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fbstract

Much of the literature om direct foreign investment Is
Implicitly o explicitly with reference to *13&3& imvestors',
Loth in terms of the investor's hime countey or of the investing
oompany itself. It iz copetimes argued, however, that foreisn
investors from *zmall’ countries differ in several significant
aspects - aspecially regarding product apd technolegy adaptation,
amd the extent of ocomtpol eterted by the parent compeny - with
potentially important poliey dmpiications, This paper examines
these issuea with reforence to a cage study of Australjan invest-
ment in Fhilippine mapufacturing, OQur findines suggest that thesa
differences may be exaggerated, although there {6 reason to believe
that thege investors have leza difficulty in 'sceling down' to a
emell, diversified market. A Fruitful topic for future research

may ¢ in the expanding area of developing country investors.
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a iow Wage environment. Tinally, in Section © our major cenciusions are

BLIEMATS Tk,

2. fhe Survey: General Characreristics of the Fippes-

There are shproximately %0 fipms In the Fhilippines with either
an Australian equity or z licensing sgreemstt with an Auvatralian £ivm.
Sineg our primery focus was direct investmeat in the manufacturing sector,
tirse with licensing agreements and investments In other sectors wers
excluded, 1ea}ing a total of approximafely 30 firm=. It was Further
decided to emclnde, first, firm= with less +han 3‘-@-— pex cent Augtralian
aquity, because Interviews with several such Firms pevealed that the
sustralise investor 4id noet play an active rale in their operation and,
aeconcly, a mmbor of small fires emoloving lese than 10 workers. This
left a totul of 70 firms, 19 of which responded to our veguest fop
inglusfon in the zurvey. A firzl point reganding the selection of Fires:
there are several miitirationgl corporations crganized onm a Tegioma]
basis and for which Bystraliz iz the hcadguarters of the regionsl (Asian/
Pacific) Gperatiuns,a It these caaes the Austratizp office often plays
a significan? yolc in the menapement and production decisions of the

gumpany., Fowaver, they wer: not inclucded in the supvey inless the invest.

LY

ment came fror the Auztralian affiliate of the multinaticnal. This i1
pechaps 4 fioe distinction, but these firms are moTe dakin to licensing

artrangenents, which were excinded from the aurwey.

Imlike fmericar and acme Evvopesn investmentz, Avstyaliar invest-
e »

et In PhIlippive magufactwring is 2 reccnt phonoctencn. ALL the firma




rurveted were established after 9970, and all but ope after th; dmolara-
tior of Martial Lew. There is 2 considerable diveraity in terms of azize.
In 1381 satee averagec F&67 million, vanging fram P1L willion to over

P00 milliem; ehployment averaged 295 workers, rangﬁng from 11 to gwver

1,606 erployees. 2

In were thas helf of the firme the Austrsiian partner held a
BAjority shareholding {Tshie 1, second cojutmi. In fact, nioe of the
firma were 100 per cent Australian-cwmed or virtuslly Hhully—nuned,ﬁ
the granting ﬁf pitmesr or export-orisoted statuan eoabling the ugwal
40 per cent meximm Soredgn ownershIip Tequiremsot to be waived. Amomg
the Temaining firms, the attitude towsrds the loeal partner varied consi-
derably. Some saw local partners as decirable for the benefits They
conferved: ¥newledge of leonl buginess requirersnts and merkar EToSpects,
cﬂutacté in the Eﬁ;trnment hireaccracy and elsewhére, managerent of labor
reiations problems, and the ability to own Llind and distribution networks
{both of which ave not permitted where tivms are whelly Forsisn-oowmed).
Uther executives, howewver, expressed vescrvaticns aboul the usefnlness of
local partoers, whe in severzl ceses plaved mo active role i the firm's
managemant.  Overall, it iz difficult to generalize repacding attitodss
towards loczi partaers and foint venture arvangements. There ia certainly
oot the strong preference for jeirt ventures which Japanese investors

eveal.

& profile of the Austraiisn jpvestors indicates that foreign inwveat-
ment is of eignificant but not major pyopsrtionz (Table 1, First colimm).

Ooly two-of the fires are zuﬂ'per cent foreige-cwnsd, ard just five have
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*high technology' and capitel-intensive producticn tectmologies, in order
1D ovartole their cooparative disadvantages arising our of a lack of local
kmomledge and sdditional costz of production. At a genexal level gur
fAndings suppert such 4 postutate, aithough it is noT g3asy to provide

anlid empivical verification for it.

Firet, Table Z presenta a4 rough estimete of the carket share
(local production plus jmperis) of the firms, In all but two cases,
fimmg producing for the local market command a aignificant proportion of
total malesn: cne-third of the firms control oore than 67 per gent of the
market, and wore than cpe«half between W0 and B0 per cont of the market.
Thus the sreat mejority of firme poR=zess a substantizl degree of markat
puutr-? Eatimtates of this sort, of course, ave neceEsarily approximate.
Thuy are based on inforcation supplied by the firms, and for parrowly-
defined -pr'ﬁdu:ts for which ciose substitutes may exist. Zut there iz mo
Teascn to presume that firms would oversiate their market shares; if any-

thing the reverse way =2pply.

It is move difficult to reach any conslusion Teparding the narure
of the infustriss. Except for the obvieus lahor-intepnsive activities
{gamoents, ete.), most respondents argued thst their industries were
"moderately ]inigh’ to *high! tectmology Fieldn. The problem is to devise
an ebiactiwe mezsure for wanking industries. OGenerally, 'high' technelofy,
capital-intensive industries wiil hé these in which (i) the capital-labor
ratic will be high, [ii) laber preductivizy [valwe zddad per unit of
istor) is high, and {iii} laber cests as a percentage of total costs will

be iow. - There are obviour shortcoming in all thres measures: (1) because



tha Census of Esxtabliskments messures capital at boak value, (31} Tor
industries with a high labor inpui which ure pevertheless highly skill-
intenaive, and {Iii} in cases with 3 high Labor input but in which mate—
rigis are used intensively. Moreover, the Census data provide informa-
tiem ot the highly agpregated three-digit level, thus coacealing intra-
Ingustry varlations. Thus It is Impossible to obtadn independent verifTi-
caticn af the resporndents! aszesament of the nature of their Tespective
Industries. For what it is worth, bhowever, the 30 industry classifications
in the 1978 Cengus were ranked scocording to their degree of technolopgical
sephistication and capital intan%'ty, Using 4 compasite index cﬂﬁaisting
of the three measures just cited. ‘fhe vranking of the industvies inm which
Austrzlian Investments are pregent is giver in Table 3. There iz 3 fairly
bigh coreslation in rdoking betwesn the thrés measures spggesting that,
taken tngﬁt:'i-er, they provide = reasonably ac:ura‘l:e- ertimate of ranking

at the three-digit level. Tahle 3 suggeats that Australian firms mostly

locgte in relatively laboy-intengive indoztries.  But, az noted, the data

are oo aggregated to permit any fire general iZATICD.

A Tinal general characteristic of firme concerns their destination
of output {Table #). This will be discussed In more detail in the aualysis
of motives for investment (Section 3). Broadly speaking, the Firms may
e grouped into three main categeries: first, seven firms peimarily
impeoet 51_1,]}51':|'tuting.in natimre, whose exports are oither nil or negligible;
secondly, four [iyme exporting wirtvodly their entive ougput (for a further
three firms exporss constituted between Y0 and 95 per cont o their out-

putl: add the remaining seven firme zervicing both markets. Un an




wweighted average basiz, the domestie market constitutes by far the
largest proportion of sales, followed by uther developed cowmsrdes. Sales
to other developing countries are relstively unimportant, with oniy two
Firms selling more thar half rheir output <o this market. Howover, a
auber of firms voiced optimizm about the prospect of increased sales to
vther AEDAN warkctz when and if complementation proprams and the ASEAN
Prefe;:mnt:[al T:‘Efl]e fgreagent are firmly satablished. Similtarly, the
Pustralian market iz relatively unimportame, suggeciing thet fears in
Avstralia about Firms poing "ol Eeshore' to low oost countrles may be
exAgrerated. Seteral firme n:itéﬁ Australiats prorectionist peiicies as

a m3jor impedioent to the smarket (Sectioa 4.

Az mipght be expected, thers exists 3 strong correlation betwesn
the degrea of labor intensity and the pereestage of cuports in tntai
gales, .}-._'I.l four I;rvim.arvi,].]r export-oriented firms ware among the least
capitai-intensive according to the ranking in Table 3. The other three

firvme fpartizlly oported-oriented’ hac A aimilar ranking.

3. Hotives Ffovr Inwvestment

The pu—pose of thiz aectisc of the survey was to investigate tha
main motives for Austruiiun compacies. inventing in tha Philippines.
Brecutives were asked to rank 4 range of wotivaring facters according uo
their degree of fmpartance {results sre sumarized in Table 5], Several
prelizinsry pointe may be mode reoparding the data. First, artitodinal
surveys of this type necessarily have o subiective eledecht. Executives

within a piven firm may disagree on the mmerical importance to be



aasigred toc a certain factocr. In owvarall terms=, hD;E?ET, we are confident
that the ranking of metives s reasonably accurcte.  Reconcly, oum mair
concern is with the firm's original motivatiion. Ic some cases, the naiture
of the firm's gperarions was conziderably Jdiffevent from that initially
anvizared, ever though the potive remains substantially :maltered.
Tuirdly, although in many coves performance indicated little syatematis
plarning are forethoughs, ocaly two of the Investors had no prior gontact
with the Philippines: 12 were cxporting prier ta their investment, WO
were importing, three had iicensing agreements with thilippine firme, and
in tuo cazes individuals had been living in the country. This confirms
the findings of ather ztudies (for example, bLindsey, 1921, F. 9} that
forelpn investors seldom enter 4 ¢ountry without Qume knowietge of marhket
potential and cperating conditims. Finatly, i discussing motives it ds
weaful to distinguish between three crtegories of investors, These are:
{1} Export-oriented, labor—intensive. eszentially 'Pootlooge' Investore,
whome primary aim iz to locate in the cheapest or most advantapgeous (for
exampie, from the point of view &f quotas i sewrtzy.  Hore, the relevant
somparison o betwsen the Philippines and other countries in the region.
{11} Impert—subatituting projects, for which dopestic market rocess 1o
the main consideration. Inm this case, the choice iz between oxports, I
licensing agreement with a loeal firm, or direct investment. (414}
Iﬁdividuals and uninocwoorated Tirms, which may come imder either (1)

or {(ii}, but for whom The deciusion to inwest fand therefors the potives]
iz lesc syitematically plannmed, and for woich strictly “smcopomic' BoOTives

may be less important.




Pt o I

Fegpondents were asked to az=zess the importance of the fivst cight
Tactors listed in Table 5. The luast twoe were oot spumerated in the
questionnaire, but they were cited =o irecguently in the 'other fastors'
zecticom that they are included heve. The signifjicance of each factor

will be discwssed briefly, Tollowed by 2 symary analysis.

1. Accese to markes: This was a fastor of some significance for all
except The export-orisnted firme. Philippine tariffs are second
only te Indonesia in AFEAN and a range of non-tariff barriers is
dlegs pressnt. Several firng cited this 22 an important factory
21%hough it i= likely to become less important as the i:ur'r'mt.
induptrizl restructuring program continues. Four Ffirmg statad
that & mere impertant faotor peguining a local presence is the
government's locai content programg in the antomotive Industoy.
AlY Tipme aszipping a '3° or higher wepe previously expariing to
the Fhilippines. A combdnatien of carket prospacts (factor 91,
high toriffs, leealization programs end loag delays in exporiing

was an ioportant facter influencing the decision to invest.

§. Fhilippiae povernment inceantives: 2y conirast, gowernmant incentives
were o relatively upigportant foactor. Those mentioned included the
facilities of the Export Froceszing Yones and honded wurehouses, the
possibility of 150 por cent foreipn ownership in certaln clraUmstances,
anc prﬂtentinn.they expected to receive from the BOI's L overorowded
qmd Tpeanured capacivy! nrovisicms. Althoogh they provided an initial
indusenent o invest, i their subseguent cperations all firms were

criticai of a range of govermnment rogulztions and proceduras. Almeost
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invariably, =surveys have found that incentives are not a wajer factor
in the investment decisien (Lindsey {19081, P, 22} reports 2 aimilar
findingl. There inx Ziftle doudt that oost foreipn inveators in the
Fhilippines are sore concerned about the mmderdeveleoped state of
infrastructure, pessible political instability and the maze of govern-
ment wepniaticne. A& streff oafe Far o vre—evaluption of incentives

elicy would seem warvanted, on thiz groumd alone.

Logally aveilable raw materials or intermediste impurs: ALL ot hio
Firvms were, to wuge Cavest (10971) distinction, examples of “horizontal
inveatments*® {producing the same good in Cifferent markets}, rathar
than "vartical inveatments' (pradusing inputs for the home market).
The twe exceptiona wers 4 furnitere maker and a producer of aluminium

rreducts. g

Higﬁ internaxéunal tramsport costs:  This was a factor ior certain
prodizets not easily transpeorted, or expensive if tramsperted in their
asgembled form. It was 2lsw cited by some firms aiming to penetrate
the regional warket, but this ig less relevant because other loosEtions

would betier eerve such a purpose.

¥ature of product renders exports not feagible: Thiz was an itportast
sonsideration only for firms whoie buginess imwlved preoducing a
wrodict to the purchazer’s wmique zpecifications, or where pradustion

apd mervice facilitics were Inextricably intertwined.

Feluctant to share techmology through 2 jicensing apgreement: This,
alsa, was ynimportant in most cases. The izsue of licenting vw/is

{nvestment was not ewplored at length. DBut it wes apgarent from
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discrssions that in most cases there webe no 'secret’ toehniguen or

formulstiers which precluded licensiug- Rather, direct investmeng
w3 s5eeElr a2 2 Jgans of secuwrling closer control over the firm's

oherations.

Tow cost of Ioboo: Thiz emerged as the most importent overall factor
in the desision to invesl, with alrest half the fimms viewing it as
<f lextyeme importonce’. The atiraction is obwioua for labor-
intensive, cxporting Sirms. Fut is also acted s an inducesent to
primerily import-gsubstituting firms who entartained prospects of
later developing ewports. Theme iz, of course, & differance between
low wage rates and low labor coste. Moreover, there is evidence to
gUggest that real wages in the Fhilippices roge after the mid 1270z
{when several of the labor-intemzive firms woere established), aftar
declining in the eariy 970z, For thesze twe regsons, "everdl
cxecutives waintaiced that, in hindsipht, the decisfon te locate in

the Philizpines becapse of cheap labor may bave been miztaken.

Using toe Philippines a3 a base for exports: This faoter Waa usuasly
ligked to the iaror metive. In zddition, 2 aumber of firms menticoed
aceess To developed cowntry marketz {particularty the 'spesial
ralaticnship' thonght to exist Lhetwesn tThe Ehiliﬁpines and the U3A)

and, potentially, to the ASLAN market.

Other: Factors 9 apd 10, whiie not initially listed, were menticmed
a0 freocuently that they ure recorded in Teble 5. ‘Srowth of market
potential' is a general, all-embracing facter ancompasring severdl

other factors. But in o surpriaing mumber of cages, the motive for
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investment was similarly general in nalures EI.F..“ avereness of tha
region's rapid growth i colparisos to Australia (although in the
1970z the Fhilippines' grawth was the slowest In ASEAN — Dat respect-
able hy intemmarional standardés), belief in the market potential of
54 million consumerst, and 3 vegee notica that o physical progenooe
in the regzionm was oeoessary o purticipate in this growth., Having
made the deciszioo to invest in the regicn, the last set of factors
foumber 10} was apparentliy of considerable importabos to morse than
haif the firmz. Apari Erom languapge, these considerations included
a belief that legal snd commercial procedures, derived in théary
Ivam the USK, would be familiar in general terms, and that the
American military presence provided a safeguard for foreign business
iniereste. Eere zlao, severzl exerutives believed that thaze
original expectaticns may have been cisplaced. The advicc of the
influvential consulting firm 3GV, may alsc Le menticmed, both in

the decizion opn whether to locare in the region and, if =o, in

n:hn-nﬁing the Philippiges cwer othor comtrivs.

Gumeing wp, two etz of factors appear o nave Deel wost
in1.:rr_"'.:’r‘l:-,=.1".'I:i ané each =t usually atrtracted different tyoes of Tirms.
The fipnt set melates to domestis warket ccnﬁiﬁer:atinns. Hiave
fartors 1 and 2 were the moet ioportant, ar 2 genspal lewvel, with
Sactors 4 =od 6 alsc pelevant far specific fivam. The cecond zet
applie; o export=grionted firme, aod for these, faziors 3 aed 8
were of the greatest Impostaocee. [T 15 0ol easy o iﬁte;rata these

pather disparaie group of factors inte a zipgle theory oo the




determinants of forelgn Invéstwert, But they are icecroopated in
Durming™s (1979} ‘eclectic appraach® tuw The theory of foreign
ivestment which, it our view, provides the most cozprehensive

summary descoiption of motives,

It might Ze noted that <he guestionnaire 4ic not list as a
pessibiv metive a bigher rate of metlurn in the Pailippines. Aithough
the industeial economics literature emphasizes chis as a key factor,
and Tanchoeo-Subide’s (197%) ccosometric work on the determinents of
foveign investment in the Philippines suppores this view, for several
weil-kmowm reasons it dis difficult to enpiricaliy verify thiz motive
in morvey work." In faczt, a leteyr geestion specifieslly dcked
respondents o compare rates of return in the Phitippines with
(a) thein sustpalize aed (5] <hedr regional operations, [n ithe
tajority of capes FPhilipeice rates werc the iowest. HBut vuTting
25ide measurement problers and the fact the survey was undertakes
EIring 4 Severe recession in the Poilippines, this gives na indication
of the sxpected returt, whick iz +he vievant Factor as far as the

metiwe to invest iz eonocTned.

Ig it pessible to reach acy conelusisn om the zeneral
charaoteristics of Aumitpralian foreipn ipveomments oo thke baziz af
o stady?  Mech nan been written on the 'typical charmacteriatics!
of Jsponese and American investments in the corTexrt of =he investors'
metives. Gapanese fires, it is ergued, seq foredgn investment as a

means of achieving resource supply secnrity, o= a meens of reloocating
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lahor-intensive induairies to low=cogs preduciion areas and, mope
recently and In Some instaces, uf & means of poliation abatement.
By contrasz, it iz mairtained *hat the prinary wrrivation for

dmeriean itvestmeal has henn to secaro rents through invegting in

o R . i
high technology, oligopeiisiic lDGULETIcS.

These matives Por investment would appear te e iess rolevant
for Australfan firms., A= a Desowrce rich country it dees not have
the 'supply security! motive for itvestment, as our survey fllustrates.
The 'high technology’ motive is al.sr_'n lezs applicanle beoavse, at
laast unfil recently, Ausiralia has been an importer of foreign
techrclogy. In labop—imbensive fndustrics fov whick high inter—
national fransportatlion costs ama et an inhihi'ting Tactaor, Acstralia's
high wages might be thought to provide an irducement for firms to
invest in low-wage regional coumtries. But Austrslia'sz high tariffs,
itz vestrictive import quota pelicics, ard the geperally divisive
dehate om protectiscs has inhibited ewtetisive off-shore wovement of
firms in these in-:lust‘c-ie:s.li Poodisonssing whother a typical patTrern
af Austratian foreipn investmeat is cmerging, it may Le more Sraidied
to adopt a scoteral approach. There aze Seweral sectors in which
signific.a:nt fnstiretiat Inpeigh Zovostment fs ocelikely. First, tae
tpaditichal laboreintensive indnstriesm, especially textiles, gartents
and footwear, for rvassus already noted, Beoocondly, the automotive
anl spplisnce iadustrics, which are increasiegly a Japalese Degerve.

Thivdly, food industries where, at least in the Philippines (becousc




of the cature of consuctr plereredces tor ‘moderd sestor' food
products}, Americar firms are iixely to be predomimant. CSourthly,
in ehemical and related industrics, where Japanese anct Ame—ican
compadies 2me the technoiogicgl leaders, O of the few sectops
remaicing ie Zron acd steel and yelated indpstediss,. Owing oo
fiiziralia's roscurce base and the developmect of ancillary industries
o service ite agricemliturse and minsvalsz zectors, this iz cre of the
faw awezc in which fustralizan compandies have developed a sroRg
techpoiogical ba=e and, therelore, in wWonick its forelpgn inwoesmests
gre likaly to be comceatpated. This ceteinsicn is5 oecessurily
tentative buty, as ARiready noted, mach of its regional iowesTienrs

are in Thess preas,

b, Traode-investment Inferroisticnships

Thers are motentially significant Thade = investoealb intes-
relationcships, botk in the senge that they rop-esent a soouehtial
antry into & Jforcign marvket by a firm ard, statistically, in the
impact of foreipn inveszment o bilateral trade Lerwech the home and
b8t oountry. T interrelationship alos radses important oolicy
iszues. hHolleioer {1573) and others have argued that foreipn
irvesment ey enhance Seveloping couatry uccess to deveioped commtey
markets, Others axpress yeseywslions about this vwiew, and a’s=o point
to the high import-intenzity of forelpn [ovostorsT pooduction

(Lindsey (1981) provides come evidence o3 this for the Fhilippinas).



There are also Srcovent allegations concercing export restricrtions
and fmport tie-ups Zmposcd by the fopeizn investawnls parent compay -
It is not peseidle to properly test thesce assertlens om the basis of
or limited sirvey, but o nueber of peherad obServaTioRs may be

made .

Tt was noted above thct a2l but tws of <he firos roprosent

examples of horizcatal forvdgn inmestment', snd 3c the magoitade

of tyade flows meneratod through vwerticaily integrated intermatisonad
operaticn=s is mirimal. It should alse be Loted that the impact of
these investeents oa bthe overalli oloae of bifatoral trade is rather
limited becauze wach of the trade Iz i1 praducts unmelated to their
orocduction activities, Fina'ly, we are cogoeroed witk The direcy
igpact of toede: Therd ane g comber of indirect fnfloeneces {deponatoa-

tice acd other effpotc) whiczh oz vwery diffisult to estizate.

Coasider, Simnt, the Impoct oo 707 lintdine expolizs to Australiz.
Dxports under the sispices of the AusStralian investing Sirms werse
oeglicible it all @ases ooise bo thelr iowvesting iz the Zhilippines.
It vas noted eariicr that ewer Sulf the firms arc primarily imporc-
subsritrting it catare, aod that o Aaectred lac I:I-.d.‘."j!:l:‘t constitutes
oniv about 14 per cent oi total sa.les (ot an unweightad average
basis)l, GESaies averaged FoT million in 1981, =sygpesting that Total
ayports Yo Arstralias e a maouwlt of the iovestuoeatz would oo
Enprotimately

L) Ejﬁ.” %) - g1 22.3 million, 2




To determine the net incrcesc in exporis %o the Philippines, purchases
Frios to thy lnvest=zeni have to ke mubtracted. Howewer, thowse gere
generaliy ionigoificant, so the met Ioopaesse IS likely to be at least
51% miilion mannally. Trade ctrzisties For 1281 nave oot vei boen
Telegsed, bur Thilippite cxpoots are ijkely to total abour 5100
miition, so that fhe imvesiment-reirted flows aonstitate abegt 15

o eent of T botal.

The cffecs on fastoal ler cxports to the Philippines is more
difficuit to determine set, u:.-vera_'l.ll it iz lixeiy e be negligihble.
Fore than half the ipeesiors were previeusly expertitg to She
Fhilippines, aloeir in wmnall volmmes. The effeer of the Znvestmont
is M substitute export of internedizte inputs and vaw mateyials
for finished profucts. In seversl cases, szall exoovt velumes have
bren replaced Oy sabstantial expoerts of ictemoediz-e jmruts (Shus
4 At Inewegse i ewporho), but the mort gencral pattest has been
Tor the Philippine compury o scurce in third countmies (particulariy
zreel from Fanant.  Precizo estimeres are ot avodlable, but it is
likely that these two irends =ay zotroecimutely counter-halance each
other, in whiel: ¢ase the overall sffect on fustealian exparts isn
minima®, From the Mnlligeine Govermmest's polut of wiew, given
the peruistent trade inkelance {in Lastratla's favour), this might
e pepar:lec as 4 aesizable oide eficet of the inwociments, a’though
of courat The effest on the total irade Flows is mgali.  Yhese teade

catinstes, apisvseimate as thoy are, v certainly consistont with the



- 20 -

reduced reldtive trade imbadanse DeTweel The two countries zince

the wid 1970s, when mozt of the investments ogourrod.

What of parent &opany vestrictions on exports and Scurcing
of jpputzs? These are diffiwlt to document - for edxacple, does
differert product specialization 2 betwern the parent anc the
.subsidj_m:-:,r, or giving the parent company first opticn to supply
inpurta at competitive prices constitute restrictive practices?
Putting aside thesze definiticodal probletis, our Survey SUgEeSts
that most companies had cossiderable fresdom of decisicn-making. -
Tor axpﬁrt—uriented corpanies neitber type of rastriction would
gppear toc be plausible. For i{wo of the iargest import-substituting
firmme, the nature of the productz {indu=strial gases and fiperglans}
dictated prerll-nminanﬂy locai sourcing, Finatly, for the iron aod
tteel anc related Industrier, where input sourcing restrictions
mignt De expected to be ImMporiamt, our SUrvey results incicate
the contrary. Ik almost all cases the firms were free o source
fromp the cheapest supplier, which wag generally daran. In ssveral
cages the parent firm 2rrengedé purchase opderd, S6 as o achicve
recuniary eanomies of scale, but cost-minimization for the
FRIlippine operatlion was tle pripe concideration. dur survey
Tesulis 40 reveal 3 gerelaliy bigh level of imper: fatensity for
vaw materials arvd intermediate inpuis, but in many cascs this is
sigply a rofiectioc of The dature of the proaducts. .If it iz a

source of Iocal eriticirm of the fires, it oost cases such




oriticism shoeid properly be dirested 3t the indusiTies rather than

the firme.

Foveipgn imvestment in developing countries is Drequentiy
regarded with cuspicion in developed countries &S & precursor
of rapid import penetration, with Important employment Tam it fca-
ticns. (ha altepnative view, of coupse, would be bo regard
such investments more positively, in that they hasvren the exit
of industries in which the home country has a develeping comparative
dicadvantage.) ELvidence to suppert thiz argument is limited, as
*he trade estimates confirm, Bet to investipare thiz possibility
fyrthey, our survey sought comparative oost data For the Fhilippine
and Australian plants, comparing landed ecst In Auetralia,
eweliding the tariffs. Ioeome caees the comparison iz not pelevant
becauze the Philippine firm specialized in more intricate products,
recuiring a greater laber imuz, and i the lahop-inlenzive
{ndusirien the Philippine coet advantage is obvious, But in a
gurpriaing mumber of cases, where the comparisch was walid, the
Fhilippice £ivtn emerged as Deing wpo cheaper and in some cases
mope expensive. Soveral explanations were adduced fie this
findirg; =ome rosts In the Philippices are Gigher, motably
energy and expenses mclated to inferdsr imfrastructure and mere
coapiex government regulaticms; the gecerglly mmaller scale of
operationg ic the Philippinesloa which see Toble 6} results in

higher unit coste; internmationsl transportatien costsE are a
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factor for certain preducts; and for some actitivities lower lahor
oosts 4o pot confar a deciaive advantage because they Tepresent

a2 small propertico of total costa. This sugpests that Australia's
protectisnist policies way be doubly barwful, both with regard 1o
labor—intensive indugtrdies and it protecting other industries

unoecestarily.

£ final point may be made regarding aicd-ipyvestment intem-
relationships. It is sometimes alleged that foreigp aid programs
are developed in order to Iurther the interests of Iinvestors Irem
the ﬂnr.r..‘-r cnuntr}'.lq This raices Important gquestions at the
genernl leyel of hilateral econoeic and plitical relaticna.
Howeyer, at the specific level of Srm operatioms, oo such 'I:ie-—'ups.

wera avident in any case in owr Survey.

Fe  Choice of Tecmigue and Techonlogical Adaptation

How d4id the fires surveyed adapt tbeir production operations
_in the transitien froem a high-wage econcwy to a low-wage, small
market eovironment? Reo—classical moonomic theory suggests that,
a Erinr-.i., a lewering of the wage-interest ratico iz likely to lead
to the adoption of more labor-intensive technigues. However,

sayepal Btudies have cobcluded thet foreign inwestors’ shoice of

techninue ig largely unaffected by =ach a4 chenge.




fonsicer, [iret, the extect of the differepcs batweon the
two econcemiez, Ik 1981, hourly wage vetes for uomi-skilled
frodustion woTkers were at least 25 per cent greater Than daily
wages in the Philippines, sagpesting a wage differential of abaut
10:1. dewever, sllowanee mest be mafe for the lawer labor
productivity in the Philizoioes, and for the fact that the
differential for skilied lanor is certainly less. Takiop these
faevors into secount, there is nevertheless zn encymons difference
in yelative labor costs,. The second impoptant differchos concepns
the sczle of operatione. Most of the fipms in the Fhilippines
operated at a comsiderably wmaller wvolume of sutput == compared to
a typical plant in Australia {Tabie B), Tor 1% of the 1B fivme
for which the comparizon is -elevant, productisn volmmes were loss
than ﬁnc-thilr:}, and For five they were ;ess- rham nne——tenth.lE
There are other zignificont differences between the Aystraliaon ard
Fhilippine cosncmiec By, as we shall see, these two are by far
the most imporTaot in infiuencicg the selection of production

techniques.

Firme were asked to ocorepare the production teshaslogy in
use io their Australian aod Fhilippine plants. oOne possible
weans of compardson i= by obtairing copital-lator patiss for each
pair of placts {i.e., the Anstraliun and Philippine phaot}.
Howewer, this approack iz raveht with AifFiouities in making intra-

muﬁtr-y, let glone intor—cowniry, comporisons. A moye satisfactory
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methed is to adopt the “process approach” which, even though it fs
not quantifiable, provides a basic des¢ription of the production
techmiques in use,”” Adliticual supporting Information vas
cbtained through estimates of physical labor productiwvities in the

roechective plants.

The major concluzion to omerge from cur study is that,
subject to Bimw gualifications, there is surpriziogly 1itrle
difference in pmd!.t;:ticm techniques hetween the twe coumtries in
nogt casen, This iz mmaied. fipst, in estimates of relative
izbor use (Table 7)., Despite the wvery lapge waps diffepentials,
in only four of the 1% firme jgz the labor input in the Fhilippine
firw more than double that of Australis. For cpe-third of the -
firme, the Jifference iz relatively ineignificant,’’ Bowever,
even These figures overstate the diffepence ip the labor ioput,
for at leaxt two reasons. F[irst, the difference in part reflects
the lowsr physical labor productivity in the Philippine plamcs,
rather than differences in techoelogy. Secondly, even though the
Feduets prodoced were sImilar in all ut one case, thers was
greatar sephasiz jn the Philippines on wore imtpicate designs and

patternss, which is reflected iz a higher labor cortent.

To the extept thar there are technology diffemsnces, what
form do they generally take? Thers is oo one single oxplanation,

byt it iz usefyl to distinguish between what Rapis (1973) has
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termrd Teore' wid 'pepiphery' production stages. The former rafers
to the centrel preduction process, while tha Iatter pefers to
anciLlary activities such az packaging, =oTting and materdals
bundling, Moot firos reported some differences in the periphery
aredas, it activitics for whic) mamuzl labor is used in the
Philippines but which arc mechanized in Australia. These ineluds
the serting of materiuls, polishing ard painting jobk=, intestial
Transportation of pateriaisz (by band or cert, rather thap copveyen
belt), cotting and stitching, and the manufictuwre of toeling
requirements, These diffevences wers gererally sibstantial. They
dre ot peflected in lavwer lapbor ipput diffsrentials (Tahle 7)
mainly hecause in most firms the core preduction prouess enploys

the majority of the Iabor fonce,

The record oain area of diffepence relates to the use of
oldcr cquipment i the FPhiiiprices, whick is slower and less
mechaniZzed. In the case of several fivms, investment inm the
Philippines coincided with a modernization of thesp Austraiian
operations, and the old eguipment wes shipped © the Fhilippines,
ALl The Australian investments zre relativeiy recent, and over
time th.:: techaclopy differences ame likely to hecome Troaten
tecause the pace of techmlegical chenge will be Fapter ia the
fustraiise plants. In order to renzin intermationally competitive
with othep hiph wige countries, Bdchifery iz the Auztralian plants

is-being updated centinmaliy. Eut most firms in the Philippines

2]
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indicated that, unless Tezl wages begin to increase rapidly {and
there iz oot evidence to meggest that this will be the case), they
do not emvizage Tapid medermisation of their techoology. Thus,
part of the reason why the differences are miviwsl is becaunse tha

Metralian investwents oceurred croly in the last few years. Owver

"timc the differences will becogpe more sunstantial both hecause of

the slower pace of technolegical changae, apd bacugase gredten
familiarity with the production envirooment in the Fhilippines ia

Iikely 1o foduee some capital-saving techroiogical wedificatiops,

Two Further issoes nesd to be sxamined ia thix sectiem.
Firgt, toc the exteot that there are some differencesa in technique,
what are the main.muaes? Sasond 1y, why 'H'E‘I‘E. the differsnces
rdther mininal at the time of the initiat ivvestment? Respondents
were atked to rank several factord inflnencing their selacticn of
tectooliogy according to their Telative importance {Tahle 8).
Thl.!.' guesiion weE not relevant to thres fipms: twe firme maintpined
there were ne techmologicat differences in apy phass of producticn,
ard ig the case of ope Tirm the product was oot baing produced In
Auxtralis. Lower wapes and smaller market size are by faxr the
cost important reasons for any Jdifferences which are present.
Mexe than half the fivms cited the latter as. baing of suireme
fmportance, snd flly 1 cut of the 1f firos gave Iower wage costs
- a.majur factor. Lindsey (1981, p. 290) concluded from hia supwey

that "scale rather than fartor prices s of prime cofzideratiom
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in the zmeiectign of egquipmezt, DJur swwey cotzinily supports

the first comtention. The mature of the firees surveyed may pavily
expiain “he differences on the isportance of factor poiees. It
needs 1o be omphaeized again that for most Sirms the pajor

differences eceurrcd in perdipheral operations,

The first factor {nature of prodect) wes relevant in cases
where firms were preducing more intricatelydesigned products.
Sifice the reasgr for zuch a product selection wes cheaper lator,
thin factor iz pertly subsamed inte the thivd fartor (wage costz),
The fourth and seveoth factors {(govermment repulations and
peliticsl wneertainty] were Toif major influencesz. The former
was generally oniy of sjgrificavice in cases where firms could hot
obtain exemptions from Juty on imported machinery. The lartter
waE Tt listed in owr qoesticonezive, but a few firme mentioned it
as 2 factor imhibiting 2 larger cppital investment. Himilarly,
the Tifth and sDwtr factors, while sipnificect Sor sume f£irme,
were el of major Inportance. Sope respocdents belisved theoe
Factors encouraged greater labtor intensity because of the groater
manuzl dexterity of Filipino workers and becamse of the operatopst
and techniciars! lack of experience with sophisticated eguipment.
No firms oentioned added difficulties of superwvizing a larger
lanor foree - o factor which some studivs rave argued Lciatule 14 Ts Y

the adeptien of more capital-irntensive teetniques - a= an ipportant
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conaideratinn.,

In responge o the question askiog why there were not more
substantial differences in production techniques, moct firwe argued

that alternative technigues were pot zvailable, or that coongidepras

ticng of guality and interpational ocwmpertitiveness diotated such =

choicz. It is not poasible to evalwate this respense without a
fulTer knowledge of the industries concerped, but it does AppEAr
suwprisice in view of the acoumrlated evidence suggesting that for
most Industries a range of efficient techpigues does axist (sew
White (1978) for a summary of the evidence). Most Firms ipdicated
that, prior to locating In the Philippineg, a feasibiliry study
wie prepared, but thiz was gencrally restricted to comnercizl and
narketing aspects, and the role of govermment policies. The
Austral iay partner was usuailly regpomsible for the slection of
equipkenits Despite mest compacies' generat familisrity with the
rﬁ.gim, there were very few ingtances of Firas considering the
posaibility of substantial technological adaptaticn o the new
envirotmant. The developing literaluye an the 'search ooxtg?
irvelved in the choice of tecmigue [on which see for axample

Lecraw (1979}] pay be a relevent explaining factor.
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6. Summary andé Tonclusicn

& umber of conclusiong emerge from our stmdy, eouciuzions
Which are nocessavily dmited by the srape of our survey but which
are goterally consistert with octher research in this £ieid. Thers
are good reasonz why bam: eountries mipht prefer z diversified
| group of investing coumtries, but It appears that the ¢ifferences
betwern *small' ard 'large' investors may have been oversiated,
at least in respect of develnped country investors., Do ST VEy
suggestes that the local m;:apa.u:r.e*.s Woega givenl greater freedom of
decigicy-making power than might have been expected. Ope
expianaticn for this may be that small loreipn investora, whe do
oot poscess the giohally - diversified operationz of the lLarger

firms, are less concapned with internatienal intrs-firo trancaetions.

The hypothesiz +that =mali investops operate aix o king of
Ttechnelogical intermediary! hetween the iarge deweloped countrien
and smxil dewsloping countoy marketz iz ot supported by our
research [Hughes (4567, 1977) rcaches a bewadly similer monelesioon).
In crder to prepoeriy test this hypothesis it would Be DeCe STy
te compare tecmiques amd products of firms in Austraiia with
these in other develeped countrics. flthough the Australian
market iz smald in fempariRon to these soumtries, the difference
is le=s than that between Auatraita and +he Fhilippiner. MWorecven,
it iz the larger Australion companies which aye the major foreipn

investors, and these are sizeakle cperations by faternational
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standavdg. Fipally, the technelopical intermediary hypothesis
assmes that Ylarge investors ae incapahle of or reluctant to
modify their cperations when they invest in developing conntpies.

But several Fhilippine case studiez suggest thet this i3 not

18
oecesaxrlly correct.
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Footootes

1. & yseful compilation of summary statdistics oo fopeign Jovantment
in ASEAN in the 19708, by bost countsy, home coulftry and cector,
is provided in Pangestu (1980},

2. The only systematic study of 'amall countyy investora’, to our
knowledge, Is (e wolune eddited by Apmon 2nd gindleberver
{1977), A prolific wpiter on developing oountry Investors is
Wells., GSee inter alia Wells (1577} and Wells and ¥arren
(15797, i

3. The gurvey was gconducted in Geteloer = November 1281 and Hareh -
April 1982, In most cases there were twe meetings for each
firm, e to vxplain the nature of the survey and to distribute
the mesticnnaire, apd 3 second poe to collect the completed
questionnzire and to condust a supplopentary interview ob the
bumis of it, The aszizstanee of executives of the firme
gurveyed and of officials im the Aus<ralian Trade Commizsion,
Manilz, iz gratefully acknowledged .

4, Ford Motor Corporation Is the largest of these.

&y In both cases, the smaller firm wWs one- which was just
oxtablizhed &t the begicning of 1961, apd which wez in the
prorese of sXpancion. ata on the book value of imve=tments
wure alsa obtained, bet {n an inflatiomary aomtsaxt such
data are a poor indicator gf relative aize,

f. In three cises local partneps held a nominsl eguity. These
locz! paptners poEsessed )imited manufacturing capacity prior
to the Australian firms' establizbment, and the Australizn
investor co-opted the partmer in order to ¥foresatall potential
local aditielsm it being granted special status by the BOI.

7. Shops (1977) in her study of Austpalian investment in
Indenesian manpfacturing fournd 2 similar tendency to locate
in oligopolicstic industries,

B. The latvter, howewer, wAs g reverse case in that the motive
¥as To gequre an exportl market for the investor.

%. Un thise point, ses Agarvsl (18980, pp. T4i-743%, Linfeey
arl Valencia (1981} raise peveral questions regardiog
Tanchoro~-tubide's formulation and testing procedures.
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11,

1z,

13.

i, .

15,

15,

1i7v.

14,
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Eekiguchi and Krause {1580} provide ar anatysie and overview
of the importancs of theze Factors in ASEAN. Albmo (1961}
discusges Japinese investment in the Philippines at a geperal
level,

Thig iz in marked comtrast to the success with which Japanease
compRnias have travsplanted their cperations to the regicm.
Do thie, see the special issue of The Developing Economies
11¢%), 1980, entitled "“Chanping Industrizl serusctore oo
Internatichal Pergpective.”

The mimlations ageume SUS 1 = PR, approwimately the exchange
rate prevaiiing during 1981, Mote again that the averages
ape unwaighted. Welghted averages, not yet caleulated, may
resuit in a lower figure hecause Several of the larger fires
are mainly import-substituting. .

Thiz is contrary to the findiog of Shortis (1977) survey of
Augtralian foweators in Indonesia. There iz no obwieus
explanation fer the differant resulte. Possible reaeon= may
be the different indugiry mix, plus the Fact that Avstradism
zteel prices way have boen more competitive intarna:l:innauy
at the time of Sbort's survey (in 1878},

Thig poinf haz been raised with respect to Australia's
imvolvement in the large integrated rural develepment project
in Horthern Samar. See Far Fasterc Economic Review, 27 March
1981, p. 32. '

The four Tlrms of similtar gize were either winecorparated

Fawily snterprises cr erport-oriented Firms,

Hason {1973}, in a similar study to ours on 05 iovestment in
the Fhilippines, provides a good suemary digcussicn of the
weamirement and methodolosical issnes iprclwved.

These fignres refer to produstion lalor coly. The Jdifference
wolld e much greater if the total labop forwees wepe COERATE
becomsze all fimms reported requiring a larger relative numbes
of ewployers in office and administrative sections apd in
ancillapry areas such a3t security.

See, for exasple, the experience of Topota in tsmufactrming
carz in the PRilippines, as reported in ATQ (197¢).

-



Table 1. Perceutage Fguifty it Surveyed Firms
Equity kumber of Fixme
Foreipn Eguity in Mrstralizn Equity
fustralian Invest- in Fhilippine
ing Companies ' (ompanies
£ 30% 11 5
$0-E0% b B
> 60% 8 11
Total 18 19
Kotes: a includeg & unincorporated fimms.
b excluded froom survey.

Table 2, Approzimate Share of Philippine Market of Surwey Firme

Markeat Share Kumbepr of firss

> GO% 5
LEr=G% g
< 0% | 2
Ror applicelle {export oniy) 4

Tatal ' 19
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Table 3. PRauking of Induatries in which Australizn Firps are

Located
: ool Number of
de Endustry Group Ranking pustralian Fiima
1 Manwfacthime of Induetriatl Chemicals 2 1
1 Iron E Steel Basic Inpstries B i
' Mappfacture of Pransport Equipment a z
2 ¥oo-ferpous Hetal Basic Indzsiries 12 1
3 Hanufacture of Electrical Machinery 13 1
* Arpliances
3 eather pgng Hides and Products ig i
3 Menufacturs of Other Hon-Metallic 14
Minerpls
1 Marn; Factipe of Faboicated Metal 20 5
Produsts, excluding Bachinery
abd Equipment, and Furniture
a Hanufactype of Fublber Froducts 24 2
] Uther -HamuFactires 25 1
4 Banufacture of Furnitupe, excluding 29
Hetale d
2 Hearing Apparel, ezcluding Footwear 30 _2
Totmal 14

Computed from FRilippines, HEDA (1984).

27 8 Industries are ranking from Thigh' techoslogy and capital

intensity to ‘low' techmelogy and capitat imtempity (1=+ 30).
The iower the munber, (i) the bigher the capital«labor ratin,
(i1} the higher the labor preductivity, and {iii) the Lower
the percentage of labor costs in total costs.



Table 4. PBeztination of Cutput
Fercentage of Salas {by valua)
Markat Avaraga
ALk <5 Eeth 3 . »05 Total (unpeighted
percantags )
Fhilippines L a & 7 19 EH
Augiralls 11 B 2 g 13 1y
Gther Developad Country 1] l 3 1 13 &1
Other Developing Country 1k ‘a ' ¥ 14 : 14

Total 1G4

-EE-



Table 5. Foctops Affecting dustralian Iavestors” Dacision to Inwest
in the Fhilippines.
Mimabar of Firme
Ko Bt remme
Faotors Importance Ioportance
Q i . 3 z
1. Access to market (tariff, 5 1 3 3 a
or other regtriction or
regulation}.
Z. Loecally available raw 14 3 1 ¢ o
materials or intermediate
imputs.
F«  LOW ooat of labar 1 o 4 2 g
4. High imtervaticnal tranaport & 3 3 g 1
costE,
£. Philippine Goveroment a & & ] 0
incentives. ;
E. ¥Yature of product renders 5 3 i 3 3
exporis oot feanpible
(facters other than 1 and %)
7. Reluctent to share tactmology o 2 3 2 1
through 1{icen=ing agrecment.
B. Using Phiiippineg as base 3 1 2 3 5
for export.
%. Growth of market potential. ) 1 i % o
10, Engligh-apeaking, 'Familiar' 3 2 2 & 1

enonsnic and compereial
ETvIrnrment .
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Table B, Philiopine Output a=z 2 Percenotage of
fustralian Flant (value of scale)

Hupber of Firms

Similar I
g - I5% 3
10 = 30% 8
« 14% 5

1 applicable {Twme in Aunntraiial 1
To *tal 149

Table T. Labkor Uge ic Fhilippine and Austvaliap
Plants Compared {production labor only,
for given wolupe of output)

Percentage additimnal Zagbay

it. Phiiippine plant Musber of Firms

s B 4] %
59 - =100 Z
100 — =200 1
& AR o
Hot applicable {npne in Australtia’ ool

Total 18
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Affecting Differences in Technology

Humber of Firms

ko Exizeme
Inportance Importance
T 1 2 3 L 3
1, Prodoct gqualizy or g 1 2 2 3 4
JBature of praduct.
2. HMarket egize. 3 L 1 ¥ 1 o
J. HWage costs. ] 0 1 1 B 2
b, Philjppine gaverament io 1 3 z T a
incentives and regulationg.
Sa AbiTity of Filipine 7 2 1 I3 z Q
production workers.
B. Ability of Filipina 7 2 3 3 1 6
tecktiicians gud
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