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Preface

This paper is & summary and discussion of the results of a cuestion-
neire and interview survey of manufscturing firms in the Philippdnes with
at least 30 percent equity participation by multinational fimms (MWs).
The survey was undertaken in late 1990 and early 1961. Forty firms were
approached; 29 agreed to participate..

Much analysis of the data remains to be done; however, I thought it
useful to provide at this time 2 sumery for the cocperating Tirms as well
as others who are Interested in the impact of MFs on Philippine econcmic
development. Comrents are welcome and can be Sent to me at the address
given below.

I would.like to thank the executives of the participating firms and
their staffs who f11led out the questionmalre and allowed me to InCerview
them, In the early stages of the project several businessmen and economists
made helpful comments both about the contents of the guestlonnaire and its
form. I appreciate their assistance. My thanks also go to Mr. Roger
Paglomitan, who assisted me in smmarizing and analyzing the data, and
Ms. Twroadla G, Santos, who typed the mamuscript under considerable time

Dressre.

This study was made possible, in part, through a Fulbright Research Grant.

Seryl commernts to:

Charles W. Lind=ey

Inatitute of Southeast Asisn Studies
Heng Mui Feng Terrace

Pasir Panjang

Singapore 0511




L. Selection of Firms

There have been two recent attempts to establish the population of
firms with forelpn equity in the Philippdnes. One study was undertaken
in 1976 by Mamoru Tsuda, et al. for the U.P. Law Center; the other in 1978
by Charles MeDougald for the american Chamber of Cormerce in the FPhilippines.
These two lists, supplemented by informaticon from Rusiness Day's Largest

1000 Corporstions, formed the basis for my list of flres with forelm
equity.

My inferest is in larre marufacturing corporations affiliated with
miltinations] firms (MWFs). Several definition= of MFs have been proposed.
One of the more generzl, and the one used here, includes enter'pr.ises
with productive assets in at least two countries. Towsever, the MFs
affiliated with the firms that agreed to participate in this study would
easlly meet a more restrictive definition. Large firms, owned or controlled
by FlMpines or permanent residents in the Phd Hpplnes, that have recently
become miltinmaticnal in thelr operations are not included.

['Iatmi'actw:m firms witsh é@.ﬁ;y participation by a MIF of at least
30 percent-weregrouped by infustry..-Flght industries wers Selected: food,
soap and deterpents, pharmsceuticals : :ﬂimicals;'ml&s, television,
other electrical appliances (including incandescent light marufacturing),
and paper. The industries were selected in order to cbtain a range of
manufacturing activities and to inelude firms assoelated with American,
European, and Japanese-based MiFs,




In each industry the largest MIF affiliated firms were identified.
In addition two firms — Interphil and Muller—Fhipns — were inoluded
because of their activities as comtract mamifacturers. A total of 40
firms were apprcached, 29 of which agreed to participate. The response
rate;-4n-my-view, would have been higher if the pericd for interviewing
could have been extended beyond the last three months of 1980 into 1981.
Many of those not participating irgdicated that the rressure  of completing,
year—end reports and planndng documents was the reason. On the other hand,
my atbempt To stay away from questions eliciting proprietory information

contributed to the participation rate as 1t was.

The management of Cyanamtd Philippines, allowed me £o interview
them, althcugh the firm is not directly engaged in manufacturing cperations.
A1l other participating firms are enFaged In menufactiring.  fAmong the
.28, 16 are affilisted with imerican MEs, 7 with Japanese, ! with Europeans,
and 1 1s a Burcpean/fmerican joint venture. For murpcses of this study,
if a MF cwns at least 76 percent of a firm's equity, I considered that

firm a subsidiary; otherwise, the flrm iz designated a Jolnt venture.

Tte surveyed firms lnclude 15 subsidiardes, 12 joint ventures betwesn
Filipinos and foreigners, and ore jolnt ventore betwssn Amerdcans and
Eurcpesns.




IT. Investment Dec.’_LusLms u::f_ MiFs

For each industry in the swurvey the larpest mudtinationsd affiliated
firms were identified. For various reasons, Tirms that actually partici-

pated in the study are not necessarily the largest. In addition, the

larger firms in sone industries are sraller then the larger firme In

other industries. Nevertheless, most of the participating firms are among
the larger firms in the manufzcturing sector of the Philippine econamy.
Seven were ranked among the largest 100 firms in the economy fn'fotal sales,
according to Business E__'_s_[@{geﬂ_@@_gm:qﬂ}?tiﬂm, 1979 edition, and
half (18 firms) were among the largest 250. From my melmsive Iist

of mamifacturing firms with foreign equity of at least 30 percent, 24 of

the 28 firms included In the study are among the largest 100, when ranked
according to sales.”

Large multirational affiliated firms were chosen under the sssumption
that the activities of these firms are more 1ikely to have a significant
impact on the Philippine economy than smaller firms. The consequence of
this approach is that the participating companies are generally among the
older and more well established; overwhelmingly, their initial irwea‘hn‘.‘a’tt
was import substitution oriented rather than export oriented. Only three
firms — Procter and Gemble, Fhilippine Refining Co. and Philippine

"The 100th raried corporation in o list of multinational affiliated
marmfacturing fims was ranked 537 in Business Day's list for 16979, Thedr
Dist includes all non=-financial firms, not just menufscturing fimmes. If
only marufacturing firms were considered, the 100th ranked firm in my
Tist would, no doubt, be smong the larpest 200 or 225.




Carrently 15 of the particirating firms can be considered subsidia—
ries (Filipino equity less than 30 percent). Two are owned by Burcpean—
‘based MMFs; the rest, by Americans, Twelve of the Tirms are joint verntures
between Filipinos and a forelen-based MWF (7 Japanese, 2 European, and

3 fmerieans). The last firm is the Buropean/Smerican joint venture referved
to above, See Table II-1 for a breakdown of fimms by percent of foreim

ovnership. Asmerea:izrcanaee,theﬁnwicanmm'sammuﬂlym
have subsidiardes; the Japanese. joint

To a considerable: extmt,_fhis_ pattern of ownership can be explained

br_-.rthedaﬁic:fequitj acquisition by the M. _,ﬂllc:szige Japanese invest-

ments have ocewrred since 1968. On the other hand, five of the American
subsidiaries were operating prior to World War IT. Seven other firms
that were in existence by the mid-1950s, were controlled by American

MFs by the early 1960s. In one case, however, MIF cwnership changed
hands in the 1970s. The remaining Amerdcan subsidiary maremtiﬁlg
new £1m that ves started up by its W parent to engage in produsion
previously undertaken by another of the M{P's Philippine subsidiaries.
Thus all of the American MFs have a relatively early entry into the

Pnilippine economy.

Two of the American joint ventures with Filipinos were undertaken
in the 1570s, but one of these irwolved one American MF, which had other
investments in Philippine marmfacturing, replacing anothes Amerdcan MNF.
The other jolnt venture was formed in the early 1060s,




Tahle IT-1

Distribution of Fivms by Matlonallty and
Current Percent of Miltinational Firm Cwnership
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European/fmerican Joint venture 1isted as both Buropean and
AT ionr,




There gppesrs to be little pattern to the Eurcpean investments.
In part this mey be a consequence of the-e being cnly 5 Buropean MNF
affiliated Tirms In cur-study. Table II-2 shows the Aistribution of year

of incarporation of the participating fimms and of investment by the
omrrent affildated 2F.

o e et L s e [

e L

Looicing at the various in:lust‘riea in the study, the scap and ﬂeter-

| gent industry - 1s me oldest, with all three participating firms operating
| as M ulﬂbﬁiﬂiﬂﬂ“iﬂs prior to the second World War. The same 1s true for
2 of the four firms in the food industry. A the other extreme is the
(motarcycle industry. The 3 fimms that T interviewed began operations in
Ehe late 1960= or the 1970s. The firms in the television industry have

| & wWide range of date of incorporation; bowever, partieipating firms in
 Hls industry and in the motoreyele industry acquired MTF participation

E— -
a

Begiming only in the late 1960s. In comtrast to firms in the soap and
WBetergent and food industries, those in the motoreyele and-televikion
tf*ie:e-, as well as firms in the other electrical appli-'e;nces and
Bectric light industry, are with one exception, joint ventures, In all
ML one of the joint ventures the affiliated M controls less than 50

of the firm's equity, ™is goss not necescanily mesn that any one
pino stock holder cwns the larpest share of the Mirm's equity, nor
Sbes it necessarily mean that the affiliated MW has anly a minority volce
ﬂa::iuim m.]-:_‘[.ng hwever :i_f.: does reflect the Fhilippine goverrment

of encouraging joint venfures over wholly-cwned subsidiaries.




Table I1-2

Distribution of Firms by Year of Incorporation and
by Year of Investment by Current Affiliated Maltinaticral Firm

—__.[_ Mumber of Firms Obtalning Investment ]
Nurber of Pimms | DY Nationality of Currvent AFFiliated MIF
Year Incorporzted American | Buropesn Japanese
Before 1946 [ 5 1 0
1946-1940 3 0 0 0
1950-1955 ) 2 0 1 0
1956=-1960 2 R t a 0
1961-1965 5 3 3 0
1965-1972 3 o 0 I
1972-1980 5 5 i 3

-3
Burcpear/fmerdcan foint venture counted both as Furonsan and as
Imerdcan,




The pharmaceutical, chemical, and paper industries fall in the
middle. Most of the participating firms in these thres industries were
Incorporated in the 19505 or early 1960s and affiliated with an MNF during
thiz same perdod. Within this group, only cne pharmeceutical firm and

one chemical firm is a joint venture between Filipinos and forelgners.

& simd lar pattern appears when the nationality of affiliated MNFs
in each industry is examined. The Japanese dominate the motorcycle amd
television industrdies, while the Americans loom large in all-the others.
There are two European affiliated fimms in the phearmaceutical industry
{one In 2 joint venture with an American MWP). In addition, there is one
European affilfated firm in each.of the sosp and detergent, chemieals,
and :f;ncd industries.

Asked why the affilisted MFs decided to engage in manufzeturding

in the Philippines, admost all replied that they had some form of
E-&m:::lﬂﬂ.c contact with the Philippines prior to the decision to invest in
the firm that T interviewed. Only two indicated they had no prior oontact.
Of the other 26, all but & had been exporting to the Philippines: they

already had develcped a market pricr to thelr maldne an equity investment.
B r e i & el an ety Shbcrant b Sather Pl dur e poretal
it.i the Philippines, arxi.-f'ﬂr they had licensing EEE"EEIEﬂt{‘;.H'.T_th local fﬁﬂs.
The sixth firm was importing from the Philippines. These multinationals

were not strangers to the Frilippine economy.
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The respondents were requested to Indicate the Importance of several
factars in the investment decision of the affiliated MNF cn a scale of
0 to 5. Twenty-seven of the 28 firms answered. The distribution of
responses of some of the factors that were relatively important overall

1s shown in Table TT-3.

The two factors judged most important by the responding firms relate
to the market, lts silze and growih potential. Interestingly, growth of
merket was glven slightly more Importance than size in the aggregate and

in every Industry except food.

Next to the marlet, tariffs and trade restrictions and foreigm
exchange controls were Judged the most important considerations. Pirms
tended to give these two factors equal wedpht, but there yere verlaticns.
The paper and food industries tended to put relatively 1ess welipht on
these two factors, while the chemieal and television industries tended to
rank them both very irmc:-r't.a:rt.. In the other industries, there were

variaticns.

The year of investment by the affiliated MNF appears to be relstively
uncorrelated with imoortance given to tariff barriers or sxchange controls.
Attenpts during the interviews to determine the importance of the fmposi-
tion of exchange controls or tariffs or other trade restrictions on the |
timing of the inwestment decision were not productive. The interviewees

did not appear to have the requisite lmowledge to provide a useful answer,
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Table TT3

Fastors Affecting the MNF'SDecision to Invest in
T2 Bespondent Firm

5
it

Importance . Importance Inmportance

Factor Q 2 2 IR 5

1. Growth of maiet potential. % g il gt o sony
2. Proximity to mariet. 2 : L

o 'I'ﬂriffs and ofther trade restrictlons

“1n the Philippines. L 2 3 E3i: o S5 9
g, Fczr'eign exchange controls, ] & LI B o &
e LI:M cost of labor. = i g ra G g L

Zal Availahﬂity of sner_'.a.f‘i:: t,:.'pEﬂ

of skilled labor & i (AT N 3
7. Competition from donestic producers, 7 By L5 i: kA
8. Gompetition from other local W : Ry —c o

affiliates of 10 G A 1

Ccrmetit:;.-:-:n;'l-in p;eneral ST e 3 - IASEAy

Ft:ﬂ'ea.cl‘tfirm trﬁmﬂdrgg,venistheﬂﬁiﬁerufmgwm
to factors 7 and 8.
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The consequence of this is that the answers must be interpreted with some
latitude. They do mot =1low us te_: '_'aﬂec__ruatel;r distinguish betwecn wiy the
possibllity of inwesting in the Fhilippines was suggested itselfl, and
what factors were important once the question was raised. Tariffs and
exchange confrols would reasonably seem to be among factors assoclated

with the former, while market =zize and prowth would be relsvant to the

tter. Bul it could be the other way arcund.

The third set of factors that were generally felt to be of lmpor- -
Tance are those concernsd with labor — its low cost and its skills.
Interestingly, firms ranked these factors about the same, Uiy 5 firms
differed In their ranking of the two by more than ope. And there was a
significant demarcation: sixteen firms ranked both 3 ar higher; six firms

ranked both either zero or one.

On the other hand, there were several Factors that in the argregate
were not consldered very Important: (1) breakdowmn of licensire or Import
agreements, (2) complementation with production of other subsidiaries
of the MW, (3) Incressing costs in the hame country, and (U) poverrment
Incentives. Some firms did indicate the Tactors were of importance, out.

in the aggregate they were overwbelmningly considered unimportant.

Two industries in which MFs have been investing only since the late
19605 — the motorcycle and television industries — ranked EoverTment

Incentives as being relatively important: however, no other industry did.
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These resulis indicate that goverrment efforts to attract forelm
imvestment through tax breaks, tariff remittances, ete., are not particu-
1Eu:'1:r useful, or if they are, it 1s only in specific industrdes. The
participating firms, to repeat, are almost 211 of the Import substitution
type; it would be interesting to know if the same importsnce would be

glven to the vardous factors by export oriented frms.

One other set of factors — competition — should be mentioned
a5 having aggregate importance. In the questionnaire, this factor was
rarked in two ways: competition from domestic firms and competition from
MNF affiliates. The answers varied considerably, but taken individually

.ﬁw do not sugpest competition is wvery significant. See Table II-3,
facters 7 and B.

However, 1f the issue of competition is raised independent of its
iSource, a different pattern appears. Several f‘i_t'ms eppesred to rank
‘eampetition from either a domestic nrr:duc:er ora HHE' subs:l.d:iary as being
Smportant, but not both. Therefore, we ::u:rri:l.n_nﬂd the two by ta[c[ﬂg as
firm's indicator of the importance of competition in gﬂrteral, the
Bigher of its ranking for the two campetition factors. See Table T1-3,

or 9,

It would appear that competition, measured in this fashim is con-
_'f!--n- ed & significant factor in the decision to inwest. OF the nine

S that ranked this composite factor 2 or below, one produces primsrily




=t
e

for export and three others are old firms, subsidiaries of MNFs that were
in existence prior to Independence. Two others are virtual monopolies

in the Philippine market. For cbvlous reasons, competition would be
relatively undmportant in their investment decisions. One of the other
three was the first MF to invest in the particular Industry, and had
elsewhers stated that it was not Involved in the Philippine marlet price
to 1ts drwestment. Executives of the other two indicated in my interview
with them that the MNF had invested in thelr enterprise for very specific
reasons. It was not that competition is 1Jnj3fpn:"tant, but rather it

was not a factor in the investment decision.

f few other factors were of importance to firms in specific indus-
tries, but not to the entire proup of participating firms. Desire to
gerographically diversify production processes wes merked high by most of
the Tirms In the motoreyele, paper, and food industries. Adequacy of
infrastructire needs was marked somewhat high by Tirms in the motorevele,
pharmaceutical, chemicals, and television industries. And lastly, thle
soap and detergent and food industries ranied availability of Inputs as.

being important.

In sumary the most Important considerations in the investment
decisions of the participating MiF affiliated firms, taken as a group are

the followinge:

(1) the merket, its size and growth potential,

(2} hindrances to trade such as tariffs and forelen exchange controls,
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{3} labor costs and sldill availability, and
(4) . competition from both domestie producers and MF subsidiaries.

Other factors were significant in the investment decision of individuzl
MiFs and of MiFs in specific industries, but they were not widely
ﬂﬁﬁiﬁﬂ‘ﬁd-tnﬁeafm. 4




TiT. Cholce of Equipment

L/ Technology in its more seneral meaning can refer to eguipment, to
Sicd11s, ard to the actual process of production. In this section I am
primardly interested in the Sype of equirment used in the producticn
process: from where did the origimal equipment come; how simllar is or wes
it to eguipment in use in the ﬁfi}iated MNF 'Sheme ccuntry facilities;
has it been changed significantly since production began; what factors
were important in its cholce; and who has control over the selection of

technolopy used and product produced.

Although the surveyed firms acquired their equipment from several
sources, 1t was primarlly from abrogd. See Table ITT-1. Tweniy-one firms
indicated that they had imported new or used equipment. On the other
hard, although 8 firms indiecated that they used equipment made in the

Fhilippines, no firm relled entirely on locally mamufactured equipment.

The thirteen firms that answered that they obtained equipment
already in use in the Philippines were either joint ventures or multi-
national flrms (MNFs) that had purchased local firms. Three firms Indicated
they were using equipment aliready in use 1n the Fhllippines buf not
previously used by the participating firm {response ¢ In Table ITT-1).
Two of these are arfillsted with MNEs That bad used the equipmernit In
another of their Philippine subsidiaries. The firms in the pharmaceuticals,

paper, televislon, and other electrical applisnce industries initially
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Table ITT-1

Source of Eguipment at Bepinning of
Ferufacturing or at Time Investment was Made

The Affiliated MIF (the Later Date)

' Muamber ofy,  Humber of Firms
Source of Equipment Responses Respording

2. New snd imported to the

Philippines 22 : 16
: l
b. Made in the Philippines 1h g '
E c. Used equipment imported by
participating firm : 16 11
d. FEoulpment already in use by s
participating firm 10 10

e. Equipment already in use in the
Philippines, bat not by
participating firm

oo
Lal

Y TotaT g 66 g

aTi_i'Eﬂt'j—Eip_‘i’lt firmz responded to the question.
b'T_'rJI‘e-e firms supplied answers for more than one producticn process.
“zeveral firms acquired equipment from more than one source.
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used equipment already existing in the Fhilippines. In the soap and
detergents, food, television, and other electrical appliance industries,
firms often :Lu:pnrtﬂd u.E.Ed equipment. In the remalming industries, as
well as in the pharmaceutical and chemdcal industries, the participating
firme relied primarily on imported new eguipment. Flrms in the food and

television industries did not appear to rely primarily on any one source.

et — R

Fifteen firms said that there had been significant changes in the
technology of at least one of their production processes since marmfac-
turing operations started or their associstion with a MIF began (the
later date). Fifteen said that no major change had ocourred, two of

which answered both yes ard no for different processes.

Az might be E}:pEﬂtE{i'tlE more recent ventures did not have signifi-
cant changes in technology. This is true for the Jaraneas jolirt ventures
(211 formed since 1968} where only one of the seven sald that a major
change had occurred. On the other hand, all the firms in the scap and
detergent industry, which are among the oldest firms in this study, had
made sigmificant changes in thelir equipmernt. For the firms that began
operations in the 1950s and 19608, there appesrs to be no correlation

between age and changss in technolory.

Among; the 15 firms indicating a change, 6 answered that the changs
oconrred either over a long period or was continual; 5 answered that the
change involved major alterations over a short pericd; the other & did

not elahorate.




L

/ The initial choice of technology, at least for the mjordty of the
firms, was not dissimilar to that being used by thedr affiliated MNF in

its home country plants. Eighteen of the 28 firms responded that this was
the case. Over six of the 12 answering no (fwo firms said both yes and
no} however, indicated that the equipment resembled what was used in home
country plants at an earlier point in time. Thus, 22 fimme (allowing for
double counting) answered that the cholce of eguipment was directly related
to what was bedng used or had been used in the home country plants of
their affiliated MFs.

Three of the five firms where the eguipment was not the same as what
thelir affiliated MWF was using or had previously used, were joint ventures
. Tormed since the late 1960s. Two of these are in the television industry;
the other, in the other electrical appliance industry. One of the
_ remalning two of these 5 firms dates to the prewar pericd; in the other,
the MF put in new equipment when it bought intc a locd firm 4in the early
1960s.

There appears to be no pattern between changes in the techrology
of the main productiom process and edther the source of the criginal eguip—
ment or slmilarity between equipment used in the local firm and that used
in home country plants of the affiliated MMF. Nor is there s distinguish-
able pattern betieen the source of the equipment and its similarity with
that used at some point in home country plants of the affiliated MF.
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The respondents were reguested to Indicate the significance of a
mumber of factors on thelr cholce of equipment, both at the time of
start of manufacturing cperations or MF affiliation (the later date)
ad currently, on a scale of 0 £0 5. See Tables IIT-2 and ITI-3. Two
factors stand out in the aggregate as being very important, both initially
and currently — market size and equipment cost. In addition, equipment
cost of importance in every irdustry; while the television
Industry did not place smphasis on market size. Wage costs were of more
in#)ﬂrtance In cwrrent chodces than in irdtial ones. Glvente much
greater emphasis on market size and capital costs, bhowever, it would seem
1_:!':&1: scale rather than factor prices was of prime considersation. inm The

selection of eaquipment.

Energy costs, although not considered particularly important in
Irrifial ehodce of equipment, 15 of at 1east =ome signdPlicance currently in
all except the motoroycle and ftelevislion Industries. Fanﬂ.]iaritg of
Filipino workers with the eouipment also appears to be reasonably Important
to 21l industrdes except the chemical amd television Industries. o the
other hand, Fhillppine goverrment incentives and equipment in use when
ownershlp was acquired by the affiliated MF (factors 5 and 6 in Tables
T1T=2 and I17=3) wereconsidered important neither in the aggrepgate nor by
majority of firmein any of the industries surveyed. Other factors, not
.iJ'rq:m:_r‘t-B.ﬂt overall, were of significance in individual industries. See

Table ITI-4.




21

Table IT1-2
Tpirtenge of Factors Affectioe Firmte
Inttial C ipans™”
e ————————————
- s e Irber E-f' Pirms
Ka Moderate Extreme

Importance Inportance Inportance
genckor i T I R e LY T,
Market size 0 2 2 g LES 3n
<. Eqripment costs i 0 1 13 10 a
3. Enerey  costs Iy 5 s 12 2 £

B, Filipine skilled workers,

supervlsors, and professiongls

are familisr with this=

equirment., i ! T i T 2

5. Fhilippine goverrment incentives 21 L 5 2 D a
B. Fouipment in use in Firm when e

cwnership acquired by affilisted. .. A

MF 19 2 3 1 2 5

_ a‘Iﬁ-’Enty—tm'ee rirms responded, 1H3Eh 2 firms. providing miltinle
PESDONEes.

bﬁﬂice made at time nmowfacturing coerations besan o time when
ent affiliated MEF made investment in respondent firm (the later date).
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Table I1T-3

Importance of Factors Affecting Pirm's

R

Cirrent Choelce of E‘quim'.a'l:ta :
e —e T

T il

N Yoderate Extrems
Inportance Importance Importance
Factor 0 1} 2 3 i & 4
=
1, Market size 0 1 1 RIS A [
T
2. EBquipment costs ] 0 1 g 12 312 1
1
3. Energy costs 2 1 2 & =g i
k., Filipino skilled workers, |
supervisors, and professicnals 3
are familisr with this eguipment. 1 1 5 14 & 2
5. Prilippine government incentives 17 5 ! 1 2 0
6. Eguipment in use in firm when cwner—

P
M
Las
Ll

ship aequired by affilisted MIF | A

E‘I'wenty-cm firms responded, with two firms giving miltiple responses.
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As a cross check on respondents answers, the replles to factor C
(zame as affiliated MIF=home country faciiities) werse compared with
those for the question on whether equipment initially used was similar
to that being used 1n home country facilities of the affilliated MNF
{2) corrently and (b) previously. Although the questions are not the
same — a flrm could be using the same type of equipment, but there
may be some other reason for the cholee — the pattern of replies was
similar. For those that answered Yes for either (a) or (b} and also
answered the questions on factor importance, a 5, 4, or 3 was written
forr 15 cases, and 2, 1, cr O for 10 cases. For the 5 No replies to both

(a) and (b), four answered 2, 1, or O.

The last issue raised with the respondents about choice of techno-
logy hes to do with the locus of decision rrﬁirim;, both for the choice
of products produced and for the choice of equipment. See Tables ITT-5

and ITT-6.

The pattern of response should be interpreted with caution, ﬁﬂ;‘st,
it is the cwners of a firm — Filipino or forelgn — who have legal
and responsibility. Thus if a MNF has an equity participation in a £ivrm,
it cbvicusly has the right to participete In decision makcing. What the
question addresses, howewer, is the locus of managerdal decision making.
Seearnd, those responding that decisions were made jointly varied widely
in their semse of relative responsibility and control. Some noted that

the home or regiomal office was not so much consulted as informed, and
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Table ITI-5

Loeus-of -Decision-Maldre trSelection o Product Produced

e mberof RS s s
L e (&:bsldi_azw ? Joint Venture |_ Total
= g
Local firm | g Il 10 ' 18
Rerlonal or home office | 5 " sas
Jointly i -, 8
Total T 12 29"
5 ;

# ;
Two subsidiaries (of 15 replying) answered either local or home
office and jointly for different processes.

umw&?y“&errlt% ;h%‘gﬁé&“

Behool of 1 -
Pilimmn, Cmeson




Table II-G

-omis of Decisiontaldng I

==t =rall

e
selection of E’EC_EIF".GIDE"-.T:

1

p——— e T = T — -
| b AT S }, __ Number of PO oo
' Locus : | Subsldiary Joint Venture Total |
| : s e I T
- focal firm . . 3] i
- Reglonal or home office ! 8 3 | i b3 I
Jointly g 3 e l
a - = 1
Total 17 12 - r
— i 2]

#
Two subsidiaries (of 15 replies) answered either repionsl or home
office and Jolntly for different processzes.




the latter simply ratified Iccal decisions. Others explained that it

depended on the size of expenditure involved: The ﬂmat.e:- the m:un&r.a.x':,
armount. involved, the more the regional cr home office was consulted or
Brought into.the decision meldng process. A few, on the other hand,

. -Impiied that loeal declsion malkdng, althoumir indtiatory, was entirely

* . Fubordinate to the hope office. As ane young exesutive puts-1t, even

day-to-day rrice adjustments hsd to be clesred through the MTF headquarters.

Heepling these factors in mind, It appears that the local firms had
conelderably more: control over prgduct cholcs.than over selecticn of
technology. . Two-thirds of the responding firms indicsted that af deast
in some lines, the choice lies entirelw within the firm, and only:d] percent

ansverad. that the reglomal or home office had entire eontrol. -

On the Gther hand, only 7 fimms (25 percent of those et
answered that the locus of decision ;"rﬁj-:j_:g'f‘m* which technalx}w tcusr"
rested entirely on the local unit. Interestingly, all except one of *c:fﬁse
was a joint vemture. Over U0 percent of the surveyed firms {and over 50
percent.of’ the subsidiaries) indicated the local firm was not primardily

responsible for technology choices; i ;

There 15 a substani:ial difference in decision maldng between joint
ventures and subsidiaries. While only malf of the managers of the j::;li.;nt
. Ventures responded that -thedr affiliated MUF was imvolved in decisions
on chalce of technology, all of the managers of subsidiaries answered-
that their hame or regional office was consulted. Even allowing for; some
variations in managers opindons of what constitutes warticipstion, the

difference is strilking.
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IV. Technology Transfer

Technology tra.nsﬂ_"er can be broken down into several components.

In this section, I will lock at transfer of technology enbodied in equip-

ment and transfer of Imowledge of production processes. In the following

section, the development of management and sldlled labor will be exarined.

Only 5 of 20 responding firms sald that equipment similar to that
being used In their plants is not being used elsewhers in the Philippines,
(See Table TV-1.) One of the 5 pointed cut that this was true only for
some product areas. Fouor of the 5 that said similar eguipment was not
being used elsewhere in the Philippine economy, are subsidiaries of
mutinaticonal firms (MFs, l.e., MF equity of more than 70 percent),
while only one is a joint venture. The U are edther dominant in the
markets for' which they produce, or share it with only one or two other
firms. =

For those 24 that responded yes to the question, they were asked
whether the other firms which hsd similar equipment were at least partly
’
owned by MNPs. ~Twenty-two of the firms replied, 19 answering Yes, and 10,
No. 3Seven answered both ways. Only three firms said that the equipment

was belng used only by other Firms without substantial forelgn equity.

It does not appear th t the firms interviewed have any monopoly on
the equipment being used. On the other hand, the replies indicate that
there iz a much greater probabllity that other firms with the same or

similar type of equipment are also affiliated with MFs,
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Table’ TV-1
Use of Equinpment by MHNP=ATT11 iaied Firms
&_ —— .
Mumber of Firms
-4 - e = n = = o _i-
- Question . : ““Yaz  Ho ‘o fAnswer ° Total
g - - H T SR T LSy
I= e-:uu;.muant =imi1ar to Lhat **L:r'mnt ¥ in use 28 5 0 28
by your firm being used elsewhers inthe P o £, Bt e A |
- Phliippines? ;
: - & ]
-_.-_ e = l o . PRt \ Li i - 'y
B. Was your firm the first to use this 1 19 0 28
_t:me of equipment in-the Philippines?. SO goo ki .
. Fas the equipment that your firw is.using o T P2 0 28
(or has previously used) served as a medel to
be duplicated or purchased by dopestically—. .- - : o pany Wil
“owned firms?
o A e R
0. I= the equipment that your firm is using 27 22 0 28
commercially available on the open market?
‘e, If yes to "1, have jarpdrtaﬂ. parts of the 3 - 31 : 2 25
eguipment: been modified in sipnificant ways Gt eET el aasdenie
for uze by your firm?
Sy el ok
T, If yes to™e", is the 'n:rdifled r—*qui;:rmt 5 a 1T 13
P available. tn‘.',“l dﬂﬁtﬂﬂht_‘: progucers?( - ; ; CAl
- Are significant elements. of your flrm's i
equipment or manufacturing process patented
in the Fhilippines LoeanE grii e
(1) b¥ you or your affiliated MUF? T 23 D 28
(2] by -other firms and available to your: B SREere ek B gaoa - 28
firm through licensing acresments?
= TR
f. If yes to either (1) or (2} of "g", 1= this i T 2 13
equipment or process avail.?iz}le Lo domestie
I‘mzﬁ'? - .
1. Is there simmificant know-how.in yowre fimm's: o 21, 16 ol Pmeeigoe 28
produétion process that would preclode do—
mestis Pirms from produc cing the bwpeoft o ) St e R s
products manufactured b& your firm?
o o Bl S G 1 T
J Ko ?Jm“ted L""Dut" in *s.r"'u.'r“ mﬂ:w.iun:t‘i-::un 13 13 2 28
LPTOCSES patented by youn firm-on your- 0 L T e oo L T e
affiliated MIF or by scme cther Pim and
ayadlapie to yop through licensing arrangements?oc o 117 Loceiions
. If yes to "j", do domestic firms have & & 2 13
aAccess To these inputs?

3
Some firms answer both yes and no for different orocesses.




: S0ap and detergent, pharmaceutical, food, and the electrical appliance
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=

e - Hext we Inguired as to whether the firm being intervriew=d was the

FITEt T tiirE the equipment to the Philippines; that is, If they were the
cnes that inttisted the transfer of technology. Only ten firms answered
that they had been the first to use the equipment in the Philippines, al-
though two more noted that they were the first to bring in some parts of
the equipment packege. Since most of those interviewed had more than one
product lim,mtfnanmwfiminﬂmsa]mhﬂustw cotfld reply ves,
The yeses were concentrated in the scap and detergent, chemical, paper,
arnd food industries.

Important as belng first in the technology transfer process is
whether the firm has been a model for othersto follow in theip choice of
equipment. Of course it is diffienlt to lmow in mEny cases whether one's |
cholice of equipment has influenced others, but we asked the executives |
to use their judgrent. Only 7 of 28 responding replied in the a:f‘f‘irrr&tivef
They were spread cut through the industries in cur survey: motoreycles,

industries.

Faztufthereamnfnrmehammllpmm-timmighthethatﬂm

T R s Baiia e B

equipment is not accessible to others. We asled. Intérestingly, 25 ]
firms said that the equirment they were using was available on the open
mariet. The four firms answerding that the equipment was not available

(one firm answered both yes and no, for different product Iines) were mt

concentrated in any one industry, nor dig they appesr to be monopolies.




Thus we must conclude that other types of equipment are mailable for

producing the same products mamfactured oy thnse_y-mich answersed Ho.

.E.nmng; the 25 Tirms-that said that the equipment that the:.r Werse us.ing
vas svallable on the open market, 13 replisd that they made miﬂcatims
o the equipment beflore using It. Et'rl;-.r 5 of ‘these answered that the
modified equipment was avallable to others. If we combine those an..-wering |
"equipment not available to cthers™ with those "modified equipment nobt
available to others,” we have 11 firms, concentrated in the motoreycle, i

s0gp and detergent, chemical, and food industries.

The cuesticn of .the ability of dormest io marufacturing firms to
produce products in competition with MiFs, was a].é-:: examined by inq.:.itﬂ,.ng
Into whether. or n-ut the equipment or process usﬂ-:i“was patented, whether .
by the affiliated MIF or some otheéf Source. Only seven Firee replied
that their product or process was patented in £he Philippines and not
avallable o :::tl'EE.f_!.. Fourr of these had answered tha‘l.: either the equipment

or modifisd mumnrt xs mt avdlahle

Finally, the subject was approached by asking if there was any
sigrdficant mow=how In the production EAT‘:'EEEIE;' that would preciode
cotpetition frem -domestlic fioms; "'wenh'—f'uwm firms responded, 11
answering in the affirmative, 16 in the negative. -Elght of those Pelzulzring
yes bad indlcated in earlier questions that the equipment, or a modificatdon
of the equipment, was not available to local producers, or that patented -

equipment or processes that were enmploved were not available to loeal

Producers.
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In the three approaches to the question of whether there were
impediments to the diffusion of techholopy that has been transferred by
MiFs, we identified 17 firms that responded affirmatively In one form or
another to the question. Sixty percent of the interviswed flrms are
therefore imvolved. The industries importantly affected are motorcycles,

sogp and detergents, chemicals, food, amd television.

In discussing the above issues with the executives with whem I
spoke, several interesting points were repeatedly made. First, there was
widespread compent among those interviewed that the primary hindrance to
demestic firms entering inte production was not Inaccessibility to equip-
ment. Eguipment was avallable generally on the open market. Some did
suggest that the equipment they were using was technologically better
or preferable to that which could be purchased, But that is a separate

issue.

Second, scme Filipine joint wventimre partners congsldered access to
new technology a major advantage in having a partnership with a MNF ower
going it alone or limiting the arrangement to technical llcensing. It
was not that they could not produce the product; they already were. But
with J_imited or delayed access to new developments, they felt themselves

at a cometitive disadvantage.

Thirdly, mary of those interviewed stressed that the advantage of the

MF was in process technology rather than in eguipment technology; how
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to produce 1t better. As one executive puts it: the basic equipment is
the kettle -— textbock technology. But then there is fhe art. This, the
MIF affiliated firms felt, was there strong point. Even 1T the process
technology could De purchased, the accumuiated experience of the MNP
gave them an advantsge. One foreimn executive went so far as to communicate
both on the questionmmaire and in the interview that the guestionnaire
was welghted too heavily toward equipment and not encugh toward process,
including the management of the process. Based on the information that
I have gathered in thi= survey, he is undoubtedly correct. There may be
certain industries in which lack of access to equipment is the major
barrier to technology transfer by domestic enterprises, but this does not

gppear to be the case in the industries included in this study.

Finally, one qualification should be mode to what has been said.
Most, but not all, of those interviewed empiasized that the technology in
use in thelr firmms in the Philippines is relatively simple — welding,
calnting, and assembly for motoreyeles; formulation, mixing and packaring
for prarmaceuticals, chemicals, snd food: assenbly for television and
other electrical sppliances. One foreipn executive at first insisted
that his firm @id not engsge in mnwfacturing in the Fhilippines inasmmch
as no chemical reactions were taking place in its plants. Rather, they
were only formalating. T pointed out that in the Frilippines this firm's
produetion is considered manufacturing. Ancther executive supgested that
paciaging was the most sophistieated part of the production process in
ms firm.




Access to eguipment techlmology may be a limiting factor to transfer
of ‘technology by domestic firms at earler, more basic, stages of mamufac-
turing. But currently, that technology i=s not being transferred by MiFs

elthen,

Other areas of technology transfer were explored briefly. Thirteen

of 26 Tirms responding indicated that they were using imported inputs

“::E:ﬂt-Es:i in the PFhllippdnes under license. 3ix of these, almost half,
indicated that these Inputs were not available to local firms. Two others
have the particulsar market to themselwes and did net reply to the second
part of the guestion. The f‘L‘_rmS responding, affirmatiwedy to F_hE _fi‘.r"st
part of the gquestion were concentrated in the motorcycle, socap Eml:l
detergent, :;rﬁxm:euticals, and paper industries. Others were in the
chemical, television, and otherelectrical appliance industry.  However,
those replying that domestic firms would not have access to the patented

inputs were not conecentrated in any one industry.

The f‘J':ms m:-r'q: alsc asked whether they engaged in research and
develcoment (R & D) activities in the Philippines. It is well-known that
Little or no basic research is carried out locally by MWF affiliated firms,
but surprisingly, 15 of the 28 firms interviewed indicated that some R & D
is urdertalen. "-'ar"'u of this, perhaps the mfﬂr‘itjr_, iz related to
marketing, but other efforts are product ordiented. iwm cases it is to
adjust the product to meet locsl standards of hearing, texture, color, taste,

ar smell; adaptations for climatic differences between the Philippines and
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respondent polnted out that a new product — detergent bars — had

been dem-fgl-:lpf_jd and WES oW beling used elsewhere. The major areas of

appearad In the area of quality control.

dal,

Y Lagtly, fivms were asked whether goverrment policy has had an impact
on the firm's choles of plant and equipment or on the natire of the
productisn process.” Twenty-seven firms responded: 8isaid-yes: 19, ng.
S8ix of those responding yes gave a reascn: two pointed ‘tos local content
Tequirements; one mentioned pollution controls; two named import procedures
f'n::-r. plant and equipment; &nd one said the investment incentives act.
Interestingly, the two who mentioned import remidations had very different
reasons. One felt that controls on machinery imports had kept the mumber
Df_' firms in the MHs;uPF reascnable, plwen the size of the market. Tne.
,‘EFEEI' firm camlained amu‘l: delays in cbtaining auth-:vrizatiuq to mp::-rt
Equ.'_i_pfmt as being of importance. Finsnelal dncentives appeay not to
hawve been significant, with the possible exception of the one flrm that

mentioned the dnvestment incerntives ack.
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V. E and Skill Developmént

In many ways this is the most unsatisfactory section of the
guestionmalire. Although useful comments were cbitained both on the
questionnaire and in the interview, there are large gaps in the data and
some anbdguities in the information supplied. In retrospect, Insufficlent
attention was glven to defining what jobs fall into which employment
groups and in the content of training progrems. Newvertheless, the

Information as we have it will now be presented.

The surveyed firms are almost all large; both among manufacturing
firms with foreign equity and among mamifacturing firms in Feneral.
Hevertheless they varled guite considerably in size. The largest 1z
outsized compared with the rest. Tts total employment is over 5 times
than that of the second largest. But it is also an example of one of my
problems, I emplovment is restricted to the larpest fim's mamifacturing
activities, it 1s only slightly less than twlce as large as the mamber

two Tirm in the study.

For the twenty-three firms on which we have employment information
(excluding the largest), employment varies from over 2,500 to slightly
lezz than 93, Fharmeceutlcal and soap and detergent firms were generally
among: the larger; food, motorcycle, and chemical firme, among the smaller.
Television and ofther electrical applisnce Tirmms terded to fall in the middle

of the size ranidings. The mean Size of the 23 was 534; the median, 381.
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The surveved firms were requested to supply employment information
over a rember of years by Job category: however, most only. provided data
for the most recent years. In Tahle V-1, & brealricen by percent of employees
in each job category 4= given for 1079. As can be seen the standard

e Oevlations. are largs, reflecting the wide vardation in percent of employees

assigred th each 'job catepdry.  Very 1ittle of the variation can be

attributed efther to industry differences or to size of the fim.

Several factors may be involved. Mo doubt the different firms
slmply do not organlse production in the same’ way. For exsrple, some mey
hire '33-5‘.13152; others may not. As can be seen in Table V-1, it‘ unskilled
and casusls are conbined, the coellficient of vardation falls into the .

range that measure takes -for the other job categories.

Inasmuch as some firms locate management of fices within the
factory m‘c?iurﬂs and others do not, T made a ﬁr:ci:sim to ask for E:Dta.l .
employment Tather than plant employment data which would Tequive an’
estimated division of the office staff between work associated with
producticn and that associated with company managemernt. However, another
difficulty arose. Some consumer goods firms engage In considerable credit
operations, while others do not. This tended to gpive a wide vardation

inthe proportion of total employment attributable to the office staff.

2

“Casual worker, or casual, is the term used in the Philipoines to
refer to an employvee hired on a temporary basis and not. eligible for
many of the benefits lemadly due ofher workers.
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Table V-1

Distribution of Employment by Job Category”

Average Proportion of Total Employment

: Wedght Urweighted Standard, Coefficlent
Job Category Lverage Average Deviatlon™ of Varlaticon
(%) (£)
1. Unsicilled workers and casuals 42.0 36.85 22.73 0.62
a. Unsldlled workers 29,7 25.48 21.35 0.83
b. Casuals 12.3 11.36 10.65 0.9l
2. Bld1led workers 2b,7 26,35 15,84 0.60
3. Office staff 20.6 23.14 15.86 0.69
4. Production supervisory staff W § k. g8 2.82 0.57
5. Professional and mansgerdal

perscnnel 8.7 9.06 6.05 0.67

a‘It-nanty-—-t]-:ree firms responded.

bl-.reights are total lrm emplcament.

“Urmelgnted.
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The second problem — no doubd Inextricahle — concerns the
atvision of .f‘ar:t::n:r"j.r worde befween slcf¥led ‘and unsidlled labor, T had hoped
that in each industry (if not manufacturing ss a whole) certain job
categories would be commonly thought of as skilled and others would be
considered unsldilled. That asseEmtion Ty _E:e_:‘nn:_u:a-r-sct_.__ Ther-e Wes a
wide difference reported In The dlvislon between skilled and unskilled
workers by fims even in the same industry.

SRR

reported that it did not employ unskilled labor. The person interviewsd
pointed out that since their firm uses a large rance of chemdcals in
their production process, even those individuals working in storage areas

had to be skilled.

 Another problem is that several execubives in their interview with
me classified many of thelr factory workers as semisidlled. No doubt
these executives were not consistent in which catermry this group of
enployees was placed. I shall return to a discussion of skill below, but

first, I wish to explore the question of employment of expatriates.

The executives were asked the mmber of non-permsnent resident
foreimmers they employ in their firms. Twenty=six firms repiled. Half
emplcy no more than cne foreigner. See Table V-2. The length of tour
is 3 to 5years, withover-half'c the 15 firms replying that the expa—

triates usually stay 4 or 5 years, Tsble V-3 gives the deseription of
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Table V-2

Hiumber of Non=Fermanent Resldent Foreigners Employed in
TF-IiTillaced Dirms

Hmber of Firms

Mumber of Forelgners per Firm

Length of Stay 3 % 2 gk s 6 7 8 20
On a long—term basis A T S 1 1
On a temporary or rotational
baeis el kK b 1 1
| s
Total R R R TR 2 1

a‘lwr.-:ﬁ'r..ji.?—f*lve firms responded.
b}-i::-rb: than a vyear.

“wamber on lone—term and on short-term assignment not obtained.
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i Table V=3 '
Pozitions of Non-Permanent Resident Ft::r'eign Mationals in
MNF-ATf11*ated Firms®

Fosition : i Muber of Firms Mentioned

-,

P i'hm.g;m-ltflbp Eﬂrﬂgam"tf
Pepartment heads . ' 2 ITh: e B

2. President/General I:rmagav ey . 5

3. Marketing manager-;”.:drectnrf
Consultant I P

4. Finance trﬂnaf';:x‘ffd:fctﬂw . o R = .
. EDIISE.IlI:aa]E; ' : 4 ; o

5. fmﬂuc*im- manager/Director/ il . ke 0,75
Consudtant: ; [ ; R

f..  Comptroller - L A T
7. Flant engticds : T

Boeventesn firms respondsd.
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duties of the expatriates that are assigned to the Philippines on a long-

term basis.

- ——— e e i s A T T

There iz scme difference by nationality in the long-term asslgnments
of non=Filipinos. Pirms affiliated with Amerdcan and Furopean MiFs terd
to indicate that the President/General Manager and/or top management in
general is staffed by a foreigner, while firms affiliated with Japenese
MFs usually gave specific titles or functions (other than President or
General Manager) for jobs assigned to foreigners. On the other hand, all
but cne of the eight MF affiliated firms in which no foreigers are -

assigned on a long-term basis are affiliated with Arprican MEPs.

When asked why foreign persommel were used, the most referred t-n
reply was the lack of qualified Filipinos for the position. See Table V-4
for a listing. The reply, of course, begs the question of why gualified
Fllipinos are not availsble. Yo doubt there are adequate reasons in
some cases, but not in others. In exploring the topic with the exscutives
being interviewed, mcre information came to the fore. Ore mentioned
specifically that the statement was made Trom the polnt of view of the

heme of fice of the MNF.

Several menagers supEested that as a matter of company polioy.
foreigmers were being phaszed cut over time. In one case a time table
was laid down, which cbviously implies that managesment feels that qualified

perscnnel can be found locally.
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Tahle =4
Reasons for ihe Emloymenf of Non-Filipine Persommel in
P e ——— e
MEF-ACEi iated Firms®

Rea=son Mzrber of Firms Mentloned

1. Gualified Filipinos not availsble T
2. Commumication with affiliated MNE T
3. Tralning/Career develosment of '

foreipgn personnel | 3
4, Maltipationalizatlon of management ik
5. Securdty of specific lmow=how owned

by afflliated MMF 1
6. Consistency of policy a
T. Firm a vholly-owned subsldiary of

the MNF 1
8. Safeguard interest of the MNF T

9. To teach all aspects of maragpement
to:loosl perscimel 5

Soeventeen firms responded.
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Another executive mentioned that in one case the salary that would

have had to be paid to a ‘I"“‘_.._‘.Lipi_".-n his firm felt was oualified, was thought

to be ton high: a foreigner was hired instead. Tt wasn't that the Pilipino
would have had to be paid more than the foreigner (the opposite was in
fact the case), rather, to pay the necessary salsry to obtain the Filipino

would have unbalanced the pay scale for FPilipino employees.

A mamsger of-a Timm.which dees-not esplop-any-expatriate of a2 long-
term basis, described the activitiess of morn=Filipinoz tﬂl;u::-ra’_r'ﬂar_aﬂ.signed
to his company as providing specifie technical services 1ike erection
and starting up of new plants and equipment. Other firms mentioned in
passing that foreign technical experts are assipned to thelr fMrm from

tﬂfmtimfcﬁ'aper'iﬂdrﬂngj:mf‘:ﬂ:ﬂﬁafewﬂaystuafewmntm;

One executive claimed that Pilipinos are used for menagement posi-
tions when they are gualified and adequately trained. Given the long
time this particular MNF has been cperating in the Philippines, I sugpested
that his statement was not a particularly favorable comment on the loeal
subsidiary's training propram. In the ensuing discussion, the executive
acknowledged that mansgers pricr to him may have had some biases. But

he also thought this was changine.

These blases, particularly with regard to fmerdican MiFs, have been
documented widely elsewhere and no doubt they sre present in the Philip-

pines. Inspite of the rhetoric one reads, I percelved no sense In my
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discussions that the affiliated MNFs were not associlated with particular
countries, as contrasted with being truly miltinational. Many I spoke
with simply assumed that the top management slot is to be filled with

a person from the MIF's home country (although the top position in two
subsidiaries of Arerican iiFs are illed by an Australian and Briten,

respectlvely).

From a few other firms, T obtained a somewhat different impression. They
emphasized the multinafionalizaticon of their management in two wavs:
foreigners are undergoing training as part of their assigmment to the
local firm and Pilipinc menagement from the loeal affillate sre being
assigned abroad. The mumber so far, st least in the firms which I

interviewed, is smail bt it may suggest a future pattern of more rmuﬁ;ance.

e

One Filipino executive made .an interesting point when he sugmested

that the loeal assignment of a person (in this case a Japanese) from their

Jolnt venture partner was useful as a "eatalyst." Problems perdodically’
arcse In obtaining the necessary imports on time; adjustments in material
inputs were occaslonally necessary and production problems sometimes
cccurred. In these cases, having someons from the MNF affiliate on hand
o observe the problem and commmicatewith the home office was guite
usaful.

Firms were asked about the educational training of their workers.
There was little variation in minimum educational requirements by job
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category. Unsldlled and skilled worlers are required to have at least
two or three years of high school or vocational scheol education; the
of fice staff and prodection supervisory persammel are reguired to have
some education beyond the high school level; and the professicnal and
managerdial stafl are expected to hawve a college degree. See Table V=5

for the average minimm reguirements.

The surveyed firms were alsc asked how many workers had received
training by their firm in the last 5 years: (1) in & full-time training

1, {2) in a part-time trainirg program, and (3) on—fhe-job., The
gquestion was asked about production workers, clerical workers, and
orofesslonal and managerial staff. Twenty—one firms respondsd with
mererical Informetlon. In total they had glven at least some tralning
to 4,557 employees. Nineteen of those firms supplied total employment
information for 1979. On the average, this group has trained during the past
5 years an equivalent of almost 40 percent of thedr 1979 work foree. To
fain perspective on this figwe, we iﬁ_qﬁfd sbout the Job stability of
employees. Eighteen firms responded, although not all filled In all the

informatlon reqoested.

We asked for information by job category in two ways: first, what
is the aversge duration of employment, and second, what 1s the average
anral turnover rate {mumber of terminations or resignations as a
percentage of the average work force in that Jeob catepory). Although
individual firms reported variations by job eatem:r'.;,r for both messures,

the averages turned out to be aporoximately the same.
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Table V-5

Average Minimm Education Hequirement of Employees by

<ah E‘:a,teg;arj'a

Nunber of Yesrs of,

_ Job Category Schooling Required
Unskilled production workers 8.7
Skilled production werkers 9.13
Office stalf 12.13
Production supervisory persomnel © 13.00
Professional and manaserial ;:-Er:t‘f.%tﬁrr:el 14,35

-

a‘.&vérép;e of twenty-three firms that responded to the guestiom,

hE'!._ementéry sducation = 1-6 years: voeational and high school
education = 7-10 years; technical scheol and college education =
10-18 vears; post—-graduate sducation = more than 18 years.




Iverage duration of employment = 6 years

fverage annual turnover rate = 13 percent

e s = == = (s = s mi ol = i S e

The figures should be taken only as indlicatlve of the norm; there
are wide vardiations. The two approaches, however, do give approximately
the same information. If the average duration of employment is £ years,
after that time period only half of an inmditial group would remain with
the firm. On the other hand, If an average of 13 percent resign per year,
a little over 43 percent of an initial proup would still be on the Job

after 6 years.

If a work force were stable, to have trained an equivalent of
forty percent of the muber employed per year would have one meaning.
Az it is, with rather significant job movement, at least con the average,
the training E‘:Lgure indicates that a mich smaller proportion of those

who worked for the firm over the five—year pericd recelved training.

More information can be gained by looking at which groups of
workers were trained under what ldnds of programs. See Table V-6. A
laree majority of those trained are production workers (over 70 percent},
but most of their tralning ccours on the job., Secondly, for 2ll three
groups of employess, & smaller proportion recelved full-time training
than either part-time or on~-the—job instruction. However, slmost as
meny in the professional and managerial group received full-time training as

did production workers.
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Table V-6
Number of Smployees Trained in the 1974-79 Period by
Job Cate, and of Trajn Pr
Job Catepory
Professionzl
i L : ari
Type of Traiming Production Clerdesl Management
* Program, Workers ¥oriers Persorme]l = - Total
" Full-time training '
profrem 271 4 243 554
.| Part-time training
[ropram 531 322 =e3 IR 0 T
On—the-job training 1,836 2085 308 ¢ 2.369
Total i = Seedy 1,232 k8,557

ta for 19 Tims that filled out requested information.




In Table V-1, I reported that an average of between 52 and 55 per-
cent of the surveyed firms' work force are skdlled cr unskilled produc-
tion workers (between 63 and 67 percent if casuals or temporary workers
are incleded). On the other hand, the professional and managerial staff
constitutes only about § percent of the work force. The training programs

are cbvicusly weighted towards this latter group.

The training programs vary widely in duration, ranging from 2 or
3 days to 6 momths in the case of the full-time and part-time training
programs, and 2 year and a half for on-the—job programs, (One firm ;
reported & two—year, full-time tralning program for managers; no doubt
this should be classified as on—the-job traindng.) The median €ime perdod
reported was aporoximstely 4 or 5 wesks for the full—time training prog-
ram and about fwo weals for the other two. Many of the shorter programs
are ro doubt 1ittle more than orientation sessions. Part-time training
programs for the bulk of the firms reporting such a program last for
three to four hours per day. The full-time programs are generally 1lsted
as 6 to 8 hours per day. The few that were 1isted as Tess Than TIEL are

probably misclassivied.

The data from the guestionnaire can be summrized as follows: on
the average, the training prosrams are primarily on=the=job type, at least
for production workers; they are of reascnably short duration; and the
loneer, full-time proprams are heavily geared toward renagement and
professional staff. However, there are wide variations, with scme firms
undertalkdng almost no tralaing and others sesmingly providing very

extensive DICEramns.




The executives were asked why they undertook such training prosrams

for preduction workers. Thelir responses are given in Table V=-7. The most
T IRportant TeascRS EPE T6 increase proficiency of SKA1l and to acqualnt
workers with new equipment.. These two reasons imply that the employees

have access to an existing skill pool. Factors related to the lack of

- workers with exlsting skills cr an insufficient supply are not unimportant,
tut omly 1:1 the television and other electrieal appliance industry are

they as *igrj_fi-:::lnt as the Tirst two mentioned.

The firms were alsc asked to indicate in what aress they train
thelr professionz] and manaperdal persormel. The areas thet appeared
to be most emphasized Ere (1) plant supervision, I{E} Eﬂmj:ﬁatratlve tech=-
nique, (3) budget planning arct ‘costing, (4) sales and distrimtim, ard

(5) quality control and mvarﬂwt

R e

One- of the advantages of belng affiliated with an MNP is to be able
to take advantage of its accumilated lmowledge and experience, not only
4s 1t is brought to the Fhillppines, but also in the firm's home office
and elsewhere. Twenty-seven of the surveyed firms reported thet indivi-
duals in their organizations had been sent abroad for anywhere from one
week o 6 months to attend amf-r::f‘em-:zf';, to have discussions with perscinel
at the M headguarters, and undergo training. In addition, a few firms
_r'Ep:.'Ir"I:Ed that senicr staff had been ﬂer:m'ﬁed to other subsidiaries of
their affiliated M.




Table V=7

- &2
Reason for Undertalkdng Training of Producticn Woriers

Mo Moderate Extreme
Importance Tmportance Irportance
Reasons for Training Programs 0 1 2 3 4 2 |
' |
1. Iack of persons with required _ .
gidll in labor force. 3 1 5 5 il 3
2. Tlght Iabor mardet in siill 5 1 ¥ 3 5 3
area. '
3. To inerease proficiency of <
exrizting sldlls of workers. ] i 2 2 ¥ 1]
i, To acouaint workers wlth new
ar improved equipment. 0 1 0 T B 10
5. To develop loyalty o the Civm, 3 5 L &8 1 3

yenty-Tive firms responded.
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The nurber sent abroad in the last five vears ranges from 3 to U
to over 50. The median mmber for the 27 firms responding is 11, ora
little over 2 per year. It is difficult teo estimate the average time
spent abroad, given the ranges listed., However, 1t would ApDear
reasonably accurate ©o say that at least 60 percent of those golng

abroad went for a monfh or less.

: I asked the executives what type and level of skilled workers
were needed in thelr firm. Most replied that their needs are limited

to machine operators, mechanies, carpenters, and other repairmmen. In
most areas, the pool of skilled manpower 1= already availsble in the
Fhilippines. The skills need uperading; they need to be "focused™ to
the needs of the firm; and several mentioned that the workers need fo be
motlvated to attain a higher degree of work discipline. At times they

have to be trained to work on the particular equipment used in the firm's

plants. However, from my conwversations I received the impression that
there is relatively little transfer of new skills by the affiliated MFs
to the Fhilippines. The contribution is more in the uperading and the
refindng of existing skills. There sre however, execepticns to this

eeneralization.

In addition, both sidlled workers and managers are generally not
transferrirg from MiF-affiliated Cirms to demestic firms. With some
Sigmificant exceptions, those I interviewsd reported that because of




nigher wages and better working conditicns, those that transfer almost
always move to other MF-affiliated firms. Tn addition, 2 goodly mumber
are using thelr experience as 2 springboard o g0 sbroad, either as
immigrants or as contract workers. (Almost every executive I interviewed
mentioned the loss of sidlled workers o jobs in the Middle East.)

There i3 relatively 1ittle diffusion of managsrial and labor sldlls from

the BF-affiliated firms to local Firms.




VI. Impact on Compezition

Two types of information were regquested: first, whé&
t¥pe of product is produced and where and to whom is it sold;
second, who are the participant Tirms® major competitors dnd
what are the factors contributing te their success in the

MW&--—- S, S e e e = L - e TIET e e e, a

The firms interviewed primarily pruduée consumer goods
for the domestic market.on the average,more than 70 percent of
the sales of their output can be classified as consumer dura-
bles or non-durables (see Table VI-1). In only two of the
eight industries did the firms,on the average classify less
than 70 percent of thelr cutput as consumer goods: motorcycle
firms produce primarily transportation goods and chemical
firms divide theixr output among intermediate inputs for manu-

facturing, agricultural inputs, and consumer durables.

As mentioned previously, the firms interviewed are pri-
marily import substitution f£irms. Eighteen of 17 firms res-
ponding said that all o:f their output is sold domestically
and 3 more answered that they export less than 5 percent,
Four of the remaining 5 firms export between 15 and 2I per-
cent of their output. The last firm, the only real exporter,

sells only about 40 percent of its output domestically. Three




T T

Table VI-1

A : : : 2
tnd Use of Outnut by Percent of Sales

i Type of Good percent of Sﬂlesh
| .
|r === ; e T
i Capital equipment 3.2
| Transportation egquipment 9,2
Spare parts, business, and .
transportation supplies 0.2 -

Intermediate inputs for manufacturing 7ot

Apricultural inputs 6.3
i Consumer durables 22,0
Consumer non-durables s

£

a £ :
“Twenty-ecight firms respon

L= S

PIn calculating industry and =zpgregate percentages,
firm percentages were weighted equally.
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ogf the 6 who exported more thanés percent of their output in
1979 are in the food industry. iThe others are in soaps, che-
micals, and other electrical appliances. The largest export
market mf the responding firms %s the United States, followed
by EuTHPE and Asia, :
a'

Two !criticisms have been gut forth with regard to 1mpnrt
ﬁuh5t1tu;1ng foreign 1nvestm¢nt one is that products are ur-
hannnrleﬂtﬂd the other is thai their sales are directed to-

ward hlgher Intume ETOUDRS. Bﬂth biases appear in the target
markets gf the firms that I 1n§erv1&wed Onthe averags 25 firms
respﬂndlpg to the gquestion 1ndi¢ated that they sell almost
ﬂnc-halenf their ﬂuéput ln.thé Metro Manila area. [(The ques-
tion was, where is the.firm's iarget sales market?}), There-

fore, th} higher sales in the ﬁétrn Manila area should reflect

tha location of final users. Bee Table VI-Z

i
ﬂnﬁy two industries -- mﬂ&ﬂrcyclcs and chemicals -- s5ell

less th%n 50 percent of their utput in the Metro Manila area.

Intereséingly,mntnrcyc]e firm4 sell their output in roughly

the samé proportion in each GE the five areas (20 # 5 percent).

The higﬁer percentage of sales outside Metro Manila eof the

firms in the chemical industry reflects the importance of -

products they manufacture for agriculture and wood pruductﬁ

industries.
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I1f we compare sales and population, a patiern does appear,
at least for some industries. Two problems should be mentioned,
however. First, the respondents may not have grouped the areas
of the country into regions in the same way that I did. This
would be particularly the case in distinguishing Northern &rnm
Central Luzon and Metro Manila from the surrcunding area. | In
additicn I inadvertently left Bicol out of the listing of re-
gicns.f Inasmich as each of %hc responding firm's distribution
of sales added to 100 pcrﬁcnr, I assume that Bicol is included
with Central Luzon and Southern Tagalog. But this may not be
correct. Second, in Snmé cqses the replies are approximations.
Nevertheless a comparison c%n be made, even if only in 2 rough

Way.

e ey

In Table VI-3, the ratjio of average percent of sales of
the firms in an industry $n each tegion to the propertion of
population in that reginniis given., The ratio can be Toughly
interpreted as sales per éﬁ?itn in the region relative to indus-
try sales per capita in the country as a whole.

The urban bias can bd easily seen. Half of the industries
sell 4 to 5 times as muchjon a per capita basis in Metro
Manila as they do in the #ﬂuntry as a whole. Two of the ex-
tremes -- paper and chcmﬁcals -- ¢an be explained in part
becausc a portion of thcfr gutput is an intermediate input.

On the other hand, why the sales of the motorcycle industry
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relative 'to the other industries ate Iow in Metro Manila and
high in Northern Luzon and Mindanio i net tlear, ‘Tarhaps

it is simply that the market for m@tﬁrcyclﬂs is 'saturated in
some areas and growing rapidly in others, or perhaps a ‘Par-
ticular firm's market is stronger in some aréas of 'the COURntTy

than other areas.

HDutsi&E.Metrn Manila, 1£ alinwances are made for the
::crudeneSS of "the measure we are u;lng, relatlve per: caplta
sales are roughly similar across industries [nthéf than
paper, chemicals, and parh&ps motorcycles) and réﬁfaﬁé;
Most of thée vslues fall i the range of 0.5 to 0.8, with
pharmaceutical Sales'beiﬁg on the high side and televi-
sion sales being higher in Luznn aﬁﬁ 1nw¢rfélséwﬁére.

On a per dapiia basis, the respondent firms ﬁréféélfing
S to § or 9 times as much per capita in Metro M&ﬁila as
Iélzewh&rﬁ. Hitﬁéut'cnmparablc data, it is impossiblé to
know whether the ?aﬁtern of sales of domestic firms is
:any different, but I doubt that it is., Tn either event,
the data the firms provided give us a good fﬁdicﬂtian of '
how concentrated the enjoyment ﬂi.mﬂﬂufﬁ:furﬁd goods is.

I asked for a breakdown of repgional data between
urban and rural sales, but most regpun&entﬁ'did not have
the neceésary infnrmqtinn. Hnwcver,'if:we can extrapolate

the differences in per capita sales between Metro Manila 1
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and the rest of the country to give us some indication of
the difference in per capita sales between urban and rural
areas within the regions outside Manila, the lack of a flow
of goods to the rural masses becomes apparent.

Examining the target sales market of consumer goods
sold domestically, it is obvious that the firms associated
with multinationals, with some exceptions, sell to the more
affluent. On the averags,one-third of the domestic consumer
goods sales of the 20 firms responding to the question are
directed to families with incomes of #5,000 per month and
above. More than half their sales are directed to families
with incomes of #4,000 per month and above, while only
about one-fourth of the consumer goods go 1o families with
#2,000 per month or less. See Table Vi-4.

Industry variation in percentage of sales by income
class is much greater than by region. The soap industry's
sales are directed more toward the lower income groups
(that is, toward the majority of the population). In other
industries in which goods are producad that have an element
of necessity -- pharmaceuticals, notorcycles, television =--
a large proportion of the sales is made to families in the
#2,000 to #4,000 per month range. Finally, luxury goods --
food, paper products, and other electrical products
(airconditioners, refrigerators, sewing machines) -- are

4o0ld primarily to the moTe affluent.,
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The extent of concentration of sales to upper income
groups can be seen by contrasting the distribution of
sales with that-ul.fumily income. Unfortunately the rele-
vant survevs wgre taken in the mid-1970s,.? The fopulation,
Resources, Environment, and philippine Future (PREFH)
Survey was taken in 1975; the philippine Secial Science
Council {PSSC) Natiomal Survey was taken in late 1873
and 1074. Both surveys (as do others) suffer from under-
reporting, particularly of upper class families.” 1In
addition,the no response rate in the PREfF survey was
almost 5 percent.

Nevertheless, crude adjustments can be made to give
an indication of current distribution of income. I cor-
sected tor nominal income changes by multiplyling the income
levels of the PREPE survey by 2.75 and those of the #55C
survey by 2.50. and assumed that the no response rates were

entirely in the highest income group. These adjustments

3Fn{nrmatmn discussed here is from Mahar Mangahas
and Bruno Barros, "Distribution of Income and Wealth: A
Survey of Philippine Research,"fhilippine Development
Studies Series Working Paper 7901. "Philippine Institute of

Development Studies, July, 1873."

4
Mangahas and Barros, pp. 27,35.
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Table VI-5

Estimate of Distribution of Familv Income, 1980

A. PREPF Income Di&tributiﬂna |
5 Cumunlative
Income per Month rercent Percentage
Poor . Below #2,084 61 _
Lowar Class #2,084-94 156 21 82 |
Middle Class #4,167-810.416 14 96 |
Upper Class #10,417 2nd above 5 100
Rich #20,833 znd above i 100
e S ——— e
B, PSSC National Survey®
1 Cumnlative
! Income per Month” Porcent Percentage
Below #Z30 ; 10,67
FI30-91,145 - SR 51.20
v W1, 146-82, 291 U % 75.51
BZ,292-#5,583 1144 86,595
B4 581~-86_ 875 & .04 a0.99
#6,875 and above(including
4.75% no response) 9.01 100.00

%Zee text for discussion of data and sources.

b : .
The income ranges are a consequence of changing the
annual income figures of the surveys to monthly income
figures for cur pu.poses.
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obviously bias the percentages upward. See Table VI-5.
Even then, the concentration of sales among the well-to-do
in most industries surveyed bocomes apparent,

The soap and detergent industry appears to sell to the
various income groups roughly in proportion to thelr size
in the population; even so, the poorest group is underrep-
resented, and the other groups, soméwhat ovemepresented.
The motorcycle industry is the enly industry in,which firms

reported selling to the poorest grnﬁﬁ a percentage of their

i iy ST

output larger than what that group represents in the total
population.

On Ehﬂ other hand, firms in 211 the industries, on
average, reported selling te the higher income groups a
proportion of their output as large as what these groups
represent in the population. Food, paper, and chemical
industries appear to be the most extreme in this regard,

=oote=—wgeshe level, the explanation for distribution of-

sales among regions and income groups is ebvious -- needs
are not backed up with purchasing power. But at another,
jt is not so. Poor as the masses are, especially those in
the rural areas, they are not completely outside the mar-
ket ecnﬁamy. The firms interviewed, however, do not
appear to be producing the bulk of their products tfor this
market: rather the emphasis is on those groups with suffi-

cient resources to enter the stage of consumerism. There
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are exceptions, no doubt, and as I indicated abeve, there
is no reason to believe the probler is limited to firms
affiliated with MNks. But it should be a warning to those
who look at the advertisements and crowded stores and con-
clude that-the plight of the people as a whole is improving.

It 15 difficult to genmeralize about the extent to which
MNFs compete among themselves and the extent to which they
compete with domestically-owned firms. TIn some markets --
detergents, canned fruits,other food products, toilet soaps,
baby care products, infant formula, dental creams, sanitary
paper products, dry cell batteries, brake fluid, adhesives,
resins, incandescent lamps, sewing machines, refrigerators,
and television -- there is relatively little competition
from non-MNk affilistes, according te the respondedts. If-
there are domestically-owned firms in the industry, the
market is usually segmented, with the MNF affilisted firms
selling the more expensive and ostensibly hihhcr gquality
product.

On the other hand, in someé industries -- air condition-
EIE, pharmeceuticals, pesticides, motorcycles —- MNE

ot = e
affiliated and domestic producers competé in the same

market. Often,the domestic tirm sclls products. unddr-

license or other technical agreement trom MNks, but without

equity participation rrom toreign sources.
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The questiens asked do net allow detziled inquiry into
the extent that MNis foster competition or monopely or the
extentltﬂ which they encourage the development of local
entrepreneurship. It is certain that in some markets do -
mestic firms compete successfully with the MNEs. Equally
certain is that in some markets a few MNk affiliated firms
have completely dominated the market in the past and there
appears to be little.change occurring now. Often these
firms are carrving out locally just one phase of the com-
petition in which the affiliated MNrs are engaged worldwide,
In one or two cases,there is almost total monopoly.

When asked, several executives indicated that they
doubted'a domestic firm could (or’ womld) successfully enter
the market in competition with their firm. The difficulties
in breaking in are considersble and the risks substantial.
Technological competence of the MNE, brand name identifi-
cation, distributien networks, access to finance and simply
being the first in the market arc among the reasons given

for the advantages of the MNk affiliated firm. One exec-

utive illustrated his point by referring to the sophistication

of his firm's distribution system. As he put it, a group
of bright yeung business school graduates might rthink they
could orgenize a distribution system that would success-
fully compete with the MNEs. .But the executive doubted

that they could., Intelligence and hard work would not
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sufficiently compensate for accumulated experience. There

was no way that they could adequately anticipate pr

The comment on marketing network is important, bat it
is only one of the areas which MNEs feel contribute to their
success. See Table VI-6. Generally, the respondent firms

T e ey
listed several reasons to explain the success of their pro-
duct,

Owverall, the firms consider high gquality of the product
and the firm's marketing network to be the most important
reasons for success, This is true for each industry as .
well as the entire group. On the other hand, unigueness
of product and low cost are considered relatively unimpor-
tant by a large number of respondents. The motorcvcle and
non-electric appiiance industries give lmpnrtantc to low
cost; the foed industry, to product uniquensss,

In the middle range of importance is advertising and
product brand name, two closely related factors. The soap
and detergent industry places considerable importance on

advertising, and the motorcycle and food industries on

brand name. The other industries consider brand pame im-

portant, but not 5o much as the two mentioned.

Finally, 2 few firms mentioned reasons other than those
listed in the guestionnaire as important factors: credit
availability, centers for servicing product performance,
aesthetic superiority, and proper market segmentation. Only

one firm listed a specific technicail consideration —. an

ENErgy economizing motor.
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Table ¥1-6

- s SEccess of MNF-Affiliated Firm'g
K oy p o Esgrars ) -:-l.-.r'._.r -.1-.-"'1!-*{,,‘.' vy g e P —————
R . - L T e e Y

Frogucts in the Phi:

AiiinpnIines

Number of Firms

1

S ohG " vnderate — Extreme |

Importance Importance Imporiance

0 ; o8 3 g 3 .

_ e i a e I e R e T ; -i

a. Low cost 16 e 10 10}

r = 1

b. High guality (or "walue '
for money') 1 | a 18 36
c. Advertising i L v N 12 12
4, Marketing network 3 T 22 22
¢, Uniqueness of product 17 T 1515 & 8
f. Frroduct's brand name 4 & 3 10 17 16

{

drwenty--eght firms replied with 62 responses.
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VII. Exports, Imports, and Local #roduction

Nineteen firms gave sufficient financial information
to break down costs into four categories: (1) those incurred
within the firm, (2)._ thase occurrips from purchase of in-
puts domesticslly, (3) imports, and pre-tax profits. Six
other firms gave information on the division between locally
incurred costs and those due to imports.. In Table VII-1. the

average of costs as a proportion of total revenue is given.

. e e

The &agﬁ should hu-intcrpreted with caution. First,

it is only one year's iﬁfurmatimn {1979). Second, there is
considerable variation In firm figures, as can bhe seen from
the standard deviations -listed in Table VI-1. #art of this

is thé result of industry variatioms, although there are con-
siderable inter-industry ditterences also. The inter-industry -
variations can be best seen by comparing all demestic costs
(within- firm, purchased and pre-tax profits) with imports.

This is done in. Tahle .VII-Z for all industries in our

study ¢Xxcept paper.

Third, domestically purchased imputs include electri-
city and other power costs, as well as material costs. It
would-be-preferable to compare the latter with import costs;
huwe?er,:mﬁny firms did not provide the ntedgd'data. In
some cases where information is available, power costs are a
significant portion of those costs domestically incurred.

The figures in parts A and B nf Table VII-1 must be read

with this in mind,
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Table VII-1

Distribution of Firm Costs

e e e i

A. Average of Nineteen Firms for ¥hich Financial Information
. Was pProvided
Cost as a vroportion of Total
Tevenue (5)
Average tandard Deviation
Cost incurred within the
! firm 25.04 9.03.
i Domestically purchasec
| inputs 29.42 : 16.39
| ImpoTts 35.07 18.09
Pre-tax profits 10.47 §.46
B. Average of Three kirms that rrovided Percentage Estimates
of Cost el :
Average (%}
Costs incurred ‘within the firm- - 18- 23
Domestically purchased inputs 18- 20
Imports ; SE-62
% = - =3
C. Average of Three Firms that srovided percentage Estimates

of Cost of Local Acquired and Imported Material Imputs

Average [§)

Domestically incurred material <CoSiS 48-52
Imported material cost 48-52

= r— -
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Table VII-2

Average Domestic and Import Costs by Industry

—— e ek

: Domestic Costs Imports

Industry (%) (%)
Food 79 21
Soap and detergent a4 16

r Pharmaceuticals 74 26

Chemicals : 52 48
Motorcycles 36 64
Television 68 3z
Other electrical appliances 66 34

faverage of 19 firms.




There has been much discussion of the import dependent
character ot import-substitution industrializationm in the
fhilippines. Although data presented is only for one year,
the walidity of the criticism of import-substitution is
obvious. On the average, thirty-five percent of the respondent
firms' revenues from the sales of the goods that they are
manufacturing (and 40 percent of the cost of production) can
be assigned to import expenses. In addition I was told- by
several executives that their domestically purchased material
inputs are themselves heavily import dependent.

In addition when asked what type of material inputs
are purchased locally, packaging is among the most inportant.
ror some industries, it is the only significant material
sourced domestically.

To obtain a more dynamic picture, we asked questions
about the reasons for importing and the extent of local
sourcing. I will take up the latter first. Inasmucﬂ as A
major component of industrialization is backward integra-
tion within the mamufacturing sector, I asked the respondents
to estimate what proportion of the intermediate inputs
sourced locally is purchased on the open market and what
proportion is obtained through contract arrangements. Twenty
tirms responded. Although most firms buy at least some of

their local inputs on the open market, a large propertion is
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purchased throwgh a contract arrangement: on the average, 55

percent ftor the latter, 44 percent:for the .ourmer, and one

percent tor others. There are some industry variations with
the detergent, chemical, tood, and other elcctrical'aﬁpliancc
industries tending to purchase more through contract.

One avenue of disseminating technology is for a2 more
technolopically advanced firm to assist smaller or less
technologically advanced tirms. We asked the cooperating
firms in our study whether they give assistance in one form
or another to firms from whom they made purchases: produc-
tion, manpower training, management, marketing, and finance.
0f the 20 responding, only 7 said they had assisted other
firms. Most of the assistance is in sactual production, no
doubt to achieve and maintain acceptable quality. Howewver,
there is some assistance with tinance, manpower training,
and management.

These seven firms were asked how many firms they had
assisted in 1979 and over the last five years. See Table
VIT-3. - There is considerable variation, with only a few
MMF affiliated companies contributing to a significant
number of supplicrs.

The extent of such activity is no doubt associated
with the degree of manufacturing in which the MNbk affiliated

firm is engaged as well as with the amount of vertical

integration.
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Saveral of those interviewed indicated that their
products would have some additional local comteat in the
future, largely in response to povernment pressure. The
additional parts manufactured locally' could be produced
within the firm or through subcontractors. From an indi-
vidual firm's best interest, there are, no doubt, arguments
on both sides. For the technological and industrial develop-
ment of the country, however, subcontracting, particularly
when accompanied by assistance that differed the technological

capabilities ot the MNr aftiliated firm, would be preferable.

Table VII-3

Number of Local Suppliers
Assisted by MNF-Affiliated Firms

Number of Suppliers Assisted
Period .

of Timel Tirvm 1| Pirm 2 |Firm 3 |Firm 4 | Firm 5| Firm 6 |{ Firm 7

1579 1 50 70

b
(gl

20

-3
Fa

*

1974-738 4 * 10 0 T3 80

#*
No answar.,
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Firms were asked how much the local content of their
tirm has changed over the past 10 years. Twenty-one firms
supplied usable information, 10 of which indicated that
there had been no change, and one of which said that local
content had decreased, See Table VII-4. When asked
whether government policies had had an impact, 14 firms
said yes; 6, no. In conversation, several said that local
content would increase in the future in response. to govern-
" ment policies: local content requirements, tariff and
duties, and taxes.

The inter-industry linkages between one firm and
the rest of the etarnmy can be forward as well as backward.
Only 6 of 22 responding firms said that either the products
that they produced or the waste materials rrom the production
Process are used as inputs by other firms in the philippines.
As a proportion of sales, these sales are gquite small tor
Z tirms, around 5% for one, more than 30% for another and
almost the total sales of still another.- These firms are
concentrated in the sozp and detergent pharfaceutica¥, and
¢hemical industries.

Firms were also asked ir they expect the ratio of
imported to locally acquired intermediate inputs in their
production process to change significantly in the next 5
years: ten tirms responded yves; 14, no. Those responding

¥es are in the motorcycle, television, and other electrical

appliance industries.
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Table NII-3

Niumber of Local Suppliers
Assisted by MNF-Affiliated Firms

I
——

veriod L, i " ﬁumb&f of Suppliers Assisted £ |
of Time |Firm 1) Firm 2 |#irm 3 {Firm 4 |rirm 5 |rirm 6 |Firm 7}

| 1979 1 + 2 5 20 T2 50 70

1974-78 ~ 18 100 " 75 80

—r—
s

*No answer.
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Tahle VII-4

-

Changes in Purchases of Locallvy Produced Goods
: ¥ d
Over the Past Ten Years as a Proportion of Firm's Tofal Sales

Change Number of Firms
4 No significant change 10
Down' from 35% to 25% of total inputs 1
10% increase 1
30% increase {5 years) 1
30%-50% increase 1
6% increase 1
3% dincrease 1
From 45% to 60% of total inputs 1
From 36% to 38% of total inputs (4 years) 1
trem 40% to 60% of total dinputs (5 years) 1
rrom 5% to 30% of total inputs 1
From 18% to 49% of total inputs 1
i
— =

“Twenty-one firms responded,




Looking at the question from a different perspective,
we asked from where the firm's imports c-me and why they are
not sourced locally. A sizable number of firms source pri-
marily from the affiliated MN¢ or one of its subsidiaries.
See Table VII-5. OF the 25 firms responding, about
one-fourth obtain at least 75% of their imports from their
affiliated MNF or the latter's other subsidiaries and
affiliates. Sixty percent cbtain at least half of their
materials from these sources. The Test also obtain their
imports primarily from industrialized countries. Only small
proportions of raw materials and intermediate inputs are
sourced from third world countries. In discussions, it was
obvious that in manv cases there is noc question as %o where
the local firm ‘ i5 to purchase its inputs. However, in a
few instances the executives made the point that if the
landed price of an input from their affiliated M¥F 15 in
excess of the cost from other sources by some predetermined
figure, they are free to source elsewhere.

Why do fhe fircs aot purchase more inputs: logally?
The overwhelmingly most [ portant Teascn given -- product

not available locally -- uniortunately begs the question,

or at least re olves into a circular proposition. OSee
Table VII-6. Frem discussions with managers who are feeling
the pressure from the government 1o increase local content,
it seems that in many instances the input becomes available

domestically when the demand emerges.
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Table VII-5

Primary Source of Imported Materials

—————

Saurce Mumber of Firms

——

Affiliated MNF

a. 75=100 percent ot ‘imports L]
b. 50-74 percent of inports 7
Affiliated MNF and its other

subsidiaries or affiliates

d. 75-100 percent of imports 3
b, 50-74 percent of imports 1
Industrialized countries (other than

from artriliated MNF or its subsidiaries)
a, 75-1T00 percent of imports &

b. 50-74 percent of imports {with the
remainder trom the affiliated MNE} 2

Others 1

Total 23

e —— e
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Table VII-G6

o a
Reasons for Using Imported Inputs

Maoderate Extreme

Imﬁnrtancp Importance Importance

i Numher uf Firms

Bt 4 2

a, Product not available locally.d G g 1 24
b. Local product toc expensive. 12 n rf R 3 3
c. “Local product of insutficyent, :

quality. 3 2, i 8 6
d. Product produced by aftiliated

MNE or cne of its subsid-

iaries 12 4 2 m e 1 1

ATwenty-five firms respended to the question.
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When I asked why the product is not manufactured
locally,”" economies of scale” was "the reason most often given.
The local market is not large emough to Support economically
sized productiomn units. The reason, although undoubtedly
correct in many c<ases, is not complete. For example, costs
may be higher with smaller sized units, but by how much?

One pharmaceutical firm manager commented that some interme-
diate inputs could be produced locally with only a moderate
?increa5e in cost.. If there is sufficient tariff protection
and, importantly, if the competing firms in the industry

peol their demands and buy locally, a plant would be wviable. .

In addition, it the local market does not exhaust the
potential source of demand, exports are possible. Why are
certain intermediate goods not manufactured locally and
exported? . Transportation and other costs are surely part of
the reason, but so are factors related to the level of
development. And there are cases where, in the early stages of
manufacturing, the product is exported {(e.g., rhilippine
Sintering Corp. in Mindanac),

The second most important reason given for using
imperted inputs is the insufficient quality of local inputs.
Interestingly, only & few firms claim that an input is imported
because it is produced by the firm's MNF affiliate or one

of its subsidiaries. This appears to be in opposition to the

above data and discussion, as well as the general sense of
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the situation I gathered from interviews, Perhaps it is that
other factors are more important, If quality improved and
local production occurred, perhaps the conflict between
buying locally or from the affiliated MNF might become more
important in the minds of the managers of MNF. affiliated
firms,

Turning to exports, 13 of the 28 firms in our study
replied that they are not exporting; two others did not answer.
Another firm began exporting only in 1980. The remaining 12
firms said that they were exporting prior to 1980, Only & of
these export at least 4% of their sales. This group averages
exporting 23 percent of their sales; however, this number is
dominated by two firms which export over 60 percent of their
output (one of which does. not export directly, but produces
jntermediate goods used in the manufacture of exports). Only
three of the 12 actually exported more in 1979 than they
imported,

When asked if they expected their firm to begin expor-
ting or expand the percent of their output exported, 8 said
yes, while 9 said no. The others did not respond. The few
veses that gave reasons noted government incentives and pressures
and the development of new product lines, One manager pointed
gut that the products his firm manufactures are also produced
in almost every country: thus there is little chance of

export. However, he continued, in response 1o the government
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policy of encouraging exports, they are looking for a new
product line that is exportable.

Those firms that are exporting {including the onethat
began in 1930) were asked where they are selling their
preducts. Eleven firms replied. From other sources, the
ma2jor expaort market of one of the two not replying is known,
The exporters are in the soap and detergent, pharmaceutical,
chemical, food, and other electrical appliance industries,
-The bulk of exports from firms in the detergent industry go
to industrialized countries of Burope and America, as do
that of firms in the other electrical appliance industry.

The pharmaceutical industry's exports {although not a large
part of sales) go to Asia. The other industries split their
sales between the industrialized West and Asia. Interestingly,
they tend to specialize in one of these markets or the other.
firms sell roughly two-thirds of their exparts in the indus-
trialized countries and one-third in Asia, but they were the
exceptions. I

Firms were asked why they de not export more. Twenty-
two firms replied. Three factors appear to be relatively
ilmportant: high cost of local production,to aveid encroaching
on market of affiliate MNF or its subsidiaries, and tariffs
or other trade barriers in importing countries. See Table
VII-7. Transportation cost is of moderate importance. On

the other hand, license restrictions, limits of product

design, and insufticient marketing network are not important.
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Table VII=-7

Factors Limiting Exports from the

Philippines™

i
e e TR

Number of Firms

Extrems

No Moderate
{ Importance Importance Importance
a 1 ¥ % din "o
a.  High cost of local pro-
duction. 4 1 e o1 5 6
b. Transportation costs. 4 0 N I 5 3
c. Awoid .encrpaching on
market ot aftiliate MNF ©
Or of its subsdidiaries,
d, Tariffs or other trade
. restrictions im impoT-
ting country. 6 1 Is. 3 4 6

ATwenty-two firms replied.
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There are significant industry variations however. Firms
in the televison and other electrical appliance industries
emphasize more the high cost of production. The motorcycle,
pharmaceutical, and chemical industrv tirms, on the other
hand, lay more stress on avoiding encrodaching on the market
of the affiliated MNF. Tariffs are mentioned as being important.
in every industry except chemicals and paper.

Lastly, the impact ot government policy was examined,
On the import side,15 firms said that government policy has
an impact on their imports; 10 said that it does not. Most
of the former indicate that imports tend to be reduced to meet
B30I guidelines because of tarifts, and foreign exchange
restrictions. One firm, however, mentioned that its imports
went up because of reduction in the level of protection.

On the export side; 10 firms sz2id povernment policy
has an impact; 5 said that it does mot. The major factors
are: ability to obtain forcign currency and export incentives,
One firm complained, however, of the lack of sufficient

government assistance.
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VIII. Conclusion

The survey covers a wide range of issues psually dis-
cussed under the benetit heading of the balance sheet on the
desirability of foreign investment by multinﬂtiﬂnal.firmﬂ
(MNrs). This draft is largely a summary of the results.

Much of the znalysis remains to be undertaken. ﬂn§e¥ﬁr, a
few generalizations might be ventured at this point.

The cooperating enterprises are almost all of the
import ‘substituting type, with only a few' having significant
exports. In addition, over time they have not expanded their
horizons Héfﬂnﬂ the local market. There is some positive
respunsg to gDFEInm&nt.PTESSuTE (as contrasted with incentives},
but as a pertent.bf sales, exports remain unimportant.

The choice of equipment by the majority of the local
firms is heavily influenced by their affiliated MNrs. Much
of the eguipment is similar to what is or has been used in the
MNF's Eﬂﬂﬂc&untry plants, and in the majority of :ages,the:
latter participate in (and sometimes dominate) the dis-
cussion of which technology to use in the shilippines.

Most of those interviewed emphasizec, however, that
control over equipment is not where the advantage of the
multinational firm over domestic producers lies. Rdther
it is in the knowlédge of the production process and advances in

production and product technology.
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v Tralning of management personnel is often cited as
one of the most important contributicns of MNEs ta the
¥Yhilippine economy. My survey tends to confirm this point
of view. Surely there is a much greater emphasis on training
management and professional staff in full-time training .
Programs than on training production workers,

On-the-job training programs primarily service produc-
tion workers. Most, however, are of relatively short duration.
- One of the reasons may be that there generally exist pools
of skilled workers in the arcas needed. Training at the work
place consists of increasing worker proficiency and adapting
skills to the needs of the corporation,

3 The MNk affiliated companies in my survey praduced
disproportionately tor the Metro Manila Market and tor the
attluent. Only one or two industries sold consumer products to
the varigus income groups in rough proportion to their size in
the population..

Finally, the firms are largely engaged in the later
stages of manufacturing--assemblying, formulating, packaging,
etc, They are dependent on imports for their intermediate
inputs. Local content is increasing, but it is still limited
to the simpler parts. Although 2 few of the firms are
assisting subcontractors, the majority are not. If the local
content ot goods produced by MNF affiliated companies is

to Increase substantially, assistance to suppliers must

become more widespread.
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‘It is widely acknnﬁiedged that MNFs can contribute
to the economic development of third world countriecs; the
gﬁéabata is gver the nature and extent of the contribution.
My results peint to some areas of contribution.by MNFs in
the Philippines. However, that contribution may not be as
“swidespread as is generally thought. In addition, the diffusion
‘of benefits from the MNF affiliated firms to domestic enter-

prises is limited.

]
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A FPENDILX

COOPERATING FIRMS BY INDUSTRY

Food Industry s
1. General Foods, Philippines

2. Philippine Pa:kin& Corporation

3. Standard Brands ot the Philippines
4. Wander {Philippines), Inc,

Soap and Detergent Industry

1.  Colgate-Palmolive Philippines, Inc.
2. rthilippine Retining Company
3. Procter § Gamble, rhilippine Planutacturing

Fharmaccutical Industry

Hoeehst Philippines, Inc.

Interphil, Inc.

Jolinson & Johnsen, (Philippines), 'Inc.
Wyeth-5uaco Laberatories, Inc.

Lt N SR
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Chemical Industry

1. Borden Internatiomal Philippines, Inc.

2. Cyanamid Philippines, Inc.

3. Muller & Phipps Manufacturing Cotp.

4. Shell Chemical Company (Philippines), Inc.
L. UOnion Carbide Yhilippines, Inc.

Motorcyle Industry

1. Antonio Suzuki Corp.
2. Delsa Industrial Corporatiom
3., Mariwasa-Honda, Inc.

Television Industry

. Hitachi Union, Inc,

. Radiola-Toshiba vhilppines, Inc.
. Radigwealth, Inc,

. Sanyo (Fhilippines), Inc.

45 04 fed =

Other Electrical Appliznce and Light Industry

Daikin #hilippineés, Inc.

Philippine Appliance Corporation
rhilippine Electrical Manufacturing Corp.
Singer Industries #hilippines, Inc.

= Ll T ==
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raper Industry

1. ¥Kimberly-Clark philippines, Inc.
2. Scott Paper Philinpines Tnc.

Company




