms in the Philippines. Sim
averages and correlation coefficients are used to provide a
liminary indication of the quantitative significance of the rela
ships. In the next section these explanatory variables are put tog
in a multiple regression analysis in order to isolate the net eff
each variable (i.e., independently of the other influences) on exj
orientation.

Plant size

There are reasons to suppose that plant size is positively correl
with the export performance of firms. Plants with greater bu
capacity have greater potential ability to service bigger markets,
is, to consider selling beyond domestic frontiers. Besides, larger#
firms can take advantage of scale economies, in both preduction
sales, which may determine competitive position in world ma
and which may not be available to smaller-sized firms. On the ¢
hand, in the Philippine context, industrialization and trade polig
the 1950s and 1960s have discriminated effectively against
exporting and small-scale manufacturing (cf. ILO, 1974) so th
negative association between export orientation and size of plaf
also possible.
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Wio make use here of two alternative measures of plant slze
sllable from the Survey data, namely, the replacement value of
ial nssets and the gross value of annual sales of plant outpul, The
) non-exporting firms had an average replacement value of capitnl
ts nmounting to P28,195 plants which exported up to b0 per cent
imilput had a mean replacement value of P41,420, while the cor-
ponding figure for plants exporting from 50 to 100 per cent of out-
L i 60,797, The same positive trend is discernible in the annual
s ligure as export orientation increases: P19,197 for non-exporting
W, P26,786 for those in the 1-50 per cent export orlentation cate-
v, nnd P33,375 for the most heavily export-oriented establishments.
¢ slmple correlation coefficient between export orientation and
il ulze represented by either measure is surprisingly quite low (less
" 0.10).

Uil-labor ratio

1o degree of factor intensity in production is also expected to be
tuil o the export orientation of firms. From an Hecksher-Ohlin
1l argument one can hypothesize export-oriented [irms in the
Hppines to be more labor-intensive than those that sell primarily
e domestic market. This is because of the country’s assumed
purnlive advantage in product lines that use intensively the
lvoly abundant labor resource. While the earlier results of
iiicnl verification of the hypothesis in other countries have been
wilugive (Naya, 1967), more recent studies on export per-
wiee and industrialization in developing countries lend support
e (heory. Labor-capital ratios in South Korea’s manufacturing
i1 were found to be higher for exports than for import
ilules and similar results were obtained from Colombian
Wlnctured exports (cf. Balassa, 1977); in the case of Brazil labor
lements were found to be 40 per cent higher for exports than for
iln. It bears emphasis, however, that meaningful results in the
intion of the Hecksher-Ohlin theorem require, among other
Wlerintions, the assessment of the factor endowment of a country
{iv Lo that of its trading partners, a distinction among all major
i In production (not just capital and labor) and a recognition of
won-homogeneity of a country’s factor inputs, especially of
|

uii capital-labor ratios, computed here as the ratio of the
wiment value of capital assets to the number of day-shift
in ol plants, do not show a clear trend in relation to export
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orientation values. These ratios are observed to vary significan
across establishments and to move in a non-systematic way as |
degree of export orientation increases: K/L for non-exporting f'
stood at P423.2 for firms with mean export-sales ratio below 60 §
cent and P350.1 for firms exporting 50 to 100 per cent of oulpu
The calculated correlation coefficient between the capital-labor
and export orientation of the sampled establishments is only .018,

Skill intensity

Related to labor intensity is the skill intensity of manufacturii
industries. Labor not being homogeneous, different industries ms
have different skill requirements. Considering the relative abund
of unskilled labor in the Philippines, theory points to a comp:
advantage in those products with relatively low skill content.
export industries might be expected to have a relatively
intensive utilization of unskilled and semi-skilled labor.

The Survey data do not provide direct information on the le
skills of production workers. However, assuming that
differentials reflect relative differences in skills among workem
possible proxy variable is the wage rate, which presumably will i
on a lower value on the average for establishments that employ m#
unskilled workers in production. Greater export orientation B
thus be generally associated with lower average wage rates,
correlation coefficient between the hourly wage rate and expo
ratio turned out to be positive, albeit insignificantly. Based on sin
averages, the hypothesized relationship cannot also be reje \
confirmed outright: firms with zero export orientation shows
mean hourly wage rate of P1.37 as compared with P1.31 and Pl
for those with 1-50 per cent and 50-100 per cent export-sales 1
respectively.

Relative factor prices

Differences in the relative abundance of primary factors ue
countries, barring substantial market distortions, would be refleg
in relative factor price differences. The labor surplus character of
Philippine economy (relative to its principal trading partners,
United States and Japan), suggests a relatively higher factor p
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milo (Pk/W), defined here as the annual cost of owning capital® over
the hourly wage rate of production workers, for the more hoavily
suport-oriented establishments, according to comparative advantiage
theory. However, the coming of multinational firms to the soene
twidn to break the traditional line of argument in that these corpora-
Hons have access to the relatively cheap capital of the developed
suuntries. Also, the nature of economic policies adopted in the
Jimtwar  period has introduced distortions in factor muarkets,
#lfvcting differently the cost of labor and capital across industries
(ol Hpecial Paper No. 15 in ILO, 1974).

Hampled plants which did not export at all in 1972 registered the
Wyhost mean Pk/W (1.93), followed by those in the 1-50 per cent ex-
il to-sales category (1.58), and then finally by those establishments
uority of whose sales are represented by exports (1.44). The cor-
latlon coefficient between the two variables is -.132.

N oage

One can argue, a la Linder, that exports grow out of a broad and
#vwloped domestic market. Older establishments which have
veloped the necessary cost-reducing and/or quality-improving
nlques in response to home demand may then have an edge in
Wolrating world markets over younger firms. Besides, the
julsition of the proper marketing know-how, which poses one of

mujor barriers to international selling, requires undergoing a
hing process, the fundamental elements of which can be acquired
Hligh operation, to begin with, in a more familiar domestic market
. However, it must be recognized that exporting constitutes an
luvation” in production, marketing, and other related activities, a
ml leap from the time-tested activity of operating in a home
kot (Staelin, 1976). But innovations do occur in the process of
Wiy so that firms which have been longer in the business can
inlly be expected, other things the same, to be more innovative
honce export-oriented than other establishments.

il counter-argument, one can cite cases of firms that have been
Hpp In response to a strong external demand for certain com-

# Appendix D in Bautista (1974) for the estimation of the annual cost of
4 vapital, which is based on one U.S. dollar’s worth of imported capital
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‘modities, like garments, without passing through a period of dew '
oping a home market base. But even in such cases, the demonstratis
effect of other firms in the industry which have grown oul

domestic into world markets, is sometimes of crucial importance, '

More unsettling to the Linder hypothesis is the phenomenon
foreign subcontracting and other collaboration agceements whi
virtually insurmountable barriers in international se!ling topple da
with the coming of parent companies equipped with the necen
technical, managerial and marketing know-how. It becomes necen
to consider therefore the effect of foreign ownership and man
ment on the degree of export orientation. The time dimens
becomes less important in this context as firms regardless of age
have access to such foreign tie-ups. A priori conclusions On
relationship between plant age and export orientation are thus
clear, and the evidence presented in the Staelin study doos
support any simple relationship between these two variables. Th
corroborated by the simple correlation coefficient obtained from.
Survey data, which is -.072.

Considering postwar Philippine economic history, one ¢
leave the subject without examining the possible influent
economic policy on the export performance of manufacturing
From the Survey data one can detect the impact of different for
trade regimes in the past on the export orientation of the san
establishments. Plants established before the Import and Exel
Control Period of the 1950s had slightly higher mean value of o
orientation (17.8 per cent) in 1972, relative to those set up
the Decontrol Period of the 1960s (14.2 per cent) and the
devaluation period of the 1970s (14.4 per cent). Least oull
looking were the plants established during the Control Period
1950s (7.0 per cent) with the built-in penalty to exports in ta
the overvaluation of the peso and highly restrictive trade po

the time.

Market structure

The greater the domestic competition a firm faces, the
might be the incentive to turn to the export market as an alten
Thus, where competition with other domestic firms is weak,
monopolies, exports may not be as attractive as for firml
dustries where competition is strong. On the other hand,
polistic positions may be positively correlated with size ¥
noted above may vary directly with export orientation.
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Hinelin (1976) has found a strongly negative correlation between
saports and “too much domestic competition”; with this finding as
woll ns that of the positive and significant relationship between
fupncity utilization and export performance of firms, he concludes
that “weak domestic markets, not highly competitive ones” induce
fliinn Lo turn to exports.

Iy inquiring into the number of competing firms the plant faces in
M market, the Survey looked into the subjective perception by
twpondents of the degree of competition faced by their plants.
Iwenly-nine monopolies were thus identified, which perceived an
Mwonce of competition, 130 “tight” oligopolies having 1.7 com-
petitors, 99 “loose” oligopolies with 8-20 competitors, and 147 firms
Mnpeting with at least 20 other establishments. Monopolies ranked
Ihent in degree of export orientation (33.6 per cent) followed not so
isoly by the more competitive firms with an average export to total
Mlon ratio of 13.3 per cent. No significant difference in export
Wientation values was found between tight and loose oligopolies with
Wlies of 9.0 per cent and 8.6 per cent, respectively,

Wity utilization

Ihere are a priori reasons supported by empirical evidence that
Wity utilization would be positively correlated with export
formance. Due to inherent market limitations, the domestic
kot may not offer sufficient avenue for sales and production
mision. Faced with this situation, firms may then find themuselves
hn txcess capacity which they can attempt to reduce by selling in
uxport markets.

Inilood, among the more conclusive results of the Staelin ntudy,
(lonire to employ capacity among the firms interviewed stands
W 0 strong and consistent motivation to consider, initiate, and
il exports — whether or not excess capacity is due to domestic
thot difficulties. Moreover, the study on industrial capital utiliza-
i the Philippines (Bautista, 1974) provides indication that
il lirms operate at higher utilization rates on the average than
exporting firms. This is further corroborated by the regression
Ils showing a consistently significant influence of the axport
lile when regressed on capacity utilization rate (among other
Whntory variables). Similar results are reported in a study on
ul utilization in manufacturing industries in West Pakistan
Wlon, 1971).
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" The simple averages from the Survey data also support
hypothesized association: mean capacity utilization rate was lo
for non-exporting firms (26.4 per cent), second lowest for firmi
porting 1-50 per cent of output (29.7 per cent), and highest (407
cent) for firms selling a major portion of their output in X|
markets.

Export market stability

Establishments facing a relatively stable export demand fol f
output can be expected to be more export-oriented, as inde d
were found to be in our Survey data. A mean export-sales ral
41.1 per cent was obtained for firms perceiving stable export
which is significantly higher than that firm encountering an N
export market demand (13.0 per cent). Moreover, those which
no difference in the degree of stability of domestic and f¢
demand also showed on the average & high level of export oF
tion (27.1 per cent).

Import dependence

Generally, in accord with comparative advantage theory,
products with a relatively lower degree of dependence on. m
i.e., those which have a high domestic resource content, woull
to perform better in the export markets than those whi
relatively more import dependent. A simple correlation test I
import dependence of firms to their export-sales ratio |
negative regression coefficient, although the relationship
statistically significant. Comparison of simple averages als@
ambiguous results: plants which depended solely on domestie
show the highest average export orientation (15.0 per cen
plants dependent on imported inputs for 50-100 per cent of th
material requirements have a higher mean export sales ratio (1
cent) than those importing 1-50 per cent of their total inputs (

The Regression Model

Based on the discussion of the preceding section, the
multiple regression model relating export orientation and a
of plant characteristics (entered variously in alternative P
tions) is postulated:
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f(PS, K/L, PA, CP, CUR, Pk/W, HWR, MD, NO, NM,
XMS, MS, LF)

degree of export orientation: ratio of export sales to
total sales of the plant’s first three principal products, in
per cent.

plant size: represented by either the value of total sales
or the replacement value.of fixed assets, in thousand
pesos. -

capital-labor ratio: the replacement cost of fixed assets
divided by the number of day-shift workers, in thousand
pesos.

plant age: measured as 1972 less the year of plant
establishment.

Control Period dummy variable: 1 if firm was
established in 1950-59, 0 otherwise.

capacity utilization rate: time intensity of capital use, in
per cent.

relative factor prices: ratio of the annual cost of
owning capital to the average hourly wage rate of pro-
duction workers.

average hourly wage rate, in pesos.

degree of import dependence: ratio of imported inputs
to total input requirement, in per cent.

nationality of ownership, a dummy variable: 1 if
foreign-owned, 0 otherwise.

nationality of management, a dummy variable: 1 if
foreign-managed, O otherwise.
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XMS = export market stability, a dummy variable: 1 if ox)
demand is more stable than domestic demand; 0

wise.

MS = market structure, a dummy variable: 1 if monopoly
otherwise. '

LF = legal form, a dummy variable: 1 if firm is non-corpa

0 for corporate.

Table 2 presents some better fitting specifications of the reg
equation. Two sets of regression trials are presented, having @
one of the two measures of size available in the Survey dal
total sales or the replacement value of fixed assets as an explani
variable. The table also contains regression specifications with
without the DMI variable.

Plant size is seen to be positively associated with the |
export orientation, the set of regression specifications using sl
represent size generally shows a slightly better fit than that usis
replacement value of fixed assets. The introduction of XMS
the explanatory power of the scale variable but increases signi
the coefficient of determination. We tried entering the plank
variable nonlinearly (PS and PS?) in the regression, explo
possibility of a reversed direction of influence on export orien
beyond a critical plant scale; this specification did not yield
tically superior results, however. i

The nonlinear form appears to explain better the relatl
between the capital-labor ratio and export orientation, judgin
the sign and t-values of the coefficient estimates, relative to the
specification (cf. Appendix). The coefficients are negative f
and positive for (K/L)?. This signifies a decrease in export §
as capital intensity increases ceteris paribus, but only up to
level of capital per unit of labor, beyond which both variables §
in the same direction. This would presumably be related to {
contracting aspect of production in certain labor-intensive
(e.g., garments, shoes and other leather products, wool prodi
which more capital-intensive firms are less likely to engage

Since XO = - 4, (K/L) + 4, (K/L)* + . . . the partial derly
XO with respect to K/L is 1

0XO0 - _j3 + 23,
(K/L)
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1o critical value of K/L (corresponding to a minimum XO) is thus

(K/L)* = &
24,

jum Table 2 the range of the estimated coefficients implies o
tenl value of K/L from P29.7 to P37.7 thousand.

The possible influence of the age of plant on export orlentation
introduced into the mode] in two ways through the numerical
ol the plant and policy-related date of establishment, The former
fum to the number of years since the plant’s establishment, while
lutter is represented by a dummy variable which allows for a shift
{he regression plane in cases where plants date back to the Control
Il of 1950-59, during which time the trade and industrialization
llvlen adopted served as disincentives to exports. The regression
ills indicate that older establishments tended to be more export-
siled than younger ones, although the regression coefficients were
I highly significant (the t-valyes being less than 1.64 in all regres-
i (rinls). The age dummy variable yielded more conclusive results,
M voefficient estimates significantly different from zero at the b
tent level or better, suggesting higher export orientation for plants
hlished before or after the Control Period of the 195608, This
Iy supports the evidence presented by simple averages of plant
ilwnles ratio for the different foreign exchange and trade
s of the past.

1w other independent variable that consistently came out in all
togression specifications as highly significant in explaining inter-
| viiriation in export orientation is the rate of capacity utilization
L), A 10 per cent increase in CUR would appear to generate a 1.2
tenl rise in the export orientation of firms. Normally, plants with
W capacity would be in an excellent position to consider selling
purt markets because production expansion can be carried out
uul substantial increases in cost. Indeed it also offers firms the
hility of increasing productivity through a reduction in capital
yo, Staelin (1976) has algg pointed out that the desire of firms
sploy excess capacity strongly motivates firms to continue
iting, as interviewed firms on every stage of the export growth
¢iled capacity under utilization as a principal reason for export-
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Four other independent variables exhibited strong explana
power on the degree of export orientation of firms. These are
structure, legal form of business organization, nationality of ma
ment and export market stability. A somewhat surprising find
that ceteris paribus plants which considered themselves monope
generally exported more than those which perceived greater con
tion from other firms. It has to be borne in mind however thal
market structure classification of sampled establishments is by
a subjective perception of competition rather than on a more
jective set of criteria considering actual market conditions,
causality probably runs the other way, i.e., being export-orie
firm would not normally feel in competition with other dom
firms producing the same product. An interesting case in point I
sugar and refinery industry (ISIC 3118) to which belong 7 of (I
plants which classified themselves as monopolies.

A dummy variable for non-corporations had been introdus
explore further the previous finding based on the simple avel
showing higher export-sales ratios for corporations. Strong evii
provided by the highly significant values of the regression coeffl
leads one to expect an increase in export orientation as firmu
toward the corporate form of business organization, attribu
perhaps to the greater “professionalism” inherent with corpo
that enable them to overcome more readily barriers to @
foreign markets.

Relatively more stable export market conditions vis-a-vis &
the domestic market seem to account also for the higher #
orientation of establishments to a significant extent. This I§
from the markedly high t-values of the estimated coefficient
market instability dummy variable.

In contrast with the observed insignificant influence ¢
nationality of ownership dummy variable, the nationality of m
ment is consistently one of the most significant explanatory
of export orientation. This would seem to indicate that the abl
firms to develop a strong link with export markets is favored |
foreign ownership but by the employment of foreign manageri;

Identical sets of regression specifications had also been i
the 110 firms which showed positive export orientation value
ever, we obtained substantially reduced values of the coeffie
multiple determination and relatively less significant ¢
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wiwlficients of several independent variables. The explanatory
suitubles that remained significant determinants of the export-sales
wmio wore the plant age dummy variable, capacity utilization rate,
sl nationality of management dummy variable.

Home explanatory variables tried in alternative regression equan-
i either did not carry the correct signs or did not yield statis-
lly ncceptable results. These are the wage rate, relative fnctor
the, degree of import dependence, plant location, and, as
illoned earlier, nationality of ownership.

The hourly wage rate was found positively related to the firm’s
wirlunles ratio in the various regression specifications, butl the
minted coefficient failed to meet the t-test. As this varinble was
ant Lo proxy for skill content of output, its hypothesized negative
Honship with export orientation is not proven. Similarly, relative
Lt prices (Pk/W) did not show up to be an important determinant
sxport orientation of Philippine manufacturing firms, Institutional
meliderantions cited earlier appear to blur any existing influence of
tive factor endowments suggested by comparative advantage
oy

e degree of import dependence of firms also did not turn out to
siynilicantly related to the degree of export orientation. The
jurntive advantage effects might have been counterbalanced by
telutively liberal import policy for export producers registered
i the Board of Investments and the importance of international
untracting in certain industries (e.g., garments and electronics).

i\ invariance of plant export orientation with the location
hlv indicates no significant difference between export-oriented
dimestic market-oriented industries in terms of choice of plant
, lilferentiated here according to population density. Unless
uly pulled towards raw material sources, both export-oriented
fuoturing plants and import-substituting industries would tend
wle in cities and provincial centers. For the export-oriented
tlon, the pull towards the metropolitan and provincial cities is
ithie Lo the need to be located near ports — which is in effect a
i the market, and also to raw material supplies where imports
vuntribute a major input to production. In much the same way,
I looking industries will also tend to locate near the market,
more densely populated areas of cities and towns, as well as
ilu because of supply orientation, i.e., towards imported raw
ul nupplies.
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Manufacturing firms in the Philippines differing in nationaliy
ownership do not seem to differ significantly from one ano
the degree of export orientation, other things the same. Capital f}
in the form of direct investment may be expected to depond :
relative differences in yields among countries, but this would
have any necessary implication on the geographic direction of @
sales. For instance, the free trade relationship between the L
States and the Philippines from 1909 to 1934 attracted Am
capital funds into the country* and in particular into the tradit
ly export-oriented industries; by contrast, the preferential
reciprocity between these two countries in an environment of |
and exchange controls during the 1950s induced U.S. capital
but primarily into import-substituting and domestic trade activii
taking advantage of the gains from high effective rates of pro
accorded such activities (Power, 1971).

Other Determinants of Export Orientation

About eighty per cent of the observed variation across plani
export orientation has been left unexplained by the reg
model. That observed export orientation values diverged
siderably from the predicted values implies that other signifi
factors have not been considered. In particular, very large resid
characterize several firms belonging to such industries ag #l
manufacture, textile and knitting mills, wearing apparel, phaf
ceuticals, soaps and cleaning preparations. This is due in part (&
failure to incorporate aspects of government policy towards !
industries as well as some institutional arrangements which are ol
export-inducing or export-deterring.

Until 1974 Philippine sugar always received preferential treats
in the U.S. market. By virtue of the U.S. Sugar Act which asalj
quotas to different suppliers of sugar, the Philippines was given
largest quota assignment, especially after American diplomati¢
tions with Cuba were severed in 1963. Until January 1, 1
Philippine sugar had received tariff exemptions in the U.S. maf
after which date progressive increases in rates were effected
three years at 20, 40, 60, 80, and 100 per cent of the full rate until

4Over 50 per cent of the estimated $372 million foreign exchange cap {t
vestment in the Philippines in 1940 was represented by American investi
amounting to $218 million (Zafra, 1973).
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wination of the Laurel-Langley Agreement in July 1974, Another
vislon of the U.S. Sugar Act (which expired in December 1974)
wirmged export expansion in the Philippine sugar industry: in the
s of failure of domestic or foreign country to supply ity quota
wiroments, the Philippine quota was to be increased first by n
portionate amount, the remainder to be allocated therenfter Lo
wrn Hemisphere countries. These considerations would seem (o
flie the generally large positive deviations of actual from
lloted level of export orientation among sugar mills and refineries
uil in the regression results.

Under Republic Act 3137 (the Embroidery Law) a registered
m, partnership or corporation (otherwise referred to as an
sulor) can enter into a contract with a foreign principal Lo process
raw materials sent by the latter on consignment basis, tax and
y free, and to re-export them all back to the principal in their
wwed or semi-processed form. Garment firms registered under
limbroidery Law have contributed greatly to total garment ex-
ta. In 1972 regular exports of garments represented only 6.9 per
i of total. Thus it is not infrequent that local garment manufacturers
ture directly into the export market. This is possible under in-
wilional subcontracting agreements usually covered by the Em-
didery Law, or else through arrangements made directly with
lgn importers. Regarding the textile industry, an existing multi-
wi ngreement (covering cotton, wool and man-made textiles and
tlle products) between the Philippines and the United States
vided domestic manufacturers with a relatively large export quota
1110 million square yards, increasing annually by 7 per cent.

The regression results of the previous section showed that foreign-
wod firms do not differ significantly from domestically-owned
W in the degree of export orientation, although foreign manage-
il did turn out to be a consistently significant explanatory
uble, This warrants a look into some relevant aspects of foreign
lnhoration agreements in the country.

- Fureign collaboration in the Philippines has traditionally taken the
m of wholly-owned subsidiaries and branches of foreign firms,
yitigh the trend has evolved in recent years into the formation of
wie joint ventures, loan arrangements, licensing and technical
lunce agreements with local firms. A survey of the nature of such
lgn collaboration agreements in the Philippines and in particular
Il restrictive clauses included there, has been conducted under
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the auspices of the UNCTAD (1972). The sample consisted
foreign subsidiaries doing business in the country, with or wi
licensing agreements, Philippine-owned corporations and
corporations with minority foreign capital participation and fo
technical collaboration agreements. Of the 527 firms survey
approximately 25 per cent had technical collaboration agreem:
Table 3 below is reproduced from the UNCTAD study to focus on §
restrictive clauses included in such agreements, many of whi
pertain to export restrictions on products covered by the licons
agreements. Of the different types of export restriction clauses,
prohibition-to-export clauses had the biggest share, and the majo
of them were found (55 per cent) in purely technical collabora
contracts. Approximately 64 per cent of these export restri¢
could be found in a few industries, namely: pharmaceuticals — 4
cent, electrical supplies, appliances, and accessories — 11 per ¢
chemicals, paints and paint materials — 11 per cent, and metal, m
products, construction equipment and materials — approxim
9 per cent.

A check on Table 1 above will show that some of these indus
were among the least export-oriented in our Survey sample: d
and medicines (3522) — 0.7 per cent, soaps and cleaning prepa
(3523) — 0.1 per cent, chemical products, n.e.c. (3529) — 0.0
cent. They also happen to include firms whose actual export-sales '
are very much lower than those predicted-by the regression mi
Admittedly, the impact of export restriction clauses in fa#
collaboration agreements is difficult to assess because the li¢
firms may not really be in a position to export. Nevertheless,
represent a deterrent to manufactured exports where possibilith
expand production and sell in international markets exist.

Concluding Remarks

This study aimed primarily at relating the degree of
orientation of manufacturing establishments covered in the NI
World Bank Survey to various plant characteristics. The fing
indicate that differences among firms in export performance in
are significantly explained by differences in plant size (meus
either in terms of sales or replacement value of capital assets), ¥
capacity utilization, capital-labor ratio, market structure, legal |
of organization, nationality of plant management, date of estal
ment, and the degree of instability of domestic demand. Relal
more export-oriented firms were ceteris paribus bigger, operatin
higher level of capacity utilization, more labor-intensive (up
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point), less threatened by competition from other firms (or at loast
pussonsed a subjective perception of less competition), incorporated,
sploying foreign managers, not established in the 19508, and facing
s export demand more stable than that of domestic markels for
Hhelr output.

lxport promotion policy has become in recent years one of the

or elements of Philippine economic development strategy, Direct
m-nuvus have been designed to stimulate growth in the oxport
#itor, and in particular in manufacturing industries conslderod
hluliw-l‘y promising in terms of the ability to generate forelgn ox
Mhange.” There is widespread presumption that the expansion of
sunufactured exports would contribute to the achievemeont of ofhes
illey objectives, such as a satisfactory rate of output growth, ripiel
worption of the country’s surplus labor, and narrowing of neome
junlities. Whether this is borne out in practice needs Lo he
smined systematically. It would depend, among other things, on
# characteristics of the exporting industries and firms, which in
i1 in determined to a certain extent by the nature of the trade nnd
untrial policies being adopted. At any rate it seems clony that (he
fwequences of export expansion could entail a tradeol! nimong the
e fundamental goals of national development. For instance, it hs
I observed that the more capital-intensive export products ox
Wled more rapidly in the Philippines over the period 1964 1060
lista, 1975a), suggesting that the country has been unable (o
ploit much the possibilities offered by foreign trade In reducing
soverity of its employment problem.® Obviously there (u policy
(|l lo aim at an efficient pattern of exporl growth nmong
lntries that would best serve the country’s development ob
Ivon,

What policy implications might be drawn from (he specific
lings of the present study? For one thing, the observed positive
Wintion between plant size and export orientation would seem Lo
‘ale the importance of scale economies in exporting, and/or nn

¥ An important short-term consideration has been the need Lo reduce (he
linde deficits owing to the much increased oil import bill sluoe 1074 (of,
Ialn, 1977).

Min would seem attributable in large measure to the strong bluses of (he

lling incentive structure against labor use (cf. Power and HSloat, 1971 nil
1074).,
L)
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inadequate encouragement to relatively smaller firms to export i

products. With regard to the latter, are information requirem
technical, financial and marketing assistance, etc. provided to &
establishments as much as to the large enterprises? It should alsg
of policy interest that labor-intensive firms could export relat
significantly but, beyond a certain level of capital-labor ratio,
greater capital intensity that favors exporting. Current efforis
organizing labor-intensive enterprises (e.g., in embroideries, log
gouds, handicrafts) towards export activity might be expanded.

That corporations and foreign management are a plus fa
exporting suggests the need to look into the specific advan
the various aspects of production and marketing enjoyed by
firms so that they may be extended more generally. It would
appear that the stability of the export market relative to dom
sales is an important consideration among export producers,
implies that policy efforts to protect exporting firms from m
fluctuations of foreign demand could increase significantly
export orientation of the country’s manufacturing sector.

A particularly interesting result of the regression analysi.s il'.
plants established during the Control Period of the 19504
significantly lower in the degree of export orientation relati¥
comparable establishments (in terms of other plant characteris
set up before 1950 or after 1959. This would appear to confirm
view expressed in earlier studies (e.g., Power and Sicat, 1971)
the system of trade and exchange controls, overvaluation ¢
domestic currency and active promotioa of “new and neg
industries” in the 1950s served to encourage only the inward-log
industries and firms. b

Returning to the question of efficiency in the pattern of @
growth, there is clearly a need to incorporate into the formul i
export promotion policies resource allocation criteria that pem
comparison of the social costs of earning (or, in the case of im
replacing firms, of saving) comparable amounts of foreign exgh
in alternative production activities. Such “‘domestic resource
will depend on the characteristics of firms and, in a larger cd
industries relating to input and output quantities and, in
well-known distortions in commodity and factor markets I
LDCs, also on their shadow prices.”

"There is now a fairly extensive literature on domestic resource co
(1963) and Krueger (1966) are two seminal studies.
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TABLE 1

Average Export Ori ion of £ ded Establish by A-dlight 1S1C Industry
(in per cent)

e MName of Industry Number Mean Export Hinnilar)

No, of Plants Orlentation Dieviation
4111 Sleughtering & preserving meat 6 0.0 0.0
#1112  Dairy products 8 2.0 e
118 Canning fruits & vegetables 6 164 LA
#1114 Canning & processing of fish 4 420 0.0
0116 Vegetable & animal oils a 236 Ahn
A16  Grain & meal products 10 0.4 09
0117  Bakery products 3 0.0 0o
A118  Sugar manufacture 26 a1.2 M
4119 Sugar confectionaries 6 11.0 ma
4121 Food products, nec. 17 171 ana
A22  Animal feeds 3 0.0 LR
4141 Distilling & blending spirits 1 1.4 wh
4132 Wine products b 0.0 0
H104  Softdrinks 12 Lo L]
4140 Tobaceo manufactures 20 o LA
#4211 Spinning ing, finishi il 24 an 1N
A212  Made-up textile goods 2 (] UL
4218 Knitting mills 1 ABB 0.0
N34 Carpets & rugs 1 18,0 0.0
#4216 Cordage, rope & twine 2 L L
0420 Wearing apparel 10 .l e
A241  Tanneries & leather finishing 3 0.0 LLR1]
4240 Footwear, except rubber or plastic ] [ 1.9
Sawmills 17 W7 anan
Wooden containers 2 B0,0 o
Wood & cork products, nec. T 2.0 LR
Furniture & fixtures 7 448 PR
Pulp, paper & paperboard 4 0.0 0.0
12 Containers of paper & paperboard 7 0,0 0.0
1420 Printing & publishing 11 0.1 [1N]
ALlL Basic industrial chemicals ] 0.0 0.0
Anl2  Fertilizers & pesticides 1 0.0 L]
14 Synthetic resins & plastic materials 7 1.0 4.2
| ARl Paints, varnishes & lacquers B 10,1 2@
B2 Drugs & medicines 14 09 14
AB2%  Soap & cleaning preparations 7 0.1 0.4
A6 Chemical products, nec. 4 0.0 0o
i Petroleum products 3 12,3 2.0
Tires & tubes 5 0.0 0.0
ubber products, nec. 6 0.0 0.0
Plastic products, nec. 4 12.1 280
Pottery, china & earthware 3 0.0 0.0
W40 Glass & glass products 6 2.1 0.5
A1 Structural clay products 5 13.8 an.h
w2 Cement, lime & plaster 11 14.8 17.0
A Non-metallic mineral produets, nec. 5 5.0 na
710 Iron & steel 7 4.0 10.6
W720  Non-ferrous inetal 4 6.0 12,0
A1 Cutlery & general hardware 1 0.0 0.0
A2 Metal furniture & fixtures 2 2.5 a0
ARLS Structure metal products 8 0.0 0.0
ANy Fabricated metal products, nec. 7 0.0 47.0
i Agricultural hinery & if t 7 156.6 a6.4

ey Machinery & equipment except

electrical, nec. 1 0.0 0.0
Electrical, industrial machinery 1 1.8 0.0
Communication equipment 1k 0.0 0.0
i Electrical appliances & housewares 3 16.2 20.3
anie  E i pparatus & lies, nee. 6 50 B 8
A48 Motor vehicles 8 12.6 ab.a
A4 Motoreyeles & bicycles 1 0.0 0.0
NGl Professional & scientific equipment 1 0.0 0.0
WlLE Photographic & optical goods 2 0.0 0.0
0% Musical instruments i 2.2 0.0
Al Miscellaneous manufacture 5 13.9 21.7

Msurve: Hasic data obtained from the NEDA-World Bank Capital Utilization Survey of P Manufacturing

iof Hanillsla, 1975b).
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LDL 4

Selected Regression Results

Explanatory Variables 1) (2) (3)
Plant size (i’S)
Sales (column 1, 2) .046 .020 037 |
Fixed assets (column 3, 4) (1.58) (0.72) (1.43)
Capital-labor ratio:
K/L -3656 | -2.733 | -3.952 |
(-1.85) (-1.46) | (-1.87)
(K/L)? .097 .086 .109
(1.58) (1.43) (1.64)
Age of plant (PA) 1.707 105 12 |
1.31) | @11) | (1.09)
Plant age dummy (CP) -7.260 -6.048 | -6.916 |
(-2.50) (-2.21) | (-2.39)
Capacity utilization (CUR) 134 110 1256 |
(2.95) | (2.56) | (2.72) |
Legal form other than -11.718 -8.213 | -11.56
corporation (LF) (-3.08) | (-2.27) | (-3.03)
Market structure (MS) 18.974 | 20.909 | 18.879 |

(3.74) | 4.37) | (3.72)

Nationality of management (NM) | 11.939 9.866 | 12.837 |
(2.91) (2.55) (3.16) |

Export market stability (XMS) - 29.190 s

- (7.19) -
Constant 7.639 5.092 7.816
Coefficient of determination (R?) 114 .216 J113

Note: Numbers in parentheses underneath the regression coefficient estim
their t-values.
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TABLE &

Types of Restrictive Clauses
Number of agreements with restrictive provisions
Bubsidiaries/foreign Minority
Hyjee ol rostrictive clause branch /majority foreign capital Purely technical | Total
foreign capital participation collaboration
participation
st restrictions of
whioh 35 11 36 82
(1) Permission of licensor
prior to export 13 2 2 17
%) Exports permitted
only to certain
countries - - - 1
(4)  Exports prohibited
Lo certain countries 2 - 2 4
(4) Exports prohibited 14 8 27 49
ih)  Kxports restricted to
licensor’s agents/
distributors 4 - 2 6
(8)  Mestriction on use of
trademark for exports 2 - 3 ]
Tledin purchase of raw
mlarinls 12 13 42 67
fssirictions on production i
Horna - - 5 5
ymont of minimum royalty 5 T 1 13
Palunt/process improvement
Wiy license accruing to
Wewnmor 9 4 1 14
Agroement construed/
dlaputes settled according to
lwn other than the Philippines 2 1 - 3
Tilal number of agreements
wilh restrictive provisions® 46 23 57 126
TTAL NUMBER OF
AUIEEMENTS 129 53 72 254
"1 total number of restrictive clauses would exceed the total number of g with restri clause since one

| Wy contain more than one restrictive clause,
Biwee Table W in UNCTAD, 1972,

49



AFFENDIX

Other Regression Results
Explanatory Variables (1) (2) (3)
Plant size (PS) \
Sales (column 1, 2) 013 .038 -.002
Fixed assets (column 3, 4) (0.48) (1.34) (-.10)
Capital-labor ratio (K/L) -.264 -.871 .004
(-0.38) | (-1.17) | ¢0.00)
Age of plant (PA) .097 122 .102
(1.03) | (1.22) | (1.08)
Plant age dummy (CP) -6.096 | -7.321 | -5.940
(-2.22) | (-2.52) | (-2.18)
Capacity utilization (CUR) 105 128 107
(2.46) | (2.84) | (2.46)
Legal form other than
corporate (LF) -7.873 | -11.354 -8.021
(-2.18) (-2.99) (-2.21)
Market structure (MS) 7.873 | 18.720 20.648
(2.18) (3.68) (4.31)
Nationality of management (NM) | 10.249 12.383 | 10.441
(2.65) (3.02) (2.72)
Export market stability (XMS) 29.340 29.660
(7.22) (7.27)
Constant 4.684 7.193 4.723
Coefficient of determination (R?) 214 111 214

Note: Numbers in parentheses underneath the regression coefficient

their t-values.
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