A STUDY OF THE EXPORT FINANCING SYSTEM

‘N THE PHILIPPINES

Mario B. Lamberte, Rosario G. Manasan
‘Erlinda M. Medalla, Josef. T, Yap and
Teodoro S. Untalan .

WORKING PAPER SERIES NO. 89-12

June 1989

Philippine Institute for Development Studies



TABLE OF CONTENTS

I. Introduction ..;....I..I...;0.......0..0.........l..... l
A. Rationale and Objectives of the Study .eeessscceeasce 1
B. Sources of Data ....l.l...l........‘.l.......ll..... 3
C. Existing Literature on Export Finance ...cesceescas 6
D. Organization of the Study «ieececcesvrvecercccsnenn 6
II. Export Promotion POLliCieS .seeseecrverccnnnrrscccsevancas 7
A. Trade Policy Environ‘nent ® % ¢ & % & & B S & P S 4SS S S S S S P SE s 7

B. Fiscal Incentives for EXPOrtS ...eeeeeecscecsssacss 16
1.0 Theoretical FrameworK .seeeesecsssscescsensases 18
2.0 Analysis of Fiscal Incentives to Exports ..... 20
. 2.1 Access to Intermediate Inputs at World
oo Market PriCeS .ceeesvscscscsscncscssnsansoscsns 21
2.2 Export Incentives under BOI and EPZA ....e00.. 34

III. Philippine Export Structure and Forecast of Exports and
Demand for Pre- and Post~Shipment Financing s.eeeeeees. 47

A. The Philippine EXpOort StrucCtuUre seeesesesscscccscse 47
B. Forecasts of Exports and Demand for Pre- and
Post-Shipment FinancCing .eecececeesscsesssssssssssens 89

IV. Institutional Support for the Export S5ector seeeeeessss 95

A, he Government's Export Development Program ....... 182
¥ The Present Export Development Program ....... 163
0 Service COVEXrage ssesessscscscssssvssssaccscess 117
§ Effectiveness of Export Development

PrOJgraifl sueueessscecasssssssssssascssssssansssnses LL8

B. The Private Sector and EXPOrtS ..e.eevecssonscacaces 122

w3

V. Export Financing System in the Pnilippines ...eeeeeesea. 131

A, he Export Financing System in the Philippines .... 131
.9 Export Refinancing Scheme of the Central Bank 131
.9 The Commercial Banking System ...eceeceececssse-. 140
.3 Special Credit ProyramsS ..ecceeecececsccacasssss 143
.0 Export Credit Guarantee SysSteém ..seeccececececess 163
Xperience with Export FinancCinNg seeeeceecccccsssssss 180
.0 BANKS ceeevesevssccsssccsssccscsssesascscscscss 180
.0

Exporters LR I R R I R R O L A I I NN N SN SR S N N 197

NS WN S



VI, Overall Evaluation of the Export Financing System in
the Phllipplnes LI S T TR SR I SN O B TN Y TR R R R N R I IR B I L I B IR L IR N

A.
B.

Theoretical Export Financing SysStem ..eeececcccooses
Evaluation of the Export Financing System .....eee.
1.6 Refinaneing Scheme of the Central Bank .......
2.0 Financing SChemM@ .sseeeseccvsessssssssccsoansoss

VII. Conclusions and Agenda for Policy and Institutional

Reforms LI RN B R B Y B A A IR Y SRR A A B RN R A A B R B R B U B BE N BN A N L B N )

Reforms for Achieving a Free Trade Status on the

EXPOYXt SeCtOr cceeetssonssvsvesssssennssssvsnsssasss
" Reforms for Assuring Automatic Access to Export

FiNANCIiNg seesesevosssscsssnsaccsssassssssacssonasss

Scope for ADB ASSiStaANCEe vesececesseccsssccccannsnns

REEEIGUCGS ..l.l..II’I...I....'..I..;".I....l...'.....'ll.'.l..

Annexes

P I NI SR A BN R B B R A O SN N R R N SRR N A AR I R N N B LI B R A B RN N L L A R L

217
217
229
220
222

23@

232

233
239

243

245



I.l

I1.1
I1.2
I1.3
1104

II.5_

II1.6
I1.7
II.8

11.9
11.10

II.11
I1.12

I1.13

IT.14

II.15

II.16
I1.17

III.1
III.2
II1.3a

III.3b .

" IIl.4a

I11.4b

III.4c

III.5

III.6a -

III.6b
IIl.6c
II1I.7a

III.7b

LIST OF TABLES, FIGURES AND ANNEXES

Profile of Sample ReSPONAENES evyecescccssonccsancas
Real Effective EXChange RALE vuueeeeeeeooeooaaonoenss

Average EPRS cesvetsseetasnceocnsasrassosccncncsnsnns
.Number of Items Regulated, Liberalized and Newly '

Regulated by Year,

1977 88 LEEEE IR B N R R AR A B N N R I S N RN S R )

Report on Nominal Protection for the Philippines -
Customs Tarlff .......l..'..'l...l..I........IIII_I..

”_ Nominal Exchange Rate and Real Exchange Rate Index:

Philippines vs. Korea, Singapore, Thailand, Taiwan,
and Honykong 1973-1989 ...iieeceecncocccnccncasnnns

‘Documentary and Other Requirements for Establishment
Of BMWS ll....l.l.....I-‘OI.'.'I.’..l!'...........II

. Documentary Reqguirements in Application for Duty

Exemption Under CAO 3-78 ...iceiecscoscoroancncannnnns

.Procedures for the Release of Importation Under

CAO378 LA AL I S 2 I I R IR IR B I BN I I I I Y B I RN I N R R R R

Requirements for BOC Drawback Claim$ eeeeescocovocess

Requirements and Procedures For Fixed Drawback
S5Cheme +sascteereecescesessnsosanncscssssanssansnsnae
Comparison of Incentives Under BP3Yl and E0226 .....
Change .in the Internal Rate of Return of
Hypothetical BOI Registered Firms Under BP391 .,.....
Change in the Internal Rate of Return of

- Hypothetical BOI Registered Firms Under EO 226 .....

Project Cost of BOI Approved Projects, 1981-87 .....

Internal Rate of Return of A Hypothetical Firm Under
Selected Incentive Schemes In ASEAN Countries, 1988..

Special Incentives Given by the Government ...oeve..
Summary of Selected Trade and Fiscal Problems,
Recommendations and ProSpPeCtS secevesscevessconncnns
Importance of Natural Resource-Based Exports in
PNilippine Trade@ seseceeeseeseseessoensoncecnnssnnns
Philippine World Exports By 1l-Digit PSCC Category ..
Distribution of Philippine Merchandise EXports .e...
Percentage Distribution of Philippine Merchandise

EXPOItS ll’.l.»...,.l..................l..l.lll.‘0‘....

Value of Exports by Major Commodity Group, 1970-1987
" Growth Rate of Philippine Exports, 197U-1987 ....o..

Structure of Philippine EXpPOrts s.icevececcsceccsanas
Percentage Distribution of Total Exports,

Merchandise Trade

Traditional/Non-traditional §1971-1987) .....;......

(FOB VallIE) LI IR AN R I 2 B B B B B A A A )

Annual Growth Rate of World: Trade - DMCs, EEC, US,

Japan and ASEAN ..

...I...I.l..l....I.......’lll.ll..

Percentage  Share of Imports/Exports to Total Trade,
by Country of Destination — 1965-1988 ...eeecocsoces
Average Percentage Distribution of Export Products
to Total Exports: ASEAN, DMCs and world trcestsecnsas
Average Growth Rate.of Phlllpplne Exports to DMCs

and World Exports

LA E B BN A I I N R I R I S I S S I TR S R S T R RN

12
12

14

15

28
30

31
36
38

39
42

43
- 46

a8
62

- 64

66

“ 638

72
76

78
79

80
81
83

85



I11.7¢
III.8a
III.8b

I11.9
111.10

IlI.1lla
If1.1llb

IiII.1llc

111.11d

ITII.1l%a
III.12b
III.12¢
I11.12d
V.1

Iv.,2
Iv.3
IV.4

Iv.5
V.l

V.2

Traditi
and Wor
Percent
Exports

onal and Non-traditional Exports to DMCs

1ld EXPOXtS e.ssssvecccccsscscssssssscssasnsocne
age Distribution of Philippine Merchandise
by Destination (1987-2000) ..cecececccscocanse

Distribution of Philippine Merchandise Exports by

Destina

tion (1987—2(099) IO A A I I D L B R B R B B B B B B

Total Merchandise Exports, 1977-2000 .ceevsccacccsscs

Compari
1989-19

son of Central Bank and PIDS Forecasts,

94 S 8 5 8 8 6 T S S S P S S0 SRS ST S EEEEEE S EESE S

Pre-shnipment Financing Requirements By 1l-Digit PSCC

Categor

Post-shipment Financing Requirements by l-=Digit PSCC

Y (,1.989"20“@) 9 9 0 9 S & 8 B8 N B S TESETE LR r

Category (1939-’20@0) 4 8 08 B B8 BB O BTSN E S as Rt

Percent
Exports
Distrib

age Distribution of Philippine Merchandise
By 1-Digit PSCC Category (1987-2000) ..cce..
ation of Philippine Merchandise Exports by

1-Digit PSCC Category (1987-2000) .eceeececcacccoses

Percent
Exports
Distrib
Traditi

age Distribution of Philippine Merchandise
Classified as Traditional/Non-traditional ..
ution of Philippine Merchandise ExXports as
onal/Non=traditional ..cesesesccccccccccasssns

Pre-shipment Financing Reguirements Classified as

Traditi
Post-sih
Traditi

onal/Non=-traditional ..ccesecsccccccccccsncaca
ipment Financing Requirements Classified as
onal/Non=-traditional ..eesesvsceccccccsacsnne

One-Stop Export Documentation Center: Participating

AgenCieS CEF IR I IR S I R N R R N R B R N R Y I B R B B A A A B B B A L N R

Government Funding and Support,

Services of Government Agencies Availed of

by Expo

The PCH
Central
and Var
Qutstan
Qutstan
Exports

rters .oaannnoo\-ooo0000.00-.-..0000‘0000.1..lc

Trade Associations Of EXPOXters ..eeeeeecssccsscssass

I-TLKC Financing Programs ...eeececcesscccscns
Bank Rediscounting Policy, Inflation Rate
ious Interest RAteS ..ceserscccscancsvessvoncs
ding Rediscounts of the Central Bank, Loans
ding of Commerc¢ial Banks, and Commodity

" EEEEEREEEEEEEEEEE N I A ECE AR R R IR N R A I A B I

Loans Granted by the Central Bank to Commercial

Banks .

T EEEEEEEEEEERERENEN I B A B RS AR R R B B R R R

Total Resources of the Philippine Financial System

"Loans Outstanding: Commercial Banks seeeccccecvoceccs

Some Features of the Special Lending Programs e...ee

ALF And
IGLF So

IGLF Availments by Investment Area ..eececeece
urces of Funds ® ® ® 8 8 & 8 5 8 P PO P PSSR SE S s

Interest Rates on -IGLF Availments of Participating

Financi
Operati

d]. Institutlons PR A S B R B R R N R B B B LA O B O O B
ng Highlights' GFSME RN A SR N R B R R B B B L B B I

GFSME Loan Availments by Investment Are€a eeieesscssee
Past Due Accounts, GFSME ...cecvececccnctcncccnvovone

Income

" Annual

Actual
Annual
Annual

Statement, GFSME ..iceecvcccsccscsossscsvacnss
Performance Highlights, ECGP-SMI .stceccccecs
Number of Participating Banks ..ceececcessacs
Guarantee Issuances, by TYDPE cescccsscsssssse
Guarantee Issuances, by ProduCt ...eceveecens

1989 (DTI Agencies) ..

87
9¢

%0
92

94
926
97
98
99
lv@
100
101
191

113
116

121
125
129

134

138

139
141
142
145
148
15¢

152
l68
169
170
171
178
180
181
182



V.18
V.19
V.20
V.21

V.22
V.23
V.24
V.25
V.26
V.27

V.28
V.29

V.30
V.31
V.32
V.33
V.34
v.35
V.36
V.37

V.38
V.39
V.40
V.41
V.42
V.43

V.44
V.45

VIi.1l

VI.2

VII.1

Figure 1

Annex

I

EHCOCO® P

|

Guarantee Defaults Trend .v.ceicecscconsssssssssasee
Profit and Loss Statement, ECGP=SME ..csesseccccones
Number Of Export Customers, 1988 ....ccceercevccccny
Size of Individual Transactions, 1988: Banks'

Responses TR

....I'.I'.l....l......'l....’..'

Terms of Export TransactionsS ...eeeceecescossccsscces

Letters of Credit ..

Amount of Export Loans Granted in 1988 .....ceeceeee

EXpPOrt LOANS seeceas

LI T R B B I B B R BN B A SRR B R B N N R I IR R )

Types of Collateral for LOAnNS s.eececsvecncnscccsosss
Difficulties in Extending Financing to Local

ExportEIS L B B B B

LA L L L B D B O O B B B B BN B L LR B B B BN

Banks' Availment of Guarantee Faciliti@S seeeeeecess
Ratio of Guaranteed Loans to Export Loans Granted

in 1988 ® & 4 9 &0 0 v v

® 5 0 0 P PR S E S S ST RS RS S AR A

Claims Made Under the Guarantee Programs ...eeeccesas

Problems With Export
Major Product Lines

Guarantee FaclilitiesS .teeeecaces

LEE R B B I 2E 2K 2N B BN B I I B B I I B B N A O N A Y ]

-Form of Products/Services Exported/Sold in 1988 ....

Countries Where Firm Exported to in 1988 ...........
Annual Sales and EXPOXt SAleS seeesscescestscccccnns
Average Size of Transactions in 1988 ..eeeeccvsscees

Percentage Change of
Three Years ...ve.a.

Export Sales in the Last

@ & 6 8 b E P PPN S PPN

Ratio of Credit Terms to Total EXPOXtS eeeescecesves

Sources of Financing

Export Production, 1988 .......

Percentage of Exports in 1988 Which Were Pre-

financed and Received Post-shipment Financing ......
Export Financing from Local BaNKS seeescccssssacacas
Cancellation of Orders by BUYEXS seeseecsccssacacssa

Export Prospects for
Prospective Markets
New Export Products

the Next Three Years and

R R R R A IR BN RN N N S R S S R P S

LA K R B I T B I I I I I I B I I I I I I I I )

Summary of Selected Finance-Related Problems,
Recommendations and ProSPECLS .eeeessesoccnossoneceas
Commercial Banks' Approval Rates for Every 1l¢# Loan
Applications Received in 1986 ...eeevesnsvonennnnone
Ratio of Agricultural Loans to Total Loans and

Ratio of Agricultural Loans Guaranteed to Total
Agricultural Loans Granted, Commercial Banks,

1981-1986 s s 0000 0ea

LA BB B B B R I I I I IR I I I I IR R I I I A A )

Projected Banks' Loans and Discount, and Pre- and
POSt—ExPOIt Financing LB BN R R N B A B R BN BN IR N B NI IR Y R )
Total Exports, FUB Smillion ..ceeececcsonsosnsssssss

® * 5 & % & % 4 S e e s ee s

LEL R R I I LR I A B R BN B Y AN N IR R IR IR N S R Y

List of Persons/Institutions Visited ceserearenesene

Organizational Chart

(DTI) LA R L B B B R B B B L I N I B

1987 Positional Organization Chart (GFSME) +vveeeces
Philguarantee Organizational Chart .ecseecsesosccens
Philippine Export and Foreign Loan Guarantee

Corporation ...eceee.

L R R I I I R I R A N N X

Export Credit Guarantee Program for Small and

Medium Industries ..

LA BB I O B R B B 2R B BN B I B IR I I Y I N R I R )

Proposed Guarantee Assistance Program for

Overseas Contractors

LR N B BT B R B R R N I R S RN I N Y

183
185
188

188
189
189
191
191
192

192
195

195
196
196
198
199
200
201
203

204
205
206

208
210
212

213
214

215
223 -

227

240

61
219
245
247
248
249

250



A STUDY OF THE EXPORT FINANCING SYSTEM

IN THE PHILIPPINES*

' Mario B. Lamberte, Rosario G. Manasan, Erlinda M. Medalla
Josef T. Yap, Teodoro S. Untalan**

I. INTRODUCTION

A. Rationale and Objectives of tne Std@y

The. Philippines went through a xeceésion for two consecutive years.
Inappropriate economic policies, political instability, corruption at the
highest level, and unfavorable external environment all contributed to the
crisis. In the last three years, the ecodomy has rebounded at a relatiVely
faster pace under a new government which'iumediately‘instituted political
and economic reforms. In 1988, GNP grew by 6.7 percent in real terms with
the industry sector leading the pack. Merchandise expoits‘increased by a

hefty 27 percent.

*This study is made possible through the financial support of the
Asian Development Bangk (ADB).

**The authors are Vice-President, Research Fellows (Manasan, Medalla
and Yap) and Research Associate, respectively, of the Philippine Institute
for Development Studies (PIDS). '

The views expressad in this study are those of the authors and do not
necessarily reflect those of tie Institute.



Despite the remarkable economic recovery and major reforms already
instituted by the government, still the economy faces serious constraints
to the attainment of a sustainable growth. One such constraint in which no
‘solution seems to be near in signt is the external debt burden that is
getting heavier each year. Borrowing to service external debt piles up
ﬁore debt, and an external shock could easily put the economy into serious
problem, perhaps far worse than the 1984 - 1985 crisis. The debt reduction
proposal along the Brady proposal is a long shot. The reluctance on the
part of creditor banks and governments of morevdeveloped countries is the

key stumbling block to such solution.

The Philippines should therefore look inward and examine its
- strengths. Exports have performed remarkably well in the recent past, and
huge potentials still remained untapped. Perhaps, this is one area where

the Philippines can further develop to sustain its growth momentum.

In recent years, there has been a renewed concern in the design and
administration of export promotion policies. Worldwide, this interest has
been stimulated by the success stories of the East Asian dragons; success
that has been largely attributed to their export performance. At the same
time, the wprks of Bhagwati (1978),‘Krueger (1978), Michaeley (1977),
Balassa (1978) documented with cross country data the positive link between
economic growth and exports. In the Philippines, recurring balance of
payments problems has highlighted the need to nurture exports.
Furthermore, the import substituting strategy pursued in the fifties and
sixties and the concomitant trade regime that has been carried over into
the seventies and early eighties is perceived by many as exhibiting an
overwhelming bias against export (Power and Sicat 1971; Tan 1979; Medalla

1986). In tnis context, exports promotion becomes imperative not only
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because exports are by themselves desirable because of the foreign exchange

they bring and the faVorable'growth implications of increased exports but

also because of the need to counteract the anti-export bias. Export

promotion would imply the use of instruments that compensate for the

implicit penalties against exports in the macroeconomic environment as well

as those that provide incentives to the exporting activity over and above

that which would preVail in a neutral strategy.

This study therefore examines the export promotion policies and

programs of the Philippines with special focus on export financing system.

More specifically,. it attempts to:.

BI

review the export promotion policies of the Philippines;

analyze the Philippine export structure;

provide forecasts of exports and demand for post~ and pre~shipment

financing from 1989 to 2004d;

describe and assess the contribution of ndn—financial government:
and.privafe agenciés pro?iding assistanqe to exéorters;

describe ana evaluate the existing export financing system in the

Philippines; and

recomnend policy and institutional reforms ‘that can further

strengthen the export sector.

Sources of Data

The Study uses both primary and secondary data.. The primary data were

obtained from three groups of data sources. The first group consists of

key officers of export-oriented private institutions and government

agencies providing financial and non-financial services to exporters.
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Interviews were conducted using open-ended structured interview schedule.
The information gathered £rom these interviews were supplemented with

unpublished reports of concerned agencies.

The second group con51sts of seven commercial banks: one government—
owned bank, one branch of a mult1nat10nal bank; three large domestlc banks;
one medium-size bank; and one small bank. The aggregate assets of these
banks as of December 1988 amount to P1568B comprlslng 48 percent of the
total assets of the commercial banking system. Non-random sampling was
used in choosing the sample banks. A structured questionnaire was utilized

in collecting primary data from these banks.

The third group consists of 23 firms which are produc1ng non-
tradltlonal export oroducts. Five are purely producers or indirect
exporters; six pure traders, and 12 producers-traders. The profile of
these'.sample respondents is swnndrlzed in Table 1I. 1 A. etructured
interview schedule was utilized in gatherlng data from the sample
erporters. For Metro Manila based respondents, the questlonnalres were
sent to them and clarlflcatlons regarding some of the answers glven in the
returned. questlonnalres were done tnrough the telephone, while for non-
Metro Manlla based respondents, personal interviews were conducted. Non-
random sampling was used in choosing respondents. The regional offices of
the National Economic and Development Authority and the Departinent of Trade
and Indnetry helped in identifying respondents using the guidelines.

provided by the research team.

The secondary data were obtained from published reports, brochures-and
hand-outs - generally available to the public from government and private

agencies.



Table I 1
PROFILE OF SAMPLE RESPOWuEM1S

fssets Exporter Business HNo of Type of Type of Year Began Nuaber of Years
No Address Employees Business Ownership Dperation Exporting

f Seall Scale

1 1 2 8 x trader corporation 1988 1
] 6 3 12 ¥ trader single proprietorship 1982 7
1 7 3 13 both single proprietorship 1983 S
1 8 3 g both single proprietorship 1985 3
1 g 3 in both single proprietorship 1982 4
1 1@ 3 ia both single proprietorship 1981 8
1 11 3 13 x producer single proprietorship 1983 nap
1 12 3 20 hoth single proprietorship 1988 1
i 13 4 25 both single proprietorship 1979 9
1 17 i 48 x producer corporation 1984 nap
1 20 ? 4i both corporation 1908 0
1 21 b 2% both single proprietorship 1968 5
B Mediue Scale
2 2 2 188 x trader corporation 1973 15
2 3 2 20 x producer carporation 1981 nap
2 4 2 300 both corporation 1987 2
1 13 3 ) ¥ producer corporation 1908 nap
2 15 4 45  » producer partnership 1983 nap
1 22 1 42 both corporation 1974 9
C Large Scale
2 ] 2 700 x trader corporation 1989 b
2 16 1 4 x trader corporation 1986 2
2 18 1 na x trader corporation 1953 36
i 19 1 both corporation 1983 3
3 3 1 1855 both corporation 1974 15

NOTE Assets 1 less than PS5 million
2 PS5 million to P2@ milion
3 more than P78 aillion

Business Address 1 Metro Man:la

2 Cebu L1ty

3 Davao City

4  Tagbilaran City, Bohol
5  Baguio Caty

b

Dagupan Caty

na no answer
nap not applicable



C. Existing Literature on Export Finance

This study has greatly benefited from recent studies on export finance
in the Philippines. In fact, many of the points raised in earlier studies
are reiterated in this study. It is therefore important at this point to

mention the following major studies: -

1. Presidential Acf&on Center for Trade Facilitation, Office of the
President, "Export Credit Insurance: A Dynamic Approach to Export

Development in the Philippines" (15 September 1981);

2. The World Bank, "The ?hilippines: Financial Sector Study" (23

August 1988);

3., Ifzal Ali, "Manufactured Exports from the Philippines: A Sector
Profile and an Agenda for Reform," Asian Development Bank

Economic Staff Paper No. 4 (September 1988); and

4. First Washington Associates, "Report on Philippine Export Finance
Structure," A report prepared for the Industry and Energy

Operations Asia Region, the World Bank (September 1988).

D. Organization of the Study

The next chapter discusses the export promotion policies in the
Philippines. Trade policy environment and fiscal incentives are being
given emphasis. Chapter III analyzes the Pnilippine export structure since
1976 and presents forecasts of exports and demand for pre- and post-
shipment financing from 1989 to 200@. The contribution of government and
private agencies providing non-financial assistance to exporters is

described and assessed in Chapter IV. Chapter V discusses the export
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financing system in the Philippines and export finance experience of banks
and exporters. Chapter VI presents an overall evaluation of the existing
export financing system. The last chapter pulls together the major conclu-
sions of the study and presents a set of agenda for policy and institu-

tional reforms.

II. EXPORT PROMOTION POLICIES

This -~ chapter discusses the export promotion-_pOlicies of the
Philippines fram 1950 up to the present. The trade policy enviromment is

first analyzed followed by a review of fiscal incentives for exports.

A, Trade Policy Environment

| For more than three decades, continuing up to the present, the over-
all Philippine trade policy has been generally protectionist in nature,
although in varying degrees during the period. This was inadvertently
began in 1950, when the Philippines imposed strict foreign exchange
controls' in respoﬁsé to a severe balance-of-payments difficulty resulting
from a drop in U.S. economid assiétance. Foreign éxchange was rationed
according to ‘"essentiality." Virtually only producer goods could be
imported .as foreign exchangé could hardly be obtained for "non-essential®
consumer goods. The system became a permanent policy feature for the rest
of the decade, fuliy entrenching an import substitution policy, which, as
such; necessarily favors and highlyArewards the finishing' stages of

_ manufécturing while effectively penalizing backward linkages and exports.

Import substitution proved to be an expensive means of saving foreign
exchange while dependence of primary exports increased as the pegged

exchange rate and lopsided incentive structure towards import substitution



effectively penalized exports and discouraged export growth. Thus, after a
decade, even the strict exchange controls could not hold down the recurring
balance-of-payments pressure., By 1968, the government had to devalue the

peso and opted for a relaxation of import controls.

With the completion of the decontrol program in 1962, the tariff
sysfem- which was promulgated in 1957 became the effective tool of
protection, feplacing but largely preserving the structure of protection of
the 1950s control system. Import substitution in the finishing stages of
manufacturing remained highly rewarded while backward linkages and exports
were still penalized. With the samevbiases in the protectioﬁ structure,
foreign exchange earnings remained dependent on primary expdrts while
foreign exchange saving increasingly became more costly and difficult to
achieve. Thus, the country remained wvulnerable to balance—of—payments

problem. In the late 1960s, import controls were restored.

In the 1970s, import controls became more widespread. The Central
Bank started the system of classification by type of product. CB Circular
289 was issued requiring CB approval.for imports of cqmmodities classified
as Unclassified Consumer (UC), Semi-Unclassified Consumer (SUC), and Non-
Essential Consumer (NEC). More CB Circulars followed, adding more imports
to be covered. In the majority of cases, the motive for import licensing
was prdtection of local industry in the domestic market. The system of
guantitative restrictidns, in general, buttressed the effect of the tariff
structure. Escalatiop of tariffs accoréing fo stage of ptocessing

remained.

By the late 196@s, government planners have become more aware of the

bias against exports. Instead of reforming the protection structure,
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however, egport promotion méasures, mainly through BOI, started to be-
adopted in the 197@s. Clearly, however, such an offset approach could only
reach a limited number-of sectors. While nontraditional exports grew,
these were mostly_concehtrated'in semi—conductors and garments (which has

low value-added) .

The exchange rate pdlicy during these periods did not help reverse the
bias against exporfs. 6n the contrary, it added to the penalty already
received by exports by fixing the rate at unrealistically low levels. In
the 5¢s and the 6@s, this was made.possible, by import éontrols and high
tariffs, In the late 1970s up to early 1980s, huge foreign borrowing
(which. cannot indefinitely be ‘sustained) propped up the peso, hiding an
underlying BOP disequilibrium. Table II.l shows the movement in the
nominal and real exchange raﬁé fram 1973 to 1987, The real exchange rate
is the nominal exchange rate deflated by the ratio between the domestic

price index and the foreign/woild price index.

The Phlllpplnes has a hlstory of trying to malntaln a fixed nominal
exchange rate, until extreme BOP dlfflcultles made 1t 1m90351ble to do so.
With higher domestic 1nflat10n relative to the world, the relatively
consfant: nominal rate ha; meant'Aa reql appreciation‘ of the peso.
EVentdaiiy,' the Philiépinés,had’tofdevalue drastiéally (e.g., 1969, 1983-

84).

With _én _unrealistically low (real) exchange rate, exports were
effectively penalized. Non-tradeables, on the other hand (these are ‘goods
or services which can neither be imported —- ~natuially or because of
government policy == nor expotted) were rewarded, especially non-tradeables

dependent on imports for their inputs. Ranking different commodity groups
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Table II.1
REAL EFFECTIVE EXCHANGE RATE
(1973 = 100)

Real Effective

Year Exchange Rate Index
1973 100
1974 83.69
1975 92.17
1976 95.64
1977 98.04
1973 105.32
1979 93.72
198¢ 88.10
1981 : 85.91
1982 83.13
1983 192,36
1984 106.03
1985 88,37
1986 112.03
1987 111.10

Source: International Financial Statistics. (IFS)
Key Indicators of ADB & DMCs

from wost rewaraea to most penalized group, heading the list would be the
import-dependent "non-tradeables" —— composed mainly of'import substitutes
covered by a binding import ban but whose inputs could readily be imported.
Next would be local production of high tariff items but are importable., In
the middle would be the "true" non-tradeables — i.e., goods which can
neither be exported nor imported due to natural reasons as bulk and other
factors making transport costs prohibitive. These are neither rewarded nor
penalized. The next group, thch would be slightly penalized, is composed
of neglected import substitutes (e.g., some intermediate and capital goods)
the imports of which are allowed at low duties. The most penalized is

exports. To this would belong agriculture which is a large net exporter.
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It is thus not difficult to see how the policies in the past have
promoted import-dependent . import. substitution. There was some growth
achieved, but given the resulting incentive structure which highly rewarded
production for the small domestic market and penalized exports, growth

could not be sustained.

Pefhaps, recognizing these éonstxaints, starting in the 1979, export
incentives were granted, but these were not enough to “offset the huge

penalty arisging from the exchange rate policy.

By the end of the.l97ﬂs,'the inherent biases df the protection
structure was recognized and thé ihadequacy of an offset approach through
various incentives became more and more apparent. Thus, in 1981, the
governiment finally launched the first major reform of the protection
system., Pirst, the Tariff Reform Program (TRP) was implemented. Second, a
schedule of import licensing liberalization was formulated. Except for the
uniform additional import surcharge which was eventually removed, the TRP
proceeded' as planned, Import'liberalization had to be shelved, however,
with the 1983~1984 BOP crisis.

The TRP has substantially reduced not only nominal tariffs but ﬁhe
effective protection rates (EPRs) as well (see Table II.2).l/ The EPR
structure remained the same but at lower levels. Consequently, relative

penalty to exports has been reduced after TRP.

Achievaments derived from the TRP would be totally nullified if no
similar efforts were done in import liberalization. Reduction in tariffs
while import barriers are being maintained would not only retain the old

protection structure but also shift the foregone tariff revenue to private
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Table II.2
AVERAGE EPRs (in percent)

Pre-=TRP Post-T

All Sectors 24 1:
Exportables o -3 . -z
Importables 44 25
Primary and Agriculture 1 -1
Manufacturing 40 23
Exportables ‘ 1 ‘ 1
Importables ' ' 50 - 33

Source: Tariff Commission

rents. Thus, a schedule of import  liberalization was - planned

simultaneously with the TRP,

Startlng in 1981, a schedule of 1mport liberalization was 1mplemented
The first stage, in 1981, removed 263 items from the list of banned items.
In 1982, 61¢ more items were liberalized. However, CB circulars were
issued to régulate more importations. In 1983, 48 items were removed from
| the banned list. In the second half'of 1983, in response to the BOP
crisis, CB Circuiar 970 was issued»pooling all foreign exchange receipts
and limiting foreign exchange allocation to payments for crude oil,
essential grain imports and raw materials for exports and vital domestic
products. Lesser priority items were allowed through a scheme of no-dollar

importations and pre-paid import L/Cs. The commitment to liberalize stayed

1/

The EPR for a certain industry measures how much increase, in
. percentage, in the value-added brought about by protection. For example if
DVA is the value-added given tariffs and import controls and FTVA the value

added without tariffs and import controls, then EPR = DVA/FTVA - 1.
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through, albeit not without controvers&, after the February 1986
Revolution. The new'government liberalized more'iﬁems between March 1986
and April 1988. Some 951 iﬁgmsiwere liberalized in 1986, 171 items in
1987, and 129 items in 1988. The number so far liberalized comprises
aroundm 85 percent éf tﬁe.tétal nﬁmber regulated baséd. on CB circulars.-
These are summarized in Table II.3. As of Decémber.l988; some 673 items
. remain regulated re@resenting less than 12 percent of the total ﬁumber of

items.

Some tariff adjustiments have been made to help smoothen the impact of
~ the recént'import libetalizatidh experience., On the whole, however, these
appear to - be minimal as_indicated by the‘almost unchanged" (unweighted)

tariff average shown in Table II.4..

As élready.mentioned above; the exchange rate policy in the past has
been one of penalty, nbt protection, to not only the éxport sector but also
to efficient but neglected import substitutes. With the current thrust of
an export-led growth} it is imperative that the exchange rate should at
least .be neutral, if not actually according "protection" to exports and
even import substitutes.

After a series of de facto devaluations following the 1983-84 BOP
ge facto 2/

crisis, a real depreciation of the peso could be noted, The peso went
up slightly in 1985 but with the world currency realignment, the composite

real price of the peso (weighted by trade with major trading partners)

2/ _

" what is more important than the trend in nominal exchange rate
is what happens to the real exchange rate, that is, the nominal exchange
rate including effects of domestic and foreign inflation.  (Specifically
RER = NER x FPI/DPI where RER is the real exchange rate, NER the nominal
exchanye rate, FPI the foreign/world price index and DPI the domestic price
index). '
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Table II.3
NUMBER OF ITEMS REGULATED, LIBERALIZED
AND NEWLY REGULATED BY YEAR
1977 TO 1988

No. of Regulated

Total Number Newly Liberalized Items or Percent

Regulated of PSCC lines
1977 1892 47 - 33.5
1978 1926 34 - 34.2
1979 2031 1lp4 - 36.0
1980 2032 1 - 36.0
1981 1771 2 263 31.4
1982 1438 277 610 25.5
1983 1988 - 598 48 35,3
1984 1994 6 - 35.4
1985 1924 - 70 34,1
1986 973 - 951 17.3
1987 802 - 171 14,2

1988 673 - 129 11.9




Table I1.4

REPORT OF NOMINAL PROTECTION FOR PHILIPPINES ~ REPORT OF HOMINAL PROTECTION FOR PHILIPPINES - 1386 REPORT OF NOMINAL PROTECTION FOR PHILIPPIMES - 1988
CUSTOKS TARIFFS WEIGHTED BY INPORTS _ CUSTOMS TARIFFS WEIGHTED BY IMPORTS CUSTOMS TARTFFS WEIGHTED BY IMPORTS

SECTOR " WEIGHTED AVERAGE UNMEIGHTED AVERAGE _ SECTOR - WEIGHTED - AVERAGE UHHEIGHTED ﬁ'-.‘ERkGE_ SECTOR © WEIGHTED AVERAGE  UNMEIGHTED &VERRGE
Food, Live Animals food 1.4 8.8 Food, Live Animals food 16.4 38.8 Food, Live Animals food 16.4 38.8
Beverages & Tobacco 50,0 46.5 Beverages & Tobacco 50.0 ‘_ C - 4.5 Beverages & Tohacgo '50.0 - 465
Crude Mat'ls., Inedible ,‘2"1 21.0 Crude M;t‘ls., Inedible 21 | 21.0 Crude Hét‘is,. Inedible 12,1 21.9
Winera) Fuals, Lubricants  19.8 14 Mineral Fuels, Lubricants  19.8 IM Mineral Fuels, Lubricants  19.8 | 11.4
Animal, Veq. Oils, Fats.,  18.8 28.8 knimal, Veg. Oils, Fats..  18.8 28.8 fnimal, Veg, 0ils, fats.,  18.8 28.8
Chemicals, Rel Food Nes 17.6 2.9 Chemicals, Rel Food Nes 1.6 22.9 Chemicals, Rel Food Nes 1.8 2.9
#fd Goods-by Material 34 3B.6 #fd Goods-by Material 31.3 35.6 * Mfd Goods-by Hater ial 1.4 3.6
Kachinery, Transp Equip 20.2 | 23.1 ~ Machinery, Transp Equip 202 23.1 Wachinery, Transp Equip 02 23.1
Kisc, Wftd. Articles 4.3 46.6 Wisc. Kftd, Articles 2.3 i6.5 Misc. Mftd. Articles 24,3 : 46.5
Cowmudities. Transactns %.4 378 Comodities, Transactns uA4 IR Commodities, Transactns %.4 "3
Overall -ﬁverage: 21.3 3.4 Overall Average: 2.3 .4 Overal} Average: 2.3 3.4

GL
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again went down in 1986 and rising slightly in 1987. ' This indicates some
‘gain in the competitiveness of the peso at least in the recent years (cf.

Table II.l).

The more revealing indicator of the competitiveness of the peso, is
how_ it has fared with the currencies of our major competitors,
specifically, Thailand, Taiwan, S. Korea, and Hongkong. This is shown by
the movement in the real exchange rate index between the peso and the
currencies of these countries presented in Table II.5. As shown, the
péso/Won real exchange rate index rises in 1983-84 but falls again in 1985-
1986, Hence, the peso became relatively cheaper in 1983-84 only to lose
some competitiveness again against the Korean won in  1985-1986.
Preliminary estimate for 1988 shows however a real deéreciation again of
the peso against the won. The peso/HKS real exchange rate index has fallen
from 1973 index but at least has been maintained in the past three years.
The peso/baht real exchange rate index was falling fram 1973 to 1982, but
the index rose in 1983-84, The peso lost again some competitiveness
against the baht thereafter and the index is still below that of 1973 in
1988. Taiwan, on the other hand, with its long-running BOP surplus has
been under pressure to revalue its currency. Thus, the peso/Taiwan dollar

real exchange rate index has risen substantially.

B. Fiscal Incentives for Exports

This.section reviews and analyzes fiscal incentives for exports in the
Philippines, specifically, focusing on the incentives provided under the

- aegis of the Board of Investment (BOI) and the Export Processing Zone
Authority (EPZA), and the tax and duty exemption/drawback schemes |

administerad by the Bureau of Customs and the BOI. It presents first a
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Table IL5 -
NOMINAL EXCHANGE RATE AND- REAL EXCHANGE RATE INDEX:
PHILIPPINES: KOREA, SINGAPORE, THATLAND, TATWAN AND HONGKONG

©1973-1988
YEAR korea ~ Singapore . Thailand A Taiwan HongKong
Nomina! Real - Nominal Real - - Nominal -~ Real Nominal - - Real .- MNominal  Real
1973 0.017000 -100.00%  2.764300 100.00¥ 0.327700 - 100.00% 0.176600  100.00% 1.311800  100.00%
1974 0,016800 90.24%  2.788500 - 49.47% 0.333200 92.55% 0,178600  115.30% 1.337000  82.88%
1975 0,015000 95.88%  3.066500° - 83:22%  0.355700 (95,98% 0.190700 . 119.60% 1.467500  86.35%
1976- 0,015400 107,278 3.011300 84,30%  0,364700 9.73% 0.195800 ~ 118.51% 1517100  87.04%
1977 0,015300 108.91%  3,034700 - -80.9%  0.362900 95.75% - 0,194800  116.91% 1,587900 _ 89.14%
1978 0.015219 115.85%  2,239100 - 84.16% 0,362200 95.95% 0.198800 - 117.22% 1.572200  86.83%
1979 0.015243 115.39%  3.392800  75.74% 0.361300 81.12% 0204100 110.07% 1.474700 - 75.20%
1980 0,012365 105,72%  3.507800  -70.92% 0,366800 89.81% -0,208600  113.05% 1,509400  74.97%
1981 0,011600 107.85%  3.733300 - 72,208 0.362100 86.30% 0,214400  119.81% 1,412500  70.93%
1982 0.011681 105.46% - 3.990700 - 72.45%  0.371300 86.19% 0.218300 . 113.42% 1,406500  70.88%
1983 0.014270 121,826 5.269100 - 89.11% . 0.483200 106.71% 0.277400 ~ 134.26% 1.528000  76,91%
1984 0.02071 118,20%  7.828500 90,08%  0,706400 103,178 0.421700 - 136.43% 2.136000  75.03%
1985 0.021387 9.71%  8.467000 © 76,90%  0.685100 78.74% 0.466900  119.33% 2.883000  86.32%
1986 0.023124 107.17%  9.272067  43.83%  0.779250 90.42% 0.539967  137.93% 2.613600  80.04%
1987 . 0.025180 116.37% . 9.776900 84.74%  0.800908 91.68% .0.651375  162.34% 2.669400  81.42%

1988 p/ _ 0.,029000 132.65% - 10,490400 85.06% 0.834200 90.92% 0.740100  172.67% 2.702000 -
o/ ks of August 1985 only

Source: International Financial Statistics (IFS)
Key Indicators of DMCs of ADB
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theoretical framework for the design of an optimal incentive package for

exports, and then describes and evaluates the existing fiscal incentives to

exports.
1.¢ Theoretical Framework

The rationale for the provision of export incentives is better
understood by taking a closer look at the bias against the export activity
relative to the import substituting activity. This bias agaiﬁst exports,
B, is defined as the proportional difference in the domestic value added
from import éubstitution and the domestic value added from exporting

(Balassa 1971). Thus,

is
v
(s!
B = ————— =] ' (1)
, X .
v
d
or
is
(1+T ) =~ arT
i ii
B = -1 (2)
X
(1+1 ) =~ arfT
ii
is
where v is domestic value added in import substitution
-d
industry,
X
v is domestic value added in the exporting industry,
d
is
T is implicit tariff rate on the output of the

substituting activity in industry j,
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Tx is the implicit tariff rate on the output of the
exporting activity in industry i,
a is the amount of inteimediate inéut i used to
' produce one ﬁnit of output and
T is the implicit tariff on input i.é/

B is positive. This results from the fact that for exports the
implicit tariff on output is zero unless there is a subsidy on exports (it
is negative if there is an export tax) while the implicit tariff on inputs
are pésitive. This measure represents the penalty on exports, relative to
import substitution, that the protection structure perpetuates. This anti-
export bias can be eliminated by reducing the expression in (2) to
zero. The first best and most diiect way of achieving this is by the
outright removal of tariffs and restrictions on all imports. Doing this
reduces both numerator and denominator of the first term in (2) to the free
trade value added. It also implies that EPR is zero for all Jjs.
Alternatively, low and uniform tariffs on all impgrts will approximate the
results of‘ the first option. However, both economic (adjustment costs,
timing/Sequéncing issues, etc.) as well as noneconomic (political, etc.)
considerations indicate that the first best approach may not be feasible in
the short run or even in the medium term. The second best solutiqn would
then compensate for the bias against exports via a combination of subsidy

on output and exemption/credit/drawback on taxes on inputs.

3/
The implicit tariff is the ratio of domestic price to border price
of any given commodity less one.
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The appropriate combination of instruments in this second best
scenario suggests itself if we take equation (2) and ask ourselves what we
can do to domestic value added ih the exporting activity (i.e., the
the denaminator of the first term) to make it equal to.domestic value added
in the import substituting activity (i.e., the numerator of the first
" term) so ‘as to remove the bias against exports. And the answer is:
simultaneocusly reduce Tx and all T s ih the exporting activity to =zero
and augment the resulting value add;d by an amount equal to EPR (vj).
In other‘ words, the bias against exports érising fron the protection
structure may be counteracted by giving export producers access to inputs
(intermediafe and capital) at world market prices and by providing
exporters .the same protection or incentives accorded to producers in the
import substituting industry.é/ The first adjustment equates domestic value

added in exports to free trade value added while the second one makes up

for the disincentive against exports relative to import substitutes.
2.0 Analysis of Fiscal Incentives to Exports

. Given the perspective outlined above, we are now ready to evaluate the
exlstlng package of incentives to exports. At present, the Philippines

employs a number of schemes all aimed at providing free trade status to

4/ _ .
~ "providing access to inputs at world market prices" entail the
following: (1) tax and duty free importation of intermediate inputs and
capital equipment for use in export production, (2) a rebate to exporters
equal to the implicit tariff times the free trade value of locally sourced
importable inputs and (3) a rebate to exporters equal to the implicit
tariff times the free trade value of the traded goods content of non-traded
intermediate inputs, in addition to the elimination of import and foreign
exchange restrictions on imported inputs. The second and third adjustments
are necessary once one recoynizes that tariffs drive the domestic price by
the proportion T relative to the border price. An alternative to items (2)
and (3) would be the provision to indirect exporters of access to inputs at
world market prices.
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exports in terms of their intermediate input use. These are discussed in
detail in  Section 2.1, BOI and EPZA also grant various incentives to

export producers. .In turn, these are reviewed and analyzed in Section 2.2.
2,1 Access to Intermediate Inputs at World Market Prices
2.1.1 Description

To ensure that exporters are competitive with their foreign

. counterparts as. far as intermediate input cost is concerned, the
governmeut administers tax andvduty exemption as well as tax and duty
drawback mechanisms. Exporters may avail themselves of tax and duty
| exenption on imported viutermediate inputs via any one of the
following: (1) . locating in an export processing_zone (EPZ) ;. (2)
using bonded manufacturing warehouse (BMW) facilities; and (3)
importing under Customs Administrative Order 3-78 (CAO 3-78). On the
other hand, tax and duty drawbeok ou impor ted intermediate inputs used
in export production may be obtained'uoder the following modes: (1)
individual drawback scheme of the Bureau of Customs (BOC) ; and  (2)

fixed drawback scheme of the BOI.

EPZ enterprises ere :exeﬁpr tfrom— tariffs,‘ taxes and other
. restrictions that might otherwise be imposed on their imports..
Furthermore, administrative,procedures covering importation of these
firms are highly simplified“relative ro those applicable 'to. non-EPZ
- firms. Fox instance,:bEPZ, enterérises comply with a five step
procedural requirement supéorted by three documeuts when they import
while other exportere wishing to iﬁport under consignment need at
least 13 documenrs. ‘Also, nooeCIF cost of imports of EPZ firms is

low. The processing fee charged by EPZA on each shipment is no more
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than P200 (DTI 1988). 1In terms of value of exports, EPZ enterprises
ranked second amongst firms that availed of the various

exemption/drawback systems (WB 1987).

The bonded manufacturing system allows exporters to import inputs
free of tax and duty. It also facilitates the release of imported raw
materials. from the BOC. The documentary requirements for the
establishment of a BMW number at least 15. Foremost amongst these
are: (1) BOI registration, and the firm's commitment to export at
least 70 percent of its output with a minimum value of USSl million;
(2) "formula of manufacture“é/; (3) copy of feasibility study of
BMW operations., Theie are also specific requirements to be met
regarding the physical condition of the BMW (see Table 1I1I.6). BMWs
are costly to operate. The following pajments are required: (1) a
fixed annual supervision fee of P45,000; (2) a performance bond of
P2¢0,090 to guarantee compliance with the laws and regulations
affecting BMWs; and (3) re-export bond equivalent to the amount of
duties, taxes and other charges that would have been due otherwise.
Finally, all imports of BMWs are required to be covered by a BOI

certificate of non-availability of local substitutes.

while access to BMWs tend to be effectively limited to large
firms, small and medium exporters may import raw materials tax and
duty free by making use of the facilities of customs common bonded

warehouses (CCBWs) operated by the Philippine International Trading

5/ |

~ The "formula of manufacture" consists of physical input coefficients

endorsed by the National Institute of Science and Technology (NIST) and
differentiating between domestically produced and imported inputs.
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Table II.6
DOCUMENTARY AND OTHER REQUIREMENTS FOR ESTABLISHMENT OF BMWs

WITHOUT SUBCONTRACTING

1. Instruments evidencing absolute ownership or lease contract
- covering the proposed warehouse;

2. Plant location showiny means of access to the
property;
3. Plant layout showing and describing the size and

construction of the proposed warehouse together with
the intended use of each room, section or compartment
as well as the surrounding premises;

4, Flowchart showing the nature of the work of manufacture/
- processing;

5. Certlfled true copy of Registration Certificate with
the SEC together with the Articles of Incorporation and
By-Laws of Co-Partnership, as the case may be;

6. Certified true copy of Registration Certificate with
‘the BTRCP and BIR; ‘

7. List of machinery and equipment;

8. Cert1f1ed true copy of Cert1f1cate of Reglstratlon with
the BOI;

9. BOI Indorsement of the application (for garments, GTEB

issues the license to operate a BMW);

lo. Copy of Inspection Permit from the Electrical Department;

11. List of articles to be manufactured;
12, List of all raw materials to be imported;
13. Formula of Manufacture, patterns or sketches of articles

to be exported;
14, Building (Mayor's) Permit; and

15, Copy of project feasibility study of BMW operation.
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WITH SUBCONTRACTING

4.

5.
PHYSICAL

l.

Name of'subcontréctor;
Copy'of contract with the subcontractor;.

Certificate of accreditation of the subcontractor, if

- already accredited by BOC; if the subcontractor selected

is not yet accredited, a letter of application of the
subcontractor together w1th other documents required
for the application; - : :

Flowchart showing the specific proce351ng stage to be
subcontracted; and :

© List of materials to be subcontracted..

CONDITIONS

-Plant'Locatioh - The proposed BMW shall be located in

an accessible place to ensure easy 1nspect10n by Customs
officials,

Compartménts for Materials/Articles

a. Every BMW shall nave permanent compartments separated
from the premises to be used exclusively for the
storage and safekeeping of all imported materials,
finished articles ready for. export, and by

: products/wastages;

b. The compartment shall be properly secured to prevent
any unauthorized person from having access thereto;

¢. Such compartments shall each have two locks:
the key of one lock shall be kept by the Customs
bonded warehouse officer at all times and the key to the
other lock shall be kept by the operator;

d. The contents therein shall be properly arranged to
give all practicable convenience to authorized Customs
official making the required examination, inspection
or inventory.

Office Space for Customs Personnel - Accessible and

- adequate office space shall be provided for the Customs

personnel to be assigned at the BMW.

Supervision fee equal to P45,00¥ per annum.

Performance Bond in the amount of P200,000 to guarantee
compliance with laws and regulations affecting BMWs.

Re-export bond equivalent to the amount of duties, taxes
and otner charges that would otherwise be due.

Source:

DTI, (1988).
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Corporation (PITC), Philippine Exporters Foundation (Philexport),
Mindanao Texti;e Corporation  (Mintex), Philippine Integrated
(Manufacturers) Exporters, Inc. (PIE), Red Flower Garments, Inc. and
Royal Undergarments Cofporation (RUC). Entities that operate CCBWs
essentially serve as import agents of small exports for a service fee
that ranges from one to five percent of CIF value of imports. The
exporters are gehéraily reduired to be régistereq with either the BOI
or NACIDA or to be accredited by the BOI, NACIDA, BOC, etc. They also
have to camwply with the "formula of manufacture"” and the BOI
certification of non-availability of local substitutes and the posting
of the re—export bond requirements. BMWs and CCBWs account for the
biggest chunk of exports (in terms of export value) with access to

duty free imports (WB Report 1987).

CAO3-78 exemwts small and medium exporters importing | raw
materials on consignment from duties and taxes on imports. To be
eligible to this privilege, exporters have to satisfy the following:
(1) their total assets must be between P500,000 and P5 million; and
(2) they mﬁst not be registered with the BOI as an export producer,
nor should they have access to Drawback and Warehousing schemes of the
Tariff and Customs Code of thé Philippines (TCCP) or the incentives
under the kwbroidery Law. Firms wishing to avail of benefits under
CAO03-78 héve to submnit numerous (exactlf‘l9).documentary requirements
and to follow a rather complicated procedure for the release of
importation (sse Table II.7 and Table 11;8). Like the BMW scheme,
CA03~78 calls for the submission of.a formula of manufacture and the

posting of a re-export bond. However, the necessary re-export bond
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Table II.7
DOCUMENTARY REQUIREMENTS IN APPLICATION FOR DUTY EXEMPTION
: UNDER CAOQ 3-78

1. CB IMPORT AUTHORITY (IA)
Requirements for issuance of IA:

l.1 Copy of the Certificate of Registration with the concerned
government agency, such as the BOI, GTEB, PITC, or CB; in
the absence thereof, a Certlflcate of Quallflcatlon from
the BOC;

1.2 Copy of the processing agreement between consignee and
foreign principal or supplier, or the confirmed purchase
order or export L/C;

 1.3 For regulated items, commodity clearance from the
approprlate government agency;

1.4 Proforma Invoice; and

1.5 Mark-up Computation Report approved by the CB'Export
Department (this requirement can be waived for the first
shipment) . :

Requirements for MCR

1.5.1 Copy of Processiny Agreement of Confirmed Purchase
Order (PO); : :

1.5.2 Copy of Certificate of Registration as export'producer
: " with the BOI, CB, GTEB, EPZA or other government agencies
(for new applications); or

Copy of Certificate of Qualification (1f not registered
with any government agency);

1.5.3 If the product's guantity and/or fee/billing is based
on the PO, Agreement or other documents - copy of
source document,_or

If the product's quantity and/or fee/billing is estimated -
explanation on how the estimated were derived, i.e.,
assumptions used, basis of assumptions and supporting
documents/computations, if any;



27

1.5.4 If the quantity/cost of the consigned materials is based on
the invoice or other documents - -copy of source document;_or

" If the quantity/cost of consigned materials is estimated -

" explanation on how the estimates were derived i.e., assumptiol
used, basis of assumptions and supporting documents/
computations, if any; and

1.5.5 Formula of Manufacture submitted to the Bureau of Customs.
2. BOI certificate of non-évailability

3. Re-export bond egual to one and one half times the ascertained duties,
taxes and other charges.

4. Certificate of.Qualification.(CQ)
Requirements for CQ

4,1 Authentic copy of importer's Certificate of Registration with the
SEC, and the copy of the Articles of Incorporation or Articles
of Co=-Partnership, for corporations or partnerships; and Certificate
of Registration w1th the BTRCP- (formerly BDT) for sole proprietor-
ships; . v

4.2 Financial Statemént certified by the BIR;

4,3 Certified copy of a valid and,subsisting contract between the
importer and foreign supplier/buyer;

4.4 Formula of Conversion certified by'the Department of Science and
Technology or any appropriate government agency;

4.5 Plant's locatlon map; and
‘4.6 Sworn Statement stating the follow1ng.~

i. Tnat the materials are to be imported on consignment basis,
and are solely intended for commercial export or sample
purposes, based on the de51gn/pattern prescribed by the
suppl1er/forelgn buyer.

ii. - Procedures to be followed in the production of imported
_ materials; and

iii., That the applicant does not have the financial capacity to
make prior payment of the Customs duties, taxes and otherx
- charges, or does not have the necessary resources to establis
and operate a bonded manufacturlng warehouse.

Source: DTI, (1988).
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Table II.8
PROCEDURLS FOR THE RELEASE OF IMPORTATION
UNDER CAQ 3-78

The following are the procedures in the release of the importation:

1. The importer submits to the Entry Processing Division the following:
a. Import Entry and its supporting documents; and
b. Copy of the CQ.

2., The Entry Processing Division processes the entry and stamps the name
"SMALL SCALE INDUSTRIES" and forwards the entry to the Special
Assessment Unit, Bonded Warehouse Division, Port of Manila (POM), or
the Warehousing Unit, Assessment Division, Ninoy Aguino
International Airport (NAIA). '

3. The Special Assessment of Warehousing Unit:

‘a. Undertakes an examination and appraisal of the shipment pursuant
to existing rules and regulations; o

b, Verifies if the imported materials as declared in the entry documents
are the ones specified in the CQ; '

¢. Adds the qguantity of raw materials imported to date and checks if
the quantity specified in the contract was not exceeded; and

d. Transmits entry to the Bonds Division,
4, The Bonds Division, on the basis of the documents presented:

a. Checks if there are due and demandable bonds from prev1ous
importations; ‘

b. Checks and approves ordinary re-export bonds; and

c. Transmits entry to the Cash Division, POM, or the Liquidation
Unit, Collection Division, NAIA.

5. The Cash Division or Ligquidation Unit:

a. Receives entry and issues Permit to Dellver Imported Goods (POM)
or Gatepass (NAIA);

b. Forwards the same to the Piers and Inspection Division, POM, or
the Office of the Bonded Warehouse Supervisor, or the PAL Ware-
house, NAIA; and . \

c. Returns the entry to the Special Assessment Unit, Bonded Warehouse
Division, POM, or the Warehousing Unit, Assessment Division, NAIA.

Source: DTI, (1988),
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under CA03-78 is one and a half times that required under the BMW

scheme.

The requirements for drawback claims under the BOC scheme are
presented in Table II,9, Common with the other schemes are
requirements on the formula of manufacture and BOI certification of
nonaavailabiiity of local substitutes. Tax credits under this system
is available from 7 to 30 days upon submission of necessary documents.
It should be pointed out_that at most 99 percent of duties and taxes

paid on imported materials may be refunded.

while the refunds under the individual drawback are based on
actual usage of imported inputs, tax credits under the fixed drawback
scheme are based on predetermined rates set by the BOI. The
requirements and procedures to be followed for firms to benefit from
the fixed drawback system are relatively simple (see Table II.10).
However, while this scheme is available to both BOI ‘and non-BOI
régistered exéort producers, the.number of export items covered is

rather limited (e.g., only 225 items in 1987) (WB Report 1987).

Finally, under the value added tax (VAT) system that is currently
in place, exports are zero rated. This implies that a VAT registered
enterprise will have no taxes on its exported output but it can claim
a tax credit for value added tax paid on imported and locally sourced
raw materials used in export manufacture. The tax refund is due
within 60 days from the date of filing of claim which is 20 days

following the end of each quarter.
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Table II.9
REQUIREMENTS FOR BOC DRAWBACK CLAIMS

1. Import documents;
2. Export documents;

3. Bank credit memo or similar document evidencing remittance of
export proceeds;

4, Abstract of record (Form No, 1l);

5. Certificate of non-availability of competitive substitutes for the
imported materials for regulated commodities under CB Circular 1029;

6. Formula of manufacture or conversion 1ssued by DOST or other related
agencies;

7. Certificate of‘exportation (Form No, 11), if required; and/or
8. Constructive exportation documents (for indirect exporters);
a. Purchase Order;
b. Sales Invoive
c. Delivery Receipt;

d. Certificate of sales and delivery confirmed by a Chief of the
Bonded Warehouse Division (Drawback Form No, 1l=-A); and/or

e. Certificate of sales and delivery confirmed by EPZA (Drawback
Form No. 1-B).

Source: DTI, (1988).
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Table I1.10 '
REQUIREMENTS AND PROCEDURES FOR FIXED DRAWBACK SCHEME

.Documentary Requirements
‘l. Export invoice;
‘2. Bill of-Léding;
3. Bank Credit Memo; and
4. A statement undei.oéth stating_that:
a. Taxés and_éuties-haye béep ééid on the raw materials/supplies;

b, Said raw materials/supplies are not enjoying preferential rates;
and : .

c. Said raw materials/supplies were purchased witinin one (1) year
from date of actual exportation. :

Procedures.for Availment of Standard Rebate

1. Importer/claimant files application including the required documents
: with the Tax Rebate Center (TRC) through the Records Section of ‘

2. 1f the documents are cdmpléte;~applicant pays the application fees
with the Cashier. Otherwise, documents are returned to the applicant
for completion. R : : S

3. Tax Credit Application (TCA) is fqrwérded’tO'the industry group
and evaluated by the Analyst.

4. ‘The Analyst prepares an Evaluation Report and issues a Tax Credit
Certificate (TCC) amounting to the computed tax credit based on
the standard rate. ' :

5. The deputized representative of the BOC and the BIR to the Center
sign. the TCC's in the following manner: ‘ '

a. The representative of the Customs Commissioner signs the tax.
credits against tariff duties.

b. The'representative of the Commissioner of Internal Revenue
signs tax credits against value-added tax.

6. The TRC releases the TCC to the supplier/applicant within two (2)
- working days from the time the application is officially accepted.

“Soyrce: DTI, (1988).
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2.1.2 Assessment

"The framework outlined above suggests that an important component
of providing free trade status to exports is the absence of import
restrictions on inputs. Contrary to this precept, all exporters
except those located in an EPZ are asked to get a BOI certification of
non-availability of domestic substitute for the imported raw material.
This condition is over and above the more general restrictions on

imports pending complete import liberalization (Medalla 1989).

The tax and duty free importation of raw materials (item 1 of
footnote 4) is met with varying degrees of effectiveness by the
different exemption and drawback systems that are currently in place.
It should be emphasized that in practice all of these schemes account
for less than 50 percent of exports, values with the majority of small
exporters effectively excluded (W8 1987). Locating in an EPZ distorts
the price of imported inputs least if one takes into account both
direct and indiréct (transactions) costs of importing materials.
While BMWs free exporters from actually paying‘taxes and - duties on
imported inputs, the financial costs associated with this éystem in
the form of supervision fees and performanée and re~export bonds ‘are
by no means small. In the Philippines, the procedural requirements
foi BMAWs are simpler relative to other schemes but these are moxe
stringent than those in other countries where exporters using BMWs are
not required to submit a "formula of manufacture" and to post a re-
export bond. The operation of CCBWs is a commendable . development
since it minimizes the bias against small exporters inherent in the

BMW system. CCBWs have also introduced some laudable innovations.
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For instance, Philexport allows the issuance of a post-dated check in

lieu of a re-export bond.

CAO-3-78, which was instituted in support of small and medium
exports, is rendeted ineffective by the complicated administrative
‘requirements and -the_iuplied high transactions cost. ‘Also, there
appears to be no rationale for the higher re-export bond required

under CAO 3-78.

The drawback system under the BOC and the BOI, on the other hand,
entails addltlonal cost in terms of the 1mplled 1nterest cost on the
working capltal used to pay the duties and taxes before refunds are
dUe and the conCOm1tant transactlons costs arising from the
,compl1cated 1mport admlnlstratlon. The products 1ncluded 1n the fixed

drawback system is also’ rather limited.

.#hile the . advantages of the BMWs and CCBWs cannot be
underestimated these schemes are better sulted to fims that produce
primarily for export._ At the same tlme, ‘the edge of the exemption
over the drawback are obvious. Thus, one cannot escape the need for
an efficient _exemption'system if one hopes to encourage firms that
produce both for. the domestic-and export markets, and marginal
exportets for these type of exports will become increasingly important.

in the medium term.

Rhee (1984) asserts that the regular publication of up-to-date
input-output coefficients for exports is an important element in
effective import administration for exports. world Bank (1987), on

the other hand, notes that the determination of the formula of
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manufacture appears to be unsystematic and is usually set on an ad

hoc basis in the Philippines.

The zero rating of exports under VAT partially addresses the

~requisites of item 2 of footnote 4 as it rebates the indirect tax

component of the implicit tariff for domestically produced traded
inputs, although the holding cost of capital involved in the advance
payment of VAT on raw materials is not taken into consideration. The
import duty portion is also not accounted for in this adjustment. Nor
is item 3 of footnote 4 met under the various schemes discussed. It
is interesting to note that the tax credit equal to 10 percent of net
local content that is provided to exporters under the old Investment
Code, (i.e., BP 391) may be viewed as addressing, albeit partially,
fhé duty componeﬁt of item 2 and all of item 3.9/ Therefore, it is
unfortunate that this provision was dropped Qith the promulgation of

the new Code.

174

2.2 Export Incentives under BOI and EPZA
2.2.1 Description

Incentives to exports in the form of investment and other
inducements have been in force in the Philippines since 1970 with the

enactment of Republic Act 6135 or the Exports Incentives Act. Since

6/
This adjustment is less than that which is required because 10 per-

cent is less than the average tariff on intermediate inputs which stands at
25 percent in the eighties (Tariff Commission).

4
In addition to the special treatment of imported materials and

equipment in EPZs that effectively establish a free trade regime for
exports, EPZA grants the same incentives to exporters as the BOI so that in
the discussion that follows when we talk of BOI incentives we also mean
EPZA incentives to exporters.
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then, it has been amended and codified three times over. However, the
changes introduced under Batas Pambansa 391 (BP 391) in 1983 were
truly radical and deserve some comment despite the fact that it has
since been suﬁerseded by Executive Order 226 (EO 226) or the Omnibus

Investments Code of 1987 (OIC 1987).

A comparison of the incentives granted under BP 391 and EO 226
is presented in Table II.1l. EO 226 replaces the provisions on tax
credit on net value earned and net local content by the income tax
holiday for a duration that ranges fram 3 to 8 years. Duty free
importation of capital equipment is made available to both exporting
and non-exporting firms under EO 226 while this privilege was granted
to exporting firms only under BP 391.8/

EPZA registered firms produce solely for the export market. On
the other hand, BOI registration may be obtained if the proposed
project is included in the Investment Priorities Plan or, if it is not
so listed, at ieast 5@ percent of its total production is for
export.g/ The equity restrictions on foreign investors is waived if
they propose to engage in a pioneer project or if they propose to

10/
export at least 70_percent of total output.

8/

BP 391 allowed pioneer non-exporting firms to defer all duties and
taxes on capital equipment while non-pioneer non-exporting firms are
permitted to defer only 5¢ percent of these taxes for a period of 5 years.

9/
The 5@ percent export criterion was first introduced in 1983.
10/
In general, foreign equity participation in any particular project
cannot exceed 40 percent.
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Table II.11
COMPARISON OF INCENTIVES UNDER BP391 AND E0224

BP 391 : E0 226
Incentive ' Domestic Export Doaestic Export
Producer Producer Producer Producer
Pianeer Non-Pioneer Pioneer Non-Pioneer Pioneer Non-Pioneer Pioneer Non-Pioneer
1. Exeaption from duties 1ee1 1801 1867 108y 1e8x 100%
and taxes on isported :
capital equipment
2, Deferment of duties 100% a0z N/A N/A N/& N/A N/A N/A
and taxes on iaported
capital equipment, to
be repaid within 5 years
3. Tax credit on domestic 199% 1801 100% igex 109X 100
capital equipment
equivalent to duties
and taxes on similar
foreign equipment
4, Tax credit on dosestic 108 1097 N/A N/A N/& N/A N/A N/&
capital equipment to
‘be repaid within § years
5. Tax credit on net value 187 b 10% 9% N/R N/A N/R N/A
earned for five years :
6. Tax credit on net ST 187 01 N/R N/A N/A N/R
local content for
five years
FY al al al
7. Tax holiday N/& N/& N/A N/A 6-8 years  4-7 years  6-8 years  4-7 years
#, Met operating Yes Yes Yes Yes No - No No No
loss carry over
b/ b/ b/ b/
9. Deduction fros No No No Ne Yes Yes Yes Yes

taxable incoae of 58%
of incresental labor
expense for 3 years

al :
These are applicable to new projects. Expanding firms are entitled
te 3 year tax holiday. Existing firms are not entitled to the tax
holiday at all,
b/

Redundant for firms enjoying tax holiday.
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2.2.2 Assessment

A cursory examination of Table II.1ll indicates that BP 391
provided more benefits to exporters than to non-exporters while the
incentiveé' under EO 226 are perfectly neutral with respect to these
two groups of producers. Following the approach developed in Manasén
(1986, 1988) we estimated the impact on the internal rate of return
(IRR) of the more important provisions of BP 391 and EO 226 on
hypothetical BOI registered firms.l Table II.12 shows that the
increment on the IRR of exporters is 3 to 4 times as large as that of
non-exporters -under BP 391 while Table II.13 indicates that EO 226
differentiates between pioneer and ndn—pioneer enterprises only.
Consequently, the inducements given to exporters are reduced by half
while the benefits made available to non-exporters almost doublé

under the new Investment Incentives Code.

From the Vantage point of the framework presented above, EPZA/BOIL
incentives may be viewed as providing compensating adjustments to
counteract the anti-export bias of the prevailing trade regime,
EPZA/BOI provisions on the tax and duty free importation of capital
equipment as well as the tax credit for domestically-sourced capital
effectively grant exporters access to capital inputéj at undistorted
prices. It was pointed out earlier that the tax credit on net 1local
content under BP 391 partially addresses the adjustment called for
under item .2 of footnote 4..VThiévprovision is no longer available
under EO 226. Nor is an efficient mechanism that extends the access
to 'interﬁedia£e'inputs at free trade prices to indirect exporters in

place.



Table 1I1.12

CHANGE IN THE INTERNAL RATE OF RETURN OF HYPOTHETICAL BOI

REGISTERED FIRMS UNDER BP391 a/
(IN PERCENTAGE POINTS)

Exporting Non-Exporting
Non Pioneer Pioneer Pioneer Picheer
n=1¢ n=20 n=10 n=20 n=14% n=2 = n=10 n=20
1. Exemption/ 3.5 2.5 3.5 2.5 .5 «25 1.6 .5
Deferment
of duties
on capital b/
2. Tax Credit 2.25 .5 3.5 1.75 2.25 .5 3.5 1.75
on net
value earned
3. Tax Credit 9.0 4,75 9.8 4.75 - - - -
on net local
content
4, Total 15.75 8.75 17.0 16.0 3.75 1.75 5.5 3.25
a/

Change in IRR is computed relative to IRRo = 10%

b/

Computed based on t = .2 and VAT where t is tariff on capital equipment.

k k

8¢



Table II.13

CHANGE IN THE INTERNAL RATE OF RETURN OF HYPOTHETICAL

BOI REGISTERED FIRMS UNDER EO 226 g/
(IN PERCENTAGE POINTS)

Non Pionéer Pioneer
n=10 n=2¢ n=1g@ n=20
l. Tax holiday 2.5 1.75 3.5 2.5
without extension
2. Tax holiday 3.75 2.75 4.0 3.0
with maximum
extension
3. Duty Exémption b/ 3.5 2.5 3.5 2.5
on Capital
4, 143 7.25 4,9 8.25 5.75
5. 243 8.75 6.0 9.0 6.5
a/
As in Table II.1l2,
b/
As in Table II.1l2.



The tax credit on net value earned under BP 391 may be seen as
partially providing the second major adjustment outlined in the
framework since it augments domestic vaiue added in the exporting
activity by some proportion of value added.ll/ A value-added based
incentive 1like this one is "the ideal form of tax incentive for
exports" (Rhee 1984). This incentive, however, has been replaced by
the income tax holiday under EO 226. A comparison of line 2 in Table
II.12 and line 1 in Table II.13 suggests that the tax credit on net
value earned and the income tax holiday provide roughly equivalent
benefits to exporters (at least in termé of their impact on the
internal rate of return.,) However, the inducement provided by the
income tax holiday as estimated in Table II.13 is iikely to vbe
overstated. First, our analyéis on Table II.13 is based on the
assumption that the registered enterprise is uniformly profitable over
its life span. The firm might actually be incurring losses in the.
years near its inception which coincides with the period when the tax
holiday is in force. In this case, the value of the tax holiday to
the exporter would be diminished considefably. Second, the absence of
tax -sparing arrangements between the Phiiippines and most capital
exporting = countries nullifies the poténtial benefits from the incame

tax holiday to foreign investors.

To summarize, the combination of the examnption/drawback system
~for intermediate inputs and BOI/EPZA incentives is not enough to

compensate for the anti-export bias of the protection system.

11/

" The average EPR for import substitutes is 25 percent in 1985
(Medalla 1986). It is considerably higher than the 10 percent adjustment
granted by the above mentioned provision,.
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Furthermore, the changes introduced under EO 226 exacerbate this

deficiency.

While the export orientation of the incentives under EO 226 has
declined relative Eo those under BP 391, both versions of the
Investments Codé share the same bias.in favor of exports in terms of
project selecﬁion. Consequently, there has been an enormous increase
in the share of exports in BOI approved projects since 1984 (see Téble

11.14).

The "measured capacity" concept as a criterion in project
selection was a feature of all investment incentive legislations
including EO 226 except BP 391. This concept implies some limitation
on competition. It loses substance not only when exports are
potential but also when imports are not prohibited. Thus, if the BOIL
uses it to régulate entry it will penalize exporters on two counts:
(1) potential exporters might nbt be allowed entry on grounds of
overcrowding; and (2) existing exporters will have to bear the higher
input costs implied by limited output (via the measured capacity

concept) in the upstream industries.

- There has been some concern about the competitiveness of BOI
incentives with those offered by other countries given the . importance
of foreign investnent_implied by the country's financing gap. Manasan
(1988) compared the investment incentives granted By the ASEAN
countries- and concluded that the ASEAN countries are equally
compéfitive with each other before as after incentives (see Table
II.15). Since EO 226 incentives were the ones used in  this

comparison, we can infer that BP 391 incentives are more generous than



Table II.14

PROJECT COST OF BOI APPROVED PROJECTS, 1981-1987

{in million pesos)

rA74

1981

1982 1983
Levels % Levels % Levels % Levels %
Agricultural Producers 2650.2 23.3 627.3 5.0 476.0 6.4 793.2 9.8
bDomestic Producers 3533.6 31.1 9185.9 72.8 5088.6 68.4 1637.9 14.4
Export Producers 5180.5 45.6 2797.4 22,2 1872.3 25.2 5462.5 75.8 .
Total 11364.4 100.0 12610.6 100.0 7437.9 100.9 7203.6 104.0
1985 1986 1987
Levels % . Levels % Levels %
Agricultural Producers 486.8 17.8 - 422.6 18.3 1453.7 14.8
Domestic Producers 206.3 - 7.5 199.9 9.1 786.1 8.0
Export Producers 2049.9 74.7 1569,5 - 71.6 7604.3  77.2
Total : 2742.1 108.0 »2192.@ 103.0 9844.1 100.9

Source: Board of Investments



= Tahle I1.15
. INTERNAL RATE QF RETURN OF A HYPQOTHETICAL FIPM
UNDER SE[ECTED INCENTIVE SCHEMES IN ASEAN COUNTRIES, 1948

Indonesia MalaYsia Philippines Singapare Thailand
n10 n=200 asl0 020 ms10 n=20 p=i0 n=20 st 20
. Regqular Taxes 1.0 13,0 : LY I 15.0 16.5 11,25 13,2

(no incentive) 10.0 12.5 10.25 1.1

9.0 12,0

Tax Holiday NA 6.5 15,0 12,5  13.5 1.0 11.25
(min, no. of ' : 19.0 18.75
years allowed)

Tax Holiday M 1675 17,00 1t 150 20,0 1.0
(max, no. of ' ' 0.0 - 19,75
years allowed) : : :

Duty Exemption 5.0 16,5 12,25 12.25 13,75 140 A

on Capital 14,26 15,75

3.5 15,25

(2 +4) 15 6.5 1935 1735 115 .0 0 1128
14.25 15,75 : 19,0 1875
13.5  15.25

(3+4)  15 16,5 20.0  19.25  19.25 18,4 20,0 19.0
.5 1575 0.0 1975
13,5 15.25

Investment NA . 16.0 15.1 NA 18.0  18.25

Allowance

Only

(max. allowed)

12.0

14.0

5.0

16.5

19,0

12,5 .

15,0

R

17.0

NA

18.5



Indonesia Malayeia Philippines Singapore Thailand
n=10 n=20 n:10 n=20 n=10 n=20 n=10 n=20 n=10 n=20
8. (T+4) 17.1 17.0 NA 18.0 18.25 NA
9, Export 16,5 16.0 11.5 13.5
Allowance
Only
10, (2+4+3) NA 20.0 19,5 NA 17.0 17.5
1, (3+4+19) NA 20,0 20,0 NA 19.5 19.0
Memo items:
tm ,25 A2 2 0 .2
U 18/,25/.35 40 + .05 35 33 .35
} ]

The assumed income stream used in these calcu

a/

for u = 15, 25, 35%, respectively

b/
¢/

Source:

for 100% export,

Manasan (1988).

specia) allowance for depreciation in tax holiday period,

lations is that which yields before tax IRR of .20
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those of other ASEAN countries with respect to export producers.
Thus, the shift to EO 226 might have reduced the attractivéness of the
Philippines to foot loose export industries. Also, the Philippines,
unlike Singapore and Malaysia, does not provide exporters incentives

based on export promotion/overseas expansion expenditures.

The sample exporter-respondents were asked whether they received. any
special incentives from the government. It is noteworthy that half of them
admitted that- they have not received or have no knowledge at all about any
incentives given by the government (see Table II.16). Others mentioned BOI
incentives, exemption from export tax, and some programs of the DTI as the
most important idcentives they have received from the govermment., As
regardé the New Omnibus Investment Code (NOIC), five respondents said that

the incentives contained therein are better than the previous ones.
However, a great majority of the respondents do not have any knowledge at
all regarding the new incentives given under the NOIC, hence they do not
have any basis for comparing them with thé incenti&és given ‘under the -

previous code.

' The respondents cited paper work involved in exporting, importation of
raw materials and machinery, regulationsAin gatheriné locally available
materials (e.g., rattan pools), quota allocétion system (in favor of big
exporters), and foreign exchange proceeds requirement (i.e., the
requirement to immediately surrender all foreign exchange earnings) as

major regulations that adversely affect exports.

The InterQAgency Study Group on External Trade Statistics and
Projections Foreign Operations Committee which met with exporters last

December 1987 prepared a comprehensive summary of the problems encountered
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Table II.1l6

- SPECIAL INCENTIVES GIVEN BY THE GOVERNMENT

2.— PS million to P26 million

3 - more

.than P20 million

NOIC -.New Omnibus Investment Code

Assets Export No. Incentives NOIC
A, Small-Scale :
1 1 none no knowledge
1 6 regular trade exhibition ‘better
1 7 product exposure _ better
1 8 none no knowledge
1 9 list of direct buyers no knowledge
1 1¢¥ have not received any no knowledge
1 11 no knowledge no knowledye-
1 12 BOI incentives, Kalakalan ng 20 no knowledge
1 14 market encounter ' better
1 17 export sales - exempted from VAT better
1 24 no knowledye . no knowledge
1 21 no knowledge no knowledge
B. Medium-Scale
2 2 BOI same
2 3 none not aware
2 4 BOI -~ importation of egpt. & mach. same
1 13 BOI, tax incentives no knowledge
2 15 no knowledge no knowledge
1 22 no knowledge ‘no knowledge
C. Large-Scale
2 5 BOI under BP 391 no knowledge
2 16 none no knowledge
2 18 VAT & other tax exemptions worse
1 19 no knowledge A no knowledge
3 23 tax credit on NVE/NIC better
NOTE: Assets: 1L - less than P5 million
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by exporters and their recommendations. Those related to trade and fiscal

policies are reproduced in Table 11,17,

III. PHILIPPINE EXPORT STRUCTURE AND FORECASTS OF EXPORTS AND DEMAND FOR
PRE- AND POST-SHIPMENT FINANCING
Tnis chapter is'divided into two sections. The first discusses the
Phlllpplne export structure fran 1970 to 1988 whlle the second presents

~ forecasts of exports and demand for pre- and post—shlpment financing.

A, The Philippine Export Structure

From a level of only US $768 M in 1965, the level of Philippine
exports has grown to US b7 l B by 1988 _ The most répid growth occurred
during the decade 0f 197¢ to'1980 when expdrts grew by an annual average
of 26;7 percent., Export level declined during the first half of the 1980s

but has recovered steadily from 1986 to 1988.

The composition of Phlllpplne exports has changed substantlally in the
last two decades. Even as late as the mid-196Us, the Phlllpplnes was still
basically an agriculture_and mlneral exporter. By the 1980s, manufactured
exports comprised hore -thantnaif of total expcrts. These changes are

readily discerned using different classification schemes.

Table III.1l shows that the share of exports of natural resource-pased
sectors has fallen markedly from around 44.5 percent in 197¢ to 9 percent
in 1987. The share of logs'and lumber in the top ten principal exports

fell down from 29.5 percent in 197¢ to 13.8 percent in 1987.

Using the one-digit PSCC classification scheme, the changes in the

expcrt structure are found to be very pronounced. This is presented in
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Table II.17

SUMMARY OF SELECTED TRADE-AND FISCAL-RELATED PROBLEMS, RECOMMENDATIONS AND PROSPECTS
DECEMBER INDUSTRY DIALOGUES CONDUCTED BY THE IASG

INDUSTRY SECTOR

BOTTLENECKS

RECOMMENDATIONS

ABENCY INVOLVED

A, Problems/Recommendation Common To A1 Industry Sectors

PRODUCTION

FISCAL

Unavailability of competitively priced
and good-quality raw materials in the
domestic market,

High cost of production.

Inadequate technical assistance, techno-
logical skills and basic facilities,
particulary small entrepreneurs or
farmers/planters.

High tariff rates imposed on imported
raw materials and equipment,

Unreasonahle cost of freight both in
international and inter-island shipping.

Inadequate dissemination of information
to small exporters regarding market
developments and prospacts

Decreased production due to the effects
of racent natural calamities such as
drought and typhoons,

Mounting Yabor-management problems,

Deteriorating peace and order condition.

Rising cost of red tape and bureaucracy

~in government channels, specifically in

the processing of pertinent documents.

Lack of inmovative and effective
incentives, particularly for smal)
exporters who are being discriminated in
favor of large corporations,

Allow importation of nacessary raw
materials these are not available locally
in order to sustain industries.

Work for the reduction of tariff rates on
imported raw materials and equipment in
order to cut the high cost of production.

Atlow the application of earned credits
as payment for use of public utilities
and other taxes to lessen the financia)
burden of rising electric power cost,
water and other taxes,

Provide more infrastructure, transport-
ation and communication facilities.

Forge a more effective labor and manage-
ment to minimize Tabor disputes which may
eventually lead to the erosion of the
conpetitive edge of Philippine exports -
cheap labor - if not given the proper
direction,

Address the prevailing political
uncertainty brought about by mounting
insurgency problems,

Promote efficiency in all government
channels to minimize the cost of bureau-
¢racy and red tape and to eliminate
uncoordinated activities of the
government,

Review and revise/amend existing policies
perceived by the business sector to

BOI/CB/DTI

BO1/DTI

BOL/071

Present
Administration

DLE/DTI

Present
Administration

AT government
agencies

OTI/B0T/DF /NEDA
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BOTTLENECKS
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AGENCY INVOLVED

EXTERNAL

PROCEDURAL

§1uggish action on the CARP has stalled
plans for expansion and development of
most-agri- and agro-industrial
enterprises,

Stiff competition from producers who
enjoy better incentives and subsidies
by their governments. o

Existence of tariff and non-tariff trade

‘barriers adainst some Philippine _

exports.,

Ineffective import procedures/system
which delay processing of pertanent
tocuments. '

Lack of comprahensive and effective
classification scheme for some export
products which leads to confusion in

reporting and policy information.

strengthening structural support at the
fiscal level.

Request for the government to be. more
*pro-active” and promotive rather than
reactive and regulative so as not to
scare away investments and other growth
opportunit ies.

Provide a more healthy business environ-
ment through government and private
sectors joint efforts in order to attract
more investments into the country.

Rationalize travel taxes; particulary to
exporters who travel frequently to
promote/sell their products abroad.

Formulate and provide appropriate schemes
to improve the competitiveness of
Philippine exports relative to other
exporting countriss.

Reduce or eliminate tariff and non-tariff
barriers through internationa) agreements
with.trading partners.

Conduct on an on-going basis review of
current market trends and opportunities
by both the export sector and the
government sector,

Establish a market intelligence netwark

in order to provide market information as
well as data on other competitor
countries.

Improve on import procedures/system to
hasten procurement of raw material
requirements of manufacturing industries.

Lessen export documentation process by
establishing “one-stop shop” for export
shipment applications, permits and
clearances,

Present
adainistration

Present adminis-
tration and
Industry members

DF /OTI/BOI

DTT and Industry
mepbers

DTI/NEDA

DTI and Industry
members

0TI

/80!

(B/B0I/Bureau of
Customs
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B. Problems/Recommendation of Specific Industries

{1} Coconut
Products
Production

Fiscal

External

Decreased production because of the
effects of the recent natural
calamities like drought and typhoons.

Deteriorating peace and order condition
in most coconut-producing aress,

Limited domestic market for caconut
products which should complement the
export industry.

§luggish action on the CARP has stalled
plan for expansion and development.

The growing concern over the following
recent developments in the international
market which would substantially reduce
export earnings of coconut products if
these are allowed to take their course.

a) the smear campaign of the American
Soybean Association against coconut oil
and other tropical oils being launched

“in the U.S., and the discriminatory

bills being debated currently in the US
Congress about the deterioration of the
degree of saturation of the tropical

oils,

b) the proposed imposition of a vege-
table oil consumption tax-on local
and imported oil in EEC.

¢) the proposed stringent measure in
EEC to limit the aflatoxin content found
in imported copra meal,

Inplement and supervise closely the
replanting, intercropping and fertili-
zation schemes in order to improve the
quality and quantity of production.

Extend the research and study agreement
With the Harvard Medical School to
develop new products or uses of coconut
and to provide medical basis against
the smear campaign of ASA.

Introduce innovation and more effective
drying procedures and techniques to
limit the aflatoxin content found in
meal,

Monitor carefully the establishment of
barangay cooperatives in order to
maximize the use of funds, especially in
the grass roots level, - :

Continue the counter-offensive move
against the smear campaign undertaken by
the American Soybean Association.

Strengthen the Tobby against the bills
which ban the entry of coconut products
in the U.§. now pending in the US
Congress, i.e. HB 2148, SB 1109 and 1699.

Intensify the lobby being staged against
the proposed imposition of the vegetahle
011 consumption tax in EEC.

Penatrate other prospective markets such
as PRDC, Indomesia and other socialist
countries which hold great potentials in
order to offset the likely negative
impact on the demand for coconut products
due to the recent developments in the US
and LEC markets.

DA/PCA

DA/PCA

DA/PCA

DA/PCA

DTI/PCA

OT1/PCA

OTI/PCA

DTI/PCA
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(2) Sugar ahd
Mollasses
Production

Fiscal

External

{3) Fruits

(a) Bananas
Product ion

Fiscal

External

Reduced profitability dug to increasing
labor demands.

Lack of technicai-and farm facilities
to attain efficiency in production.

Mounting insurgency.
Rising cost of production relative to

wor 1d market prices due to farm and
mi]ling_inefficiencies.

Red tape in government bureaucracy
increases the cost of production and
operation,

Low -wor 1d market prices.

Continued dependence an declining US
quota a)location.

Shift in preference of American
consumers to alternative sweeteners,

Reduced production due to natural

calamities such as drought and typhoons.

Sluggish formulation and implementation
of the guidelines of the CARP which
stall plans of expansion in terms of

additional hectarage planted to bananas.

Traditional markets have grown to
matur ity so not such improvement in
volume shipments to these markets may
be expected,

SRA/and Associa-
tion of Sugar
Planters

Implement a contract-farming scheme
between the sugar planters and processed
food exporters, whereby both parties will
be given & free hand in the determination
of price. _

Diversify idle sugar lands to other crops DA
like ramie, cassava and other root crops
to maximize the use of -land,

Accelerate the preparation of studies on  DTI/SRA
the ethano] program and other industrial

uses of sugar, -

Formulate a comprehensive program through SRA and Industry

a concerted effort betwesn the private members
sector and the government, defining the

policies on administration, pricing

marketing and financing aspects.

Penetrate other prospective markets. SRA/DTT

Enhance production by maximizing the
allowable hectarage planted to bananas,

Industry members

Formulate and implement the final quide-  DA/DAR/Congress
lines of the CARP to eliminate uncertain-

ties that surround its implementation and

enable the industry to determine the

proper courses of action.

Explore or penetrate new markets such bTI
as South Korea and the People’s Republic.

of China to offset the declining

Philippine market share in the tradi-

tional Japanese and Middle East markets.
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Strong re-entry of Columhian and

Equadorian exporters to the Japanese Explore the possibility of negotiating DTI
market posing a threat on the already with the Japanese government the

declinging Philippine share in the said  reduction of or exemption from the tariff

-~ market, rates imposed on Philippine bananas in
: order to ease up the trads of the
Existence of trade barrier against commodity in the said market,

Philippine bananas landed in Japan in
the form of tariff rates,

(b) Pineapple
Products

Fiscal A growing concern on the implementation  Work for the immediate implementation .  DAR/Congress
of the final guidelines of the CARP, of the final guidelines of the CARP.

Export-or iented pineapple farming
require large hectarage and inclusion
of these farms in the CARP might lead
to the death of the industry.

External  There may be negative reprcussion on the Diversify into other potential markets. QI
demand for the products in the US as an
aftermath of the US stock market crash,
albeit minimal,

(¢) Mangoes ,
Production High cost of air and sea transportation  Reduce air and sea transportation costs  DTI/MARINA/PAL
for cargoes going to U.S. & Europe to reasonable Tevels in order to protect
compared to costs incurred by South exporters speedy access to traditional -
Amer ican and African suppliers thereby  and prospective markets.
impeding the country's ability to .
strongly penetrate U.S. and EEC markets. Undertake a comprehensive research DA
: development of high-yielding and
Further research is necessary to produce disease-free varieties.
and export high-yielding and disease- :
free varisties, - Disseminate information regarding the DA/DTI/BO0I
new technology in fumigation called the
vaport beat treatment to other growers.
External  The immediate implementation of the Negotiation with the Japanese government  DTI
Japanese ban on mangoes having been on how to compensate the drop in November
treated with EDB resuited in lower and December 1947 shipments.

shipments in November and December 1987,
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{d) A Fruits
Production

{4) Coffee .
Product ioh-

Fiscal

External

(5) Tabacco
Production

Fiscal

External

Prohibited importation of cheaper of -
the:- road or utility vehicles.

Mounting labor problems.

Deteriorating peace and order condition,

Low production Tevel due to inadequate
technological and agricultural extension

‘assistance to small farmers.

Inadequaté-dissemination of information
to small farmers regarding export
market developments and prospects.

OnIy the big traders benefit from the
quota allotments for export granted
by the 1C0-CA.

Exports are limited to quota markets
because non-quota countr ies have not
yet been explored and also because
the country cannot compete quality-
wise and price-wise.

Low yields to insufficient technology
on tobacco farming.

Poor quality df Philippine virginia
tobacco. o

Inpos it ion of -taxes on tobacco products
reduces profitability of growers and
processors.

The growing ant i-snoking campaign

wor 1dwide dampens prospects for
growers and processors.

Explore the possibility of procuring
imported and less expensive utility

vehicles which are not available locally.

Address to the present»administration
the concerns on labor disputes and
national security.

Upgrade traditional production and
marketing techniques.

Provide updated information about export
quota allocation and other recent export
devalopments to other coffee growers to
be able to give them an incentive to
produce more,

Implement vigorously the ban on
importation of coffee in any form,

Develop the potential of exporting
to non-quota countr ies,

Undrtake R & D to improve yield and
quality of locally-grown tobacco.

Formulate effective incentives to
motivate growers and exporters to
produce efficiently.

Develop new market prospects, such
as China which could be initiated on
a government-to-government basis.

BOI/CB -
Present
qoverrment
DA
DTI/160-CA

DF/CB

0TI

DTI/PVTA

Bo1

oI
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(6) Fish and Fish
Products

Production

Fiscal

External

(7) Forest Products

Product ion

Fiscal

Low productivity because of the govern-
ment’s inability to implement strict
nar ine regulations on proper fishing,

High cost of production inputs such as
energy and the 20-100 percent import
tax slapped on the value of imported
fighing equipment,

Imported fish products allowed under
the import 1iberalization program aré

competing stiffly with local catches.

Limited capacity of canneries due to
lack of supply of cannery grade fish,

Lack of government subsidy and
incentives for the fish sector,

There exists stiff competition from
Thailand which gives subsidy to its
fishing industry. :

Reduced log export earnings because
of the ban to protect the growth of
the ancillary industries.

Inability of the industry to operate
freely because of government inter-
vention on the allowable timber cut

~and logging to be exploited,

The uncertainty regarding the tenure of
timber licenses as the new constitution
impticitly prohibits the grant of timber
license agreements.

The imposition of 10% duty and other
non-tariff barrriers such as controls on
the importation of lags are burdensome.

Implement effectively and enforce
strictly, fishing requlations to conserve
the natural fish resources and make the
industry seif-reliant in the long run.

Review the import 1iberalization program
in the light of its adverse effects on

the Tocal fish and fish products industry.

Corollary to this, there is a need to

_ menitor the supply requirement of fish

canners to determine the right volume and
kind of species to be imported in order
to keep the Tocal canneries’ operations
going.

Formulate an effective incentive scheme
to promote the industry.

Penatrate or tap other prospective
markets.

Enhance the local value added
contributed to wood products,

Allow the industry to operate through
market forces with iess government
intervention,

Ascertain the duration or the security of
tenure of the licenses of producers/

. planters which will serve as as incentive

to reforestation and ensure increased
product fon,

Work for the elimination of the TOI duty
on in imported logs to arrive at a more
competitively priced manufactured wood
product exports,

DNR/Bureau of
Fisheries

BOI/DTI/CB/NEDA

801

oTI

071/B01

DNR/BFD

DAR

801
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External

{6) Furniture and
Fixtures

Production

Fiscal

(9) Handicrafts
Production

Being a party to the joint venture

or profit/production sharing arrangement
with the government does not gquarantee
the producer the tenure of his license.

§tiff competition posed by Indonesia,
Sabah and Sarawak which manage to
produce more yields at lower cost.

Dwindling supply of local raw materials,
particularly rattan poles due to the
rapid denudation of forests.

Inadequate technical assistance, techno-
logical skills and necessary equipment

~ to set up operations.

A growing concern on labor unrest and
natiomal security exerts further
pressure to local manufacturers,

I1legal exactions by rebels and military
personnel at forest concessions increase
the cost of production,

High cost of bureaucracy and red-tape

in government channels in the processing
of pertinent documents increases the
cost of production,

Low productivity because of rising labor
disputes and other related manpower
problems.

Tap other potential markets and produce
better products to compete with other
producers.

Work out a scheme providing cont inuous
supply of necessary raw materials (speci-
fically rattan) through importation to
supplement the dwindling local supply and
thus sustain the industry.

Formulate and implement an effective
replanting scheme of rattan poles, its
proper care and handling when harvested.

Encourage integration and/or the use of
indigenous materials.

Conduct training programs to be able:
to upgrade and standardize skills and
technical knaw-how.

Disseminate market developments, trade
opportunities and participation in
international furniture exhibits and
trade shows,

Look into the implementation of a strike
moratorium in order to enhance labor
product ivity,

Discard the documentation requirements of
the Department of Natura) Resources which
are not necessary in the process of

securing concessions on rattan resources.

Improve product and design innovat ion
given avilable raw material supply and

- production constraints,

DT1/DWR/BOI

DT1/801

DNR

BFD/DTI

Industry
menbers/0T]

OTI

DLE

ONR

DTI/BOI/
Industry members
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Political instability and mational secu-
rity concerns stir fear and apprehension
among foreign borrowers.

Fiscal The rising cost of government bureau-
cracy and red-tape, particularly in
secur ing applications for importation of
raw materials on consignment basis.

Extarnal Heavy competition posed by Thailand and

China which enjoy favorable edge over
local producers because of incentives
provided by their respective governments
which translate into Tower prices

{10) Minera! Products

Production (8's high refining charges compared to
other foreign gold refineries increase
the cost of production and operation.

Fiscal The producers are not allowed by the

_ government to sell their primary gold
~ produce in the free market which some-
times offers higher returns.

The production of small-scale miners or
gold panners are being smuggled out of
the country due to inadequate government
surveillance/monitoring of their
operations,

The 30% sales tax on manufactured

articles fabricated with gold and other

precious metals is an added burden to
the producers.

Implement a strike moratorium in the
medivm term to counter the effects of
strikes on labor productivity.

Encourage and promote efficiency in all
government channals,

Provide assistance for the establishment
of a product and market development
center.

Reach a compromise agreement between the
gold producers (through the Chamber of
Mines) and the CB on improving the
recovery rates applied to gold bullion.

Conduct research and development studies
on low cost and high pecovery mine
systems with short gestation periods and
exploration of better ore grades, -

Disseminate important geologocial,
technical and economic informaton vital
to mineral investment decisions.

Enforce the selling of all gold
production to the CB by small-scale
miners and gold panners.

Study the possibility of a reduction

or exemption of gold producers from the
30% sales tax imposed on manufactured
articles fabricated with gold and other
precious metals. Sales to CB should not
be treated as an ordinary commercial
transaction since gold bullions become
manetized gold forming part of the
country’s international reserves,

DLE

Concerned
government
agencies

0T1/801I

Chamber of Mines

Chamber of Mines/
Bureau of Mines

Industry members/
Bureau of Mines _

(B

DF through the
recommandat ion of
(8
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{11) Petroleun
Products
Production

External

(12) Chemicals
Product fon

Fiscal

(13) Electronics
Product ion

Operation of hydro-fower plants was
hampered by the Tow water level caused

by the prolonged drought.

Heavy reliance of expirt shipments on '
excess domestic consumption of
petroleum products.

Unstable word prices of crude oil,.

Supply of coconut oil (the main ingre-

dients for coco-chemicals may be -

adversely affeceted by the drought and.'»
the typhoons which hit coconut-producing

regions,

Lack of product standardization on the )

part of government partwcu]arly for .
coco-chemicals,

Mounting labor disputes.

Inadequate support for the development
of higher assemblies because of limited
domestic market for semi-conductor and
other electronic devices.

Promote and develop the local or indige-
nous sources of energy to be able to pro-
duce them economically and efficiently.

Hinimize the dependence of the exportable
capacity on the surplus in domestic con-
sumption of petroleum products by develo-
ping indigenous or conventional sources
of energy, or by adding more value added
in them through further processing of
petroleum products to some higher—prlced
exportable grades,

Work for the replacement of ‘imported

‘ingredients/mater fals particularly those
‘that directly affect the ecological
‘balance of nature with coco-chenicals.

Fofmulate and enforce product standard-
ization measures in order to be competi-

~ tive quality-wise in the international
_market,

Work for the removal of tariff rates
imposed on imparted raw materials which
are procured at lesser cost in the
international market.

Implement a strike moratorium in order
to enhance labor productivity.

Formulate measures that will prevent/
minimize sudden or unannounced strikes
(such as the Welga ng Bayan) which
disrugt or paralyze operations.

Facilitate a gradual shift from simplé
assemblies to higher-level assemblies.

NEDA/BEU -

BEU/0ff ice of the
Energy Affair

0TI/PCA/§OI

DTI/PCA-

BoI

DLE

DLE

Industry members
and 0T1/801
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Fiscal

External

Procedural

Inconsistency of some brovisions With
regard to importation by foreign-owned
fires contained in CB Circular 1029 and

 the Omibus Investment Code 226,

Reduced bullishness brought about by the
August 28 coup attempt may have stalled
plans of expansion and may, have even
driven away potential investments,

The impact of the US stock market fall
may dampen demand for 1968,

The 30-day repayment scheme on 0/As and
D/As becomes overdue for some companies
because of the requirement that a bank
could not remit without the documents
bearing the CICCO registration first,
the release of which is always delayed.

(14) Garments/Textiles

Production

External

Limited growth of the local textile
industry because of the dependence of
the garment sector on imported raw
materials, which cannot be produced
efficiently by local producers or are
unavailable in the local market.

High cost of production.

Lack of technology and local raw
materials to manufacture qood quality
fabrics.

Stiff competition from new producers.
Smuggling of quality fabrics because of

the inability of local producers to
manufacture at reasonable costs,

Develop efficiency in production of high
quality products in order to improve
the country’s export competitivensss.

Coordinate formulation and implementation
of appropriate policies among concerned
government agencies.

Encourage potential investors by provi-
ding a climate of political and economic
security and effective incentives.

Etiminate further costs as a result of

‘Gelayed releases of documents on.OAs/DAs

repayments through exemption from the
CICCO registration requirement everytime
inportation is made. The initial regis-
tration should suffice.

Forge a strong interface between the
textile and garment industries to be able
to develop and enhance their respective
capacities.

Optimize the utilization of quotas in
order to improve the supply of garments.

Penetrate other ace-quota countries
initially on a government-to-government
basis.

Industry members

CB/BOT

B01/DTI/Industry
members

8

Industry groups
with the supervi-
gion of DT,

DTI/GTEB

0TI
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(15) Processed Food
and Beverages
Production

Fiscal

High cost of packing materials due to
inavailability of good quality materials
in the local market and the high tariff

rates imposed on ingorted mater ials.

Higher prices of domestic sugar relative
to the world market price.

Unreasonable cost of freight both in the
international and inter-island shipping.

Lack of incentives for small exporters
which are being discriminated in favor
of large corporations particularly the
multinationals,

DupYication of functions of the Bureau
of Food and Drugs and the NFA-FTI by
virtue of the bilateral memorandum of
understanding between USFDA and NFA for
testing of food products before the
actual shipment,

Disincentive posed by the trave] tax to
small and medium-sized fires in the
promotion of thier products abroad.

Excessive fees are charged by the FTI
in the testing of food products for
export relative to those of BFAD.

Reduce or scrap the tariff rates applied
on imported packging materials.

Include packaging items and other
necessary inputs f the industry in the
import Tiberalization scheme in order
to minimize the cost of production.

Provide food processors and exporters
access to lower-priced sugar through the
SRA's assistance. Corallary to this,
industry representatives are requesting
to SRA to reclassify/treat sugar used as
inputs to export products as export sugar

which is priced lower than domestic sugar.

Rationalize freight rates, both in inter-
nationa) and inter-island transportation.

Exempt or give preferential rates on
travel tax to enable the exporter to at
least recover promotion costs abroad.

Improve on customs drawback mechanism and
on BOI tax credit system on imported raw
materials forming part of the export
products.

Consolidate under one central agency

the responsibility of testing the quality
of food exports in order to avoid dupli-
cation of functions among government
agencies, thus minimizing cost for
exporters,

Hold regular forum between food
processing industries, research agencies
and/or ather government agencies in the
development of policies, plans or prog-
rams promotive/supportive of the industry
rather than regulative.

B0I/071/0F

(B/0TI/BOI/

. NEDA

DTI/SRA

DTI/NARINA

801/0F

Bureau of
Standards/FDA

DT1/801
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FTI, being the marketing and testing arc
of the NFA competes with private food
exporters in terms of market share and
capability to attract foreign clients.

High cost of dealing with the government
ired tape, exorbitant licensing and
permit fees, graft and corruption.

Procedural Certain food products 1ike ethnic foods  Coordinate between concerned government  DTI/BOI/CB
are not captured in government statis-  agencies the formulation of an effective
tics (DTI, BOI, CB) on processed food,  monitoring and classification system
hence, the industry’s real performance  for the industry’s products.
could not be properly ascertained.

Source: Inter-Agency Study Group on External Trade Statistics and Projections Foreign Operations Comittee Central Bank of the
Philippines, Annual Report 1987,
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Table III.1

IMPORTANCE OF NATURAL RESQURCE-BASED EXPORTS IN PHILIPPINE TRADE

( F.0.B. value, in million U.S. dollars )

c9

1984

1979 1975 1980 1981 1982 1983 1985 1986 1987

TOTAL PHILIPPINE EXPORTS 1,142 2,294 5,788 5,720 5,821 5,085 5,391 4629 4842 5720
Exports of Resource-Based Sectors: - 508 574 1,285+ 1,138 858 744 561 442 491 512
{ percent share ) (44.5) (25.0) (22.2) (19.9) (17.1) (14.9) (10.4) {9.5) (16.1) (9.0)
Forest Products 381 269 468 469 362 331 323 246 251 306.3
Logs 243 167 92 76 78 74 88 39 26 9.3
Lumber 13 27 181 126 124 149 187 9 1¢3 154
Plywood 206 21 111 111 67 76 56 51 56 67
Others 25 45 84 156 93 32 72 66 66 85
Mineral Products « 207 314 817 669 496 413 238 196 249 206
Copper Concentrates 185 212 545 429 312 249 115 84 90 129
Gold - 76 23% 215 169 154 164 100 140 90

Iron ore and concentrates 13 13 @ @ 7] @ 7] ] "] 2
Chromite ore 9 13 33 25 15 10 19 12 10 7
Others 17 18 214 89 36 27 28 47 27 18

Ten Principal Exports 868 1,619 2,635 2,315 1,672 1,730 1,646 1,125 1,068 1,122
Logs and Lumber exports 256 194 . 273 202 202 223 194 130 136 155

{ percent share ) (29.5) (12.0) {19.4) (8.7) (19.8) (12.9) (11.8) {11.6) (12.2) (13.8)

Gold and Copper exports 185 288 - 784 645 481 443 219 184 230 200

{ percent share )} {(21.3) {17.8) {29.8) {27.9) {25.7) (23.3) (13.3) (16.4) (21.5) {(17.8)
Non-Traditional Manufactures 95 374 2,107 2,572 2,461 2,537 2,991 2564 2685 3604
Resource-Based Manufactures 13 127 300 342 300 266 317 292 295 440

( percent share } {14.2) (34.9) (14.2) (13.3) (12.2) (18.5) (16.6) (11.4) {11.9) (12.2)

Source: NEDA, Philippine Statistical Yearbook, various issues.
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Taple III.2. 1In 1976, more than 84 percent of Philippine exports were in
the Food and Food Preparatibn (PSCC @), Beverage and Tobacco (PSCC 2),
and Crude Materialé,'Inedible (PSCC 3). This share consistently went down
to only around 25 percent in 1988, -The most drastic change occurred in
PSCC 3 which went down from 54.0 percent in 197G to only 1¢ percent in
1988, On thé other hand, .exports under PSCC 9 (commodities and
transactions not ciassified elsewhere, the bulk of which consist of
BMW exports of garments and semi—conductors) rose dramatically from .05

percent in 1970 to 29 percent in 1988,

Another way of analyzing the change in the expoit structure is by re-
classifying the commodities into the following categories: (1) fuel
primary commodity exports; (2) nonfuelvprimary comnodity exports; (3)
labor-intensive exports; (4) moderately capital énd skiil—intensive

exports; and (5) highly capital- and skill-intensive exports.

While total exports fluctuated unpredictably during the period 1977-
1988, the composition defined along these five categories exhibited a
distinct pattern (see  Tables III.3a and III.3b). Labor-intensive
manufactured exports, of which garments and .furniture are the prime
examples, have éccounted for an increasing share of the total, surpassing
primary nonfuel commodities for the first time in 1987. The latter
category had been the perennial number one source of exports. The new
internatioﬁal division of labor dictated this shift as lignt manufacturing
industries, characterized by a high degree of labor intensity, were
transferred to -developing countries witin relatively low wage rates.
Moreover, worid demand for primary nonfuel commodities has been declining
due to several factors including the development of synthetic. substitutes

and changing tastes and technology. Added to these is the stiff



Table III.2
PHIL. WORLD EXPORTS
. BY 1-DIGIT PSCC CATEGORY
(For selected years - 1970b-1988)
{In Million USS)

:1980 % Share:1985 % Share:1987 % Share:1988

mE 4% 98 B0 B4 B B 88 g0 S0 4% 49 es

100.06 -

5752 108.00 :4589

5571 106.00

CODE: EXPORTS (f.0.b.) :197¢0 % Share :197% % Share % Share
U :FOOD AND FOOD PREPARATIONS : 25.73 : 828 36.14 :1462 : 825 17.98 : 888 15.94 :1¥57 14.94
1  :BEVERAGES AND TOBACCO : 1.42 : 36 1.57 32 : 31 @.68: 28 up.58 : 32 0.45
2  :CRUDE MATHRIALS, INEDIBLE T 54.92 : 652 28.46 :1446 : 480 18.46 : 535 9.64 : 709 1¢.92
3  :MINERAL, FUELS AND LUBRICANTS s 1.61 = 37 1.62 : 38 : 42 ©9.92: 97 1.74 : 153 2.16
4  :ANIMAL AND VEGETABLE OILS & FATS : 9.¥8 : 233 18.17 : 573 : 372 8.11 : 397 7.13 : 425 6.01
5 :CHEMICALS : g.47 : 21 9.92 89 : 156 3.27 : 245 4.40 : 257 3.63
6 MANUFACTURED GOODS CLASSIFIED : 6.53 : 238 19.39 532 : 468 10.20 : 469 8.42 : 717 10,14

.CHIEFLY BY MATERIAL : : : : _ :
7  :MACHINERY AND TRANSPORT EQUIPMENTS : g.98 : 12 ¥.52 : 127 : 309 6.73 : 553 9,93 : 694 9.8l
8 :MISCELLANEOUS MANUFACTURES : @.85 : 101 4.41 : 618 : 537 11.70 : 758 13.61 : 954 13.49
9  :COMMODITIES AND TRANSACTIONS NOT : g.45 : 133 5.81 : 993 :1375 29.96 :1681 28.74 :2075 29.34

:CLASSIFIED ELSEWHERE : : : : :

:T OTAL EXPORTS : 1957 100.¢0 :2291 166.00 : : 7673 100.00

Source: DER, Statistical Info. Center, CB

National Statistical Office

B4 B8 B4 4 A% A BA 4% 4% we A%

48 8% 4% S8 Bh PE B¢ Ge 8% B



Table IIl.3a
DISTRIBUTION OF PHILIPPINE MERCHANDISE EXPORTS
(million FOB §)

Year FUEL NFUEL LI MCSI HCS1I
1977 19 2432 576 59 52
1978 10 2408 824 123 6l
1979 11 3156 1164 158 112
1980 50 3784 1634 231 89
1981 42 3318 2413 244 1v6
1982 33 2649 2005 230 95
1983 114 2519 1942 31y 86
1984 87 2410 2195 470 195
1985 _ 42 2063 1969 365 150
1986 _ . 66 ~ 2091 . 1883 447 243
1987 97 . 2171 2438 620 245
1988 - 113 2688 3113 849 311
1989 143 2852 3565 16340 333
1990 176 2990 4046 1187 396
1991 128 3251 - 4630 1428 414

01992 - 165 3534 5294 1599 441
1993 214 3771 6159 1886 ‘541
1994 161 4234 7300 - 2336 569
1995 . 167 4662 8492 - 2747 583
1996 281 4862 9631 3179 748
1997 .. 253 5275 19972 - 3798 802
1998 261 - 5570 12561 4385 924
1999 T 320 5874 - 14418 5873 1615
2000 330 T 60v0 16500 6000 1170
FUEL - Fuel primary commodity exports
NFUEL - Nonfuel primary commodity exports
LI - Labor-intensive exports
" MCSI- =~ Moderately capital- and skill-intensive exports
HCSI - Highly capital- and skill-intensive exports

* - 1989-2000 valueé are forecasfad values



66

Table I1I.3b
PERCENTAGE DISTRIBUTION OF
PHILIPPINE MERCHANDISE EXPORTS

Year - PFUEL PNFUEL PLI PMCSI PHCSI
1977 v.6 77.5 18.4 1.9 1.6
1978 9.3 76.3 24.0 3.6 1.8
1979 g.2 70.1 25.8 3.5 2.5
198y .9 65.4 28.2 4.9 1.5
1981 a.7 58.0 35.2 4.3 1.8
1982 @.7 52.9 49.0 4.6 1.9
1983 2.3 50.7 39.1 - 6.2 1.7
1984 1.6 45.8 41.7 8.9 2.0
1985 2.9 45,0 42.9 7.9 3.3
1986 1.4 44,2 39.8 9.4 5.1
1987 1.7 39.0 43.8 11.1 4.4
1988 1.6 38.0 44,0 12.9 4.4
1989 1.8 36.0 45.0 13.0 4,2
1990 2.0 34,0 46 .0 13.5 4.5
1991 1.3 33.9 47.0 14,5 4.2
1992 1.5 32.0 48,4 14,5 4.0
1993 1.7 3¢4.9 49.0 15.0 4.3
1994 1.1 29.0 50.9 16.0 3.9
1995 1.0 28.0 51.0 16.5 3.5
1996 1.5 26,0 51.5 17.0 4.0
1997 1.2 25.0 52.0 18.4 3.8
198 1.1 23.5 53.0 18.5 3.9
1999 1.2 22.4¢ 54.0 19.9 3.8
2000 1.1 20.9 55.0 20.9 3.9

FUEL ~ Fuel primary commodity exports
NFUEL - Nonfuel primary commodity exports

LI - Labor-intensive exports

MCS1I ~ Moderately capital- and skill-intensive exports
HCI — Highly capital- and skill-intensive exports
* ~ 1988 figures are estimated values while

1989+2¢p0¥08 figures are forecasted values
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competition among developing countries for markets for these types of

comnodities.

Another category that has experienced an increasing share is
' moderatéiy capital-and-skill inténsive (MCSI) exports rising from 2 percent
in 1977 to 11 percent in 1987. Semiconductors, the number one éxport of
the Philippines at present, fall iﬁ thisAéategory. It is predictéd that by.
the year 2000 the percentage share of these thrée'categories will stabilize
at” 20 percent for primary nonfuel; 55 percent for labor intensive, and ZQ .
percent for MCSI exports Qitn the rest going to the other two categories.
These figures differ significantly from those projected by the ADB which
puts the percentage énares as 36, 46, and 14 percent, respectively.

Tables III.4a, III.4b, and IIi.4c show the composition of exports by
traditional/non—traditional icategories used by the Central Bank.éz/ In
1974, the share of traditional expofts (coconut products, sugar, forest
products and minerals) was more théh'9l.5 percent. The share went down to
only 23.9 percent in 1987. Sugar;'foreét and mineral products suffered the
largest decline from around 18.5 percent, 26.2 percent and 20.4 percent
respectively in 1970 to only around 1.2 percent and 4?2 percent and 3.9
percent in 1987. Cocénut producté remain important although their share in
exports also declined from 19.7 percent in 1970 to 9.8 percent in 1987. On
the other hand, the share of non—traditional exports grew from only around -
8 percent in 1974 to 73.4 percent in 1987. Non-traditional manufactures
compose the bulk of these shares. However, although the healthy growth of

certain sectors (e.g., footwear, chemicals, processed food and beverages

12/
Central Bank defines traditional exports as those sectors which
have exported at least US $5 million in 1968.



Table I11.4a

VALUE OF EXPORTS BY MAJOR COMMODITY GROUP
1970-1987
(In Million US Dollars)

Commodity Group - - 1970 1971 972 1913 1974 1975 1976 1977 1978

I. Traditional Exports _ 972 1027 982 1606 2306 1767 1773 2097 197§
Coconut Products _ 209 255 228 38 509 L1.1 540 761 %07
Copra 80 114 10 166 140 172 150 201 136
Coconut o0il 9% 104 1 153 381 30 .. 299 412 - 820
Desiccated Coconut : 19 21 18 32 40 % 90 82
Copra Meal/Cake 14 16 16 3 08 R b1 58 &9
Sugar and Products ' 194 220 217 293 763 6135 45_4 532 213
Centrifugal Refined : 189 nr. M 275 ™ 581 429 512 197
¥olasses 8 ] b 18 28 34 2 20 16
Forest Products 278 259 226 8 292 225 270 263 328
Logs . 37 M 164 308 - 214 167 135 134 {45
Luaber 13 R} 10 35 30 27 68 b7 85
Plywood 20 0N 34 L A 1 23 4 4 n
Veneer Sheets/Corestocks - 8 9 18 18 19 8 18 20 22
Dthers ‘ ' ' ? 1 4
Wineral Products ) 217 218 239 438 519 332 -3 386 3715
Copper Concentrates 185 185 191 290 393 212 266 268 250
Gold -~ B 27 104 74 76 b5 " 76
Chromjun {re - ] b 5 9 13 13 Rt 5B
Others ' 26 19 16 35 39 3 25 22 20
Fruits and Vegetables % % 0n W ¥y @ %737
Canned Pineapple | | 2. 20 920 3 35 Y 5 50
Pineapple Juice ! 1 1 i 3 1 3 2
Fineapple Concentrates 3 2 2 2 3 3 3 b] b
Others - 1. 1 1 ? 3 5 9 10 -
Abaca Fibers | 15 13 3 20 38 1" 18 17 15
Tobacco Unmanufactured 14 14 17 28 30 34 28 28 29

Petroleun Products 17 24 19 135 16 37 33 M| 3



~ Coamadity Broup 1979 - 1980 1981 1982 1983 1984 {985 1986 1987

1. Traditional Exports V6L 3068 2742 M6 2088 1828 1302 1275 1367
Coconut Products 1024 BiL 750 590 680 - 727 459 470 561
Copra B 7 3 49 ' -- - 18 32
Coconut oil M2 57 533 401 516 580 {7 B 55 S € 1|
‘Desiccated Coconut 107 116 - 102 68 88 106 T4 L &
Copra Meal/Cake B 81 81 n o mn 4 36 75 3
Sugar and Products 239 . - 457 604 441 b 279 185 103 !
Centrifugal Refined 12 T 6N Seb M 299 2 169 a7 b0
Molasses : - ) 33 18 2% 17 33 16 16 1
Forest Products W w8 2 om0 W om0 0t 3
Logs ' m % 1) mn 89 39 7 0
Lunber 198 . 181 126 124 149 107 91 108 154
P1ywood 107 1 1" 67 76 - % 51 5 68
Veneer Sheets/Corestocks S T £ 3 20 28 14 12 9 13
Dthers ' b9 8 4 4 b b 5 6
~ Mineral Products 408 918 787 532 440 266 243 267 224
Copper Concentrates Mo M5 ®9 0 312 M9 s B %0109
Gold 103 . 239 245 169 - 158 104 190 140 9
Chroamium Qre 3 33 23 15 10 19 12 11 1
Others 2101 88 3 2 28 47 2% 17
Fruits and Vegetables : 100 - _1'11 pRYie 128 107 133 136 137 150
Canned Pineapple N @ 8, B 7 87 89 8 86
Pineapple Juice 3 b b 9 4 5 7 b 6
‘Pineapple Concentrates 10. .9 7 10 4 13 14 18 20
Others 3 18 19 10 28 2% 30 38
Abaca Fibers B0 2 20 18 30 17 31
Tobacco Unmanufactured B 48 47 : M) 29 u A\ 18

Petroleus Products 2 - % 89 b4 142 93 39 63 88.
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Commodity Group 1970 1971 1972 1973 1974 1975 1976 1977 1978

I1, Non-Traditiunval Products }h] 100 119 269 407 304 749 1024 1422
-Non-Traditional Manufactures 72 74 17 12 378 367 546 "M 1045
Elec. & Elec, Eqpt./Parts & Telecos, -- - 2 1 21 47 85 124 293
Barments ) - 4 2 58 94 100 183 250 32
Textile Yarns/Fabrics 7 9 i) 20 22 39 3 L1}
Footwear 1 1 t 2 4 3 3 10 32
Travel Goods and Handbags 1 1 2 ] a 10 4 b 9

Wood Manufactures 11 7 B 24 33 29 32 28 30
Furnitures and Fixtures i 2 3 b ] 10 22 27
Chemicals § b b 10 15 2 27 51 59
Copper Netal ™ - - - -- - - - -
Non-Metallic Mineral Manufactures 3 10 8 25 37 33 28 38 43
Hachinery and Transport Eqpt. 1 2 3 3 b 10 16 . 24 37
Processed Food and Keverages 8 9 i 15 17 14 20 3 4
Wisc, Manufactured friicles, n.e.c. b ] 10 20 23 86 b5 60 81
Others 30 29 13 12 b 27 30 U 6?2
Non-Traditional Unmanufactures 13 2 V) 57 % 17 03 N3 I
Nickel - - - - - ST 7 55

Iron Ore Agglomerates - - -- .- - - - Rl 104
Bananas 3 16 24 28 45 73 16 73 ‘B4
Mangoes ! 1 1 1 2 2 3 2 4
Coftee, Raw not Roasted - - - -~ .- 2 25 45 34
fFish, Fresh or Simply Preserved 2 3 11 20 17 14 26 41 57

Rice ' -- -- -- -- -- - -- 4 14
QOthers 5 4 b 8 15 it 14 14 29

111, Special Transactions 1 1 39 2 28 16 b
IV. Re-Exports s B 4 2 3 2 o 18 ol

TOTAL EXPORTS 1062 1136 1104 1884 2725 2294 2574 3151 3425

——— e - - ———




Compodity Group 1979 1980 1981 1982 1983 1984 1985 1984 1987
I1. Non-Traditional Products 2000 _2&50: 2920 2851 . 284 © 3AX0 3275 3447 4197
Non-Traditional -Manufactures 1478 2005 - 2374 2376 2387 2992 2745 2879 3642
Elec. & Elec. Eqpt./Parts & Telecom, . 412 b71 838 1000 1053 1329 1056 919 1119
Garments 805 502 618 541 545 603 623 751 1098
Textile Yarns/Fabrics a5 74 &9 56 44 I8 9 44 48
Footwear : M b7 73 b2 35 1) 19 A} I |
Travel Goods and Handbags . 8 o9 010 10 8 b 10 12 16
Wood Manufactures 49 35 L1 4 a3 50 42 49 62
Furnitures and Fixtures ' 33 11 87 72 B4 88 GL a9 130
Chemicals _ 112 B9 105 9% 86 103 150 243 245
Copper Metal : - - - - 26 111 168 172 162 -
. Non-Metallic Mineral Manufactures 31 60 48 49 26 A 24 18 22
Machinery and Transport Eqpt. 47 47 47 48 39 36 30 45 78
Processed Food and Beverages A .9 15 130 127 109 106 116 126
Misc. Manufactured Articles, n.e.c. 118 149 153 143 133 137 136 159 199
Dthers ' 94 133 124 118 112 313 257 7231 2B6
Non-Traditional Unmanufactures 526 645 546 475 459 438 510 568 555
" Nickel . 2 1B . 103 & 5% 12 415
Iron Ore Agglomerates 120 18 118 106 114 105 95 83 76
Bananas : 97 114 124 146 103 122 113 130 n
Mangoes ' 5 1 b 8 9 7 7 8 12
Coffee, Raw not Roasted : 44 45 39 49 LY} 76 70 119 32
Fish, Fresh or Simply Preserved 87 107 90 I 77 69 99 143 207
Rice ‘ : 84 13 24 -- 9 - - e 29
Others B8 4 4 45 47 62 68 82
111, Special Transactions 11 33 30 45 57 8 {2 8 7
V. Re-Exports ' y LI 10 9 34 125 40 112 149
TOTAL EXPORTS 44601 “» 9788 5722 3021 3005 5391 4629 4842 5720

SOURCE: Dept. of Economic Research,
Central Bank of the Phil.
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Table I11.4b

GROWTH RATE OF PHILIPPINE EXPORTS

(In %)

1970-1987
Comnodity Group 1971 1972 1973 1974 1975 1975 1977 1978 1979
[. Traditional Exports S.66 -4.38  63.54 43,59 -23.37 0.34 18,27 -5.82  29.67
Coconut Products - 22,01 -10.59 64.08 462,83 -23.,48 15.88  40.93 19.19 12,90
Copra 42,50 f3.51 90,91  -15.66 22.86V -12,719 - 34,00 -32,.34 -34.56
~ Coconut oil 8.33 -19.23  8Z.14 149,02 -39.63  30.00 37.79  50.49  19.48
~ Desiccated Cocanut 10,53 -14.29 77,78  87.50 -48.33 19,35 143,24 -8.89  30.49
Copra Meal/Cake 14,29 0.00 43,75 .74 17.B6  63.064 7.41 18,97 24,64
Sugar and Products 12,26 -1,36  35.02 161.09 -19.61 -26.18 17.18 -59.96 12,21
Centrifugal Refined 12,77 -0.47  30.33  168.00 -21.17 -26.16 19,35 -61.52 7.61
Molasses 0.00 -25,00 200,00 55.5  21.43 -26.47 -20,00 -20.00 68.75
Forest Products ' -6,83 -12,74 84,07 -29.81 -22.95 20,00 -2,%9 4,71 9.8
Logs ' -9,28 -23.72  B5.37 -28.9% -22.49 -19.16 -0.74 g.21 . -0.69
Lumber ' -15.38  -9.09 250,00 -14,29 -10,00 150,85  -1.47 ° 24,87 132.94
Plywood 20,00 41,47  73.53 -54,24 -14.81 104,35 ~12.77  75.61 48.51
Veneer Sheets/Corestocks 12,50 100,00 0.00 5.96 -57.89 125,00 11,1} 10,00 59,09
Others -50,00 300,00 50,00
Nineral Products 0.46 ‘963 83,26 1B.49  -36.03 11,75 4,08 -2.85  62.13
Copper Concentrafes 0.00 3.24 91.83  35.92 -46.06  25.47 0,75  -6.72. 76,00
Gold ' 237.50 285,19 -28.8% 2,70 -14,47 9.23 7.08 35,53
Chromium Ore 0.00 -16.67  80.00  44.44 0.00 15,38 564,67 0,00  -8,00
Others _ _ -26,92 -15.79 118,75  11.43 -20.51 -19.35 -12.00 9.09 75,00
Fruits and Vegetables -7.69  -4.17 4.35 54.47  18.92 31,82  25.84 9.48 29,687
Canned Pineapple -4,76  -5.00 5,26 55,00 12,90  34.29  19.15 7.14  23.33
Pineapple Juice -30.00 0.00 0.00 0.00 200,00 -46.67 200.00 -33,33  50.00
Pineapple Concentrates -33.33 0.00 0.00  50.00 0.00 bb.b67 0,00~ 0,00 100,00
Others 0.00 0.00 100,00 30,00 66,67  B80.00  11.11 30,00
Abaca'Fibers _ -13.33 0.00  53.8% .90.00 -63.16  28.57 -5.56 -11.76  bb.47
Tobacco Unmanufactured 0.00 21.43 52.94 15,38 13.33  -17.65 0.00 397 13,79

Petroleus Products 41,18 -20.83 -21.05 6.67 131,25  -B.11 8.82 -16.22 35.48
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Table 111.4b (cont'd) | | AVERAGE FOR THE PERIOD
Coamodity Group 1980 - 1981 1982 1983 1984 1985 1986 1967 1970-77 1978-87
1. - Traditional Exports 9.80 -10.63 -22.83 -2,27 1161 28,77 -2.07 1,22 1880 -2.73
“Coconut Products 20,80 -5 -2.33 15,25 6,91 3686 - 2.80 19.36  24.52 < -1.0§
Copra ~47.19  -27.66  44.12 -91.84 77.718  16.90
Coconut oil -23,58  -6,00 -24.77  28.68 12,40 -40.17  -4.03 14,41  35.49 2.1
Desiccated Coconut 8.41  -12,07 -33,33.  29.41  20.45 -78.30 -82,11 70,45 39,80 - 3.4%
Copra Neal/Cake -5.81 0.00 -11.11 0.00 -43,06 -12.20 108,33  -2.67 24.10 1.70
Sugar and Products 174,90  -8.07 -26.99 -28.3¢ -11.71 -33.49 44,32 -3L,07 25,48 -G.T1
Centrifugal Refined 194,34 -9.29 -26.50" -28.13 -17.73 -3130 -48.52  -31.03 26,09 -5.2
Molasses 22,22 15,15 -34.24  -32.00 94,12 51,52 0,00 ~31.25 - 29.3b 3.13
Forest Products -13.27  -17.08  -l6.08 12,59 -18.13 -26.57  L0L 20.90 8.16 1.70
Logs -36.11  -17.39 3,99  -6.33  18.92 -§5.68  -30.77 -100.00  -2,74 -21.39
Luaber -8.59  -30.39  -1.59 20,16 -28.19 14,95 14,29 48,08 50.23  15.86
Plywood 374 0.00 -39.64 13,43 -26,32 -8,93 9.80 2,83 22.53 9.7
" Veneer Sheets/Corestocks 2.86 -13.89. -35.48  40.00 -50.00 -14.29 -25.00  &b.67  28.04 4.00
Others -16.67 60,00 -50.00 0.00 50,00 0.00 -16.87 20,00 -50.00  39.47
Mineral Products ' 5,99 ~-17.54 -29.72 -17.29 -39.55 -8,65 ~ 9.88 -16.10 1309 - -0.87
. Copper Concentrates 23,86 -21.28  -27.27- -20.19 -53.,82 -26.96 . 7.4 21,41 101 -2.8)
~ Bold _ 132,08 - -10.04 -21,40  -8,88 -32.47 -3.85 40,00 -35.00 BL.88  10.30
Chromiun Ore _ 83,48 -24,24 - -40.00 -33.33  90.00 -3b.B4  -8,33 -36.36 27.12  -3.3b
Qthers 14049 -12,87 -59.09, -23,00 3,70 47.86  -44.68 -34.62 5.09 11.99
"'Fruits and Vegetables 1,00 9.00  5.79  -16.41 24,30 226 0.7 9.4 17.61 8,15
Canned Pineapple ' 10.81 8.5¢. -1.12° -15.,91 17,97 2,30 -4.74 3.61 16.49 4,93
Pineapple Juice 100, 00 0.00 50,00 -55,%  25.00 40,00 -14.29 0.00 40,48  Lb.1B
Pineapple Concentrates -10,00 -22.22 42.86 -10,00 44,44 7.6% 28.57 .11 11.99 19.29
Others 7.69 35,71 10,53 -4.76  A0,00  -7,14 15,38 26,67  49.44 16.52
Abaca Fibers 8.00 22,22 A6 -10.00 6667 -A3.33 2353 . -T.69 (291 1.80
Tobatco Unmanufactured -12,12 85,57 ~2,08  -27.b4 -14,71 -17,24  -12.50 -14.29  12.21  -L.77

Petroleun Products 114,29 -1 ;28.09 121,88 -34,51 -58,06 61,94  39.68  19.70  23.49
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Table 111.4b (cont'd)-

-----

----------------

Commodity Group 1971
I1. Non-Traditional Products {7,465
Non-Traditional Manufactures 2.78
Elec. & Elec. Eqpt./Parts & Telecow,
Barments
Textile Yarns/Fabrics 16.67
Footwear v ¢.00
Travel Goods and Handbags .00
Wood Manufactures -3b.36
Furnitures and Fixtures 0.00
Cheaitals 20.00
Copper Metal
Non-Metallic Mineral Manufactures 233.33
Machinery and Transport Eqpt. 100..00
Processed Food and Beverages 12.50
Misc. Manufactured Articles, n.e.c. =20.00
Others -16.67
Non-Traditional Unmanufactures 100,00
Nickel

Iron Ore Agglomerates
Bananas 220.00
Mangoes 0,00

Coffee, Raw not Roasted
Fish, Fresh or Siaply Preserved 150,00
Rice

Others -20.00

111, Special Transactions
1v, Re-Exports 40.00
6.97

TOTAL EXPORTS

-----

100,00
28,57
0.00
100,00
14.29
100.00
0.00

-20100

50.00

2.2
150,00
-48.00

61.94

30.00
0.00

126.00

50.00

0.00

1973 1974
126.05  51.30
175,32 34.72

450.00 145.45
2800,00  62.07
166.67  -16.47
100.00 100,00
150.00 60,00
200.00  45.83
30.00 100,00
bb.b7 30,00

212,50 48,00

0,00 100,00
3636 1133
100,00  13.00
-7.49  200.00
39,71 30.40
16.67 80,71

0.00 100,00
81.82 -15.00

3333 67.50

800.00 0,00
-50,00 30,00
70.52 4449

11,89

74,07
6.38
10.00
-25,00
25.00
-17.14
~16.67
40.00

-10.81

66.47
-17.45
100.00
~23.00

73.42

2,22
0.00

~5.88

~26.67

133,33

-33.33

-15.82

48.77

80,89
85.00
1.2
bb.b67
-60.00
10.34
100,00
28,87

-15.15
£0.00
42,86
41,30
1.1l

48.18

18,79

211
50,00
1150.00
62,50

27.27

33.33

1100.00

30,22

45.84
35.14
-12.82
100.00

50,00

~12,%0
120,00

w.a? i

35.71
62.50
59,00
-7.69

.33

54.19
30.51
-3.95

~33.33
80.00

57,69

0.00

4.98

- -104.03
10.80
29.41

220.00
30,00

7.14
22.73

13.16
42,31
32,28
33,00
100.00

20.45

~28.57
82.46
153.07
100.00
-74.44
39.02
250,00
78.57

-62.%0

AT

'iISqu'

__________

o e T o T O T ke 0 A A e P e e T ok e e e

41,05

. 42.85
23,85
25.00
59,38

-11.11
13,33

103.70
89.83

-27.91
27.03
12,20
45,48
81,61

39.52

67.27
15.38
15.48
25.00
29.41
52,63
278,57
40,00

B3,33

31.82

e e o e e e 7 e e T M E S A N A A —TemsS LS CmEAms LSS TesSASm oSS TS SeEmETEs
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Table 111.4b (cont'd) : AVERAGE FOR THE PERIOD
Comnodity Broup v 1980 1981 1982 - 1983 1984 1985 1986 1987 1970-77 1978-87
I1. Nop-Traditional Products 32,50 10,19 -2,36 - -001B 20,52 -4.52 5.25 U6 61T 1677
Non-Traditional Manufactures 36,02 18.40 ' 0.08 0.46 25,38 -1.99 4,12 26,50  4b.82 19.14
“ Elet, & Elec. Eqpt./Parts & Telecom. 62.85 °24.89 19.33 - 5,30 26,21 -20.54  -12,97 - NM.76  199.25  29.%7
Garments 23.95 23,40 -12.46 0.74 10,64 .32 °20.55 46,21 §876 17.07
Textile Yarns/Fabrics 355 b7 -18.84 -21.43  -13.64 2.63 12,82 54,55  3B.53 9.83
footwear : o 31,371 8.96 -15.07 -11.29 -16,36 -15.22 :-29.5t 0.00 . . 46,81 . 24,13
Travel Goods and Handbags 12,5 1.1 0.00 =-20.00 -25.00  46.67 20,00 33,33 4643 1373
ﬂoof Manufactures 212,50 31,43 -10.87 29,27 -5.66  -14.00 C13.99 26,53 . 29,2 1 9.8
Furnitures and Fixtures 40,00~ 12,99 -17.28 16,67 4,76 -4,55 - 5,95 46,00 8476 - 23,11
Chemicals -20,5¢: 17.98  -9.32 -9.47 22,09 42.86 42,000 -9.82  e202 21,17
Copper Metal  h : 326,92 5L.35 2,318 -5.B1 NN
Non-Netallic Mineral Manufactures 93.55f‘5E -20.00  -16.67  -35.00 -19.23 14,29 --25.0: 22.22  469.0B - -0.0b
Machinery and T(anspurt Eqpt. 0.00- 8.00 213 -27.08 2.86 -16.67 50,00  73.33 © 62.74 . 13.39
Processed Food and Beverages 100,000 47.39  -2.60 -15.33  -18.17 - -+2.3% 9.4 82 . IG5 19.30
flisc, Manufactured Articles, n.e.c. 26.27 4,03  -7.74  -6.99 3.0 -0.73 16,91 25.1b s 34.09- 18,04
Others 1.9 -6.77 -4.84  -5.08 179.46 -17.89 ~-10,12 23.81 16,73 3507
Non-Traditional Unsanufactures 247 -15.35 -13.00  -3.37 <058 1644 113 -2.29  58.80 7,18
Nickel . © 50,00 . -25.36  -52.43 Buld 77,360 433.3%  -T6456 <100,00 - §4.65- - 19.8%

Iron Ore Agglomerates -1.67  -1.89  -B.62 7,95 -7.89 -9.52 -10.53 -10.39
Pananas : . 17,93 8.77 17.7¢  -28.08 16,19 -7.38 : 15.04. =6.92. 08,54 6.34
Mangoes 40,00 -14.29  33.33 12,50 -22.72 0,00 14,29  50.00  16.67  23.8b
. .Coffee, Raw not Roasted 2,27 -13.33  25.68  -4,08  H1.70  -7.89 70,00 -¥3.11 . 415,00 6.62
Fish, Fresh or Siaply Preserved 722.99 -15.89 ~-21.11 B.45 -10,39 43,48 440 44,76 bA.45 20,84

Rice 58,70 -67.12

Dthers : o 22.8b 2.33 4,5 -2.17 4,48 3.9 9.68 20,39 21,63 N.28
IT1T. Special Transactions 200,00  51.52 -10.00  26.67 -B5.96  50.00 -33.33 -12,50 133.97  20.72
V. Re-Exports © .59 7097 -10.00 27778 267.65  <48.00 180,00 3308 147.86  72.40
TOTAL EXPORTS 25.80 -1.14 12,25  -0.32 1.71 -14.13 4,60 18.13  19.73 1.18

SOURCE: Dept. of Economic Research,
Central Bank of the Phil,
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: Table III 4c
.~ STRUCTURE OF PHILIPPINE EXPORTS
(In .percent) .

1976 1989 1985 1987

- - - - - e e o . A e il e o, A i ——— - - -.-l-——n—\—,—-.---_-l-q-‘_-—_‘—:-‘.j——-—

A. COMMODITY GROUPS o ;

I. Traditional Exports 91.53 53,81  28.13  23.90
Coconut Products 3 19,68 14.01 9.92. «9.81
Sugar and Products 18.46 11,35 4.60 1.24
Forest Products = 26,18 7.34 4.30 -4.25
Mineral Products : 20.43 15,86 5.25 3.92
Fruits and Vegetables 2.45 + 1,92 2.94 2.62
Tobacco. tnmanufactured 1,32 #.50 . B«52 8.31
Petroleum Products - 1,60 1,55 9.84 1,54

II. Non-traditional Producfs 8.00 45,78 ~ 70.75 73.37
Non-Traditional Manufactures 6.78 | 34.64 59,73 63{67
Non-Tradi;ional‘Uamanufaéturea' .22 ° 1ll1l.14 11.02 92.70

III. Special Transactions , 0.06° . 0.57  0.26 .12

IV. Re~Exports - .47 0.64 - 0.86  2.60
TOTAL 100.00 100,00 100.00 100.00

B. MARKETS
ADE Developing Member Countries _ 7.50 le.66  21.40 18.50
European Economic Community (EEC) 8.70 16.70 13.60 L8.50@
United States of America | 41,50 27.20 35.70 34.60
Japan 39.60 26.5¢0  18.98  17.20
Others 2.70 13.00 16.40 11.20

TOTAL 100.00 l00.00 100.00 1006.00

Source of basic data: Dept. of Economic Research,
Central Bank of the Phils.
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and furnitures and fixtures which grew by an average of more than 15
percent for the period 1978 to 1987) iei wqrth:.noti9g, non-traditional
manufactured export 'is still concentratéﬁ'in garments and electronics.
Garments and -electroﬁics together, alreedy‘make~up-around 39 percent of
total exports in 1987. The increasé in the share ~of non-traditional
manufactures has also beep_substantive from eround'l.Z percent in 197¢ to
9.7 percen;. in 1987.. Bananas, Rew Coffee and Fish, Fresh or Simply

/ _ _

Prepared, are amory the more important 'noq—traditional unmenufactured

exports.

If ewe ;define treditional'exports to be equivalent to primary goods
and non;treditional eprrts as manufectufed goods, there;;are slight
changes :ihethe composit;oﬁ of exports along‘these lines. Th§§"definition
of traditional/non—traditional exports will be used in forecaeting their

jfuture values. Table III 5 shows that in 1987 the share of traditional
exports was 33.6 percent whlle the share of non—tradltlonal exports was

:63.7 percent, with the rest falling_under re~exports and others.

There is some change, aithough noﬁ as marked, in the direction of
trade as well (see Tables'III.Ga, III.6b and III.6c). ‘The share in
Philippine exports by traditional trading partners namely ﬁhe US and Japan
has declined. The US share fell—ffom around 41.5 percent ih 1979 to 34.6
percent in 1987 while that for Japan fell fram 39.6 percent in 1970 to 17.2
percent in 1987. The slack was taken up mostly by EEC and ADB developing
member couﬁtrieS'particularly»Hongkong, South Korea and ASEAN. The share
of EEC rose from 8.7 percent in 197¢ to 18.5 percent in 1987 while that of
ADB developing member_countriee rose from around 7.5 percent in 197¢ to

18.5 percent in 1987 (Table III.6¢c). The growth in Philippine exports' to



. Table III.S5
PERCENTAGE DISTRITBUTION OF TOTAL EXPORTS,
TRADITIONAL/NON-TRADITIONAL
(1971 - 1987)

— - - & I — e

Year Non-Traditional  Traditional = Others
1971 6.51 92,69 .79
1972 . 6.96, 92.59 @.45
1973 r1; 2% §8.18 g.58
1974 C12.04, 87.52 0.44
1975 16,00 83.00 1. 40
1976 21.21 76.77 2.02
1977 22,56 76.48 0.95
1978 30.51 68.67 2.82
1979 32,04 67,09 0,87
1980 34564 6415 1.21
1981 41,49 57.46 1.05
1982 47,32 51.60 1,08
1983 47.69 50,49 1.82
1984 55. 5 4259'3 .47
1985 59.73 39,14 1.12
1986 59,46 38.06 2,48

1987 | 63.67  33.60 2.73




Table II1.6a
WERCHAKDISE TRADE
(f.0.b. value in thousand U.5. §)

{1965 - 1948)

YEAR - WORLD * DEYELOPING EUROPEAN ECONCMIC UNITED STATES JAPAR . ASEAN COUNTRIES
WEMBER COUNTRIES . COMMUNITY _
Imports  Exports Imports  Exports Inperts Exports  Imporis Exports  Imports  Exporis Imports  Exports
1965 807,579 768,448 102,594 26,942 122,008 144,219 14115 348,745 195,478 217,565 46,945 2,306
1966 852,112 828,195 71,586 39,278 133,418 147,502 204,500 346,385 243,912 264,282 46,464 4,043
1967 1,062, 181 821,456 90,389 B4,845 158,619 98,6%8 362,673 352,609 306,927 278,619 - 57,250 - 22,296
1968 1,150,218 857,715 . 84,925 6,598 194,468 80,859 312,067 391,483 36,612 263,33 53,653 15,14
1369 1,131,485 854,601 88,765 61,212 " 201,304 73,467 120,244 360,327 33,718 328,811 55,684 10,164
1970 1,060,120 1,061,702 86,713 19,244 179,687 42,344 315,083 440,172 344879 420,753 57,035 12,804
1971 1,185,959 1,136,431 121,775 80,909 214,806 148,543 . 291,184 480,460 353,100 398,570 82,212 22,75
1972 f,229,593 1,105 544 55,935 6,913 181,408 168,172 312,625 448,85F 390,785 373,440 58,456 15,075
1873 1,596,614 1,886,315 8,027 159,312 209,89 238,798 49,492 £75,985 518,519 674,520 34,554 39,008
1874 3,143,260 2,724,989 223,262 136,898 425,698 335,652 734,482 1,156,731 864,596 949,207 75,331 35,99
1675 3,459,183 2,294,470 389,74 T2 300,866 427,592 754,252 664,321 966,291 864,907 172,817 64,509
1878 3,633,482 2,573,676 485,771 238,486 438,644 484,082 801,11t 924,397 976,416 621,435 - - 243,609 40,073
1977 3,914,763 3,150,887 551,804 346,138 468,700 581,243 799,188 1,112,074 975,300  7i6,883 .- 260,528 125,8M1
1978 4,732,196 3,424,876 899,399 465,059 596,516 634,235 996,579 1,156,247 1,285,105 818,381 273,585 208,313
1974 5,341,731 4,601,190 522,857 420,453 850,690 930,770 1,402,459 4,384,176 1,397,920 1,201,004 - 363,832 187,754
1980 7,726,912 5,787,788 1,235,804 963,115 827,53 980,781 1,785,695 1,576,404 1,531,182 1,533,333 433,156 376,967
1981 7,945,679 5,722,157 1,208,995 1,086,030 819,020 924,302 1,787,216 1,765,826 1,494,114 1,250,487 538,321 412,244
1982 7,666,918 5,020,583 1,312,950 893,086 813,828 726,212 1,702,675 1,586,303 1,532,022 1,145,508 509,679 358,738
1983 7,406,826 5,005,281 1,442,099 802,969 879,861 813,813 1,736,105 1,799,571 1,266,000 1,015,038 671,077 352,748
1984 6,096,612 5,390,846  1,518,81¢ 1,037,399 674,039 680,485 1,630,543 2,050,534 814,54 1,042,697 183,016 518,587
1985 5,190,673 4,628,954 1,611,783 984,642 424,390 629,858 4,262,063 1,683,493 734,508 474,638 754,003 530,761
1988 5,043,587 4,841,781 1,345,992 431,122 - B6B,682 913,990 1,255,985 1,716,757 064,187 851,084 510,782 351,440
1387 6,736,962 5,720,238 1,620,443 1,060,758 781,872 1,069,792 1,485,276 1,976,191 1,121,166 99,492 687,387 507,303

1588 8,159,318  7,183,95¢ 2,204,638 1,358,177 1,309,855 1,246,817 1,715,033 2,432,431 1,421,309 1,420,374 §65,563 491,128

6L

Source: Nationa) Statistics Office
v} Statisticallﬂulletin



Table I111.6b

ANHUAL GROWTH RATE OF WORLD TRADE
DHGS, E.E.C.,U.5. ,JAPAN AND ASEAN

{In %) _
YEAR WORLD DEVELOPING EUROPEAN ECONOMIC UKITED STATES JAPAN * ASEAN COUNTRIES
: HEMBER COUNTRIES COMBNITY .
Imports  Exports Imports  Exports Imports Exports  Imports Exports  Imports  Exports Imports  Exports
1565-1966 5.60 1.7 -30.22 45,79 9.33 2.2 3.79 -0.89 .70 21.46 -1.02 75313
1967 24,56 -0.81 26.27 §5.09 18.88 -33.09 2.4 1.81 25.84 5.43 23,21 451,47
1968 8,2¢ 4.41 -6.94 2.70 %75 -.97 2.62 1,02 6.4 1.69 4,28 -27.61
1969 -1.63 -0.36 .17 -8.0% 10,95 -11.2 -13.95 -1.95 3,08 15.0% .80 -37.03
1970 -3.66 W23 -0.06 28.46 -18.81 25.69 -1.61 2.18 2.42 21.96 L By
1871 8.1 7.04 47,3 1412 19,56 60,86 -1.58 4.9 4,12 -5.21 4.25 717,68
1972 3.68 ~2.72 24,92 -24.19 -15.55 13.21- 1.36 -2.81 8.82 6.3 -28.9 -30.14
1573 29.85 70,62 -10.33 132,04 15,70 42,00 43.1 51,31 32.69 80.42 -40.88 150,76
1974 96.87 44.48 - 159.53 -14,3% 102.82 40.56 63.40 .13 66,74 44,72 mo -1n
1475 10.05 -15.80 §1.12 24,35 -29.31 1.3 2.89 -42.57 11.76 -4.07 12041 6.1
- 1976 - 5.04 12.17 29.48 40.09 . 45:69 13.21 - 6.30 3.15 1.05 -28.16 0.9 2.3
191 - 1.4 22.43 18.47 4518 6.85 .07 -.33 20,30 Q.11 16.96 6.9 57,20
1978- - 20.80 8.7 26,75 3#4.33 - S, 9,12 24.54 3,91 nn 12.59 - 5.0 65.50
197% 34.01 ¥.35 3.4 N4 €.8 46.76 40.47 1. 8,78 4875 2.9 -0.87
- 180 21.04 25.19 34,02 55,23 -2.72 5.3 A% 13.89 0.5 .87 32.80 100,78
1991 2.3 -1.13 4.2 12.76 -1.03 -5.76 {.09 12.02 -2.42 -10.45 142 9.3
1982 <35 -12.26 1.86 -7 <0.63 -21.42 -4.13 -10,47 2,54 -0.40 -5.32 -12.%
1983 -2.35 0.3 - 9.8 -10.09 4.4t 12.05 2.4 13.44 0.8 -39 36T 187
1984 -10.57 1.70 5.32 2.2 -21.3% -16.38 6.4 13.95 -35.66 2.73 16,60  46.44
1985 -16.17 -14.13 §.12 4,70 -36.95 -1.59 AR -18.38 -5.83 ~16.12 I
1986 -1.3t 4,60 -16.49 -5.82 3.8 45.34 -2.04 3.83 18.20 -2.6% -32.2%6 -33.78
1987 33,57 18.14 20.39 13.92. 37.49 15.95 - 10.26 1511 2914 15.32 459 4.3
1938 .11 25.06 36.05 21.85 67.53 11,85 15.47 23.09 2.7 44,72 3.0 -1
AVERAGE:
1965-1970 §.63 7.0 -1.58 26.99 3,22 -5.48 3.66 5,21 12,5 14,52 §.42 97.63
1970-1375 29.85 @1 36.55 26.50 18.63 36.80 .8 16,30 = 4.8 20.18 4,31 5282
1975-108¢ 17.90 20,69 .13 41,85 23.97 19.81 18,75 1940 10,20 15.18 2.7 9.1
1980-1985 -1.5% -4,03 5.47 1.88 -10.78 -1.82 -6.02 1.99 -12.55 -10.32 1615  8.78
1985-1987 16.13 1.37 1.95 4.05 35.65 30.65 8.1t 3.4 23.67 §.31 1.6 52
1485-1998 1.1 15,93 13,32 1.9 46.28 2%6.38 10.56 14,01 24,70 19,12 028 2.46
1965-4975 0.4 13.89 22.43 26.75 3.9 158 12.80 10.78 18.67 17,35 %3 a2
1975-1987 1.00 8.84 14.33 18.81 11,44 LN 1.7 10.4% 2.97 3.07 14,31 25.03
1975-1389 8.0% 10.08 16.00 18,51 1575 LT 11.46 4,80 6.27 1297 22,86

10.35

08



Table IiLGc
PERCENTAGE SHARE OF IWPORTS/EXPORTS TO TOTAL TRADE,
BY COUNTRY OF DESTINATION - 1965-1%88 (En ¥)

YEAR . WORLD DEVELOPING EUROPEAN ECONOMIC {INITED STATES - APRE ASEAN COUNTRIES
: KEMBER COUNTRIES ~ COMMUNITY S : ' _
Imports - Exports Inports  Exports Imparts Exports ~ Imports’. . Experts Iports  Exports ~ Imports  Exports
1965 o000 0 10090 12.70 R R R 18.17 3.9 638 # . 8.af 5.8t 0.3
1966 100.90 100..00 8.3% §.74 15.85 17.81 3.3 41,82 28,60 . 31.91 545 0.4
1987 100,00 100,00 8.5 1.8¢ 14.93 12.02 3H. §2.% 28,90 . 1N.% 53 N -
968 - 100.00 100.00 1.3 .6 1.3 10.36 32.36 45,64 28.48 33.03 466 1.88
1969 100.00 100.00 1.67 1.16 19.56 8.6¢ . 20.30 .06 W06 38.48 892 1%
1970 106.00 100.00 RN 7.46 16.48 8.70 28,90 4146 .64 39.83 S5 uit
191 . 100,00 100.00 1 8.00 18,11 13,07 - .5 40.43 028 - B0 6.9  2.00
1 _ - 100.00 100,00 1.80 §.23 $#75 1521 . 2543 0 403 nm - 8. 4% - L%
191 - 100,00 106,00 538 . 848 13.15 12.66 - 208,15 35.83 .48 . %% 4§ 207
1974 - 106.00 - 100.00 1.0 . 500 . KRS I R« I A+ X - SR 4 ) CoM8 - 240 LR
1975 10000 100,00 10,40 1482 8.60 8.6 2180 28.95 277193 LIt 500 2.64
976 100.00 - 100.00 1282 . .07 S RS | S || 35,92 26.481 0 A% B0 AN
w0000 Jo0.00 0 0 e o 1099 e 184 204 %29 0 wet . 2307 6.86 . 3.9
1978 100.00 100.00 1478 -13.58 1265 10.52 . 2.0 33.76 7.6 - 3% ‘5,78 6.08
1979 100.00 100,00 L1455 13.48 B4 202 - 2.1 30,08 2206 - 26.10 5.7 408
1980 100.00° 100,00 18,01 16.64 - .1 169% 2.1 2.4 19,82 %49 625 6.5
1981 100.08 100.00 18.22 18.98 10,34 1§.15 2.8 “30.96 18.80 21,85 67 120
1952 ~ 100,00 100,00 iz 11 10.61 14.47 22,2y 3160 19.98 22,82 §.65 1.1
1983 100,00 CH00.00 . 1926 16.04 .78 . 16.26 23,28 B9 6.8 - 0.8 - 8.9 7.0
1994 100.00 100.00 4.9 19.4 11.06. - 12.82 %75 0K 133 - 1%Uu 12.84 9.5
1985 100.00 100.00 31.54 21,36 . 8,32 - 1.8 25.09 KR 74.37 -18.89 W N
1986 100.490 100,00 - 26.89 19.23 128 188 A% 35.46 7.2 17.58 013 1%
1987 100,00 100.00 24,08 1.5  H.E 18.53 22.05 WE Wee e o 1020 84
1988 100.00 10600 21.02 18.9% 16.05 17.46 2,02 uo 14 19,85 §.16 4.8
AVERAGE: ‘ . :
1965-1969 8.9 §.21 16.52 13.51 32.42 43.59 21.97 1.1 5% 1.3
1970-1974 1.80 1.04 5.2 1.9 26.08 40,11 0.4 35.8% 4 1.5
1975-197¢ 3.3 10.95 11,16 18.93 .49 32.80 25,78 26.98 597 3.9
1900-1384 - 1’n AL 1000 - 1529 5 0 .7 1r.n 22,16 8.3 1.5
19851947 1 X] 1. 10.40 £7.00 24,01 5.4 16,08 .8 1.8 92
1985-1988 _ .3 1952 .91 i A% W - 5.4 18,37 10.81 8.6
1985-1375 : 8.5 6.70 . 15,24 13.47 2.5 40.68 29.22 u.n 4,79 1,56
1976-1587 19,34 16.26 11,31 16.95 22.%5 .t 19,84 - 21.60 B.45  6.86

X}

19761988 LR 16,47 11,68 16.9% 22,81 KX R 19.85 .65 - 843 6.8
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ADB developing member countries (DMC) and ASEAN in particular is especially
worth noting. Philippine exports to DMCs grew at an average annual rate
more than double that of world exports during the period 1975-1988., The
.:growth rate was most spectacular for ASEAN, which grew at an average annual
' raﬁe of 75 percént and 23 pefcént respectively for the period 1965-1975 and

1975-1988 (see Table III.6b).

ADB deveioping memoer countries (DMCs), especially ASEAN, have thus
~ increasingly became important Philippine trading pattners. Thé composition
and trend of exports follow the general pattern in that there was a notéd
shift away vfrom traditionai exports. A cdmparison, howeVer, shows: the
Philippines exporting a greater proportion of non-traditional products,
especially non~traditional manufactures, to DMCs than it exported to the
rest of the world. The share of non-traditional manufactures in Philippine
exports to DMCs was around 40 percent compared to 29 percent to the world
during - the period 1975 tb 1986. This share grew to 73 percent for
DMCs and 62 percent for the world in 1986 and 1987. The most
phenominal growth was in electronics and chemical. The share of garments
remains stagnant unlike the trend for Philippine exports to the world '(see

Table II1I.7a).

With respect to ASEAN, coconut products are among the high—growth
exports (in contrast with the declining trend for the world). Electronics
export grew at an enormous pace during 1975-8¢, modestly during the Qeriod
1981-85 before falling during 1985-1986. It picked up again in 1987,
growing by'around 32 percent. Exports of garments, textile and footwear to
ASEAN in the recént years have also been encouraging (see Table III.7b).
The value of Philippine exports classified according to commodity groups by

destination is given in Table III.7¢c.



Table I11.7a
-BYERAGE
PERCENTAGE-DISTRIBUTION OF
EXPORT PROBUCTS TO TOTAL EXPORTS
Exports to Asean, DMCs and Worid

83

(In%)
1975-1480 : 1981-1985 1986-1987
-~ Commodity Group ASEAN  DMCS  WORLD  ASEAN  DMCS  WORLD  ASEAN  DMCS  WORLD
I, Traditional Exports 34.66 49.34 59.82 1335 3175 30.68 7.2 13,23 25,12
Coconut Products 1.9 459 15,80 215 474 1237 255 3.05 9.76
223.1 Copra 0,00 0.16 2.7 0.00 0.06 0.33 1,68 14 0.4
_ Coconut 0i) 1,88 4,06 9.86 2.09 4 917 0.85 1.41 8,77
057.72 Desiccated Coconut, 0.0 037 1.82 005 028 1,70 003 0.20 1.1
081.3700 Copra Meal/Cake 0.00 000 .41 0.0 000 147  0.00 0,00 1.4
Sugar and Products 2016 16.26- 15,74 8,27 12,04 6.96 0,00 0.79 1.68
Centrifugal Refined 2016 16,51 1491 8,26 1115 647  0.00 0.0 1.42
061,5200 Molasses 0.00 075 0.8 000 0.80 0.49 0.00 050 0.2
0.00 0.00
Forest Products 1.0 170 8.04 033 408 559 010 229 4,20
u7 Logs 0.44 420 320 0.00 1.62 137 000 0.20 0.8
248 Lumber 0.60 0,45 2.5 023 0.4 232 0.07 0.3 2.4
634.2 P lywood 000 2.62 1.66 0.08 1.84 133 0.03 1.64 1.17
Veneer Sheets/Corestocks 0.29 027 0.54  0.02 006 0.40 000 002 0.2
Others 0.00 013 0.8 000 0.2 011 000 0.0 0.10
Mineral Products 0.06 1486 1547 005 8.64 8.5 010 279 472
287.1102 Copper Concentrates 0.00 1052 937  0.00 576 453  0.00 1,72 1.68
Gold 0.00 3.92 3.9 0.0 230 2.8  0.00 2.24
287.9101 Chromium Ore 0.05 0.15 0.57 0.05 017 0.3 0.03 0.17
Others S0 027 163 000 0.4 0.8 0.0 0.42
Fruits and Vegetables 0.21 0.3 1,92 023 0.64 244 081 0.9 2.73
058. 9908 Canned Pineapple 0.000 0,20 145  0.01 >0.30 1.66 0.00 020 1.6
(54,5400 Pineapple Juice 0.01 0.02 0.1 0,01 0.02 0.12 0.02 0.03 0.1
058.5705 Pineapple Concentrates 0.00 000 0.5 0.00 000 021 000 0.00 0.3
: Others 0.20 0.6 020 020 0.2 045 079  0.70 0.64
OTHERS .26 554 286 2.32 259 276  3.69 339 2,03
265.5 Abaca Fibers 0.00 025 051 0.02 090 041 0.00 0.07 0.4
121 Tabacco Unmanufactured 0.29 017 078 008 0,27 070  0.00 0.12 0.37
Petraleum Products 10.96 512 1,57 2.2 221 1.5 360 3.9 1.4



. : 1975-1980 : 1981-1985 : 1986-1487
Commodity Group ASEAN  DMCS  WORLD  ASEAN  DMCS  WORLD  ASEAN  DMCS  WORLD
I1. MNon-Traditionai Products 60,02 47,09 39.02 82,76 65.23 59.81 83.60 79.88 T72.28
Non-Traditional Manufactures 47.63 39.65 29,35 77.43 5959 50.35 75,68  72.59 61.57
Elec. Eqpt./Parts & Telecon. %25 1522 888 610 .09 2061 56562 .73 19.27
Garments _ 1,57 1,80 7.6 0. 1.50 11.42  0.51 1.79 17,35
65 Textile Yarns/Fabrics 1.43 33 118 0.7 .62 0.9 0.5 1.40 1.05
8% Footwear 0.06 0.27 087 005 040 106 007 0.9 0.9
83 Travel Goods and Handbags 0.02 0,02 024 001 -0.01 017 - 0.0 0.01 0.26
Wood Manufactures 622 o1 078 0.1 6,12 0.9 0.08 013 1.05
82 . Furnitures and Fixtures . 0.04 0.0 1001 007 020 162 042 026 2,06
5 : Chemicals ' ' 379 299 1% 319 .66 213 9.96 12.87 465
§82.1205 Copper ‘Metal 0.00 0.0 000 0.00 000 1,24 0.00 0,00 3.19
66 Non-Metallic Min. Manuf, 560 532 115 229 2.3 .61 0.29 0.85 0.38
' Machinery and Transport Eqpt. 202 1% om0 128 108 LS
Processed Food and Beverages 1.4 1,53 131 LM 1.8 251 112 14T .30
89 Misc. Manuf. Articles, n.e.c. 1. 100 2.4 086 086 274 099 075 3.3
' Others 6.07 589 1,98 485 9.80 3.62 5,00 19,00 4.89
Non-Traditional Unmanufactures 2.9 743 968 532 564 946 191 7.28 1072
Nickel 0.07 038 2492 003 0.5 109 000 0.3 0.8
931,2905 Iron Ore Agglomerates 0.00 0.00 .46 000 001 208 000 000 1.5
057,3100 Bananas 0.00 019 2.3 004 122 2.3 010 0.9 240
- 057.9703 Mangoes : 0.08 063 011 022 05 015 018 037 0.19
0. Coffee, Raw not Roasted 0.79 0,33 0.8 2.69 1,32 110 436 . 1,89 1.5
Fish, Fresh or Simply Preserved 247 1,00 1,52 0.4t 057 1.5¢ 053 0,82 3.9
042.2102 Rice _ .1 397 0.9 1.9 058 012 243 1.08 0,22
Others 0.16 0.4 067 055 1.4 0% 03 208 1.42
I11. Special Transactions 3.90 2.3t 067 205 153 066 038 0.6 0.14
IV, Re-Exports | 1,42 1,21 048 1,84 150 0.84 876 6.64 2.46

TOTAL EXPORTS 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100,00 100.00




Table 1117
AVERAGE GRONTH RATE OF PHILIPPINE EXPORTS
T0 DHCS AND WORLD EXPORTS
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(Ing)
- : 1érs-msp 1991-1985 _ -1985-1987 1986-1987
Commodity Group COASEAN  DMCS  WORLD  ASEAN . DMCS  WORLD  ASEAN  DHCS  WORLD  ASEAN  DMCS  WORLD
. Traditional Exports 155,44 8247 1473 2335 <1861 -15.22  Te.90 -3.00 -T.88 23842 41T .22
- Coconut Products 30%6.3 0 4041 1480 8028 085 871 2498 3149 .06 4TMT B2E 1.3
223.1 Copra 0.00 2387 -14.53 5030 5825 -35.08 2028 32.67 2593 63.85 %00 LI
Coconut 0i1 - 0.00 42,20 2930 8733 488 597 7460 4120 -39 19.80 2976 1M
057,72 Desiccated Coconut .92 3.3 5484 T8 <133 4T 16,07 962 0.02 1974 086 70.45
081.37100  Copra Heal/Cake 0.00 0.00 20.09 -20.00 -22.88 -13.27 0.0 -3.33 3.6 -2.67.
Sugar and Products 0.00 7015 1,37 -23.95 -9.69 -20.76 -57.91 10.45 -36.36 -33.68 10447 -31.07
Centrifugal Ref ined 0.00 1048.61 148 2044 946 2259 -33.33 405.25 -36.95 1262.5¢  -31.03
01,5200  Molasses 0,00 5750 -0.59 19.80 13.66 163 -33.33 -18.19 27,59 0.57 3.2
Forest Products 0046 1005 ITJE G561 -3 005 785 206 -5 3.3 4.0 20.9
u1 Llogs 20,00 -9.83 -8.98 .00 -7.66 -11.31 0.0 -63.57 -§2.15 -100.00 100,00
248 Lumber . 1992030 4477 1407 <3203 <120 -10.99 0 -18.25 1142 1580 1663 4522 48,08
634.2 Plywood 20,00 15130 7652 2046 -17.20 -12.29 206,28 30.28 743 7T90.87 10573 21.3
Veneer Sheets/Corestocks 0.00 0,00 70,00 -20.03 -21.48 -1473 -32.35 8591 912 -B3.48 1931.88 66,67
Others 0.00 000 0.00 -20.00 4240 1200 8541 5538 191 -100.00 -66.81  20.00
‘Wineral Products 205.72 116.38  35.30 86.60 -25.62 -22.55 61.81 -11.22 -9 1620 1837 -16.10
287.1102  Copper Concentrates 0.00 111.71 3142 0.00 -29.14 -29.90 0.0 -13.07  0.43 4.9 2.1
, Gold 0.00 110.82° 42,89 0,00 -20.99 -15.32 000 -10.85 0.3 -20.89  -3.00
2879101 Chromium Ore 0.00 479.05 3077 883 1549 <889  0.69 -10.06 -21.18 -100.00 -TH.61 "-36.36
 Others -15.25 9343 4516 130646 82.67 5,08 2532.42 -40.90 3.8 MET2 2001 3462
Fruits and Vegetables -2.00 5561 0.4 13086 2010 499 2085 1064 416 6572 2.4 9.4
058.9908  Canned Pineapple S0 M 68 LM 1538 227 008 -15.27 028 5.6 170 360
058.5400  Pineapple Juice 13.00 21,26 G000 1852 AT 1189 3.3 2061 85T -14.89 2664 0.00
058.5705  Pineapple Concentrates - 0.00 0,00 4000 Q.00 42492 125  0.00 763.20 1579 1.4
Others 243 22210 7333 20590 2897 1487 3382 2570 1164 6.2 1 %667
000 000 0.00 -
. OTHERS 298 .05 435 2670 9633 <59 291,98 TT16 0 -1.49 %362 129.88 2165
25.5 -Abaca Fibers 20,00 1730 18.57 4000 270 273 <3333 16.14  -24.85 0.7 -1.69
121 Tobacco Unmarufactured 483 10,21 2% <846 23302 07T 16,26 7306 -14.68 -6 29T -4
Petroleun Products .62 4276 2865 2706 2554 0.02 35036 89.36 1430 114800 14333 29.68
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1975-1980 1981-1985 1985-1987 1986~1987

Commodity Group ASEAN . DMCS  WORLD  ASEAN  DMCS  WORLD  AGEAN  DMCS  WORLD  ASEAN  DMCS  WORLD
11, Non-Traditional Products 89.00 107.45 85,16 1%.14 1376 4,73 0.85 5.08 7,50 .20 17.84 2178
Non-Traditiona) Manufactures 8.8 9248 89.26 2460 1643 .34 149 504 7,68 3628 19.18 26.50
Elac, & Elec, Eqpt,/Parts & Tal. 4241.88 2000.07 Z8R,53 2.4 2042 1104 -3, %8 0,32 -3.92 3169 .10 2178
Garmants -5 337 8040 1549 -BL39 507 3229 29.90 23,36 10488 -1.34  46.21
65 Textile Yarns/Fabrics 4,95 105,35  47.27 172,57 1837.78 14,61 341,40 2645.07 23,33 .25.32 62.03 54.5%
88 Footwear -1.24 134,01 426.67  39.05 -1.00 -9.80 2765 -2.70 ~11.91 6333 116 0.00
83 Travel Goods and Handbags 9,34 21.97 200 0.3 4.4 6,56 114,31 174,34 40,00 152.M 1,32 1.3
Kood Manufactures -11.38 13,45 4,14 72,08 60,02 6.03 14,40 21.13 8,83 -79,56 -3.96 26.53
82 Furnitures and Fixtures 10,25 6.1y 288.00 6154 21,12 2,53 29,95 . 4,08 15,82 5,98 35.44  46.07
§ Chemicals : 6.85 1469 6476 47,03 3759 12,79 100.85 83,72 35,23 6491  16.35  0.82
682, 1208 Copper Metal 0.00 -20.00 0,00 0.00 0.00 7565  0.00 0,00 15.97 -5.81
66 Non-Metallic Mineral Manufactures -0.88 22,38 16.36 -20.95 -i4.86 -15.32 -39.29 -28.27  3.84 20,24 -21.23 2222
Machinery and Transport Eqpt, 0.18  53.20 7400 7,82 176 -7.7% 1213 29.4 3556 -B4.T6 A3.12 T3
Processed Food and Beverages 137,35 115,59 11143 579 t4 Bt 0,28 523 510 1,91 1871 6.82
- 89 Misc, Manufactured Articles, n, 171,56 160.51 44,78 8.4 -10.7% 168 1.2 1013 1378 -17.42 1211 25,16
Others 46.03 58,84  78.52 1147 7108 28,98 29,00 2,70 -1.40 111,30 -0.38 2381
Non-Traditional Unmanufactures §22.04 W6 M6 190 45 -9 542 876 4.5 1581 526 -2.29
Nicke? 0.0¢ 6,00 6364 28940 4321 8.DT 0.00 6.92 85,59 -100.00 -100.00
931,2905 Iron Qre Agglomerates .96 .40 Lt .00 1511 4.0 5,00 -60.18  -10.2 . -10.59
(57,3100 Bananas 0,00 12246 .20 50,06 136,72 148 -G.52  -6.88 0,25 ~-14,99 -39.33 -6.92
057.9703 Mangoes 633,98 40,99 5000 2318 -2d 1.87 16,96 24,01 21,43 100,49 116,86  50.00
0711 Coffes, Raw nat Roasted 287 34,15 430,00 9483 9274 12.4Y -21.66 ~16.74  -3.67 -76.26 -78.43 -7
Fish, Frash or §imply Preserved §.00 200 1378 4,92 18.%8 0.91 100,22 68,22 4423 -12.85 5250 44,76

042.2102 Rice 0,96 73681.76 0.00 -48.90 0.00 _
Others 123,76 102,67 58,18 73.07  11.53 8,21 10,07 22,87 20.M3 7.42  16.48 20,59
II1. Special Transactions 326,21 204.12 -12.56 10,07 6.44 16,65 40,84 1,39 33,72 -0.60 -12.50

——
—
o~

- €A

IV, Re-Exports 6.0 200 BGED 2126 22,50 7RG 68,34 BL30 48,36 5279 3363 33,04

TOTAL EXPORTS M0 9650 M0ME BT LB LG 420 40T 287 M0 237 1813
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Table I11.7c
TRADITTONAL AND NOM-TRADITIONAL EXPORTS
T0 DEVELOPING MEMBER COUNTRIES
AND WORLD EXPORTS
{1975-1987)
 (In Willion 1.5, §)

: 1875 : 1980 : 1985 : 1487 :

Commodity Group x ASEAN  DMCS WORLD  ASEAN  DMCS  WORLD  ASEAN  DMCS WORLD  AGEAN  DMCS YORLD

1. Traditional Exports 16 9 1,767 131 N 3,068 9 144 1,302 51 165 1,367

Coconut Producté 0 13 466 ] 39 811 ' 1 12 459 13 39 561

223.1 Capra 0 1 1M 0 1 47 0 0 0 ] Pl 3
Goconut oil 0 1 220 - 8 35 567 1 4 347 4 17 381

057.72 Desiccated Coconut ] 1 3 0 3 Hﬁ 0 2 76 0 ] 18
081.3700 Copra Meal/Cake 0 0 3 0 0 81 0 0 36 0 0 n
Sugar and Products ] 5 615 88 181 657 0 65 185 0 1 IA|

Centrifugal Refined 0 3 M & 1M 6@ 0 5% % 0 6§ 60

061.5200 Holasses ' 0 2 kU 0 7 33 0 ] 16 0 5 i}
Forest Products 1 35 225 4 53 425 0 2 199 0 29 243

4 Logs 1 32 167 0 16 92 0 ] 4 -8 0 0
248 Lumber ] 0 2 3 5 181 ¢ 3 9 0 4 154
634.2 Plywood 0 3 23 0 21 i 0 10 5 0 23 68
Veneer Sheets/Corestocks ] 0 8 1 3 36 0 ] 12 0 1 15

Others 0 0 0 { 5 0 2 6 0 0 6

Mineral Products 0 2 0w W 0 8 W 0 5

287.1102 Copper Cohcentrates 0 15 212 0 105 545 (] 18 84 0 17 109
Gold ] ] 76 0 39 239 0 8 100 0 T %
287.9101 Chromium Ore 0 0 1 0 2 3 0 2 12 0 1 T
Others 0 - 0 3 0 3 101 0 3 47 0 1 17

Fruits and Vegetables ¢ 1 4 0 3 m 2 7 ‘ 136 4 10 150

(568.9908 Canned Pineapple 0 0 kH) 0 ? 8 0 3 89 i ? 8
058.5400 Pineapple Juice 0 0 3 0 0 ] 0 0 1 0 0 6
058.5705 Pineapple Concentrates 0 0 3 0 0 § 0 0 14 0 0 20
_ Others 0 1 3 0 1 14 ? 4 26 4 8 38

OTHERS i 16 85 kL 47 146 5 8 80 K] 50 118

265.5 Abaca Fibers 0 | 14 0 2 7 0 1 17 0 I 12
121 Tobacco Unmanufactured 1 n 34 1 1 28 0 0 Pl 0 1 18
Petroleun Products 14 14 k) U 44 50 § 1 3 3 4 86



Commodity Group

SOASAN DS WORLD  ASEAN DWCS  WORLD ASEAN DMCS  WORLD ASEM OMGS  WRLD

1975

1960

1985

1987

65
85
83

82
§
662, 1205
66

89

§31.2305
057.3100
0579703
7.

42,2102

II.__Non—Traditional Products

Non-Traditidnal Manufactures

Elec. Eqpt./Parts & Telecom.

Barments

Textile Yarns/Fabrics

Footwear - :

Travel Goods and Handbags
_Wood Manufactures

Furnitures and Fixtures

. Chemicals

Copper Metal
Non-Hetallic Min. Manuf,

Machinery and Transport Eqpt.

Processed Food and Beverages

Misc. Manuf, Articles, n.e.c.

Others

Non-Traditiona) Unmanufactures

Nickel

Iren Ore Agglomerates
Bananas

Hangoes

Coffee, Raw not Roasted
Fish, Fresh or preserved
Rice

| Others
. Special Transactions

1V, Re-Exports

TOTAL EXPORTS
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0
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It is predicted that the share of egports to developing member
countries will rise fram 18.5 percent in 19é7 to 25 percent in the year
2000 (seé Tables III.8a éndiiiI.Bb). Similarly, éprrts to Japan will
increase, though slightly, frdm 17.2 percent in 1987 to 22 percent in the
year 2006. On the other hand the share of the United States and EEC
countries will decline, fran'34.5_pércent to 27 percent ih the case of the
U.5., ard from lS.S_percent té 12 percent for EEC countries.: The reason
for this shift in the pattern of the direction of ttade would be the
realignment of economic forces that will see the rise of protectionism in
the WeStern'capitaliét-countriés. jIntra—regional trade then will become
more prevalent. It is also wérth noting that the share of exports to
countries outside these four categéfies will rise from 11.3 percent to 14
percent. This will result'méihly from increased trade with the“socialiét
‘countries as the latter open up their economies to the outside world.

B. Forecasts of Exports and Demand for Pre~ and
Post-Shipment Financing :

This section attempts to_forécast mercnandise exports from 1989 to
2000 with the end in view of determining pre- and post-shipment financing
_reqﬁirements. The forecasted. valués-will .then be disaggregated along-
various classifications of expdrts,vnamely: (1) the ten single digit PSCC
categoties; (2) the five aygregated cétegories (primary fuel, primaty non-
fuei, labor intensive, modérately Cépital- and skill-intensive, and highly
capital- and skill-intensi&e)} (3).by country of destination; and (4)

" traditional and non-traditional.:
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Table I11.8a
PERCENTAGE DISTRIBUTION OF PHILIPPINE MERCHANDISE

EXPORTS BY DESTINATION

(1987 ~ 20009)

Developing

Year European United Japan Others
Member Economic States
Countries Community

1987 18.54 18,53 34,55 17.16 11,22

1988 18.96 17.46 34.00 19.85 9.73

1989 19.46 17.00 33.42 20.43 1l0.08

1990 19.97 16.55 32,83 20,21 10.44

1991 - 20,47 16,09 32.25 20.39 19.80

1992 ~20.97 15.64 31.67 2¢.57 11.15

1993 21.48" 15.18 31.08 20.74 11.51

1994 21,98 14,73 30.50 2¥.92 11.86

1995 22,48 14,27 29,92 21.10 12.22

1996 22,98 13,82 29,33 21.28 12,58

1997 23.49 13.36 28.75 21.406 12.93

1998 23.99 12,91 28.17 21.64 13,29

1999 24.5¢ 12.45 27.58 21.82 13.64

2000 25,09 12,00 27.09 22,00 14.060

Table I1I.8b
DISTRIBUTION OFf PHILIPPINE MERCHANDISE
EXPORTS BY DESTINATION
(1987 -~ 2000)
Year Developing European United Japan Otners
Member Economic States
Countries Cominunity

1987 ly32.86 ly32.31 1924.7% 955.98 625.0662
1988 1341.,23 1235,12 245,16 1444.19 o688.3002
1989 1541.82 13406.91 2647.87 1586.98 111.79
1990 1756.36 1455.57 2887.40 1777.47 128.52
1991 2016.3u0 1584.87 3176.63 2008.42 148,93
1992 2312.,99 1725.09 3493,20 2268.87 172.16
1993 27¢0.04 1908.13 3%06,70 2607.0z 202,58
1994 3209,08 215v.58 4453,00 3054.32 242,42
1995 3742.92 2375.96 4981.68 3513.15 284.85
1996 4297,26 2584, 34 5484.71 3979.36 329,34
1997 4956,39 2815,96 666,25 4528.006 381,95
1998 5685,63 3059.67 6676.,29 5128.68 449,96
1999 6541,5y 3324.15 7363.86 5825.94 5¢9.86
2000 7500.00 3600.v0 8l .ow 06wd.00 588,00
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In order to forecast total exports, the dollar equivalent was

disaggregated into its various components thus:
X$ = X - P/E
X

where X is the peso equivalent of exports at constant prices, P
~is the implicit peso price deflator, and E is the implicit exchange rate
applying to exports. .A log-linear modef was fitted to these three
variables wusing data covering the period 1967-87 and the following
compounded growth rates were obtained: 6.7 percent for X, 12.5 percent -

for P and 3.1 percent for E . Since
X

X$ = X+ P - E
X
the compounded growth rate for dollar exports should be approximately 16.1

percent.

Adjustments were made when making projections. For example, since
there is an impending economic slowdown in the world economy, the growth
rate of real exports is placed at 7 percent (from a growth of 21 percent in
1988). This was combined with a rate of peso depreciation of 3 percent and
an inflation of 8 percent with a net result of 12 percent growth in 1989

for dollar exports.

‘The forecasts of merchandise exports are presented in Table III.S.
From a level of $8B in 1989, exports are expected to reach $30B 1in 2000.
The export projections up to the year 1994 are lower than similar forecasts

13/
presented by the Central Bank of the Philippines. The forecasts are

13/
A similar methodology was applied by the Central Bank.



Table III.S
TOTAL MERCHANDISE EXPORTS

1977 - 2000
: Pre-shipment Post-shipment
Year Merchandise Exports Financing Requirements Financing Requirements
(FOB, Current Smillion) (Current $ million) . {(Current $ million)

1977 3138 - -

1978 3424 - -

1979 45¢4 - -

1980 _ 5788 - -

1981 : 5722 - -

1982 5612 - -

1983 4971 - -

1984 ' 5266 - -

1985 - 4589 - ' - -

1986 4730 - -

1987 5571 - -

1988 - 7074 - -

1989 o 7923 1169 ~ 50

1999 8795 1231 55

1991 9859 1379 74
1992 11630 1544 119

1993 12579 176y 157

1994 14609 2044 219

1995 16650 2331 . 291

1996 18700 2618 ‘ 351

1997 21109 2954 448

199¢ 23700 ' 3318 533
1999 _ ' 26700 3738 634

2000 _ 3000v , 4200 750

*
1989 - 2000 figures are forecasted values

c6
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compared in Table III,10. The downward bias in our forecasts was
introduced in order to account for the impending slowdown in the U.S.
econamy which in turn would have a significant impact _oﬁ world trade.
Recessionary forces would be present up to 1992 when the EEC finally
consolidates its common market. _Hopefully, after this time the uncertainty
that would have fesulted from these events would disappear leading to a
renewed expansion in world tiadé. This prospect 1is reflected in the
relativeiy high growth rates-vof exports from 1993—95. ‘After this, a
constant growth rate 6f approximétely 12.5 percent was applied (9 percent

for P, 6.5 percent for X, and 3.percentvfor E).

~ Pre~shipment finanéiné requiremenﬁs, were calculated based on the
figures used in the sample computations presented in the ADB terms of
reference. The £former is'equalbto 14 percent of total exports and it
incorporates financing needs for’both domestic andximported components. It
" is quite difficult to establish trend behavior on the percentage of exports.
under guarantee and insurance cherage and percentage of exports whiqh are
officially financed. Data on these variables are not readily available and

most of the eprrters interviewed are self-financed.

As no data on past post-shipment financing (which 1is surely
- negligible) are available, an educated guess had to be made on how much
credit demand would arise from this need. At present about 95 percent of
exports are covered by letters of credit., The remaining amount is assumed
to be supported by post-shipment financing. It is estimated that this
percentage will graduélly rise to 10 percent by the year 2@@0. The amount

of financing required is then adjusted by assuming a 9@-day turnover rate.



Table III.1@
COMPARISON OF CENTRAL BANK AND
PIDS FORECASTS, 1989-1994

Year PIDS Forecast CB

1989 7923 7980
19909 8795 9915
1991 9850 16725
1992 11030 11930
1993 1257v 13415
1994 146060 15230

Sources: Table III.7 of this study, and
Inter-Agency Study Group on External
Trade Statistics and Projections of
the Foreign Operations Committee,
Central Bank of the Philippines,
Annual Report 1987
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The forecasted pre- and post-shipment financing requirements are shown
| in :Tables II1.1la and III.llb, respectively. For pre—shipment; the
financing requirements are expected to increase from $1.1B in 1989 to $4.28B
in 200@, while for post-shipment, the financing requirements will increase

from S$5¢M in 1989 to $750M in 2000,

The disaggregated forecasts for total exports (both in percentage
terms and value) are shown in Tables III.3 and III.4 and Tables IIT.11
through II1.12. Pre-shipment and post-shipment financing requirements are
also disaggregated but only alohg two modes of classification: the ten 1~
digit PSCC categories and traditional/non—traditional exports (see Tables

I1I.12a, II1lal2b, III.12c ard III.12d).

Tables 1III.lla and IIl.l2c show that the bulk of financing
réquirements will come from manufactured exports. This is an indication
that much of the credit requirements will be relatively long term in nature
(i;e.,' é shorter turnover  rate is involved). This is based on the
.assumption that primary exports are easier and cheaper to finance.
However, because of lack of data, it is not poésible to - distribute the

total financing reguirements across the spectrum of maturities.

1V. INSTITUTIONAL SUPPORT FOR THE EXPORT SECTOR

To a large extent, institutional support plays a viﬁal role for the
groﬁth and direction of Philippine exports. It provides the necessary
"infrastructure" by which a fledgling'export sector can thrive. A subs-
tantial share of this support is provided by the government with a supple-

mentary role coming from the private sector.



Table IIi.lla
PRE-SHIPMENT FINANCING REQUIREMENTS BY 1 - DIGIT PSCC CATEGORY
(1989-2008)
{Current $ Million)

96

Year 14 1 2 3 4 5 6 - 7 8 9

1989 1lo@.25 4.77 107.24 22.85 63.77 38.59 116.99 112.67 153.82 332.48
1999 171.72 5.65 114.85 24.25 o7.71 ©  4y.87 123,19 129.38 175.29 376.93
1991 185,34 5.38 124.11 - 25.79 72.40 43.71 137.99 149.76 201.61 430.94
1992 200 . 1¢ 5.71 133.86 27.33 77.20 46.63 154.49 173.98 231.60 492.38
1993 219.3¢ 6.16 146,61 29,57  83.60 56.51 176.990 203.28 278.51 572.53
1994 244.67 6.54 163.52 32.38 91.98 55.69 204.46  243.24 321.73 677.99
1995 267.6¢ 6.99 178.79 34.50 99.07  59.67 233.19  285.55 375.76 788.11
1996 287.40 7.33  191.9¢ 36.3% 104.72 63.09 261.80  329.87 431.97 9¢1.9¢
1997 309.58 7.68 206,78 38.11 110.78 66.76 295.40  382.54 498.34 1036.26
1998 331.8¢ 7.96  221.31 39.48 116.13 69.68 331.8¢  441.29  572.36 1185.19
1999 355.11 8.20 236.62 41.12 121.49 72.89 373.80 510.24 658.64 1359.14

pA T 378.00 8.40  252.00 42,96  126.40 75.60 428.09  588.00 756.00  1554.90




: Table III.1lb
POST-SHIPMENT FINANCING REQUIREMENTS BY 1 - DIGIT PSCC CATEGORY
' (1989-2000)
{Current $ Million)

Year 7 1 2 3 4 5 6 7 8 9
1989 7.23 g.22 4.84 1.43 2,88 1.74 5.6¢ 5.8  6.94  14.99
199¢ : 7.67 .23 5.13 1.8  3.03 1.83  5.50 5.78 7.83 16.84
1991 9.95 ¥.29 6.66 1.38 - 3.89 ' 2,35  7.40 8.04  10.82 23.13
1992 14.26 g.41 9.54 1.95 5.58 3.32 11.06 - 12.33  16.50 35.¢8
1993 . : 19.56 6.55  13.¢8 2.64 7.46 4,51  15.79¢ 18.13  24.13 51.07
1994 0 26.21 .70  17.52 3.46 9.86  5.96  21.99  26.06 . 34.47 . 72.64.
1995 - : 33.41° ¥.87  22.32 4.31  12.37 - 7.45  29.10 = 35.65 46.9492 - 98.39
199 - 38.54 $.98  25.73 4.88  14.94 - 8.46  35.1¢ - 44.23  57.92 120.92
1997 46.95 1.16  31.36 5.78  16.8¢. 1p.12  44.80 58.82 75.5776 157.16
1998 53.30 . 1.28  35.55 6.34 18.66 . 11.19  53.3¢  70.89 91.9425 190.39

1999 66,23 1.39 40.13 6.97 26.61  12.36  63.40  86.54 111.71¥8 236.52

7.50

20086 67.50 1.5¢ - 45.0¢ 22.50 13.50 75.09 195.00 135.00 277.50

16



Table III.llc
PERCENTAGE DISTRIBUTION OF PHILIPPINE MERCHANDISE EXPORTS BY
1 - DIGIT PSCC CATEGORY
(1987-20043)

Year ] 1 2 3 4 5 6 7 8 9

1987 15.94 @.5% 9.60 1.74 7.13 4.4 8.42 9.93 13.61 28.74
1988 14.94 @.45 10.42 2.16 6.01 3.63 19.14 9.81 13.49 29,34
1989 14.45 0,43 9.67 2.06 5.75 3.48 1lp.00 10.16 13.87 29.98
19906 13.95 @.41 9.33 1.97 5.50 3.32 1l¢.09¥ 10.51 14.24 30.62
1991 13.44 v.39 9.00 1.87 5.25 3.17 10.0¢ 19.86 14,62 31.25
1992 12.9% .37 8.67 1.77 5.0¢4 3.02 10.00 11.21 15.0b 31.89
1993 12.46 ©.35 8.33 1.68 4,75 2.87 1p.v0 11.55 15.37 32.53
1994 11.97 @.32 8.00 1.58 4,50 2.72 16,00 11.9¢ 15.74 33.17
1995 11.48 0,30 7.67 1.48 4.25 2.56 10.00 12.25 16,12 33.81
1996 10.98 @.28 7.33 1.39 4.00 2.41 19v.00 1l2.64 16.50 34.45
1997 10.48 ¥.26 7.00 1.29 3.75 2.26 10.¢0 12.95 16.87 35.08
1998 10.00 0.24 6,67 1.19 3.50 2.1 10.00 13.3¥ 17.25 35,72
1999 9.%% W.22 6,33 1.1 3.25 1.95 10.¢6 13.65 17.062 36.36
2006 9.00 0.2¢ 6,00 l1l.00 3.00 1.8¢ 1lu.vd .14.00 18.00 37.40




. Table I1I.11d
DISTRIBUTION OF PHILIPPINE MERCHANDISE EXPORTS BY 1 - DIGIT PSCC CATEGORY
(1987-2000)
(Current $ Million)

Year 7] 1 2 3 4 5 6 7 8 9

1987 888.02 27.86  534.82 96.94 96.94 245.12 469.08  553.20 . 758.21 16@1.11
1988 1956.86 31.83 7¢8.81 152.8¢ 425.15 256.79 717.30 693.96  954.28 2075.51
1989 - 1144.87 34.97 766.15 163.21  455.57 275.72 792.30  8u4.98 1¥98.92 2375.32
199¢ 1226.99 36.46 820.57 173.26 - 483.73 291.99 879.50 924,35 1252.41 2693.63
1991 1323.84 38.42 886.50 184.20 517.13 312.25 985.00 1969.71 14406.07 3078.13
1992 1429.49 40.81 956,30 195.23 551.5¢ 333.11 1103.90 1236.46 1654.50 3517.47
1993 1566.22 44.90 1047.08 211.18  597.68 368.76 1257.08 1451.84 1932.01 4889.42
1994 1747.62 46.72 1168.00 230.68 657.0¢ 397.12 1460.00 1737.40 2298.04 4842.82
1995 1911.42 49,95 1277.06 246.42 707.63  426.24 1665.00 2039.63 2683.98 5629.37
1996 2053.26 52.36 1370.71 259.93 748.0¢  454.67 1870.00 2356.20 3085.50 6442.15
1997 2211.28 54.86 1477.96¢ 272.19 791.25 476.86 21106.080 2732.45 3559.57 7401.88
1998 2370.00 56.88 1580.79 282.03 829,50 497.7¢0 2370.00 3152.1¢ 4@88.25 8465.64
1999 2536.5¢ 58.74 1698.11 293.70 867.75 520.65 2670.006 3644.55 4744.54 97U8.12 .
2009 27by.09 60.00 1808.00 300.08 900.98 544.00 3006.90 4200.99 5400.90 111060.00
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Table IIi.l2a
PERCENTAGE DISTRIBUTION OF PHILIPPINE MERCHANDISE
EXPORTS CLASSIFIED AS TRADITIONAL/NON-TRADITIONAL

' : (1987 - 20409)

Traditional

Non~-Traditional

Others

T i e e S A S A e e e e A e e ——

33.6
- 32.5
-~ 31.5
3.5
29.4
28.4
27.3
26,3
25.2
24,2
23,1
22,1
21,06
24 .0

63,7
64.6
65.4
66.3
67.2
68.¢
68.9
69.8
7.7 -
71.5
72.4
73.3
74.1
75.0

LT W W W W W W N N
L ] a L ] L3 . L ] L] L] L] L ] L] L ) L ] L ]
RO U W 10 0C T i N kO~

Table I1I.1Zb
DISTRIBUTION OF PHILIPPINE MERCHANDISE EXPORTS
CLASSIFIED AS TRADITIONAL/NON-TRADITIONAL
(1987 - 2000)

Traditional

Non-Traditional

Others

— g v —— T —— i i — S M e R I W S S T S S W el A D M e A —

1871.9
2299.1
2495,7
2682.5

2895,9
3132.5
3431.6
3839.8
4195.8
4525, 4
4874.1
5237.7
5607, 0
6660 .0

3548.7
4569.8
5181.6
5831.1
6619.2
7500 .4
8664.7
14196.8
11771.6
1337¥.5
15276.4
17372.1
19784.7
22508.9

15¢.4
2645.1
245,6
281,4
334.9
397.1
477.7
569.4
682,7
8o4.1
949.5
1996.2
1398.3
1500.9
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Table IIl.1l2c
PRE-SHIPMENT FINANCING REQUIREMENTS CLASSIFIED AS
TRADITIONAL/NON TRAUITIONAL '
' (1989 - 2000)
(Current $ Million)

Year Traditional - Non-Traditional Others
- 1989 . - 349.3 - 725.3 34.4
1990 : . 375.5 816.2 - - 39.4
1991 4v5.4 926.7 46.9
1992 _ 438.5- ' -1149.9 ' 55.6
1993 480.5 ©1212.6 | 66.9
1994 . 537.6 _ . l1426.7 ' 79.7
1995 _ 587.4 l648.0 95.6
1996 .. 633.6 1871.9 . 112.6
1997 - 682.4 2138.7 132.9
1998 ' 733.3 2432.1 ©152.6
1999 785.4 2769.9 183.2

-2000 - 840.9 - 31504.9¢ - 219.40

Table II11.12d
POST~SHIPMENT FINANCING REQUIRLMLNTb CLASbIFIED AS
’ TRADITIONAL/NON-TRADITIONAL
(1989 - 20p04)
- (Current $§ Million)

Year Traditional Non-Traditional Others
1989 ! 15.8 : 32.7 1.6
199y ' le.8 36.5 1.8
1991 - 21.8 49.7 2.5
1992 31.2 74.8 4.0
1993 . 42.9 198.2 6.0
1994 57.06 152.9 - 5.0
1995 13,3 ' 285.7 11.9
1996. ' 84.9 ' 251.¥ 15.1
1997 163.5. 324.4 20.2
1998 - 117.8 399.7 o 24.5
1999 o 133.1 : 469.8 31.1

2000 - : 154.0 562.5 37.5
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The first section of this chapter provides an overview of government
support to enhance local exports afterwhich the private sector initiative
is presented. The latter focuses on the role played by major exporter

organizations toward the development of exports.

A. The Government's Export Development Programn

This section is an attempt to review the existing export
development program of the government. The primary concern is to look
into the existence of a coordinated policy towards the development of
Philippine exports and at the same .tiﬁe, attempt to assess the
effectiveness of the system., First and foremost is that there wust
be an oObjective to meet - that is the need to achieve an  increasing
share of Philippine products in foreign markets. Secondly, there is a
concensus that this objective can best be achieved through the institution

of an export development program.

Export development is a process.of enhancing viability of local
exportable products in foreign markets. It involves first the
identification of products which are marketable, and second, the need to
enhance their marketability and competitiveness. Dealing with the former
is to have knowledge of foreign demand for particular products in order to
be able to assess the country's comparative advantage, in terms of the
availability of local raw materials and other resources to engage in their
production in meeting such demand. To enhance the products'
inarketability, on .the other hand, includes product development, and
promotions and marketing. Product development encompasses the technical
knowhow ° of its production, skills training, product concepts and design,

and production manageinent, Promotions and marketing involve selling
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through the exposure and promotions of the product, negotiations for a
share of the market, such as negotiations for quotas, and market

penetration, such as negotiations for lower tariff and non-tariff barriers.

Given this background, this chapter proceeds by asking the following

questions:

(a) What is the present support given by the government for export
development - the agencies involved, the policies and programs of
action?

(b) How amply covered are the various aspects 6f export development?

(c) How effective 1is the program in terms of implementation and

accesslibility to its intended beneficiaries?
1.6 The Present Export Development Program

The task to develop Philippine exporters is assigned to the Department
of Trade and Industry (DTI). As the primary government office for business
and trade, the Department expands the exports as one of its implementing
strategies. As such it has under its wings the International Trade Group
(ITG) which is mainly concerned with the formulation and implementation of
the country's export . development program (see Amnex B for the

organizational structure of the Department of Trade and Industry).

The ITG is composed of ten agencies which are brought together to
ensure a comprehensive formulation and a focused implementation of the
government's export program. These agencies are involved in (1) policy

formulation, (2) program development, (3) monitoring, (4) regulation, and
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(5) service delivery pertinent to international trade and commerce. These

agencies and their mandate are described below:
(a) Philippine Trade Training Center (PTIC)

The PTTC is responsible for upgrading the knowledge and skills of
Filipino exporters through a comprehensive training program. The agency
offers three major services: (1) training; (2) product testing; and (3)

exhibition training.

The first aims to develop the competitiveness of locél- exporters in
the ihtefnational market on thé aspect of mafketing their products.
.This includés knoWledge on efficien£ prodﬁcfion, costing and priéing,
sources of financing and financial management, techniques '.in market

research and market penetration.

Product testipg includes testing of raw materials and finished
products on garments and textiles, furnitures and fresh and
preservedb foods.’ The Center has linkages with ‘other specialized
agenciesi such as the Fodd Dévelognxmnt Center (FDC), Philippine
Textile Research Institute (PTRI), Forest Products Research Institute

. (FPRI), Cottage Industry Technology Center (CITC), and the Bureau of

Product ~Standards (BPS) for product quality testing.

Exhibition training involves the effective use of exhibition for
promoting products. This includes presenting products, as well as

planning -and management in participation to trade fairs.

In addition, the Center is involved in the upgrading of the

skills of government personnel in the field of international market
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research, market _information disSemination,‘and planning and management

of export training and seminars.

Year Operated s 11986
Budget “ : - B21M
Personnel Complement ; 80

(b) Bureau of Export Trade Promotion (BETP)

The BETP is an ekpott assistance and infotmétion aéency under the
Dépa:tment"of Trade and_Indusiry."The agency is involved in (1) export
assistance and' faciliéation, (2) marketing and promotion, (3) market and '

product studies and (4)~polioy review and coordination.

: L% L . . ' .
Considered the primary agency on export assistance under DTI, it
offers consultancy servicés~Oh export procedures, documentation, marketing,
and financing for exporters and would-be exporters. - It also operates

a one-stop export documentation center and an export assistance unit.

An exporter can register his product with ‘the agency which
circulates an internatioﬁally-distributed Registty of Philippine Exporters
as 'part' of its. marketiﬁg and promotions orogram, Likewise, it is
engaged in promotihg international sub-contracting between foreign buyers

and local mahufacturers'and producers.

It conducts studies on product and raw materials sourcing,
international—market profile and formulate country and product export
strategies; The agency is also involved in identifyihg and recommending
measures for appropriate export—import -procedures. It - monitors

private and foreign—trade missions and conducts industry-sector dialogues
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with local exporter organizations as part of its policy-review and

coordination efforts.

Year operated H 1987
Budget : 826, M
Personnel Complement s 150

(¢) Center for International Trade Expositions and Missions (CITEM)

It is the main marketing and promotions arm under the DTI.
Basically, its activity is the organization and participation in
trade exhibitions here and in foreign countries as a way of exposing

Philippine export products.

The Center provides assistance in the planning and organization of
exporters participating in trade fairs and exhibits. It is a}so involved
in on-site matching of buyers and producers/manufacturers. Lastly, it
‘provides merchandising assistance and consultancy services. The latter
provides Filipino exporters specialized, updated and accurate

information abbut new products, and developments of new products.

The Center also conducts exhibition and trade fairs locally on a

regional basis as a way of exposing the products of exporters.

Year operated : 1987
Budget : 847,5M
Personnel Complement : 15¢

(d) Garments and Textiles Export Board (GTEB)

GTEB's primary objective is to oversee the overall administration of

exports of garments and textiles. This agency is given the task to issue
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quota allocation and export authorizations on the exports of garments and
textiles, It issues licences for the impbrtation of textile materials and

other raw materials and in the operation of a bonded garments warehouse.

It provides internationél exporters information on industry/market
data, such as prices and demand, up~to-date developments in the industry,

trends in garments, and other developments pertaining to garments.

Year operated : 1979
Budget : B57M
Personnel Complement : 268

(e) Foreign Trade Service Corps (FTSC)

This agency gathers commercial and marketing information as an input
in the formulation of market strategy. This involves identification of
investment areas, investors and specific products that have potential in
specific markets. As such, the agency is also involved in. the

implementation of product-market strategies.

FTSC makes feprésentations tb organizers of trade exhibitions and
fairs in foreign countries which enables the country to
participate. It also conducts on-site promotional activities such as
scheduling foreign buyers visit to the country and servicing incoming

selling missions.

Year Operated

: 1986
Budget H 8119M
Personnel Complement : 80
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(f) Bureau of International Trade Relations (BITR)

This agency is responsible' for all matters pertaining to foreign
trade relations egpecially on matters pertaining.to market access. As
‘such, it is invoived in formulating positions and strategiéé for trade
negotiétions " and. consultations. The primary issues it tackles is
the elimination or reduction of'_tariff and non-tariff barrieré,
inclusion of local products in the different preferential trading schemes
(GSp, GSTP,' ASEAT=PTA), and in negotiatiné for quoié allocation for
-specific products. This réquires coordination with 6ther agencies to

assume government-wide consistency of positions on trade negotiations.

Year Operated

: 1979
Budget : B4.7M
: 91

Personnel. Complement
(9) Philippine Shippers Council (Shippercon)

Shippercon is tasked to provide -adequate, reliable and economic
shipping' services and as a clearinghouse of information on shipping

assistance and services.

The égency provides assistance bto shippers especially to -exporters
by negotiating for lower freight rates for various export produéts,
and in assuring adequate supply of containers of all types in the
country's major vports. It conduéﬁs a training program for exporters
on the proper techniques on shipping one's products; In addition, it

provides assistance to exporters regarding booking and chartering.

Shippercon also provides exporters information on basic freight rates,

various surcharges, and shipping terms and conditions. It also gives
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assistance .to exporters in computing freight costs and in securing

insurance.

-The agency have field offices outside Metro Manila and are represented

in the regions by the DTI Regional Offices. -

1982

Year”operated:‘ H
Budget | : Bl.2M
‘Personnel Complement _ : 18

(h) International Coffee Organization-Certifying Agency (ICO-CA)

This agencyvis're5ponsible for the administration of Philippine coffee
.exoorts and repreSente the country in the International Coffee Organization
- an organization of coffee buyers and producers; Its primary task is to
develop and promote coffee exports to quota and non-quota countries.
.Spe01flcally, it accredlts coffee exporters, a551gns and monitors’ quota
allocatlons to exporters, prov1des certlflcatlon of the coffee's origin as

requlred by ICO, and provides the clearance for coffee exports.

The agency also provides information to exporters pertaining coffee
production, quota and export guidelines. Similarly, information on market

' opportonities and world prices of coffee is proviaed by the agency.

Year operated : 1981
Budget : B4.3M
Personnel Complement : 21
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(i) Product Development and Design Center of the Philippines (PDDCP)

This agency contributes to the Marketability of Philippine exports
through product quality and design. Its primary function is product
iesear¢h and development. In this cohnection, it provides exporters
assistance in product and package évaluation‘and in product design, free of
charge. Producers are assisted in the development of new products as well
as in the design of existing ones. This allows export products to adapt to

changing market conditions, materials, and technology.

In addition, it provides exporters information in the latest in
design trends, such as color and style of products to suit foreign
market preferences. The Center also provides consultations on the

proper utilization materials as well as the source for such materials.

Its two design mobiles bring design awareness to the region and .
conducts its seminar workshops to help exporters in adapting to the latest

technology and processes in design.

Year operated

: 1978
Budget : P20 ,8M
Personnel Complement : 145

(J) Philippine International Trading Corporation (PITC)

PITC is the government's international trading arm. It thus
engages in export and import of products not normally pursued by
private enterprises. As such, there are two types of trading that PITC
engages in., First is trading of new non-traditional products which the
private sector is hesitant to engage in. Secoﬁd is trading with

socialist countries that are normally inaccessible to the private sector.
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PITC also engages in the importation of raw materials for local
producers. On this aspect PITC operates custom's bonded trading
warchouses (CBTWs) for export producers who may import their raw
materials requirements.. This has the added benefits of faster
processing and shipmént for'imports and eiiﬁinates'the importétioﬁ of raw

materials under the duty-drawback system.
~ Lastly, PITC opérates a PlOM financing facility for small exporters.

Year operated 1977

Budget own revenues

Personnel Complement s 217

All of these ten agenéiés are involved in the delivery of
front line ..export services. Of the ten, threé are regulatory namely
ICO-CA, GTEB} Shippercon. The agencies comprising the ITG are under
the super&ision of one undersecretary whose main task is to address the
need for a focused and comprehensive export strategy. Among the ten
agencieé, BETP is considered the lead a&agency. Its mandate is considered

to be general in nature vis-3-vis the nine agencies.

As a sign of the government's thrust to encourage exports, the
Department of Trade and Industry proVides, free of charge, exporters
and would-be exporters information on setting-up ekpokt business, expott
procedures .and documentation, export marketing and promotions, export
financing and incentives, product and raw-material sourcing, product design
and development, technical services -and quality control. A separate

unit under the BETP, the Export Assistance Network (EXPONET), has
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been set up to provide these services, EXPONET is represented: in the

regions by DFI's regional offices and has been operating since 1984,

One of ﬁhe innovative features of the presént export development
program is thé.government's policf to ease on export procédures.to minimize
the time by which exporters will go thréugh the process. Most exporters
v'shy away from government services because of time-consuming. paperwork.
Extensive paperwork also gives rise to red tape. In this regard, the One-
Stop-Export Documentation Center (OSEDC) has been established to simplify

export procedures and documentation.

This office brings under one roof various government offices to
facilitate application, processiﬁg, and approval of export documentation.
These are the Bureau of Customs (BC), Bureau of Animal Industry (BAI),

' Bureau of Fisheries and Aquatic Resources (BFAR), Bureau of Plant Industry
(BPI), Pﬁilippine Coconut Authority (PCA), Philippine' Ports Authority
(EPA), Garments and Textile Export Board (GTEB), and Department _of Trade
and Industry-NCR (see Table 1IV.l). The OSEDC 1is located at the
International Trade Center and has offices in key export-oriented regions,

such as Cebu, Davao, Zamboanga, and Baguio.

Similarly, a One-Stop Import Documentation Center (OSIDC) has been set
up to facilitate the importation of raw material requirements by exporters.
~The OSIDC houses the Bureau of Custom's Assessment Djvision, Bonds

Division, and the Bonded Warehouses and Conduction Division.

In addition to these, GTEB has its own one-stop action center that
assists exporters on matters such as policies and procedures on the
export of garments, provision of information regarding market

opportunities’ and in entertaining complaints. Likewise, a one-stop
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Table IV.1
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CENTER: PARTICIPATING AGENCIES

Rgenéy

Cosmodity

Documents  Issued

Bureau of Custoes Export
Coordination Division {BOC-ECD)

Bureau of Animal Industry (BAI)

Bureau of Fisheries and
fquatic Resources

Bureau of Plant Industry (BPI)

Department of Trade and Industry,
Mational Capital Region {DTI-NCR)

Philippine Coconut Authority (PCA)

Philippine Ports Authority (PPA)}

Fiber Industry Development
futharity (FIDA) -

~ Baraent and Textile Export
Board (GTEB)- S

Animal and Animal by-
products

Fish and Fishery aguatic

Plants _

Handicrafts

Coconut and by products

Natural Fibers

Baraents and Textiles
prnducts

Authority to Load

¥ Special Perait to Load

Certification of Origin

(65F and non-GSP)

Certificate of Shipsent
fertificate of Re-exportation

Export Clearance

Expart Clearnance
CITES Clearance

Phytosanitary Certificate

Special Docusentation
Certificate for Preferential

~Treatment to Australia and EEC

Export Clearnance

Exeeption from Wharfage Fee for

‘P01 and EPIA Registered

Exporters

"4 Accepts Payaents for Wharfage

fFee

Compodity Clearance

Textile Export Clearance
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action center that serves as a complaints, assistance, and information
unit has also been set up by the Bureau of Customs and the Philippine

Ports Authority.

The government has also created the Commission on Exports Procedures
(CEP)., The Commission periodically undertakes an overall review of the
procedural and documentation requirements on exporting in response to the
need to amend or introduce new policies and guidelines to simplify export
procedures; It is headed by the DTI Secretary with the CB Governor, NEDA
Director=General, Customs Commissgioner and four representatives fram the

private sector as members.

To further wunderline its support for exporters, the government
through DTI  in cooperation with Philippine Exporters Foundation
(Philexport) has instituted an exporters' accreditation scheme as an
incentive to bonafide exporters. All exporters who have been operating
for at least three years or most have exported at least $100,008 and have
had at least lé exports transactions for a 2-year period, are given the
following privileges: (a) the use of Philexport—operated customs bonded
warehouses for importation of materials; (b) full 1listing in the
Philippine Exporters Registry; and (c) availment of the services of the

Special Customs Group in the OSEDC.

Also, a subcontractors exchange kpown as SUBCONEX has been
instituted by the DTI., The program matches manufacturer-exporters with
sub-contractors. This enables the former to have access to reliable sub-
contractors in meeting export orders. The program also serves an
important contribution of the export sector in the development of backward

linkages. SUBCONEX assistance covers the garments, gifts and houseware,
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furnitures and fixtures, footwear and leathergoods, and fresh and processed

foods sectots.

To supplement these services, DTI produces publications. One of these
is the Exporters Manual, a 4-volume publication for circulations to
exportefs and would~be exporters which contains all information about
exporting including éxport financing. It is for sale to all exporters and
would-be exporters., It also publishes a Registfy of Philippine Exporters,
a compilation of present DTI iegistered exporters circulated world-wide
complete with their addresses and products. This has been found to be very
helpful to exporters since it exposes their products to foreign buyers
without extra cost on their part. Likewise, each of the ten agencies 1is
also encburaged to produce its brochures as a way to inform exporters of

their services.

Recently, in addressing the need to draw up an export strategy BETP
with all the other agencies under the ITG in consultation with the private
sector, such as the various exporters organization, has identified priority
products for exports to serve as a basis for a 3-year product-market
expért strategy. The reason behind this product and market classification
scheme is for the government to focus its support on products that exhibit
good export potentiai.‘ This will enable the government to channel and
concentrate its resources to products that are marketable and to markets

that exhibit a potential demand for local exports.

Table 1V.2 presents the level of government financial support to ITG

Agencies in 1989,
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Table IV.2
GOVERNMENT FUNDING AND SUPPORT, 1989
(DTI AGENCIES)

Agency Fund Allotment % of Total
: (P million)

Office of the Secretary 615.423

BoIr - ' 67.465

BEMB 3.761

CIAP - 19,587

CMOF 13.686

CLTC 5.411

EPZA 65.000

1CO-CA - 4,335 - P.41

PITC : 20.542 1.90

PLDCP 20.865 - ‘ . 2.00
. CITEM. 1/ 47.48¢ 4.50

BITR - 4,771 @.46

FTSC _ 119,183 11.52

BETP ‘ 26.965 2.60"

Shippercon 1.2009 @.111

PITC 2/ -

GTEB - = : 2/ -

23.5
1/

subsidy requirements on top of operating budget
2/ ,

Self-supporting government agencies or corporations
Source: General Appropriative Act, 1989

Note: Total government support for its export development
- effort is reflected in the 23.5% share of all
agencies comprising the ITG to the total government
funds alloted to the Department of Trade and
Industry
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2.0 Service Coverage

‘A comprehensive export.devélopment prograﬁ can be gleaned on how the
different aspects of the program are amply provided for. If one is to
Judge it from the respective programs-and services offered by these
agencies, then it can be said that the primary elements of an effective
export  development strategy are amply covered., This includes market and
prodﬁct research and strategy (BETP, FTSC), .trade negotiations (BITR),
trainihg for -éxporters"and >goverhment' pefsonﬁél involved in export
-ﬁeveiopment, aﬁd' produét”testing (PTIC),, product development and design
(PDDCP) , product markeﬁing andApromotion (CITEM, BETP) , expor t-product
administration (GTEB, ICO-CA), international trading (PITC), and transport

services (Shippercoﬁ{.

Having personnel based abroad, FTSC identifies new equrtablé
products; works for the country's participation in trade fairs and
exhibits, helps in #he development and imblementation of product-market
stiategies. BETP, on the other hand, conducts product studies  on

these identified commodities.

PTIC engagés in'training exporters dn basic export production and
marketing - techniqﬁes and in testing products for .quality control.
BITR is- ianlved in trade negbtiatidﬁs.among which are inclusion of
Philippiﬁe‘t products - in various .GSP, guota negotiation and negotiation

regarding tariff and non-tariff barriers.

CITEM is thé'vehicle by which local products are exposed to buyers

through its trade fairs and exhibits here and:abroad. BETP complements
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Exporters. PDDCP provides service on designs, proper use of raw materials,

and information on trends such as color and shape.

Both GTEB and ICO-CA are involved in gquota allocation and
accreditation of exporters for garments and coffee, respectively, while
Shippercon helps exporters transport their products through lower shipping

rates, chartering, booking and assistance on freight handling and shipping.

'Majoriﬁy of these agencies conduct seminars on  their respective
services in various parts of the country. Shippercon has conducted 14
seminars last year. CITEM regularly holds trade fgirs in major cities in
the country. In addition, it has design mobiles that go to the regions to
increase design awareness. There are, however, agencies that conduct
seminars in Metro Manila only for lack of facilities. One is the PTTC. 1In
January of 1989, PTTC conducted a total of 13 seminars alohe in its new

facility.

All of these agencies are represented in the regions by DTI's Regional
Offices, These offices are located in cities like Davao, Cebu, Cagayan de
Oro. For others such as Shippercon, it has also field offices in other key

shipping ports, such as Legazpi, Iloilo and Zamboanga.
3.0 Effectiveness of Export Development Program

The effectiveness of the government's export development program may
not be directly inferred although the country's export performance has
greatly improved despite constricting overseas markets brought  about

by declines in demand and increasing protectionism.

An important consideration to make, however, is tne contribution of

these agencies to grab a larger share of the export market than what it
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used to be when these were not in existence. Statistics on the performance
indicators such as the number of exporters serviced by these agencies
attest to this fact. For instance as of 1987, the BETP has provided 4,054
exports direct assistance in marketing their products abroad, ébout 2,424
exporters were given information on raw material sourcing and about
384 foreign Dbuyers were linked with Filipino suppliers. FTSC has
matched 1,446 exporters with foreign buyers. CITEM ..through its
promotional efforts abroad has brought in 2,239 foreign buyers that
resulted in total sales of $26M. Shippercon directly assisted 1,017
exporters 1in shipping-related problems and trained 2,162 other exports on
freight handling. ICO-CA has already accredited 96 coffee exporters from
an original of six. PITC by year-end of 1987 has already trained 180

exporters using its new facility.

The increase of Philippine eéports for the past two years may be
partly attributed td a guided export strategy and policy and this is
exemplified by a shift in emphasis from the usual traditional exports td
the non-traditional exports to the classification of priority products.
Another contributing factor ‘has been the inception of a focused and
comprehensive export develogment program which enables goal-setting. This
was vital in channeling the govefnment's meager resources to one dirsction.
This was done througn a streamlining of the bureaucracy by bringing
together all agencies dealiné with international trade into one group each
with a clear mandate and objectives to work on, This has greatly reduced
overlapping and duplication of. functions for the various government
agencies and increased accuracy in pinpointing accountability. These
agencies also functioned according to the government's overall export

policy. In the performance of their specific tasks, the various agencies
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came to appreciate the need for closer coordination through ragular
exchange of information as well as referrals among themselves. This is
facilitated by having a regular monthly meeting among the agencies chaired

by the DTI Secretary.

A great majority of the respondent-exporters admitted having availed
of the services/éssistance of certain government agencies (see Table 1V.3).
Most popular among the government agencies mentioned by exporteré is CITEM
which helps exporters find markets for their products through various
programs; such as market encounter, trade exhibits, brochures listing

products and exporters, etc.

Respondent-exporters were asked to rate the overall non-financial
export services of the government. Thirteen of them said that the
government's export services were adequate; seven said that they were
inadequate; and three admitted having no knowledge at all about

government's export services.

Despite the government's renewed drive to intensify the country's
expdrts, bringing these services closer to its intended beneficiaries
especially outside Metro Manila is still to be desired. This is hampered
by lack of funds in extending the facilities to the region or hire
additional personnel for their respective operations. Majority of these
agencies are aspiring for a separate staff in the regional offices who
would look after their respective services. This has. hampered their
accessibility as evidenced by the fact that most exporters do not know of
the  services offered by these agencies. This point will be taken up

further in the next chapter.
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Table IV.3

SERVICES OF GOVERNMENT AGENCIES
AVATLED OF BY EXPORTERS

Assets Export No. Gaqv't Agency Services
A. Small-Scale -
1 1 56 CITEM exhibition
1 - 6 15 Exposure of products
1 7 156 PTTC ~Exhibit
PITC ~ Source of potential buyers
1 8 5 Product exhibition
1 9 15 Exposure of products, list of buyers
1 19 35 CITEM - International exposure
: o - GTEB - no red tape
1 11 5. Exposure of products -
1 12 - 15 PITC - Source of potential buyers
1 14 25 gov't promotion of Filipino products
_ to foreign countries
1 17 nap nap
1 20 35 regular 1nformat10n about forelgn buyers,
trends, new decrees
1 21 5 fair/exhibits
B. Medium-Scale
2 2 5 CITEM
2 3 12 PDDCP
2 4 15 CITEM - Exposure of products
PITC - Raw materials
1 13 16 Provide information about buyers
2 15 nap - n.a.
1 22: 135 PINC/CITEM
C. Large-Scale
.2 - 5 5 n.a.
2 16 7 none yet
2 18 nap nap
1 - 19 nap nap -
3 23 nap nap

NOTE:

Assets: 1 - less than #5 million

2 - PS5 million to P20 million
3 - more than P20 million

nap - did not avail of the services

n.a. = N0 answer

Gov't Agencies:

- PITC
PDDCP
GTEB
ICO-Ca
CITEM
- PTIC

others (BEPT)
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B. The Private Sector and Exports

Private sector support for exports comes by way of the various export
organizations. There are two main reasons why exporters band together:
(1) to promote their own interest; and (2) to provide themselves with a

medium for collective representation with the government.

Export organizations are nonstock, nonprofit corporations with the
main purpose of promoting the business interests of their members. These
organizations assist their members through the promotions and marketing of
their products, manpower training programs, financial packaging, raw

material sourcing, product design, and information sharing.

In addition, private export organizations serve as a vehicle for
maintaining linkages with the government and the various agencies involved
in export promotions and development. Collective representation provides
an appropriate forum for the exporters to point out inefficiencies and
deficienciés in the government's export development program and in
recommending specific programs for the government to adopt in order to
encourage exports. The latter may come in Ehe form of requests for
government support and - assistance either through fiscal and financial
incentives, importation of inputs, financing, shipment, promotions and
marketing of their products, product development, and manpower development

and exporters training programs.

The Philippine Exporters Foundation (PHILEXPORT) is a nonstock, non~-
profit semi-government organization intended to mobilize the private sector
towards tne development of the country's exports. It boasts of a
membership of about 50¥W active and inactive exporting companies and

individuals the membership of which contributes to more than three-fourths
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of the .total traditional and non-tradifional exports of the country.
PHILEXPORT was established in 1984 with the primary objective of promoting
the general welfare of local exporters through a joint government and
private sector initiative. It is managed by a 2l-man Board of Trustees,
fourteen of these are heads of the different export industries and seven

undersecretaries of the different government agencies.

The presence of government representétives in its -Board serves to
underscore its role as-a primary link between exporters and the government
in fostering the development.of local exports. PHILEXPORT‘S strong linkage
provides a starting point to lobby for government incentives for exporters
and a forum to propose effective measures and policies pertinent to

exports.

The Confederation of Philiépine Exporter (CO?E) is private nﬁnstock,
noﬁprofit organizétion.of exporters éstablished in 1973. Like PHILEXPORT,
its main objectives are to promote the interests of its member—exporters
and to seek governmen£ suppdrt and assistance .for exports. COPE's
membership of 36¥ individual exporters and coxporations comes  from

the different industry groups and trade associations involved in exports.

Some members of COPE are also members of PHILEXPORT. Lately, they
have agreed 1in principle to merge. The details of the merger are still

being worked out.

The Philippine Chamber of Handicraft Industries, Inc. (PCHI) is
another private organization of manufacturers, producers, and exporters
engaged in local handicrafts. It was established in 1984 and has  about

250 members to date. PCHI's efforts are geared towards the development



124
of small and medium enterprises in ten product sectors all in
handicrafts such as toys, ceramics, baskets, shellcrafts, woodcrafts

and paper products, house ornaments, house textiles, and handlooms.

'Aside from these big umbrella organizations of ekpotters; theré are
other smaller ﬁrade associations within each of the differént export -
sectors whose aim is to maintain.close links among themselves in order to
promote their business interests. An example is the Philippine - Federation
of Food Exporters (Philfoodex), an association of local food exporters. It
was established in 1980. To date, it has 62 active members including some
of the established food corporations in the country. Like their bigger
counterparts; trade associations are examples of self-help efforts on the
part of exporters belonging to a particular industry. For Philfoodex, the
benefits cohe in the form of exchanging the latest and up-to-date trade
information émong exporters dealihg with the same producers of a :product
‘line as' weii ‘as in seeking aséistance from the governmentA on Amatters
pertaining. to the food industry. A lisfing of some of theSeAAtrade

associations per industry is given in Table 1V.4.

The existence of umbrella organizations or trade associations arises
out of the need for stop-gap and/or supplementary measures in response to
the deficiencies or inefficiencies in the goverrment's expo;f development
program. Membership in these organizations provides an exporter additional
benefits aside from those already provided by the govermment through its
program‘ to develop exports. These benefits come in the form of
marketing services for exporters, acquisition of local or imported
_inputs, raw-material sourcing, information on market and trade prospecté
such as market demand, price and recent trends, and training assistance fof

exporters.
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Table IV.4
TRADE ASSOCIATIONS OF LXPORTLRS

. INDUSTRY

- Footwear, Bags and Belts

Jewelry and Fashion
Accesories”

Gifts-and Toys
Baskets

Fruits and Other Edible
Commodltles

Linens, Handweaves and
Houseware

Construction

PRADE ASSOCIATIONS

- ——— - ———— W — i — A S ————— T ———

Association of Footwear Industries
of the Pnilippines

Marikina Footwear Development
Council

association of Philippine
Leathergoods Exporters and
Manufacturers

Footwear and Integrated Leather-.
goods Industries Foundation-

Fashion Accessories and Jewelry
Associations of the
Philippines

Fashion Designers Association of
the Philippines

ComMunity Crafts Association of
the Philippines

4Philippine Toy Manufacturers

Association, Inc.

Handloom Weaving Association of
the Philippines

Philippine Toy Manufacturers
Association, Inc..

Philippine Association of Fresn
Coconut Exporters, Inc.
Philippine Mango Exporters
Foundation, Inc.
Philippine Banana Growers and
Exporters Association '
Coffee Exporters Association
of the Pnilippines

Knitting and Weaving Association
of the Philippines

Philippine Association of Emproidery
-and Apparel Exporters

Export of Metals Industry Council
G.I. Wire Association of the
Philippines

Philippine Electrical Suppliers

) Manufacturers Association, Inc.
Philippine Cement Manufacturers Corp.
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INDUSTRY

e el e e gy —

Home Decor, Furniture
Accessories, Furnishings

Marine Products and Other
Processed Food

Industrial Supplies, Parts
and Eguipment

Non-Rattan Furniture
and Components

Garments

Others

TRADE ASSOCIATIONS

T W R L A R R i S e e — T _— i —

Antigue Dealers Assoc1at10n of
the Pnilippines

Ceramic Association of the
Philippines

Ceramic Export Manufacturers
Association, Inc.

Lamps and Allied Electrical
Products Manufacturers
of the Philippines

Association of Shrimp Producers
and Exporters

Philippine Food Exporters and
Processors Organization

Philippine Tuna Producers and
Exporters Association

Philippine Federation of Food
Exporters

Tuna Canners Association of
the Philippines

Philippine Association of
Electronic Exporters

Metals Industry Council

Metalworking Industries Association
of the Philippines

Semiconductor Electronics Industry
Foundation, Inc.

Philippine Wood Products
Association

Pipes and Tubes Association
of tne Pailippines

Confederation of Garment Exporters
of tne Philippines, Inc.
Garments Business Association
of the Philippines
Textiles Producars Association
ot the Philippines

Association of Philippine
Coconut Dessicators

Associlation of Philippine Copra
Exporters, Inc.

Pnilippine Bonsai Society

Samanan sa Pilipinas ny mga
Industriyanyg Kimika
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An essential service rendered by these organizations is in the fdrm of
product promotion and marketing.  These organizations have linkages with
foreign buyers and/or foreign organizations and therefore an added -
advantage for an .exporter in the exposure of his prbducts as well as
referrals to prospecti?e buyers. Opportunities for contacts of potential
buyers come about when these organizations participate in foreign trade
exhibits and when they sponsor trade fairs. Enlistment with these
organizations, likewise, provides foreign buyers with a single,

convenient, and reliable contact with local producers and exporters.

Another imporﬁaﬁt benefit for an exportér in Jjoining exporter
organizations is in the sourcing of raw materials especially for imported
inputs. PHILEXPORT for example maintains common customs bonded warehouses
(CCBWs) . for the importation of raw matérials needed by its members. This
provides members with an economical way of obtaining inputs through tax and
duty—freé importations as well as the convenience of a simplified import
facility. Most exporters ~are burdened bQ tedious processing for the

release of their input requirements when dealing with government agencies.

PHILEXPORT's CCBWS is open to members and non-members alike. In
availing of this service, the exporter should have at least a cumulative
export performance of $10¢,000 and ten transactions for any two-year period
or must be a BOI-registered exporter of good-standing. Otherwise, the
exporter must be personally guaranteed by any member of  PHILEXPORT's
accreditation committee. For new exporters or those who are not yet

accredited, they may qualify if they can get éndorsement from BOI while
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endorsement from any two of PHILEXPORT's Trustees, or from DTI, CB, and/or

BOC in order to be able to avail themselves of the facility.

An important feature of PHILEXPORT's CCBWS is that it is also open
to indirect exporters. Indirect exporters must, however, first secure
certlflcatlon from the direct exporter whom they are linked with that the

end-products will be exported.

One of the most important services these organizations provide to its
members. is helping individual members secure a loan package. One. such
program 1is the joint Technology Livelihood Resource Center (TLRC) - PCHI
financing program. The PCHI-TLRC financing progrém has three schemes. One
type of loan is the letter of credit financing which.may_be_availed of by
an exporter who has already reached his packing credit limit but has a
confirmed or irrevocable IC in his‘favor. Another form of loan of the
program assists indirect exporters or subcontractors through purchase order
financing. This is for those who have yet to establish track record in
exports or for those who are short of collaterals and find it hard to
borrow from other financing programé. Lastly, the PCHI-TLRC financing
program has the small subcontractors loan scheme for small subcontractors
who can pool their resources together sufficient enough to offer these as
security for a loan.  These financing packages are open only to PCHI

members. The details of these three programs are given in Table 1V.5.

In addition to these benefits, these otganizations provide' exporter-
members consultancy services, informétion on trade and market prospects,
and training through sponsorship of‘ export training and manpower
development programs. One such service is that provided by the PCHI

Research and Development Foundation which was established in 1984 as a
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THE PCHI~TLRC FINANCING PROGRAMS
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LC Financing

Purchase Order

Socialized Credit

"Balikatan sa - Financing Under Scheme
Kabuhayan" ULFP
Maximum Loan Limit P200, 000 . 00 P1U@,000. 00 P10,0¢0. V0

Negotiable Document.

Collateral/Security

Maturity

:Loanable Amohnt

Interest -

TLRC Filing Fee.

PCHI Processing Fee

Principal Borrower

Letter of Credit*

'Soft***_

0@ to 120 Days or

Life.pf c

80% of IC

12% Per Annum

5% Pet-Ahhum'

500.00

IC Beneficiary

Purchase Order
From Exporter
Sbft***

60 Days

50% of Purchase.
Order~-One Release
74% of Purchase
Order-Staggered
Release

14% Per Annum

2% Every Six
Months

300,60

Purchase Order
Beneficiary

Purchase Order
From Exporter with
PCHI Endorsement

Collateral Pool****

6@-99 Days or Life
of Purchase Order

50%-70% of Total
Appraised Value of
Collateral (for
Single/Staggered
Releases)

15% Per Annum

200 .00

5~15 Members
Signing Jointly
and Severally.

Notes:

* Only Confirmed and Irrevocable Letter of Credit payable at sight with more
than 60 days maturity data.
** Purchase Orders 60 days or more in Duration.

***  Soft Collaterals:

Office Equipment, Household Appliances.

Issuer of Purchase Order Co-51gns the loan.

kkkkk

Issuer co-signs the loan,

If the collateral of the loan is not enough, the Purcnase Order

S5 85 8% 8% 4 88 S5 8% 5 88 64 N4 S0 8% S8 4% 84 NS 40 S 2% 8% 3 es 5 8¢ e S8 4% 68 S0 &8 s es
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clearinghouse for subcontracting, trading, and information sharing for both
members and non-members alike, It has also exposed exporters and traders
to foreign buyers and has provided them with wider opportunities for

market and product development.

There are three ways by which these organizations can effectively '

represent the interest of their members with the govermment. First, these
organizations serve as a platform for exporters to air their grievances or
fo point. out deficiencies in the system. Examples of these are the
elimination - of red tape in government agencies, the simplification of .
import-export procedures, and quota allocations., Second is  through
collective .bargaining with the government in the form of fiscal or tax
incentives or liberal financing assistance for exports, such as lower
rediscounting charged by the Central Bank for export papers. Lastly, these
organiéétions provide valuaﬁle endorsements for individual exporters when
seeking government assistance or availing of any of the government services
especially if the exporter is small or new. These endorsements may be
either for accessing the manpower and development training programs offered
by the government agencies such as PTIC -ér NMYC; for expeditious
processing of export documents with the different agencies such as the
‘Bureau of Customs; for gaining accessibility to a guarantee facility
like Philguarantee in the case of PCHI; for financing in cases where there
is a tie~up between the organization and other government agencies
regarding export financing such as the PCHI-TLRC financing program; and for
product promotions such as enlistment in DTI's Registry of Philippine
Exporters jointly undertaken by PHILEXPORT and the DTI. On the latter,
PHILEXPORT is charged by DTI to handle the registration/accreditation

system for exporters. PHILEXPORT, therefore, evaluates applications and
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issues certifications, which in turn are used as a basis for the enlistment

in the registry.

Overall, local exporter organizations are an indispensable by-product
of local producers and traders' earnest efforts to increase the share of

local products in foreign markets.

V. EXPORT FINANCING SYSTEM IN THE PHILIPPINES

This chapter is divided into two sections. The first describes the
export financing system in the Philippines and the second discusses banks'
finance experience and policies as well as exporters' experience with

export financing.

A. Tne Export Financing System in the Philippines

Actually, there exist a.number of export financing schemes in the
Phiiippiﬁes. Some of them are administered by government financial
institutions, whilé others, by non-financial government institutions. The
Central Bank's fefinancing scheme will be diééussed first., This is
followed by a discussion of the role of the commercial banking system on
export financing and the various lending programs to expdrters. The export

guarantee schemes will be discussed toward the end of this section,
l.0 Export Refinancing Scheme of the Central Bank

The export refinancing scheme of the Central Bank is a part of its
overall rediscounting facility. To better appreciate the role of the
rediscounting facility in providing credit to the export sector, it is

important to understand the overall monetary policy of the Central Bank.
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Liquidity management is one of the major functions of the Central
Bank. This is anchored on the classical hypothesis of a strong inflation
rate-money supply-monetary base linkage. Once an inflation rate target for
a certain period is decided on, the Central Bank then determines the level
of monetary base that is deemed consistent with that target. It does this
by manipulating the components of the monetary base over which it has

greater control.

The major components of the monetary base are the Net Foreign Assets
(NFA) and Net Domestic Assets (NDA). The latter can 'be more readily
controlled by the Central Bank. NDA can be further decomposed into net
credits to the public sector (NCPS), net credit to the deposit money banks
(NCDMB) , and others (NDAOTHERS). The action of the Central Bank with
respect to its rediscounting window is reflected in the NCDMB., For
instance, if the Central Bank increases its rediscounting of export loans,
then NCDMB increases, ultimately resulting in an increase in the monetary
base, assumihg other things being equal. Increases in the monetary base
arising fram thé rediscounting window may be completely offset by
conducting an open market operation. The Central Bank may do this by
selling- either its own liabilities (e.g., CB bills, reverse repos) or
National Treasury's liabilities (i.e., Treasuty bills), In the former
case, NCDMB‘is literally kept constant, while in the latter case, NCbMB is
allowed to increase, but the increase is offset by an equivalent decline in

the NCPS.

The rediscounting facility of the Central Bank took a major turn in
November 1985. Before this period, the rediscounting facility was used to
allocate credit to high priority sectors, including. the export sector.

Within the export sector, the non-traditional export sector was given a
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preferential rate over the_traditional export sector. The rediscount rate
Vfor the former was three percent per annum with a prescribed ceiling on the
lending rate of banks at 12 percent per annum, while for the latter, it was
eight percent per annum with the ceiling on the lending rate of banks fixed

at 14 percent per annum.

Starting in November 1985,'the rediscounting window ofA the Central
Bank has been used more for stabiliéation purposes rather than for
allocating credit to priority sectors. Thus, the proportion of the loan
value that the Central Bank rediscounts has been standardized for all
eligible papers at 8¢ percent. Eligible papers include agricultural
production credits, cottage and small industries credits, general purposes
working and capital financing, and other short-term credits. The Central
Bank grants rediscounting. for 90 days renewable for another 90 days.
Moreover, a uniform rediscount rate that is aligned with the market rate
has ‘been applied (see Table.v.l).lé/ This is adjusted every quarter.
Although fhere is no more ceiling on banks lending rates, nevertheless, the
Central Bank regularly monitors the interest rates especially on loans that
have been rediscounted, and when necessary exerts moral suasion on banks,
In effect, loans refinanced by the Central Bank have lower interest rates
than those funded by bénks' own funds. For example, one bank included in
our study indicated that it charges'between'l7 to 19 percent per annum on

export 1loans before Central Bank rediscounting and 14 to 16 percent per

14/ . . } . )

" The rediscount rate is based on the MRR9? (Manila Reference Rate).
The old MRR is based on the interest rate on promissory note with a 9@0-day
maturity. The new MRR99 which appeared starting January 1989 is based on
the weighted average of the interest rates on promissory notes and time
deposits with a 99-day maturity.
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Table V.1

CENTRAL BANK REDISCOUNTING POLICY, INFLATION RATE
AND VARIOUS INTEREST RATES

(4] i Lending Tise Treasury Reverse Domestic  U.5. u.§,
Rediscount Loan ) Rate a/ Deposit Bill Repurchase Inflation Inflation Prime
Circular Rate Value 1{Secured Rate a/ Rate c/  Rate Rate Rate Rate
Year  Date Nuaber  High Low High Low | Loans)

(% p.a.) (% p.a.) Y opaad) (X paas) (2 paad) (% opaal) (% paadd X pead) (X paal)
85-19-78 CLR 418 9,00 1.00 109 50

1980 @9-24-8@ CLR 742 9,28  1.00 108 0 1408 12,14 . 17.40 13.24

1981 82-27-81 CLR 784 Q.6e  3.89 19 80 ; 16.08  16.74  12.5% 12.39  18.3 18.88
‘93-10-81 CIR 786 B.90  3.00 iee 80 |
#5-16-81 CLR 803 B8.00 1.09 100 8 |

1982 @5-23-82 CLR 938  B.0@ 1,00 100 g8 17.13 15.81 1379 . 10.21 6.2 14.81

1983 .82 1.p@ 100 BB ) 21.28 15,30 14.23 13.93 18.17 3.2 18.78

1984 01-23-84 CLR 991 LR-&  L.00 100 80 39.18 2446  27.16 29.25 50.35 4.3 12.04
83-12-84 CLR 994 NRR-4 MRR-12 99 ae |

1983 05-30-85 CLR 1863 MRR-3 MRR-i2 9% ge | 28,38 21,83  19.65 24.18 23.18 3.6 9.93
11-22-85 CLR 1@86 12.75 12.75 80 80 |

1984 09-1-86 CLR 1114 11,75 11,75 80 80 17.30 1477 1690 13.25 8.7% 2.0 8.32
12-15-86 CLR 1125 10.00 18,00 ge 8 |
AVE 12.27 12,27 H

1987 CLR 1125 1e.e0 10.00 ] g8 . 13,30 9.77  11.58 11.04 3.79 3.6 8.20

19688 CLR 1125 10.0@ 10.0@ 8¢ 80 ) 15.92 13.14  13.499 9.8% b/ 9.06 4.0 9.31

MRR - Monetary Board Resolution
LR - Lending Rate

a/ - Weighted Average for all maturities

b/ - Weighted Average for Transacted Rates

¢/ - Weighted Average for 91-day T-Bill rates
SOURCES : CB Review (variocus issues)

' CB Annual Report (various issues)

INF International Financial Statistics (various issues)
IMF Survey {March 1987)
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annum after rediscounting. Banks usually refer to the former as the

commnercial rates.

In .terms of the_loan value and rediscount rate, the export sector
éeems to-have_lost itéJadﬁantage over oiher priority sectors.uhder the new
rediscounting ‘policg. | In reality; however, the Céntral Bank has been
silently pursuing an. expért-oriented‘ rediscounting policy. This is
understandable since the Philippines has been confronted with a balance-of-
payments situation in the last few years. Indeed, it is easier for' banks
to obtain rediscounting on export loans than on non-export loans. Within
the export sector, the non-traditional sector is given priority over the

i

non-traditional sector.

Banks can be credited in their account with the Central Bank on the
same day that they apply for rediscounting provided that all papers are in

order and are submitted before noon.

-Currently, the Ceﬁtral Bank sees to it that the export éector's access
to the rediscounting window wiil not be grossly affected by any change in
the monetary policy (i.e.,.a change from easy to tight monetary policy).
This is reflected in the way it manages liquidity. Thé Central Bank makes
a forecast of exports every quarter. This forms thé basis for detefﬁining
the net increase in the rediscounting of export loans that the Central Bank
could allow for the reference quarter. Aside from this, the Interagency
Study Group on External Trade Statistics and Projections Foreign Operations
Committee which is headed by the Central Bank meets with exporters twice a
year to validate its medium term forecast of exports. Thus, going back to
our framework above, the projected net increase in the rediscounts of

export loans will cause an increase in NCDMB, which in turn will exert an
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. upward pressure on the monetary base, other things being equal. If the
projected increase in the monetary base arising from the net increase in
the rediscounting of export loans exceeds the level that is thought to be
consistent with the inflation rate target, the Central Bank will not adjust
downwards its rediscounting of export loans. Rather, it will .engage in
'opén market operation to bring down the increase in the monetary bése to

its targeted level.

Table V.l shows that the interest rates on reverse repos and Treasury
bills have consistently been above the Central Bank's rediscounting rate.
It suggests that rediscounted loans have been subsidized by Central Bank,
in the case where reverse repos were used to mop up 1iquidity, and by the

national government, in the case where the Treasury bills were used.

So far, the discussions lead us to the following conclusions: (1) frxom
the point of view of the Central Bank, exporters have somewhat automatic
access to its rediscounting window; (2) the Central Bank's approach
" towards liquidity management ensures export sector's continued access to
the rediscounting window regardless of the prevailing monetary'poiicy; and
(3) rediséOunted loans including export loans appeared to have been

subsidized by the Central Bank and the national government.

The Central Bank requires the following as collateral for its loans to
commercial -banks: original copy of the promissory note of the éxporter
duly endorsed to the Central Bank by commefcial banks; original copy of
deed of assignment; and copy of the L/C, purchase ordex (PO) or sales

contract (SC). In effect, only loans of direct exporters are being

refinanced by the Central Bank. Indirect exporters who may be holding

domestic L/C, purchase order or sales contract with final exporters are not
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given access to the rediscounting window of the Central Bank. There are at
least two reasons we could Ehink of why the Central Bank does not refinance
loans of indirect exporters. Qne probable reason is that the Central Bank
is afraid that it might losé control of the monetary base if it opens its
rediscounting window to a wider range of borrowers. It is to be noted that
the pre-shipment export fihancing system in the Philippines is still
traditional. Modernization of the pre-shipment export financing system
could help allay fears of the Céntral Bank regarding the possible impact of
refinancing loans of indirect exporters on the monetary base. This is
discussed in greater detail'in.the last chapter. The other probable reason
is that presently there are several special financiné schemes that indirect
‘exporters can access. Whether these alternative 'financing schemes can
adequately meet the fimancing requirements of indirect exporters is, of

course, a big issue which will be discussed below.

The World Bank study (1988) uses the ratio of loans outstanding of the
Central Bank to commercial banks to export value as an indicator of the
aggregate access to the Central Bank export loan rediscounts. Table V.2
shows that the ratio has fallen from.nine percent in 1986 to about one
percent in 1988, suggesting a decline in the access of the export sector to
the rediscounting Window. However, this should not be construed as a
result of the Central Bank's effort to reduce the export sector's access to
the rediscounting window. In fact, the ratio of outstanding export
rediscounts to total outstanding rediscounts to commercial banks has risen
especially in the last two years. Also, the loans granted by the Central
Bank to commercial banks for refinancing exports have been above 85 percent
of the total loans granted to commercial banks since 1984 (see Table V.3).

The decline in the ratio of loans outstanding of the Central Bank to



Table V.2

CUTSTANDING REDISCOUNTS OF THE CENTRAL BANK,
LORNS OUTASTANDING OF COHHERCIAL BANKS, AM
COMHODITY EXPORTS

8EL

cad H (ba b ey . H > H

Average | Total : Export H Total Loans | :

Exchange! Rediscounts to ! Redi scounts H OQutstanding of ! Comnodity :
Rate !Conmmercial Banks! - - - - H Commercial Banks Exports ¢ bisCad Iz b/

Yeoar Prs) - H Total Tradi tional Hon-Traditicnal | - H . H

VP HY USS HY L (P HX Uss W P HX US$ WY <P W USS M & P WY WSE M ¢ P M USS W |
1380 ?.51 9079 1208.9 : 3969 528.50 2259 300.80 1710 - 227.70 . 77198 10279.4 | 43467.9 5788 | 0.43? 0.051 0.091
1381 7.90 | 11383 1440.3 ! 2736 346.33 1234 156.20 1502 190.13 ¢ 86505 10950.0 : 45203.8 5f22 ! 0.240 0.032 0.061
1982 8.54 ! 12963 2400.6 2583  302.46 s 111.24 1633 191.22 ! 39240 18192.6 | 42879.3 5021 | 0.199 0.026 0.060
1983 11.11 ! 8564 765.9 ! 1955.  175.97 72 6.48 1883 169.49 ! 111388 10025.9 | 55605.6 5005 0.230 ¢.018 0.035
1984 16.70 i 4533 271.4 1 2092 125.27 14456 86.59 646 J38.68 | 116382 .6969.0 ! 90029.7 5391 ; a.462 0.018 0.023
1985 14.61 ! 5121 275.2 2162  116.17 1077 §7.87 1085 58.30 . B?5?73 4705.7 | 96145.7 4629 ! 0.4922  0.025 0.025
1986 20.39 | - 3167 155.3 | 1174 S7.58 Bses 43.45 288 14.12 | 83087 q0¢4.9 ¢ 9874€.8 4843 ; 0.371 0.014 0.012
1987 20.S7 1 3809 175.4 | 1736 84.39 1035 S0.32 701" 34.08 | 96936 .4717.1 ! 11P660.4 5720 | B.481 0.018 0.015
1989 21.09 : 3559 168.7 | 1983 94.00 1026 49.64 957 45.37 ¢ 1149139.5 7070 ! 0.017 0.013

115392.4 as '5470.2

D.557

as fi= of Sept. 1988

SOURCE

: Central Bank
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Table V.3 :
LOANS GRANTED BY THE CENTRAL BANK TO COMMERCIAL BANKS
: (In F M) '
(a) ' (b) (c) b + ¢
1/ Traditional _Non-Traditional -—==~—==-=-
Total - =~ - Exports e Exports T a
1989 38,747 - 20,000 . 11,647 0.82
1981 - 46,496 19,571 : 13,684 .73
1982 39,121 15,459 19,833 .67
1983 28,229 . ‘8,256 12,828 4.72
1984 14,392 1,568 10,805 @.86
1985 7,040 . 575 5,787 g.90
1986 9,696 : 2,251 6,322 2.88
1987 5,173 1,485 3,493 4.90

1988 . 9,582 S 2,150 ' : 6,959 ' B.95

1/
Includes other loans.

Source: Central Bank
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commercial banks to export value could perhaps be attributed to the highly

liquid situation of most banks. This will be further discussed below.

2.0  The Commercial Banking System

The commercial banking system has had a long history of supporting
exporters. It dates back to the Spanish colonial period when the Manila-
Acapulco trade was established., During the American colonial period,

commercial banks were supporting exporters of primary products to the US.

At present, there are 30 commercial banks of which two are government-
owned and four are subsidiaries of foreign banks. Their combined assets
comprise about 61 percent of the total assets of the financial system (see
Table V.4). Ten commercial banks are authorized to operate as a universal

bank.

Comrnercial banks offer both pre- and post-shipment financing
facilities to exporters. Pre-shipment loan may be granted by commercial
banks to exporters in each stage of business operations from raw material
acquisition to the shipment of goods. Exporters may obtain post-shipment
financing from banks in at least two ways. One is through the Export Bill
Line. Under this arrangement, the bank provides funds to the exporter by
purchasing his collection documents with recourse to him should the
collection not be paid. The other is through Documentary -Acceptance
Financing. Under this arrangement, the bank can immediately provide funds

to the exporter by discounting the bankers' acceptance.

Table V.5 shows the loans outstanding of commercial banks from 1980 to
1987. Unfortunately, the loan categories are too aggregative, There is no

way by which we could determine pre- and post-shipment loans since both are



. Table V.4
TOTAL RESOURCES Of THE PHILIPPINE FINANCIAL SYSTEM
(In Million Pesos)

1/

Commercial Banks

anift banks

Specialized Government Banks

Rural Banks

Non=-Financial Institutions

122.7

1/

Starting December 1986, data reflect the transfer
of assets/liabilities of one specialized govern-
ment bank and one commercial bank to the

National Government.

2/

As of November 1987.

Source: Central Bank of the Philippines.

v —————————
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Table V.5
LOANS OUTSTANDING : COMMERCIAL BANKS
{(In Million Pesos)

N a/ b/
1980 1981 1982 1983 1984 1985 1986 1987
c/ c/

Loans and Discounts 64514 73347 87750 96587 110513 8785 75259 78602
Agra Reform/Agri Credit Loans 7505 9427 106924 11495 9340  1670¢ 10298 12151
Bills Purchased 2618 2635 1773 2465 2695 3786 5516 . 16395
Domestic Bills 885 686 464 1764 2129 1542 2908 3209
Export Bills 1500 1748 1354 565 339 1902 2197 6808
Foreign Bills o 225 201 15 136 227 262 315 378
Customer's Liability Acceptances 9868 11356 11482 12232 10822 7782 5861 7272
Trading Account Securities 3831 3447 1557 1857 157 3212 2183 1394
TOTAL 88328 100212 113486 123836 134877 106185 99111 109814

a/ Revised to include reports of two commercial banks.
b/ As of September 1987
c/ Including interbank loan receivables.

Source: ' Philippine Financial Statistics
Central Bank Statistical Bulletin

A 4h
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lumped together with other types of loans under the 1item "loans and
discounts." A rough estimate of the size of pre- and post-shipment loans
1s obtained from our survey of a sample of commercial banks which 1s being
discussed 1n the next section .
15/

3 0 Special Credit Programs

Despite financial liberalization, the Philippines still maintains a
nunber of special credit programs There are several reasons for this
One 1s that the country still lacks financial resources to support growth
It should be noted that most of these special credit programs, especially
the larger ones, are externally funded Obviously, one of the purposes of
these programs 1s to augment resources of the countty Another reason 1s
that some sectors of the economy (e g , agriculture, small and medium
enterprises) are still given low priority by the banking system because
they are perceived as either too risky or unprofitable business ventures
And donor agenciles too have their proclivity to direct their assistance to
specific sectors of the economy because i1n this manner, 1t 1s easier for

them to monitor the effectiveness of thelr assistance

It should, however, be noted that most of these programs have features
completely different from the myriad of special credit programs launched by
the previous government For one, these programs are less specialized 1in
the sense that they target a much wider range of beneficiaries For
instance the Agricultural Loan Fund (ALF) caters to practically all
agricultural and agro-processing industries, i1n contrast to the previous

credit programs wrich are directed to specific commodity groups Also, the

157
This sectaion partly draws from the Lamberte study (1989).
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interest rates of most of these programs have been aligned with the market
rate, in contrast to the highly subsidized interest rate of the previous

credit programs.

The major features of these programs are summarized in Table V.6.
Note that we have included here the Industrial Guarantee and .Loap Fund
(IGLF) because it is utilized mainly as a lending mechanism, rather than as
a guarantee mechanism. Some of these programs cater to both domestic-"
oriented and export-oriented industries, while others,j oﬁly' to export-
oriented industries. The features and performance of these programs will

be discussed individually below.
(a) The Agricultural Loan Fund (ALF)

The ALF is managed by the Central Bank with assistance coming from
IBRD ($100M) and USAID ($20M). It is envisioned to supplement the
traditional sources of farm credit. Single proprietorship, partnerships,
dorporatidns; or cooperatives may avail of fhe ALF credit to finance their
working capital requirements and fixed assets acquisition, excluding land
purchase, for their agricultural and'agrd—processing projects. It is
available to both domestic-oriented and export-oriented agricultural
producers through a network of accredited participating banks., The ALF is
designed in such a way that the end-user borrowers and banks participate in
the financing of the project. Specifically, an end-user is required to
have an equity of 10 percent of total project cost for loans of PFIM and
below, 15 percent of total project cost for loans overAylM but exceeding
P5M, or 20 percent of total project cost for loans over P5M, while
participating banks are required to put up 10 percent of subloans

(referring to total cost less borrowers' contribution) of PIM but not



 Table V.6

SOME FEATURES OF THE SPECIAL LENDING PROGRAMS

H
5

PROGRAM  START OF SOURCES  IMPLEMENTING o
OPERATION RESOURCES. OF FUNDS ORGANIZATION/  ELIGIBILITY LOAN PURPOSE ~ LOAN REQUIREMENTS LOAN CEILING - INTEREST  MATURTTY  PRIORITY PRODUCTS  OTHER HIGHLIGHTS
s QFFICE v :
a) ALF- 1986 §20M  USAID Agricultural Agricultural 1) working Collateral - real apen but subect to  Market or Short Term 12- rice, sugar, corn, 1o guarnatee
$100M  IBRD Loan Fund,  and Agro capital estate, chattel single borrower STD rate 18 months  soybeans, rootcrops provision although
—=-- Central Bank Processing . 2) fixed assets fiortgages, govern-  Jimitation under - Long-Term max. cotton, vegetables, borrowers are
$120M ' Enterpr ises acquisition ment bonds, and Sec. 23 of R.A. 337 certain .15 years  fruits, livestack, required to issue '
securities, grains : spread - aquaculture/poultry, collaterals
and sugar quedans swine, cattle pro-
‘ ' duction, fisheries
* BfE - 10% of TPCast development; planta--
(Toans P1M below) tion, agroprocessing
- 15% of TPCost farm mechanizat ion
(Toans P11 - P5K)
- 20% of TPCost
{1cans PSM over!
Project Study
» af _
b) IGLF 1352 §371M  USAID Industrial  Manufacturing 1) working D/E - 80:20 “a) cottage P150,000- Market 1) 7 years '
IBRD Guarantee and and Service " capital "Collatera] - real P.4¥  rate 2) 12 years none provides optional
Loan Fund,  industries ?) fixed assets estate, government  b) small  P150,900- 3) 180 days quarantes coverage
Central Bank with total acquisition secur it ies P40 &} 1 year 1) collateral
assets from  2) packing Project Study c) medium P 50,000- . short - max, of
P500,000-P20H  4) production B P16M 25% of loan
' ' 2} credit risk -
0% of loan
for small
c} EP 1980 P185.5¢  OFCF Technology  Resource-based 1) fixed assets Coilateral - pro- P SH 10% 10 years woodworking,
Livelthood  Export Manu- acquisition Ject assets building component -
Resource - facturing and : related products, o
Center Processing - food processing, >
Enterprises garments, Jight

metals



PROGRAM  START OF SOURCES  THPLEMENTING
OPERATION RESCURCES OF FUNDS  ORGANIZATION/  ELIGIBILITY LOAN PURPGSE LOAN REQUIREMENTS LOAN CEILING INTEREST  MATURITY  PRIORITY PRODUCTS ~ OTHER KIGHLIGHTS
OFFICE
d) EDAP 1987 P2OM Kk Technology  -Export Mamu- 1) working D/E - 80:20 PN 12% Term loans: 1 non-traditional
Livelihood  facturing and capital Collateral - unincum- year export-products
Resource Processing bered personal/project Credit line
Center Enterprises assets, t/C, invento- accomodation:
' ries of raw materials expiry date
and finished goods of L/C or as
negot iated
e) PITC 1388 PIOM PITC Philippine  Export Mamu- 1) working Collateral - L/C 70% of L/C value or Market  Expiry date  mon-traditional
International facturing and capital P200,000 whichever rate of LiC export-products or
Trading Processing 2} raw-materials is higher ail priority
Corporation  with Assets products of 116
net more than
PiOM
£ TF 1984 P18.5 KKK Livelihood  Manufacturing 1) working Collateral - unincum- 80% of L/C and/or  18% § months none
orporation  Enterprises sapital bered real estate, PO nof to exceed
with L/Cs, P0s 2 raw-materials  personal/project P750,000 {domestic)
assets, chatie! P1,000,000 {foreign)
mortgage
b/ : ' .
g) APEX 1980 s20M - B Central Bamk Export 1} fixed assets Qollateral - project 46 Market 15 to 20 years none
Int'l Manufactur ing acquisition assets rate
Banks Industries 2] equity
“with Assets investments
from P4¥ to
P1OOM

\ a/ starting January 1998,

b/ refers to APEX I; APEX underway
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exceeding PSM and 25 percent of subloans over PS5M. There is no limit as to
the loan amount, provided that it does not exceed the single borrower
limitation under existing Central Bank regulation. Short-term loans should
not exceed 12-nonths, while long-term loans shouid not eiceed 15 years

inclusive of a grace period.

The interest rate that the Central Bank charges on its ALF credit to
banks is based on either the cost of borrowings to the ALF, related
adﬁinistrative costs, and an element of foreign exchange risk; or the
weighted average cost of the.banking system's savings and tine deposits,
Whichever is higher. This is reviewed every quarter. At present, the
interest rate on ALF credit to participating banks is 14.7 percent, which
is .7 percentage point higher than the rediscounting rate. There 1is no
- ceiling on the relending rates of banks. As of December 1988, there was a

total of 83 participating banks.

Table V.7 shows the loan availments of ALF by investment area in 1988.
A tqtal of 549 loans were granted valued at F799.7M. About 47 percent of '
the tdtal loan value went to the export and commercial crops (i.e., .Sugar,
ramie, banana, coffee, cacao, and fishery prawn), with sugar and prawns
covering most of it. Thus, ALF is one of the largest sources of funds for
the export industry. Banks consider the ALF facility moré attractive than
the rediscounting window of the Central Bank despite its relatively higher
interest rate. One reason is that ALF loans have longer maturities than
the Central Bank's rediscounts. Another reason is that banks' contribution
_is limited to only 19 percent of the project cost (net of borrower's
contribution) compared to 20 percent in the case of rediscounts with the
Central Bank. This could be one of the reasons why banks recently slowed

down their rediscounting with the Central Bank.
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Yable V.7

. ALF AND IGLF LOAN AVAILMENTS BY INVESTMENT AREA

(Jan.-Dec. 1988)

: fALF I6LF !

: No. Value No. Value |

i (P H) PN
‘A. Primary !
v Fuels - - - - !

' Non-Fuels '
' Live Animals 134 220.560 :

d Meat, preparations ' I !
' Dairy products, birds egys . '

' Fish, preparations 133 169.448 .
: Cereals, preparations 1 2.831 i

! Vegetables and Fruits 15 62,258 !
! Sugar, preparations 165 - 203,094 !

' Coffee, tea, cocoa, spices 5 1.688 :
H Feeding staff for animals _ !

: Misc. Edible Products, Preparations 6 3.0%9 a3 210.752 |
! Beverages ' 1 .808 ;

: Fertilizers/Minerals !
! #nisals, Vegetable Dils and Fats Processed 1 2.09a '

! Wood and Wood Products ' 42 116,824 |
! Paper and Paper Products 14 93.0e0 !

B, Manufactured :

v Labor Intensive {LI)

: Non-Hetallic Mineral Products 27 44,897

: Furniture and Parts 35 49,180
! Foatwear, Apparel, Garsents 130 274,453 !

: Misc. Manufactures . ) 98.191 |
! Moderately Capital and Skill Intensive (MCSI) . ‘ '

: Leather and Leather Manufactures ? 29.830 |
' Rubber and Rubber Manufactures 13 72.9%0 |

! Irpn and Steel 35 179.59% ¢
! Electrical and Non-Electrical Machingries 13 49.989 |

' Transport Equipment 11 35,708
: Higly Capital and 5kill Intensive (HCSI) !

! Chemical materiale, products -39 127.764 |
! HNot Elsekhers Classified 73 126,502 43 56.250 |
. ‘Ricemilling, Feedwilling, Marketing Facilitie !

: Transport, Frinting/Publishing, Other Services) :
v Tata! 949 799.716 556

Sources: Unpublished ALF and IGLF Reports (February 1989)
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In its first two years of operation, ALF incurred some losses. 1In
1988, however, it reélized a net income of P43.5M. Up to the present, ALF

boasts of a 100 percent collection rate.
(b) Industrial Guarantee and Loan Fund (IGLF)

The IGLF is a revolving fund established in 1952 by an agreement
between the Philippine government and the United States for the purpose of
meeting the financing needs of cottage, small, and - medium scale
enterprises, regardless of whether they are producing for the expoft' or
domestic market.lg/ The fuhd is ad@inistered by the Central Bank.

The USAID was initially the'major contributor to the Fund. (see Table
V.8). Since 1975, IBRD has_beeh’providing additional funds. Over the
years, Ehe share of the Philippine government's counterpart had been
declining from 40 percent to 15'pe;cent. The new pfogram which started
last January 1989 projected that IGLF would reqﬁire $32IM to support its
.activities - during thelperiod'l989 to 1991. A major portion of it would
comé fran ADB ($100M), IBRD ($60M), and ASEANfJapan Development - Assistance -
Program ($40M). Thus, IGLF will remain. a major source of funds for the

c¢ottage, small, and medium scale enterprises in the future.

The IGLF has three main programs, namely: (1) straight refinancing;
(2) refinancing and guarantee; and (3) straight guarantee. The last is the

least popular among banks. In fact there are no takers in this program

16/

" Cottage industries refer to enterprises excluding agriculture
" whose total assets are over P54,000 but not more than P500,000 before
financing. Small industries refer to enterprises excluding agriculture
whose  total assets are over P500,000 but not more than PS5M before
financing. Medium industries refer to enterprises excluding agriculture
whose total assets are over PSM but not more than P2@M before financing.
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Table V.8
IGLEF SOURCES OF FUNDS

Foreign Government
Counterpart Counterpart Total
_;;;;;;--_--; —;;;;;; ______ 3 Amount
(¥M) (PM) (EM)
Origyinal:
USAID (1956) : 13.v4 , 13.04
USAID (1957) 14.99 19.00 . 33.99
USAID (1964) 1.00 1.40
Sub—Totél : . 29.03 0u% 19,00 46% = 48.63
Additional:
IBRD 1124 PH (1975) .88.96 75% 3b.0Y 25% 118,96
IBRD 1727 PH (1979) 189.89 78% 55,00 22%  244.89
'IBRD 2169 PH (1982) 979.92 85% 171.00 15% 115¢6.92

Source: Magno (1988).
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since 1973. The main reason is that in case of default, banks are first
required to exhaust all possible means to collect from borrowers before
calling on the IGLF guarantee. And this normally takes more than a year.

Thus, banks have now opted for the first program.

Loané obtained from IGLF may be used for permanent working capital
(with a maximum maturity period of seven years inclusive of two years grace
period) lacquisition of fixed assets (with a maximum of 12 years inclusive
of three yéars grace period), and for production (with a maturity period of.
one year). In March 1987, a decision was made to include in the IGLF
program the financing of short-teim working capital requirements of export-
oriented cottage, small and medium enterpfises. For export packing credit,
the loan maturities should not exceed 180 days, while for production credit
loans, it should not exceed 360 days. This is one of the most important.

developments as far as export financing is concerned.

The interest rate that the.Central Bank charges tb IGLF loans to banks
is based on the average rate of time deposits with maturities of two vyears

.or more during the preceding six months if the fixed .interest rate is

applied, .or on the average rate of time deposits with maturities of up to '

six months if the variable interest rate is applied.

Banks may charge the market rate to end-user borrowers, However,
borrowers located in underdeveloped areas of the country are supposed to be
charged a rate that is two percentage points below the market rate. IGLF
encourages banks to do it by differentiating its lending rate to banks
located in various areas of the country. The lendiné ;ate structure of
IGLF loans to participating banks for the period 23 January 1989 tb 3¢ June

1989 is presented in Table V.9.
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| Table V.9
INTEREST RATES ON IGLF AVAILMENTS OF
PARTICIPATING FINANCIAL INSTITUTIONS .
(For the period 23 January to 3% June 1989)

Interest Rate
Per Annum (%)

Location of Project === ece;cce;ecce—mc—m—na—- _
Fixed Variable
National Capital Region (NCR) 14.1 12,1
Region I 12.1 10.1
Region II ‘ 12.1 10.1
‘Cordillera Autonomous Region (CAR) 11.1 9.1
Region III 14,1 12,1
Region IV (except Quezon, Aurora, Romblon,
Marinduque, Palawan, and Mindoro) 14.1 12,1
Region V . 11.1 2.1
Region VI (except Antique, Aklan and
: Capiz) A 13,1 11.1
Region VII (exéept Bohol, Negros Oriental ,
and Siquijor) 14,1 12.1
‘Region VIII | 11.1 9.1
Region IX - 11.1 9.1
Region X (except Camiguin) | 13,1 11,1
Region XI : 213.1 11.1
Region XII ' , | 12.1 18.1
Quezon, Palawan, Capiz and Aklan 12.1 lv.1
Bohol, Antigue, Siquijor, Mindoro, Aurora,
Rombolon, Marinduque, and Camiguin 11.1 2.1

Negros Oriental ' 13,1 11.1

Source: CB Circular No. 89-0@1 (January 1989).
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Unlike_ the ALF loans, IGLF loans' are subjected to predetermined
ceilings dépending on the size of the firm concerned. The loan ceiling for
cottage, small, and medium scale enterprises are P@.4M, P4.0M, and P16.0M,

respectively.

In 1988, IGLF granted a total of 577 loans valued at F1,499M (see
Table V.7). The predominant1y expprteoriented indust:ies (i.e.,‘ footwear,
non-metallic _mineral prodqbgé, apparel, garments, furn@;urev and parts,
miscellaneous manufactures, leétﬁer'qnd leather products, and electrical
and non-electrical machineriéé)'feCeived about 32 percent of the total
loans granted. With the héw'emphaSis'dn export financing, the IGLF will
become a very important source 6f funds to export-oriented small and medium

enterprises in the near future.

' IGLF“ has a hisﬁoty of bad repayment rates. : In A1978; collections
. amounted to only 17 percent'of?bfinéipél and idtérestAfalling due. This
has increased to about 57 percenﬁ in 1986. 1In 1988, however, only two and
a .nalf ‘percent of principal and'interest falling due are past due. The
rémarkable_performanbe of the IGLF in.the most recent‘years augurs well for

its future.
IGLF realized a net income of P48.1M in 1987. Figurés for 1988 are
not yét available at this time.

(c) Export Industry Modernization Program (EIMP)

Unlike the ALF and IGLF, EIMP is a financing facility which was
launched in 1980 solely. for export-oriented industries. Managed by the
Technology Livelihood Resource Center (TLRC), a government non~financial

institution, EIMP is designed to meet the needs of non-traditional export-
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oriented industries for the modernization of their facilities, production
technologies and services so that they can be competitive in the export
market. The funds mainly came from the ¥5B soft loan from Overseas -

Economic Cooperation Fund (OECF) of Japan.

The maximum loanable amount per borrower is PS5M with a maximum
maturity of 14 years. The interest rate is fixed at 10 percent per annum
which is substantially below the market rate. The service fee is three

percent of the total amount of the loan.

To qualify wunder the program, the following conditions must be
satisfied:

1) The project must be resource-based, export-oriented (preferably 5@

| percent for export after second year of expansion or establishment

with = EIMP  assistance), labor-intensive or must generate
substantial labor through linkage with other industries;

2) Assets must not exceed P20M after EIMP assistance; and _

3) There should be modernization inpqt in the project which will lead

to production cost reduction, improvement in quality or expansion

of capacity.

This facility is also available to indirect exporters or sub~
contractors provided that they can show proof that at least 50 percent of
"their output will be exported by the final expofter. Since TLRC is a non-
financial institution, loans are released through and c¢ollected by the

Development Bank of the Philippines (DEP).

As of December 1988, TLRC granted a total of 14¢ loans under the EIMP

valued at P40OM. Ten percent of it was availed of by sub-contractors.
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Most of the loans went to the garments, furniture, food processing and
gifts and houseware sectors. The average loan size was P3M. About 60
percent of the borrowers are located in Region IV and the National Capital
Regiqn. Loan collection is estimated to run to P4M to P5M per month which
are re-lent‘to new clients. The estimated default rate is alarmingly high

at 18 percent.

The ¥5B assistance from the OECF has already been fully disbursed. At
present, TLRC is negotiating with OECF for another ¥5B to augment its

resources.,
(d) Export Development Assistance Project (EDAP)

EDAP is another project of TLRC. While EIMP provides long-term
capital to export-oriented enterprises, EDAP grants only short-term working
capital to help expérters fulfill their contracts and/or letters of credit.
It was set up in 1987 with a P20M fund contributed by the government. The.
facility is open to serve both direct and indirect exporters who‘ are

producing non~traditional export commodities.

The maximuan loan amount per borrower is Pé M with a maturity period of
one year for term loans, or upon negotiation or.expiry date of assigned
L/Cs whichever comes first in the case of credit line accommodation. The
interest rate is 12 percent per annum with a filing fee equivalent to one-
fourth of one percent of the loan amount applied for to be paid upon filing
of application, a commitment fee of one-fourth of one percent on the
unavailed portion of the credit line, and a one time fee of five percent

per annum based on the availments/drawdown. -
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To qualify for a loan, the project must have a loan to beneficiary
ratio of not more than P50,060 to one; the borrower must not have "any
outstanding loan in any KKK lending program and must be credit worthy;
project's cash flow statement must shbw positive cash ~balanées after
payment of obligation due and must be satisfactorily profitable with a
minimum internal rate of return of 18 percent; and project hust comply with
all existing govetnment rules and regulations and must have a firm,

determined and reliable market.

(@) Philippine International Trading Corporation (PITC)
Financing Facility for Small and Medium Scale Export Producers

Having been constantly in contact with direct and indirect exporters,
PITC took note of the difficulty encountered by small and medium~scale
export producers in fulfilling export contracts and orders. So, in April
1988} it set up a Pl@gM financing facility for small and medium export
producers. It is the latest non-financial government agency that joined
the bandwagon in providing short-term capital loan to small and medium
exporters. The PLlOM was sourced entirely from PITC's resources. As of

becember 1987, PITC's total assets stood at F375M.

The facility may be tapped to finance the acquisition of raw
materials, working capital and other costs of servicing export orders of
small and medium export producers whose assets do not exceed F20M. Unlike
the four_financing schemes discussed above, this facility does not -require
borrowers to put up hard collateral. The only security requirements are:
L/C proceeds being assigned to PITC with‘bang's conforme, and promissory
note of the borrower. Since only those who have valid and operative L/Cs

opened in favor of the export producer are being accommodated, indirect
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exporters who may have purchase order from final exporters but are not

beneficiaries of the L/C, do not have_accéss to this facility.

[oan applications are procéssed by the PITC Spedial Credit Unit., It
normally takes three days to approve the loan- application. However, prior
evaluation is done by BETR/CITEM/GTEB/ROG/Industry Association who must
have ciosely ‘monitored performance of the applicaht concerned over a
minimum period of one year. The maximum léan amount is set at 760 percent
of the L/C vélue but not to exceed P20d,000. A floating interest rate is
applied which is based on the prime rates charged by the Philippiné
National Bank or Land Bank, whichever is lower during the immediately
preceding week. The current prime rate of these banks is about 18 percent
per annum, Loahé are supposed to be repaid either upon negotiation of
export L/C or upon maturity daté of the promissory note, whichever comes

earlier.

In less thanAone‘year, PITC lent to 21 export producers some of whom
borrowed three times already from the same facility. The total amount of
loans granted already reaéhed aboht P4M, while loans outstanding as of
December 1988 stood at around P2M. So far, PITC has a 100 percent
collect1on rate. The main reason for this is that the BETP/CITEM/GTEB/ROG/
Industry A550c1at10n who eValuates the loan appllcatlon also closely
monltors production to ensure that shlpment schedules are met by the
borrower-exporter. |

(£) Transactlonal Financing (formerly called Purchase Order

Financing).
Transactional'Finanéing (TF) is a financing'program of the Livelihood

' Corporation (LIVECOR). Its main purpose is to provide short-term financing
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to accredited p;oducers/éuppliers of retail stores/traders/importers. It
is being managed by the Transactional Lending Center (TLC) composed of 11
full-time staff who are mostly loéns specialists and loan collection
officers. As of December 1988, its total resources stood at F16.5M all of

which came from the government through budgetary appropriations.

TF started financing purchase orders (POs) held by producers/suppliers
in 1984. Then in 1986, it added the financing of irrevocable L/Cs. It is
available to both domestic- and exp&rt—oriented industries, whether direct
or ihdirect exporters, provided that they are a manufacturing enterprise
which has been operational for at least six months; have been a regular
supplier of any retail store/trader/importer for at least six months prior
to application; and have the Capability to put up a collateral. All those -
who apply for Transactional Finaﬁcing have to be accredited first by the

LIVECOR-TLC.

TF grants financing up to 80 percent of the total value of POs or L/Cs
provided that it doés not éxceed P750,0008 per borrower. The loan should be
used solely for the purchase of raw materials, payment of labor and/or
other working capital purposes., The maximum loan maturity is six months
with fixed interest rate of 14 percent per annum. Also, TF charges a front
end fee of P1,000 or two percent of the amount of the loaﬁ applied for,

whichever is higher. Loans can be released within ten days after filing of

the application if all papers are in order.

TF regquires collateral in the form of unencumbered real estate,
personal properties and chattel mortgage. Moreover, it asks borrowers to
surrender all pertinent loan documents, such as POs and deed of assignment

with bank certification in the case of L/Cs. For POs, TF directly collects
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repayment from PO issuers upon delivery of the goods; and for L/Cs, it
collects from the bank upon negotiation of the L/Cs. One séecial feature
of the TF facility is that it enters into a contract with a borrower
wherein the latter graduates to another facility which is called LIVECOR-
GFSME Gﬁaranty Facility after three years, or if not to a regular facility

of banks.

The total value of loans granted from 1984 to 1988 wés F75M. The
numbér of clients réached a peak of 90 inrl987} Acéordingly, some of them
grédhated already to another program, while others‘do not need anymore
special aésistance éince they have already become bankable. At pfesent,
TF'S outstanaihg loans amount to P15M. These come from 15 clients who
obtained multiple loéns. Ninety (99) percént of the outstanding loans are
'backed up by POs. So far, three borrowers with a total loan value_of P2M
defaulted. Two of them defaqlted because the importers did not honor
énymore their irrevocable L/Cs. Thus, the default rate of TF stands at
13,3 percent. In addition,' four loans which are past due are being

considered for restructuring.

All of TF's borrowers have their offices in Metro Manila. The main
reason for ‘limiting itself only to Metro Manila borrowers is that it
directly collects the loan from issuers of POs and banks who should be
located'nearby. It hopes to expand its resources in the future so that it
can open up branches in Cebu City and Davao City which have a large number
of small and medium-size export—oriented enterprises, and include in its
operation discounting of post—dated checks similar to what PCIB is

1/
currently doing in the Marikina Shoe Industry.

17/ -
See Lamberte and Jose (1988) for a detailed discussion of this
arrangement.
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(g) APEX Re-Financing Program

The APEX Financing Program was established ih 1980 to address the need
for long-term financing of viable industries in the country. Managed by
the Central Bank‘ Apex Development Finance Unit (CB-ADFU), the program
is open to medium and large-scale industrial enterprises preferably export
generating with assets ranging from B4M to P10OM. The proceeds of an APEX
loan can. be wused tovfinance the acquisition o£ capital assets such as
factory buildings, machineries, and other eéuipment either for punposés of
expansioﬁ or for start-up projects. APEX'funds may also be useq to finance
équity investments. This arrangement must be agreed' upon between- the
borrower and the participating financial institution (PFI). In some

meritorious cases, it may also be used for working capital purposes.

The funds are intended mainly for private damestic.industries although
to some extent it is also available for projects by the government ‘agsuming
these projects have extensive linkages with the private sector or if these
have substantial development impact. On the other hand, projects from the
private sector must show inherent comparative advantage in order to compete
in foreign and domestic markets, and should make optimal use of local

resources as the primary criteria for its eligibility to the program.

~ APEX funds ' must be spent in the following manner: (a) 1@@ percent of
the cost if”the goods is directly imported; (b) 70 percent of the cost if
locally procured imported goods; (C) 50 percent of locally ptoduced goods
with direct or indirect foreign exchange component; and (d) 45 percent of
.civil works with direct or indirect foreign exchange component. The normal

disbursement period for an APEX loan ranges from one to two years.
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Just like the other refinancing facilities, APEX is a relending
program intended to replenish funds by participating financial institutions
lent to eligible industrial projects. APEX funds are relent by the CB-ADFU
to participating financial institutions (PFIs) which in turn make
individual subloans to project proponents at a market-determined rate

inclusive of the cost charged by the CB foz'thé funds.

' APEX is a fbreigﬁ curféncy denominated loan’ which underlines its
pﬁr§ose mainly for fhé acquisition of impo;ted >méchineries and other
.équipment; Actual repayments are, however, generally made. in the peso- :
eguivaleht of the amount due on thé'basis of the CB's existing peso~dollar
ekchange rate. It is,'therefore,-normally-the-borrowar who wili assume the

foreign exchange risk for the loan.

The first phase offtne program wés APEX I which waé fundéd'by a loan
| from the World Bank (WB)‘and a consortium of foreign commercial banks led
by Lloyd's of London. APEX I started in 1981 with a WB fund of $150M and
the consdrﬁium's countefpart fund of $1Q0M. Due‘to the nature of. the
progfam's fund, APEX I was relent by the CB-ADFU to PFIs through a mixed-
lending system. Under the-system, the refinancing is done with a mix of 69A
percent WB and 40 percent consorﬁium funds. However, the PFI has the

‘option to relend these funds in any mix it wants.

The maximum loanable amount under the APEX I program is $6M for a
single borrower repayable for 15 to as long as 20 years or normally based
on the economic life of the assets to be financed; A grace period of four
years is giVen on the principal. However the consortium banks' portion of
the loan is good only for 12 and a half years. As a result of the

program's mixed lending system, a two-structured interest rate scheme was
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charged on an APEX loan to a participating financial institution -~ 9.6
percent on the WB component which remains fixed up to maturity and a
floating LIBOR rate (average of 6 mos. + #.125%) on the consortium funds
plus three-fourths of one percent as service charge by the CB. The cost of
the loan to the end-~borrower, although market determined, essentially
includes the cost of the funds to the PFI ~ the interest cost and the CB
service charge, plus a reasonable re~lending spread for the PFl, Overall,
the cost of the APEX loan to ah end-user fluctuated largely to the extent

of the consortium's component of the loan.

APEX I had its last loan disbursement as of June ‘19891 Initially,
loan availments of APEX I was very slow that briefly in 1984, with ‘enough
funds to spare, APEX was open for loans for working capital purposes.
Repayment of the APEX funds by PFIs to the CB is almost 10@ percent with
the PFI' s encounterlng very few cases of delays or defaults in thelr loan
recovery operations. These funds are in turn invested by the CB whlch will
eventually be merged with new. funds for APEX II In the 1nter1m, the
program is not operational with the negotlatlon of fresh funds for APEX 11
underway. - The additional $65M funding for APEX II from the WB together
with the original funds of APEX I will be managed .by the Development Bank
of the Philippines. However, the collection of the remaining outstanding
loans under APEX I will be undertaken by the Central Bank. The
consortium's counterpatt fund in APEX I, a part of the country's foreign
debt, has already been restructured for re-lending in the second phase of

the program.
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4,0 Export Credit Guarantee System

There are three guaréntee schemes éatering to export—orientedv
industries, nahely: (1) the Industrial Guarantee and Loén Fund (IGLF); (2)
the Gﬁarantee Fund for Small and Medium Enterprises (GFSME); and (3) fhe
Philippine Export and Foreign Loan Guarantee Corporation (Philguarantee).
As already mentioned above, IGLF is more of a financing rather than a loan

guarantee facility. Hence, it will not be discussed here,
(a) The Guarantee Fund for Small and Medium Enterprises (GFSME)

GFSME was established in April 1983 and began its actual operations in
February 1984, It i§ a special program attached to the Kilusan Kabuhayan
at Kauplaran (KKK) - Processing Center Authority (KKK-PCA), now renaméd

| Livelihood Corporation (LIVECOR) which is a government-owned corporation.
A Management Board composed of three private sector and four government
sector representatives oversees its operations. All three private sector
representatives are professional bankers. A full-time Managing Director
manages the day-to-day affairs of GFSME (see Annex C for the Organizational

Chart). Currently, GFSME has 16 senior staff and 16 junior staff.

An initial P3@2M was allocated as seed fund of the GFSME, of which
P300M came from the proceeds of the Economic Support Fund and P2M from the

KKK-PCA, At present, total resources of GFSME amount to about P50@M.

GFSME has identified agriculture as its exclusive market area.
Specifically, it -supports-projects which are or will be engaged in the
direct production and/or processing of food intended for biological
consumption as well as those projects which are indirectly invelved in food

production, up to one level of backward or forward integration or linkage,
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and other agri-projects majority of the produce of which is intended for
export. Thus, both Vexport- and domestic-oriented industries can be
beneficiaries of the GFSME program., GFSME intends to give more emphasis on
food and non;food agricultural procéssing during the period 1989 - 92,

Export-oriented projects will be given high priority.

GFSME principally operates through a network of accredited financial
institutions composed of commercial, development, rural, and thrift banks.
To encourage banks to lend to small and medium enterprises, GFSME operates

the following regular subsystems:

| (l) Guarantee Subsystem. This is designed to mitigate perceived

rigks of agricultural sector lending by providing lending banks an 85

percent guarantee cover on all types of credit risks.

(2) Interest Rate Subsidy Subsystem. Under this subsystem, GFSME

absorbs the interest rate variabilities in the credit market and thereby
ensures viability of the loan portfolio carried by participating banks at
all times. This subsystem is now being phased oGt in favor of market-

determined interest rate facility.

(3) Liquidity Subsystem. This subsystem provides participating banks

with a rediscount facility for loan originations under the program on a
matched maturity basis. There is a plan to eliminate this subsystem so

that GFSME can concentrate more on its guarantee mechanism.

(4) Recycling or Mortgage Subsystem. This is designed to provide a

secondary market for GFSME guaranteed loans and tap available liquidities

external to GFSME. This subsystem will be further developed in the future.
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As already mentioned earlier, both export- and domestic-oriented
enterprises can qualify for the GFSME Program. However, the project must

qualify under the following minimum criteria:

(1) | The project must be small-scale (i.e., those projects with assets
of not less than P82,508 but not more than P2.5M after financing)
or medium-scale (i.e., those projects with assets of more than
?2.5[*1 but not exceeding F1loM after. refinancing);

(ii)- The project must have a projected rate of return on investment of
-at least 20 percent pér annum;
(iii) The project must have a firm, determined and reliable market; and

(iv) The proponent must have proven managerial capability.

The GFSME Program accommodates loans intended for the acquisition of
fixed assets with a maximum maturity period of 10 years inclusive of the
two-year grace period and for working capital with' a maximum maturity
period of five years inclusive of the one-year grace period., The ioan
ceiling is P2M for the small scale enterprise and P8M for the mediun scale.
All loans should be collateralized. The Management Board detemmines and
reviews the interest rate every ql.iarter. The prevailing interest rate on

loans under the GFSME Program is more or less the same as the market rate.

Aside from the interest rate, the borl_:ox.&er" has to pay an origination
fee which is fixed at three percent off the principal loan amount payable
apon loan approval, a guarantee_‘ fee which is two percent per annum of the
guaranteed portion of outstandincj loan amount, documentary .star.tps and other
registration fee, and other charges. that may be charged by the originating

banks.,
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A default occurs in case the borrower fails to pay three consecutive
monthly - amortizations or one quarterly amortization, including all
applicable fees. The mortgages will be foreclosed if the borrower fails to
pay the unpaid balance and ofher applicable fees. The lending iﬁstitution
may call on the guarantee 10 days after sending a letter of demand to the
defaultee. GFSME acts on the claim within 3¢ days after receiving the
bank's'notice. Since GFSME possesses ali the pertinent loan documents once

it pays bank's c¢laims, it can run after the defaultees for collection.

Aside from the regular facilities above, three newly created

facilities are now being offered by GFSME. These are:

(i) CALF-GFSME Guarantee Facility. This is a Pl0¢M facility funded

by the Comprehensive Agricultural Loan fund (CALF) of the
Department of Agriculture. It is different from the requilar
GFSME Program since it does not have an interest subsidy and
liguidity support and, the maximum loan amount is much higher,
(i.e., P20M for group borrowers and P2M for single borrowers).

(ii) Farm Machinery Dealer Discount Line Facility. This facility

provides guarantee cover to discount lines extended by accredited
financial institutions to farm machinery dealers.

(iii) LIVECOR-GFSME Guarantee Facility. This is an extension of

LIVECOR's Loan Program for non-agricultural livelihood projects.
With this program, it can be said that GFSME has also its foot on

non-agricultural economic activities.

As of February 1989, the number of accredited financial ~institutions
stood at 23, down from a high of 39 in 1985. The number of accredited

comwercial and private development banks substantially declined, but was
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partially offset by the rise in the number of accredited rural banks.
Total number of projects approved to date is 346 with én aggregate loan
value of P620M (see Table V.1d). The average loan size is P1.8M. About 42
percent of the projects approved are those of the small scale enterprises.

Loans are heavily concentrated in Regions III, IV, and VI.

Table V.1l shows the sectoral distribution of GFSME. active loan
accounts. About half of the total amount of active accéunts went to the
fish and fish preparations sector.- It is to be noted thaf almost all of
these loans were used for prawn production which is a non-traditional
export-oriented indusfry. If we also consider other non-traditional export
crops, such as coffee and cacao, then it can be said that GFSME provides

substantial support to the non-traditional export-oriented industries.

The number of past due accounts reached 44 as of February 28, 1989
with a total value of P38.7M (see Table V.12).  So far, GFSME was able to
fully recover from five accounts its exposure amounting to P6.6M. Thus,
the net past due rate posted.ét 1@.25 percent, while the default rate
(i.e., accounts which are in defaﬁlt‘accofding to GFSME's definition) stood
at 9.9 percent of the total outstanding balance of all accounts as of that
date. All past due loans are fully.covered by collateral. So far, GFSME
has promptly paid banks in their claims within the stipulated time

mentioned earlier.

Table V.13 presents the income statement of GFSME from 1984 to 1987.
Note that incomé derived from the guarantee ahd origination fees has not
been enough to cover general and administrative expenses. GFSME has to
rely more on income from its investments in government securities and from

its liquidity subsystem. One large operating expense item is interest
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Table V.10
OPERATING HIGHLIGHTS, GFSME
(As of February, 1989)

Items Figures

e e R e s g L  ————

Total loans approved

'_ Number | 346.0

Amount (BM) _ 619.7
- Average Loan Size (M) : 1.8
; : 1/
Inactive accounts
‘Number’ | 99
- Amount (BM) - T : 214.9

Active -accounts

. Number 247.0
Amount (M) 404.7

Loans Released

Number - 228

Amount (M) : 378.8

Qutstanding Balance (M) 3le6.7
- Total Contingent Liability (M) 191.1

Taken Out (Net of Repurchases)

Number : 43
Amount (BM) : 83.8

-Purchased/Repurchased by Banks

Number . 10
Amount (BM) 24.6

1/
Accounts means either of the following:
guarantee revoked, prepaid, fully paid,
withdrawn or acquired.

Source: GFSME Report (February 1989).
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GFSME LOAN AVAILMENTS BY INVESTMENT AREA

. (As of February 1989)
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|

GEFSME

Valde
(T M

'A-

B.

"Primary’

Fuels
NoneFuels

- Live Animals

. Meat, preparations
Dairy products, birds eggs
Fish, preparations
Cereals, preparations
Vegetables and Fruits
Sugar, preparations
Coffee, tea, cocoa, spices
Feeding staff for animals
Misc. Edible Prod
Beverages
Fertilizers/Minerals

.. Animals, Vegetable Oils and Fats Processed
Wood and Wood Products
Paper and Paper Products

Manufactured
Labor Intensive (LI)

ucts, Preparations

Non-Metallic Mineral Products

Furniture and Parts
Footwear, Apparel, Garments
Misc. Manufactures '
Moderately Capital and Skill Intensive (MCSI)

Leather and Leather Manufactures
Rubber and Rubber Manufactures
Iron and Steel

Electrical and Non=-Electrical Machineries
Transport Equipment

Higly Capital and Skill Intensive (HCSI)

Chemical materials, products

Not Elsewhere Classified
(Ricemilling, Feedwilling, Marketing Facilities,
Transport, Printing/Publishing, Other Services)

Total

247

167.214
6.050
1.620

205.297
5.725

20.945

15.710
14,800
19.442

8,400

8.035

404.718

Sources: Unpublished ALF and IGLF.Reports (February 1989)
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Tabie V.12
PAST DUE ACCOUNTS, GFSME
(As of February 28, 1989)

Type Number Value
' (BPQVO)
1. Accounts with delayed ‘ 8 637.5
payment
2. Accounts with unpaid 16 : _ . 3@89.6
guarantee fee
3. Accounts witn legal 11 31,095.8
a) Accounts with on-golng
negotiations ) - 28,880.3
) Accounts undet . S
foreclosure 4 19,215.5
4, Acyuired assets (Recoveries) :- 5 : ;;.6,650.@
Net Past Due 35 32,042.1

Source: GFSME Unpublished Report
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Table V.13
INCOME STATEMENT, GFSME
(In Million Pesos)

1984 1985 . 1986 1987
REvENoRs T
Interest on: *

Investment in government 6b.4 87.7 55.8 36.8

securities

Notes receivable - . 6.2 5.9 10.2

purchased g

Others 0.1 v.9 1.1 0.7

Guarantee fee 0.1 0.6 3.0 4.4

Origination fee ‘ g.1 1.4 . 2.0 2.6

TOTAL ’ . ‘ 6_3—6 :7_ " 5-6: 8- ;6_.;- _5;._7 B
EXPENSES

Operating:

Interest subsidy , - 2.3 7.2 2.4

Provision for probable

losses - - 6.2 3.9

Others | - 0.9 0.7 4.5

General & Administrative 4.1 6.7 8.4 9.6

TOTAL ' PRy 9.9 22.5 16.4
NET INCOME

Sources:

GFSME Annual Reports (various years).
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subsidy. It rose to P7.2M in 1986, representing about one-third of the’
total exéenses. GFSME's plan to phase out the interest subsidy subsystem
is therefore a step in the right direction to improve its operating
profits. Another large expense item is the provisioﬁ for probable losses
whicn practically eats up the income from guarantee and origination fees.
Thus, without the large investible funds and prudent management of these
funds, the viability of GFSME as a guarantee institution will be in
danger, unless it substantially increases its guarantee fee, a move that
will likely raise the cost of funds to small and medium enterprises.
(b) The Philippine Export and Foreign Loan Guarantée'Corporation
(Philguarantee)

Philguarantee is a government-owned corporation created in 1977 by
virtue of Presidential Decree No. 1080 which essentially revised an earlier
decree creating the Philippine Foreign Loan Guarantee Corporatibn. It has
an authorized capital stock of Pl@B, The Paid-in capital stood at F3B as
of September 1988. It is functionally attached to the Department of
Finance. The Board of Directors is composed of seven members: two
: reéresentatives from the Department of Finance and one‘representative from
the Central Bank, Department of Trade and Industry, Development Bank of thev
Philippines, Philippine Overseas Construction Board, and National Ecodomic
and Development Authority. Presently, Philguarantee is headed by a part-
time president, It Has full-time staff complement of 7¢ as of December

1988 (see Annex D for the Organizational Chart).
The primary functions of Philguarantee are as follows:

.+ (a) To promote and facilitate the entry of foreign loans into the

country for development purposes having special regard to the



173

- needs of export-oriented industries, industries registered with
- the Board of Investments, public utilities, and industries the

promotion of which is encouraged by government policy;

(b) To guarantee loans granted by Philippine banking and financial
institutions to qualified exporters, producers of export

products, and contractors with approved service contracts abroad;

(¢) To facilitate and assist in. the implementation of approved
service contracts abroad entered into by. Philippine entities,
enterprises -6: cdrporations with foreign exchange earning
potentials, by providing counter-guarantees to Philippine banks
and financial institutions issuing standby letters of credit or
letters of guarantee for the performance of éaid service-

contracts;

(d) To meet reguests from domestic entities, enterprises, and
corporations. to assist them in the coordination of their
development and expansion plans with a view to achieving better

utilization of their resources; and

(e) To provide technical assistance in the preparation, financing and
execution of development or expansion programs, -including the

- formulation of specific project proposals.

In a nutshell, APhilguarantee_provides guarantee coverage to Filipino
exporters on their - borrowings whether obtained from local or foreign
sources. Such coverage is designed to demonstrate the creditworthiness of
qualified exporters and, thus, enhance their ability-€o secure financin§

for their various requirements. Its services are available to producers
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and traders of Philippine products for export as well as to service
exporters and contractors. Unlike GFSME which has a number of facilities
including a liquidity facility, Philgudrantee provides only a guarantee

facility.

At present, Philguarantee offers two major facilities namely, the
General Guarantee Facility‘and the Export Credit Guarantee Program for

Small and Medium Industries, These are discussed below.

(1) General Guarantee Facility. ' This is for guarantee of more than

PSM per beneficiary that requires the approval of the Board of Directors.
However, guarantees of P50M or more per beneficiary need approval fram the
President of the Philippines. These can either be peso or foreign currency

denominated guarantees.

For export producer and/or trader to qualify under this program,

he/she must be a producer or a trader of non-traditional export products

and registered with the Board of Investment or the Central Bank as export-
oriented. Thus, indirect exporters can have access to Philguarantee's
assistance. On the other hand, for a service exporter and/or contractor to
quallfy, he/she must be involved in construction projects or other services
provided to overseas customers; or, if involved in domestlc 1nfrastructure.
projects, such projects must have foreign—fgnding requirement and be open
to international bidding; aﬁd tﬁat he/she must be registered with the
Central Bank or to Board of Investment if a service exporter, or with the
Philippine Overseas Construction Board if a contractor. The foreign
currency and peso loan Obtained by borrowers may be used for working
capital and acquisitionh, construction and improvement of fixed assets for

expansion.,
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Philguarantee provides 74 percent of the‘loan accomnodation value in
the case of export producer and trader and 80 percent of the loan
accommodation value in the case of service exporter and contractor.
Philguarantee chardges a guarantee fee of 1.5 percent per annum of the
amount guaranteed, |

(2) Export Credit Guarantee Program for Small and Medium
Industries (ECGP-SMI)

This 1is for guarantees of P5M or less that do not need approval £rom
the Board. The .Chairman of the Board, President and Executive Vice~
President of Philguarantee are authorized by the Board. of Directors to

approve loans under this facility.

This facility waév designed in collaboration with the Bankers
Association Of the Philippines. It would enable an eligible small- and

medium-size exporter lacking sufficient collaﬁeral to obtain pre-shipment

and post-shipment revolving credit facilities from any participating  bank.

The maximum guarantee coverage provided by Philguarantee is 70 percent of
the approved credit facility. Small-size exporters are those which have
assets of at least P500,000 but less than PS5M, while medium—size exporters

are those who have assets of at least P5M but less than P2¢M.

To qualify for the ECGP-SMI facility, borrowers must be engaged in the

processing, production or trading of priority non-traditional export

products; must have a three-year track record; and must have an average
profit margin of 10 percent, average return on equity of 15 percent,
average current ratio of 1.,5:1, and an average debt to equity ratio (net of
Valuation increment) of 75:5. Both direct and indirect exporters can avail

themselves of such facility.
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Under the BCGP-SMI facility, Philguarantee charges a minimunguarantée
fee of 1.5 percent per annum of the guarantee accommodation payable prior
to the issuance of the guarantee and a filing fee of oné—fifth of one
percent of the granted accommodation with a minimum of Pl,080 payable upon
filing of the credit and guarantee application, to be shared equally

between Philguarantee and the lending bank.

All applicatidns for a credit and guarantee facility are to be
submitted to participéting banks. Although participating banks already do
the normal loan processing procedure before endorsing the application for
guarahtee, Philguarantee still reviews the applidation.on ‘a case-by-case
basis, and in some cases conducts its own credit assessment and
investigation, Thus, all applications for guérantee submitted by

participating banks are not autométically approved by Philguarantee.

Philguarantee does not require separate collaterals from the exporter-
borrower . However, it has a proportionate share on all éollaterals,
rights, interests and claims held by the participating banks against the
borrower for the credit accommodation under guarantee. The exporter-
borrower 1is required to execute in favor of Philguarantee an Indemnity

Agreemenf with Negative Pledge.

Under the ECGP~SMI program, claims for guarantees may be submitted by
banks at the time of default. No claims will be honored if submitted 15
days later than the expiry date of the guarantee. All claims will be paid

within 3¢ days.

'Philguarantee has had a poor performance record mainly due to failures
in Middle East construction contracts which it gquaranteed in foreign

curréncy. about P5.5B non-performing assets of Philguarantee are supposed
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to be transferred to the nétional government by virtue of Executive Order
No. 64, but as of -September 1988,_this has not yet been done. As a result,
Philguarantee continﬁes to sdffér huge losses. For the period January to
September 1988 alone, it lost P165M (see Amnex E). This is mainly due to
the interest and finanéial chargés on the non-performing assets amounting
to Pl74M. The government has beén‘providing advances to Philguarantée to
sustain its operatioﬂ. As of September 1988, advances fran . the Nationai
Treasury related to the nonapefforming assets for transfer to Nationa;

Government already totalled P48IM..

In view of . its heavy' losses, Philguarantee's General Guarantee
Facility has been essentially inactive today. One highly exceptional case
was the $40M guarantee it provided to PLDT in 1987 because the company is
exceptionally creditworthy and that .it serves a vital role in the
communication system in the Philippines. However, the BECGP-SMI remains
active. Thus, the discussion that follows will focus on the performance of

this program.

Between 1980 and 1988, guarantee issqances under the BCGP-SMI
amounted to P335.8M (see Table V.14). It reached a peak in 1982, but
declined thereafter as the economy went through a balance-of-payments
crisis. As of December 1988, oﬁtstanding guarantees net of re-availments,
cancelled guarantees and guarantees iﬁ default were only P38.4M down from a
high of P80.4 in 1982. The number of accounts outstanding also declined
substantially from 83 in 1982 to 17 in 1988, The effort to revitalize the
ECGP-SMI in 1987 resulted only in‘a small improvement in the guarantee
issuances in 1987 and 1988 even as the economy, particularly the export

sector, started to recover.' One of the reasons is that the number of



Table V.14
ANNUAL PERFORMANCE HIGHLIGHTS, ECGP-SMI1
(In Million Pesos)

8Ll

1980 1981 1982 1983 1984 1985 1986 1987 1988 TOTAL

Guarantee Outstanding, Beginning - 29.7 64.6 80.4 7¢.2 53 32.9 3¢.9 34.5 396.2
Add: Guarantees Issued for the Year 29.7 55.6 64.8 55.8 37.7 18.9 22,1 25,5 25.7 335.8
Guarantee Qutstanding for the Year 29.7 85.3 129.4 136.2 197.9 71.9 55.0 56.4 6.2 732.9
Less: Reavailments for the Year - 9.3 22.1 32.5 30 13.6 20.2 16.5 15.3 159.5
Guarantee Outstanding Net of Reavailments 29.7 76.09 197.3 103.7 77.9 58.3 34.8 39.9 44.9 572.5
Less: Cancelled Guarantees - 10.1 16.5 28.4 21.1 15.4 3.6 5.4 6.5 197.96
Guarantee Outstanding before Defaults 29,7  ©85.9 9.8 75.3 56.8 42.9 31.2 34.5 38.4 465.5
Lees: Guarantee in Default - 1.3 19.4 5.1 3.8 19 .3 - - 39.9
Guarantee Outstanding, Ending 29,7 64.6 80.4 76.2 53.8  32.9 34.9 34.5 38.4 434.6
24 82 83 76 42 35 17 18 17 394

Number of Accounts Outstanding

Source: Philguarantee Unpublished Report

(March 1989}.
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active banks considerably declined during the last few years (see Table
V.15), not to mention the fact that all of them need time to adjust to the
‘new program. The other reason is that the eligibility criteria of the new
BCGP-SMI as earlier discussed are. much more rigorous than the previous one.
Banks indicated that firms that.satisfy the newly revised requirements are
-thdsa that do not need anymore assiétance from Philguarantee. It seems
that Philguarantee went so far in an effort to reduce calls on its

guarantees.

Classified according to typé of credits, a greater proportion of the
guarantee issuances was for p:e—shipnent export credit (see Table V.16).
This reflects the banks' preference for short-term financing. 'However, the
share of comprehensive ~export credit in total guarantee issuances is
catching up fast especially'in thé last two yeafs. Post-shipment export
credit is still not popular émong banks, as shown in the share of guarantee

accommodation going to it.

Before 1984, guarantee issuances went to quite a number of industries
(see Table V.17). From 1985 onwards, however, the guarantee issuances
became more concentrated in only three industries, namely garments,

handicrafts and furniture.

During the period 1980 to 1988, P30.9M in guarantees defaulted. This
is about 9.2 percent ¢f the total guarantees issued. The highest default
rates occurred in 1982 and 1985. ' However, a closer look at the
dist;ibution of default by year would show that the highest default rates
were incurred by guarantees issued in earlier years (see Table V.18).
Accordingly, banks' misconception of the program largely contributed to the

high default rates. More specifically, only riskier loans were endorsed by
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Table V.15
ACTUAL NUMBER OF PARTICIPATING BANKS

Year Active Participating Ratio

Banks ‘Banks
T T lese 1z T 27 -
1991 16 28 57
1982 23 31 74
1983 20 31 64
1984 16 o3 52
1985 10 31 | 32
1986 8§ o3 26
1987 5% 31 . 16
1988 3 SH 60

* Participating banks in the 0ld ECGP
** Selected banks in the New ECGP-SMI

Source: Philguarantee Unpublished Report (March 1989).



Table V.16
ANNUAL GUARANTEE ISSUANCES, BY TYPE
{In Percentage)

: : , AVE.
1980 1981 - 1982 1983 1984 1985 1986 1987 1988 SHARE

Pre-shipment Export Credit 52,7 52.6 Su.l 56.7 6L.7 31.n  73.0 44;9, 53.8 58.3
Post-Shipment Export Credit -E S 9.3 2.2 3.4 14.9 - '7,9 ’,~.' 1.g 4.1
Comprehensive Export Credit 1.8 15.2 23.6 28.4 10.6 17.0 18.0 48,0 41.8 23.7
sxport Production Finance ;35!5 ;15.9 13.7 6.6 2;2.'.2'9'.-2'”1'.' -A‘:;. 8.7
Expoft-Deﬁelopment FinanCe' - 16.9 ié;4 e - - - = 5.9 3.5.
Restructured Guarantee ' - - .-  . 4#9 w.e - - - - 1.7

100.0 109.0 19¢.0 109.0 199.0 190.0 100.9 100.0 169.9 196.9

Number of Accounts Outstanding 24 82 83 76 42 35 17 18 15

Source: Philguarantee Unpublished Report (March 1989).

L8L
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Table V.17
GUARANTEE ISSUAMCES, BY PRODUCT
n Million Pesos)

8l

1980 1981 1982 1983 1984 1985 1986 1387 1988
Prod. Amount 2 te Amount 2 to fimount .2 to Amount & to Amount % to Amount % to  FAmount 2 to  RAmount 2 to Armount 2 te TOQTAL 2 TO
Group of finnual of Annual of Annual of Annual of finnual of Annual of Annual of Annual  of Arnoal AWT. OF TOTAL
Gtees. Total Gtees. Total Gtees. Total Gtees. Total Gtees. Total Giees. Total Gtees. Total Gtees. Total Ghees. Total GFEES. ANT.
- Garnents 12.?7 42.¢v 14.5 26.1 18.6 26.7 16.6 29.7 14.7 3I9.1 10.5 56.0 12.0 54.0 12.5 49.0 7.4 3.0 119.5 36.0
Handicrafts 2.7 2.2 8.1 14.6 12.6 19.49 15.2 27.2 7.1 18.7 S.1 27.0 b.4 29.0 6.1 249.0 11.0 4.0 ?4.3 22.0
Footusar . 3.6 12.1 7.6 13.6 10.3 15.9 6.9 12.3 4.1 10.8 -, - - - - - - - - - 2.5 10.0
Services 2.2 7.3 7.6 13.7 7.8 12.0 3.9 6.9 3.7 9.8 0.4 2.0 ﬁ.ﬂ 2.0 - - 1.4 1.0 27.4 8.0
Furniture 1.3 4.2 3.e 5.4 2.8 4.3 3.5 6.3 5.9 15.s 2.9 15.0 3.3 15.0 6.9 27.0 5.9 23.0 35.5 11.0
Fresh & Processed Food B.% 23.3 4.3 7.7 1.1 1.7 -1.3 2.4 0.2 a.6 - - - - - - - - 13.8 1.0
Electronics - - - - 3;0 4.6 5.5 9.9 - - - - - - - - - - 8.5 3.0
Others 0.3. 1.2 10.5 18.9 8.6 13.4 3.0 5.3 Z.ﬁ 5.4 - - - - - - - - 249.4 7.0
raraL 29.7 100.0 55.6 100.0 4.8 1000 S5.3 100.0 37.7 100.0 18.9 100.0 22.1 100.0 25.5 100.0 25.7 100.0 335.9 100.0
Source: Philguarantee Unpublished Report (Harch 19893,



Table V.18

GUARANTEE DEFAULTS TREND

(In Million Pesos)

$ TO RECO- ADJUSTED %
YEAR YEAR GUARANTEE DEFAULTED GTEES. VERIES NET TO GTEES.
GTEE. ISSUED IN DEFAULTS ISSUED
ISSUED 1981 1982 1983 1984 1985 196 1987 1988 TOTAL 1IN YEAR YEAR IN YEAR IN YEAR
198y 1.1 2.6 - - - - - - 3.7 12.5 .1 - 3.6 12.1
1981 g.1 7.4 3.4 1.6 - - - - 12.1 21.9 g.7 1l.4 13.4
1982 - g.4 1.8 @.4 3.1 - - - 5.7 3.0 g.1 5.6 4.3
1983 - - @.3 1.9 2.7 - - - 4.9 .8 3.1 1.8 1.3
1984 - - - - 4.2 9.3 - - 4.5 11.9 1.4 3.1 2.9
1985 - - - - - - - - - - - - -
1986 - - - - - - - - - - - - -
1987 - - - - - - - - - - - - -
1988 - - - - - - - - - - - - -
TOTAL 1.3 10.4 5.1 3.8 16.6 g.3 g.9 g.6 36.9 5.4 25.5
% TO TOTAL GTEES. ISSUED 9.2 1.6 7.6
AVERAGE 7.1 3.8
Source: Philguarantee Unpuolished Report {March 1989}.

€8l
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banks to the ECGP-SMI, while the relatively good accounts were kept by
them. This practically negates the risk-pooling feature of the ECGP-SMI.
Philguarantee responded by tightening their screeniﬁg process on guarantee
recommendation by banks to the point of duplicating the credit evaluation
and monitoring normally done by banks;' The tighter screening process and
constant credit monitoring coupled with a muchf stricter eligibility
criteria all helped in attaining a zero default rate in 1987 and 1988, But
this has resulted in a smaller number of accounts outstanding and a much

leaner guarantees outstanding net of reavailments, thus, almost. completely

losing the effectiveness of the ECGP-SMI.

So far, recoveries amounted to P5.4M which is equivalent to 17.5
percent of total guarantee defaults. Improvement in recoveries was made in
the last two years when Philguarantee started to directly take the

responsibility of rumning after defaultees.

The profit and loss statement of the HCGP-SMI program is shown in
- Table V.19. For the period 1980 to 1987, total revenues derived from
filing and guarantee fees amounted to P5.1M, while expenses totalled only
F2.6. Except for one year during that period, a positive profit was
realized by the program in all the years of its operation. However, the
net income of P6.8M realized in its eight years of operation cannot cover
total advances made by the program for the same period. Clearly, a.
sufficiently huge investible fund is required for the ECGP-SMI to be self-

liquidating.

To improve the effectiveness of ECGP-SMI, Philguarantee is planning to
introduce the so-called "Bank Guarantee Line" program (see Annex F), It is

designed to simplify and facilitate the delivery of financial assistance



‘Table V.19
PROFIT AND LOSS STATEHENT, ECGP-SHE
. CIn Pesos)

1980 198 1 1982 1983 1981 1985 1886 1987 TOTAL
. ' .
REVENUES , ‘ : - . : . :
Filing Fee= 16,489.30 ‘'50,516.02 51,903.75 34,964.84- . & 28,0308.39 12,365.75 12,742.50 21,225.00 226,291.50
Guarantee Faes 259,137.98 991,793.60 1,065,6949.490 ) 932,698.57 692,277.956 279,6491.00 365,463.00 417,0849.75 4,904,275.76.
Total Revernwues 275,626.28 942,309.62 1.11?;533.15 96?,563.11. -?20,315.30. .292.005.?5 376,225.50  439,074.75 5,132,520.26
EXPENSES o '
Salaries & Other ) . )

Porsonnel Expenses 59,045.62 161,221.58 2068,112.87 243,712.35 326,808.33 Ine,987.16 220,102.52 328,614.04 1,856,613.47
Supplies/naterials - 4,587.63 11,120.66 ‘i0,218.82 . 12,940.21 8,544.92 8,188.62 11,543.48 67,123.84
Heetings & Conferences - 4,062.60 2,380.67 1,141.92 . 1,032.12 - - 1,430.07 10,055.38
Representation Allowances - %,600.00 11,400.00 16,800.00 : - : - - : - 37,800.00
Travelling & Per Dien - 1,298.00 9,542.57 591.50 397.50 - - 1,065.75 12,895.32
Staff Training & Development B 100.00 850.00 3,775.00 - - - . 350.00 5,0?5.00
Utilities - 57,122.41 60,877.02 69,330.2% 93, 1685.62 82,817.71 81,019.60 84,544.9% 516,905.64
Depreciation - 6,362.30 10,123.35% . 12,030.649 12,4945.02 11,¥39.02 6,082.73 2,936.17 61,719.23
Hiscellaneous - 2,4966.70 3,5642.70 4,870.00 3,996.03 2,941.50 3,9741.79 4,417.30 26,309.02
Total Expenses 59,045.62  2496,821.22 318,049.84 362,478.52 4940,004.03 415,02%9.81 319,348.26 434,909.80 2,596,496.90

DPERHTiHG IHEﬁHE (LOSS) 216,5680.62 595,468.40 $99,239.31 505, 184.89 2?3,510.9? €123,023.06> 59,877.24 4,164.95 2,535,023.36
Add: Recoveries on fdvances - 45, 106.00 S546,138.95 12,000.00 174,825.04 357,820.83 314,061.07 2,015,636.99 4,265,590.98
IHCOHE ) 216,580.62 ?40,596.40 1.315.3?8.25 617,184.69 . 454,336.01 234,797.77 372,938.31 2,81%,9801.91 6,001,614.24

ANNUAL RDVRNCES - 1,331,229.07 B,612,621.76 §,336,345.85 2,601,603.13 15,110,9456.95 €26,087.52 - 35,519,032.38

Source: Philguarantee Unpublished Report (Harch. 1989).

sel
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and guarantee support to désérving e#pbrfers by providing a guarantee line
of P25M per pér&icipating‘gank. Only pre-shipment export credits granted
against irrevocable L/Cs or'acceptable POs are eligible under‘this program,
The eligibility -criteria for borrowers are much more liberal than the
existing one. Philguarantee hopes to issue P1B in guarantees for pre-
export financing or fiQe‘ftimes the fZﬂﬂM liquid. assets now readily

available for its use,

Philguarantee is also planning to re-introduce its guarantee
assistance ;program fér overseas contractors, although in somewhat limited
amount and 1in selected types of contracts (see Annex G). Under this
proposed program, Ph11guarantee Wlll prbv1de guarantee on performance bond,
advance payment or - peso working capital for mob1l1zat1on expenses. It

proposes a guarantee sharingﬁwiéh a bank and the contractor cpncérned.

Recently, Philguarantee obtained a technical-assistance from the World
Bank to improve its operat10ns.~ 1ndeedx it is gearing itself to become a

truly export credlt guarantee 1nst1tut10n.

B. Experience with Export Financing

This section is divided into two parts., The first discusses export
finance experience of banks, and the second, the exporters' experience with

export financing.
1.0 Banks

Export transactions normally pass through the commercial banking
system. This is the most convenient way for both exporters and importers
to transact their business. There is a regulation that requires all

exporters to report to the Cehtral Bank both the volume and value oOf
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exports. In addition, exporters are required to immediately surrender to
their banks all export proceeds denominated in foreign currency. This is

closely monitored by the Export Department of the Central Bank.

In 1988, the seven sample-banks had a tétal of 2,392 export customers
(see Table V,.20). This is roughly 45 percent of the total number of active
exporters in 1987.l§/ Except for one bank, only a small proportion of
their export customers in 1988 were new ones.lg/ The size of individual
export transactions in 1988 greatly varies within and among banks (see
Table V.21). The lowest average transaction was P25,708, while the highest

average transaction was PS5M.

The typical téi@s of export tranéactions .are 'cash, sight draft,
documentary credit and L/Cé.‘ One of the seven sample banks mentioned L/Cs
only (see TableLV.ZZ); As regards L/Cs, three banks are: advisihg only
while the rest are both éavising.and confirming, The féfio 6f usance to
L/Cs is relatively.smail for most banks, and the typical term of usance

L/Cs for most banks is 6 days_(see Table V.23){

The total amount df export loans grénted in 1988 by fhe seven sample
banks amounted to P5B, which is only about three percent of the total value
of merchandise exports in that same year. All, except one bank, did not
fully refinance their export loans with the Central Bank (see Table V.24).
It seems that banks rely on their own funds to a certain degree. When

asked how liquid the banking system at present, all respondent banks said

18/
We are using 1987 figure since the 1988 figure is not yet
available. :
19/
New customers may include old exporters who may have just newly
bank with the respondent.
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Tabl

e V.20

NUMBER OF EXPORT CUSTOMERS, 1988

No. of Expor

t % New Export

Banks Customers Customers
1l 80 70
-2 1873 34
3 200 15
4 119 5
5 154 34
6 100 15
7 666  7
Table V,21

S1ZE OrF INDIVIDUAL TRANSACTIONS,

1988: BANKS' RESPONSES
(In Pesos)
Banks Averayge Minimum Maximum
1 5,000,000 20,000 50,009
2 25,700 21,090 63,270,000
3 . 200,000 10,000 100,000
4 1,894,43u 12,584 1llv,000,000
5 423,500 - 8,270 886,696,168
6 1,200,000 19,090 220,600,000
7 39,500 4,270 64,000,000




Taple V.22 .
TERMS OF EXPORT TRANSACTIONS

Banks
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Terms

1 1245

2 12345

3 24

4 234

5 1234

6 4

7 2345

Note: Terms - 1 - Cash
E ‘ 2 - Signht Draft
3 - Documentary Credit
4 - Letter of Credit (L/C)
5 = Others
Otners: for Bank 1 - Cash against Documents
’ o Documents Against Acceptance.
for Bank 2 - Open Account DP, DA
for Bank 7 -~ Prepaid Exports
: Documents against Payments
] Table V.23
LETTERS OF CREDIT
Letters of Credit
Banks =—wemm=wtcmwcme—wemeeo—c———— o o o o e e o o o e e
Terms of Usance Ratio of Usance
(Days) to L/Cs (%)

1 Advising Y .05
2 - Advising & confirming - 60 15.00
3 - Advising ' 69 10.40
4 Advising & confirming - 30 20,00
5 'Advising & confirming Y 19,90
6 Advising = 45 38.00
7 & confirming 3.0

Advising

60
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that it is liquid. This seems to be the prevailing situation despite the
fact that the economy has picked up quite fast in thellast two years,. This
could perhaps be one of the reasons why rediscounting availments with the

Central Bank are at a lower rate.

Pre-shipment loans were the typical export loans provided by banks.
Thus, the usual credit term was less than\180 days (see Table V.25). The
current rate for export loans is between 14 to 18 perceht which is close to
the rate given by banks tb their prime customers. Note that not all
exporters have access to bank loans. Hence, the rate on export loans
reported by the sample banks most probably applies to exportefs whom  they

consider creditworthy.

Banks "in the Philippines are extremely conservative. Usually, they
lend to eprrters up to 7ﬂ.peréent'df the L/C. But they do not lend to
exporters on the streng£ﬁ oﬁ an EQC even if it is irrévocable. Aside from
the assigned L/C, the most common type of collateral asked by banks for
pre- and post-shipment loans are real estate and deposit/placements of
exéorter—borrowers with the ,bank‘(seefTable V.26). The wvalue of the

collateral ranges between 190 percent to 125 percent of the loan value,

Banks have been.encountéfiagusome'd{%ficulties in extending £inancing
to local éxporters. The mos;‘éb&mon of these is that the buye;s of
exporters' products do not appgar to be creditworthy (see Table V.27).
This partly stems from the fact that banks have very ‘littlé‘ information
about the creditworthiness of importers.of Philippine products, except the
very big ones. There is no mechanism bfhwnich local banks. can bbtainvat a
lower cost information about the credit tfaék record of numerous importers.

The second most common difficulty in exténding financing to exporters is



Table V.24
AMOUNT OF EXPORT LOANS GRANTED IN 1988
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Sourcéd From

Amount of Refinanced through
Banks Export Loans CB Rediscounting Special Lending Programs Own Funds
(in Pesos) 0% (e.g. ALF, IGLF, etc.) %
1 1,544,993,455.94 83.¢ @ 17.0
2 450,400,000 .99 47.9 ) 53.0
3 534,518,997.v6" 0 99.0 @ n.a.
4 314,607,690.00 80.0 @ n.a.
5 139,889,100.00 36.0 g n.a.
6 8b,000,000.00 -1v@.¢. g ']
7 2,153,000,000.60 _ 79.8. 1.9 18.3
Table V.25
EXPORT LOANS
Distribution of Export | = Current “Currént Rate
Loans by Credit Term (%) Rate on to Prime
Banks - Export Loans Customers
< 184 days 184 days 1
to 1 year (% p.a.) (%3 p.a.)
1 1u0.0 b.0 18.5 17
2 9.0 10.v 14 to 18 17
3 99.9 1v.90 15 to 18 29
4 n.a. n.a. n.a. . Nn.a.
5 140.v 0.0 16 16
6 100.0 .9 17 to 19 a/ 17 a/
' : 14 to 16 b/ 14 b/
7 16

96.6 3.4 18

Note:

n.a. — No Answer
a/ -~ Prior to CB Rediscounting
b/ = Upon CB Rediscounting
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: Table V.26
TYPES OF COLLATERAL FOR LOANS

Post-Shipment Pre-Shipment/Working

Banks Loan Capital Loan

1 123 123

2 45 125

3 nap 15

4 nap 234

5 235 235

6 4 4

7 15 : 14

NOTE:

Collateral - 1 - L/C
2 - Real Estate Mortgage
3 - Deposits/Placements
4 - Guarantee (Letter ,Corporate,JsS,etc.)
5 - Others

nap - bank did not have any post-shipment loan

Table V.27
DIFFICULTIES IN EXTENDING FINANCING TO LOCAL EXPORTERS
(By Rank: 1 = Most important; 7 = Least important)

Banks

Difficulties
1 2 3 4 5 6

Export Loan is not

profitable to the bank 3 6 n.a. 6 n.a. 2
Size of transaction does not

meet with bank policy - 5 2 n.a. 5 1 5

~ Country of buyer is not _

believed to be creditworthy o 5 n.a. - 4 4 6
Required maturity of credit is

believed to be unreasonable 4 4 n.a. 2 2 4
Buyer does not appear : _

creditworthy 1 1 n.a. 1 3 1
Required interest rate is

believed to be low 2 3 n.a. 3 n.a. 3

Note: n.a. — no answer
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that the required maturity of credit is believed to be unreasonable. Banks
have strong préference for short-term loans. As pointed out above, the
typical maturity of equ_rt loans extended by banks is less than 184 days,
and most of these are pr_e-shipment loans. Very rarely do they give | long-
term loans which exporters want to. obtain. The ) other most common
difficulty is that the interest_ rate exporters e,_re.__wi_llj.ng to pay is _.low
cqmpei:ed to what Vbanks_yant to'_eha_rge them. It is not uncommon among
exparters to turn eway from _};xanks because _oj_f_ thel.r inability 'orv

unwillingness to pay a high interest rate,.

AS regards pre-shipment export loan requests, the most common problems
encountered by the sampl‘e‘ banks , _ai:e_ discrepapci&g 'in the dmmnts
submitted and insufficient coliateral Similar problems are encountered by
the satrple banks as regards post—shlgnent export loan requests. In
addltlon, ~all, except one bank, adtnltted that they do not have sufficient
information to evaluate foreign buyers.-_ This is one of the major reasons

why post=-shipment loans are least pr;eferred by banks.

' Only' one of the seven sample banks claimed that current Central Bank
regulations have imposed restrictions in its lendincj that affect its
ability to lend to eprrters. . And these pertain to t.he low loan value and

shorter maturity period of rediscounts.

Five of the sample banks indi_eated that 'they offer domestic letters of
credit to support indirect exporters. But of these five banks, only two
admitﬁed to have le'nt; to indi_'_r_ect .exporters. The aggregate loans granted to
indirect equrters'by _theee two banks were estimated to be between one to
five percent of the total loans granted in 1983. Most of the sample banks

suggest thai_: indirect exporters, who are mostly small producers, be given
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preferential rate for their export loans under a special government lending

program.

As mentioned in the earlier section, there are three existing
guarantee facilities in the Philippines, namely: \Philguarantée, GFSME, and
IGLF. Five of the seven sample banks have themselves availed of the
guarantee facilities at one time or another (see Table'V.ZS). But in 1988,
only three of the sample banks utilized the guarantee facilities. As &hown
in Table V329, the guaranteéed loans were oﬁly a small propertion to their

total export loans.

Banks evaluate loan applitation of exporters that aré submitted for
gﬁaraﬁtee uSing their standard evaluation system, such as financial and
markét viability of the projeét, debt-servicé ' capacity, quality of
management, export - récora and‘*Credit experiehce,' and resources of
stockholders. Five of the seven saifiple banks have tapped the services of
the Credit Investigation ‘Bureau (CIB) in évaluétfng " export Toan
applications being submitted for guarantee. More specifically, they want
to find out through CIB the loan applicants!_repayment‘:gcord,vcour;_ cases

and current loans with other banks.

Of the seven sample banks, only two had experienced calling on the
guarantee on some of the loans they granted to exporters (see Table V.30).

Both of them said that their claims were paid.

Numerous documentation requirements, long “evaluation proéess and
stringent evaluation criteria were mentioned by three banks as their
problem with the Philguarantee facility (see Table V.31). Three of the

seven sample banks suggested that the existing guarantee programs should be
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Table V.28 .
BANKS' AVAILMENT OF
GUARANTEE FACILIT1ES

Banks Guarantee Facilities

2

23
none
none
1

3
123

TR W N

Note: Guarantee Facilites:
1 - Philguarantee
2 - GFSME

"3 = IGLF

Table V.29
RATIO OF GUARANTEED LOANS TO
EXPORT LOANS GRANTEDL IN 1988

Banks Ratio (in %)

N WwihHE
=
[
o

Note: nap - not applicable
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CLAIMS MADE UNDER THE GUARANTEE PROGRAMS

Table V.30

Claims Made

Claims Paid

Banks: Philguarantee GFSME IGLf:Philguarantee GFSME IGLF
1l : 2 2 2 3 nap nap nap
2 : 2 2 1 nap nap 1
3 : 2 2 2 3 nap nap nap
4 2 2 2 nap nap nap
5 3 1 2 2 : nap nap nap
6 : 2 2 2 : nap nap nap
7 s 2 2 2 : nap nap nap

Note: nap -~ not applicable
Claims Made : 1 - Yes; 2 - No
Claims Paid: 1 - Yes; 2 - No

Table V.31

PROBLEMS WITH EXPORT GUARANTEE FACILITIES

Banks Philguarantee GFSME IGLF
1 15 6 6
2 6 6 6
3 6 6 6
4 6 6 6
5 2 6 6
6 6 6 6
7 23 1 45

Note:

oUW
]

Problems:

numerous documentation regquirements

long evaluation process

stringent evaluation criteria
limited coverage of collateral
snorter maturity of the scheme

none
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modified, Their specific recommendations are as follows: simplifying
procedures, reducing fees and interegt rate, clearer requirements for
claims, higher guarantee cover uéitp 85 percent, and shortening the period

for processing claims.

The Philippines does not have an export credit insurance scheme. This
facility is, however, most welcomed by banks. Five of the sample banks
indicated that they will sériously conside: the loan application by an
exporter who has sécured an eiport-credit " insurance  policy. However,
almost all of them said that thefIWili not automatically accept the export

credit insurance policy as a collateral for loan application by exporters.
2.9 Exporters

The major product lines of the 23 sample exporters are varied (see
Table V.32). They range from agricultural products,_sucﬁ as prawns, to
- gifts and housewares, such as toyé and_toy accessoriéé, to electronic
products,  such as integrated éircuits. All,.excépt two fifms which are
engéged in'-garments and electrohic products, are producing“ produéts for
exports which have high value-added. _A great majdrity of the sample

‘exporters exported/sold their products in finished form (see Table V.33).

As regards foreign markets, only two firms ‘have concentrated in
marketing their products in one country. The rest have fairly diversified

markets (see Table V.34).

Table V.35 shows the totéi amount of sales and export sales of the
sample firms. For the five indirect exporters, the export sales reported
refer to the value of commodities sold to final exporters. Only five of

the sample exporters have export sales below 50 percent of their total
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Table V.32
MAJOR PRODUCT LINES

Assets Export No. Products

A. Small-Scale

1 baskets (made from buri and coconut)

6 abaca fapbric bags, fashion accessories, home decors
7 garments, worked horn

8 fashion accessories

9 baskets, trays _

16 fashion accessories, office decor, ceramics
11 cocowood ashtrays and jars

12 home and office accessories (wood)

14 native handicrafts

17 marble slabs and tiles

20 blankets, clothing, decors, ethnic items
toys and toy accessories (buri)

B.
2 fashion accessories

3 rattan products

4 rattan products

13 banana chips

15 prawns

22 painted woodcarvings and shell

F‘hih‘k)h)h:ﬁ' e e
N
'—I

C. Large-Scale

5 stone in-laid furniture, bamboo, wicker, leather

16 natural rubber

18 furniture and handicrafts

19 processed foodstuffs

23 integrated circuits, LED display, disk drives, photo detector

WEHENNN

NOTE: Assets: 1 -~ less than P5 million
2 - P5 million to P20 million
3 - more than P20 million
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Table V.33
FORM OF PRODUCTS/SERVICES EXPORTED/SOLD IN 1988
(In Percent)

Products/Services

Assets Exporter
No. Raw Materials Semi-Finished Capital Goods Consumer Goods Services

A, Small-Scale

1 1 "] ] 7] 1av 7]
1 6 g 6 ] 40 9
1 7 g ] 7] 109 "}
1 8 '] /] ] 100 %]
1 9 7] ] ] 100 a
1 14 9 /] g 140 1)
1 11 ] ") 2 100 [t
1 12 /] 7] 1] 1luo g
1 14 7] 3¢ 2 100 @
1 17 g /] g 10v 7}
1l 20 %] ] ] 190 7]
1 21 .. 7] 4] 10y @
B. Medium-Scale
2 2 ] ] "} 100 "]
2 -3 0. 1006 9 /] 7]
2 4 "] 7] g 160 "]
1 13 ] ] a 100 "}
2 15 @ 109 [} @ ¥
1 22 %] 7] 7] 109 @
C. Laryge-Scale
2 5 7] ¢ ] 160 "]
2 16 @ 1006 "] %) 7]
2 18 @ 7] ] lvag @
1 19 7] 7] "] 109 @
3 23 7] 190 @ ¥ @

NOTE: Assets - 1 - less than P5 million
2 - P5 million to P2@0 million
3 - more than P20 million
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Table V.34

COUNTRIES WHERE FIRM EXPORTED TG IN 1988

' {In Percent to Total Exports)

dssets Exporter

" No. 154 Japan  uermany Wetneriands Momgrong Rustralia S. Korea France  Others
A. Small-Scale
' ‘ | i 8 e (] @ ] 8@ 0 20 e
1 b 8 f 58 @ 0 R o 0 8
1 7 38 2 [} [} 2 2 ¢ [} 60
1 8 99 0 2 ? 8 2 e ) 18
1 9 8o 0 ? ) 2 (I ] ?
i 1@ 199 ? - B 8 @ 8 ] . B a
1 11 nap nap nap nap nap nap nap nap nap
1 12 ae b 2 a ] & [} 0 2
1 14 n.a, n.a. naa. n.a, n.a. f.a. n.a. n.a. n.a.
1 17 nap nap nap nap nap nap nap nap nap
1 28 70 ? B ) e [ 2 ] @
H 21 15 18 30 15 9 2 L) 30 -
B. Hedium-Scale
-2 2 49 20 15 0 15 [/ @ - 10 ]
2 3 nap nap . nap nap nap nap nap nap nap
2 § 75 20 b} 8 @ [ e 2 8
i 13 nag nap nap nap nap nap nap nap nap
V4 15 nap nap nap nap nap nap nap nap nap
1 22 34 33 e 2 33 e 2 B ?
€. Large-Scale
2 ] 85 3.75 3.7% 3.75 3.75 8 9 8 2
? 14 8 ] ? [} ? 160 ] ]
2 18 0 e e e 2 8 0 ] 99
1 19 1.9 9 ? 8 8 8 ? ) 98.5
3 23 4 19 2 @ ) ) 2 e 34

NOTE: Assets -~ 1 - less than P5 million
2 - P5 million to P20 million
3 - aore than P20 million

N.a. = N0 answer



Table V.35
ANNUAL SALES AND EXPORT SALES
~ (In Pesos)
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A.

B.

CI

:_Total'Annual Sales

Assets |Exporter| Total Export Sales
| No. : : .
I ' 1987 1988 1987 1988

Small-Scale :
1 1 nap 423,475.00 . nap 320,000.00
1 6 380,000.00 420 ,000.00 380,000.00 420,000.0v
1 7 440 ,000.00 450, 000,00 300,900 .00 356,0006.00
1 8 279,000.00 140,000.00 91,000.00 21,000.00
1 9 - - 123,000, 00 165,000 .00 5@ ,000.90 35,000,089
1 10 566,020,084 1,698,060.12 452,816,603 1,358,448.10
1 11 32,000.90 48 ,000.00 8,0006.00 10 ,0v0.00
1 12 nap 200,000, 00 . nap 150, 690.00
1 14 400,000 .00 200,000 .00 400,0v0.00 200 ,14900.00
1 17 2,180,000.00 2,000,000.00 625,000.00 910,000,600
1 20 980,000.06  2,000,000.00 120,000.00 400,000 .00
1 21 1,900,000.00 2,400,000.900 1,900,000.00 2,400,000.00

Medium-Scale

: 2 2 9,600,000.00 10,30Y,000.00 8,500,000.060 9,704, ﬁ@ﬂ 1]
2 3. 3,800,000.00 4,600,000.00 3,800,000.00 4,600,000.00
2 4 433,499.70 9,944,874.38 353,175.76  4,326,981.27
1 13 6,500,000.00 8,000,000.00 6,500,000.00 8,000,000.00
2 15 1,800,000.00 2,850,000.00 350,000.00 1,300,000.00
‘1 22 8,991,699.77 9,541,627,.32 5,313,638.86 8,122,402.55

Large-Scale
2 5 21,446,000.00 36,091,000.00  21,446,000.60 36,091,000.00
2 16 30,900,000.00 48,600,000.00 11,080,000.60 34,700,000.00
2 18 60,874,865.38 58,091,6l6.1¢0  64,266,116.00 57,519,699.00
1 19  34,854,000.00 31,798,000.00 34,363,000.06 31,665,000.00
3 23 42,400,000.00 49,300,000.¢00  42,400,000.00 49,300,000.00

NOTE' Assets - 1 - less than P5 million
2 = PS5 million to P20 million

3 - more than P2¢ million _

nap - not applicable
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annual sales in 1988. The export sales considerably vary among the sample
exporters. The lowest export.sale in 1988 was P21,000 or $1,000 while the
highest export sale was P57M or close to $3M. The size of individual
export transactions by an individual firm widely varies (see Table V.36).-
Among firms, the size of individual transactions also gréatly varies. The
lowest average size of individual transactions was F11,009, while the

highest was P40OM.

Exporters typically use containerized van to deliver their goods to
importers. In the case of small exporters, export goods are consolidated
into one van and sent together to importers located in the same country.
In almost all export transactions, importers take care of the insurance and

freignht cost.

Only five firms suffered a decline in their export sales over the last
threé years, while the rest achieved a quite impressive growth in export
sale in the same period (see Table V.37). It is noteworthy that three
small firms realized a growth rate in sales over the last three years in

excess of 106Y percent.

Almost all sample firms usually export in cash or L/C upon shipment
in 1988 (see Table V.38). This corroborates the information provided
earlier by banks. Exporters prefer this arrangement for at least two

‘reasons. One is that it reduces the uncertainty regarding payments of
goods sold especially that exporters do not have adequate information about
the track record of importers. The other is that they need’ high sales
turnover because most of them are self-financing their export production/

trading activities. As shown in Table V.39, 15 out of 23 respondent firms
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Table V.36
LAVERAGE SIZE OF TRANSACTIONS IN 1988
' (In Pesos)

Assets Export No, Average Size  Lower Range  Upper Range

A. Small-Scale

1 1 124,000 95, 400 1409, 0vy
1 6 n.a. Nn.a. n.a.
1 7 175,000 1v@, VYo 250,064
1 8 52,500 20,000 85,000
1 9 67,000 60,009 75,000
1 10 - 300,000 58,000 354,000
1 11 11,000 2,009 20,040
1 12 : 20,000 10,900 60,000
1 14 n.a. n.a. n.a.
1 17 150,006 n.a. n.a.
1 20 ' 60,000 56,000 840,000
1 21 11y,00w 100,000 120,000
B. Medium-Scale
2. 2 8Ud , 0uy 50,006 2,000, 0v0
2 3 340,000 100,000 740,000
2 4 ‘ 250,090 70,004 400, 0By
1 13 1,206,000 200,000 2,400,000
2 15 n.a. n.a. n.a.
1 22 n.a. n.a. N.a.
C. Large-Scale
2 5 ‘N.a. Nn.a. n.a.
2 16 2,008,000 1,500,000 2,500,000
2 13 n.a. n.a. n.a.
1 19 - 460,000 100,000 950,000
3 23 40,690,000 35,000,000 45,000,090

NOTE: Assets: 1 -~ less than P5 million
2 -~ PS5 million to P20 million
3 - more than P2Y million



- Table V.37
PERCENTAGE CHANGE OF EXPORT SALES
IN THE LAST 3 YEAKS

Assets Exporter Increase Decrease

No . (%) (%)
A. Small=-Scale
1 1 - nap nap
1 6 10¢ nap
1 7 3¢ nap
1 8 nap . 76
1 9 " nap 15
1 10 154 . nap
1 11 - 25 nap
1 12 nap nap
1 14 nap ' 5¢
1 17 46 nap
1 20 120 nap
1 21 150 nap.
B. Medium-~Scale :
' 2 2 - Y nap
2 3 20 nap
2 4 1225 nap
1 13 15 '~ nap.
2 15 4y nap
1 22 53 nap
C. Large-Scale
2 5 68 © . nap
2 16 237 nap
2 18 20 nap
1 19 nap 8
3 23 ‘ nap 10

NOTE: Assets - 1 - less than PS million ,
2 - P5 million to P20 million
3 - more than P2¢ million

nap - not applicable
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V.38

RATIO OF CREDIT “TERMS TO TOTAL EXPORLS

(In Percent)
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Export Lash or L/C Less Than 180 days Over 1 Year

- . Assets No. Upon Shlpment 180 Days . to 1 Year .

A, Small-Scale
1 1 190 0 /) /N
1 6 - 16v ¥ "} Y]
1 7 100 ) ] 7]
1 - 8 100 g ) g
1 -9 109 0 ] @
1 19 100 ) @ g
1 11 nap nap nap nap
1 12 100 .9 @ )
1 14 . e 100 9 g
1 17 nap nap nap. nap
1 20 100 /8 9 ')
1 21 100 i’ /] 9

B. Medium-Scale -
2 2 100 @ @ @

-2 3 nap nap nap nap

2 4 109 7 @ 7]
1 - 13 nap nap nap nap
2 - 15 nap nap nap nap
1 .22 100 /] @ /]

C. Large-Scale o
2 5 190 ] "] g
2 16 100 g /] ]
2 - 18 25 25 50 ’]

"1l 19 10v g. @ 4.

3 - 23 34 64 7]

NOTE:

Assets: 1 - less than P5 million

2 - PS5 million to P20 million

3 - more than P2¢ million

nap - not applicable
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Table V.39
SOURCES OF FINANCING EXPORT PRODUCTION, 1988
(In Percent)

Assets  Export Firm Factoring Local Foreign Foreign Buyers/ Others
No. House -Bank Bank - Customers

A, Small-Scale .
1 1 100 /] ) 0 ] Y]
‘1 6 109 7] 0 ] 7] Y]
1 7 144 0 @ ] ] ]
1 8 1ye ) 0 ] Y] 7]
1 Y 1vy ) ¥ ] 0 )
1 10 ] @ ] ] 7] 190
1 11 100 @ ] Y] 0 @
1 12 20 ) 30 ) 50 /]
1 14 140 Y @ ] 7] Y]
1 217 100 /] Y] /] @ 7]
1 20 100 Y/ @ 7] 7] ]
1 21 49 /] 30 ] /) 30

B. Medium=-Scale
2 2 100 7] @ 7] ] Y]
2 3 100 @ @ Y/ @ @
2 4 19u X @ Y] 7] ]
1 13 0 /) 100 @ @ Y]
2 15 1090 ] @ 7] 7] Y]
1 22 100 ) /] 7] ) 7]

C. Large=Scale
2 5 160 @ ] ) )} /]
2 16 ] g 60 ) @ @
2 18 89 %] ] 20 /] ]
1 19 1y /) 50 7] @ 40
3 23 65 /] 35 7] 7] ]

NOTE: Assets:

1l - less than P5 million
2 - PS5 million to P20 million
3 - more than P2¢¥ million
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are completely financing their export production/trading activities most of

the time.

About half of the respondents claimed tﬁat the payment arrangement
they have now with their buyers'is about the same as their foreign
competitors. However, a great majority said they could have increased
their export sales between BB.and 50 percent had they offered better credit
terms to their present customers. Many of the firms interviewed admitted
that definitely they cannot go on for long demanding cash or -sight L/C
especially since orders of their buyers who have shown good payment record
are becoming larger., Accordingly, some of their buyers have already
started asking for term L/Cs for about 180 days. A great majority of the
respondents said that they are not worried about price competition since
they are confident that the prices of their -export commodities are
competitive at present, and will remain competitive in the future. It is
the credit term tha£ they offer to their buyers that they are worried
about. They noted that some foreign compeﬁitors are now offering better

credit terms to their buyers.

In 1988, only three out of the 23 sample firms obtained pre-shipment
financing from a local bank (see Table V.4d). For Ehe two exporters,
- however, the level of'pre-shipment financing was low. The lack of access
to pre-shipment financing has led almost all exporters interviewed to turn
down large orders, picking up the smaller ones only. Thus, the amount of
export sales/ production was severely constrained by lack/absence of pre-
snipment financing. The same can be said of post-shipment financing. Only
four out of 18 final exports interviewed obtained post-shipment financing

in 1988 (see Table V.4¢). The level of financing was low for two of these
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Table V.40
PERCENTAGE OF EXPORTS IN 1988
WHICH WERE PRE=-FINANCED AND
RECEIVED POST-SHIPMENT FINANCING

Assets Export No. Pre-Shipment Post-Shipment

A, 8Small-Scale

1 1 ") @
1 6 ] 80
1 7 @ /)
1 8 g @
1 9 0 /]
1 10 @ @
1 11 ") nap
1 12 ] ¢
1 14 ] )
1 17 @ nap
1 20 ) 7]
1 21 30 ]
B. Medium-Scale
2 2 /] ]
2 3 @ nap
2 4 @ /)
1 13 ) nap
2 15 ] nap
1 22 "] Y]
C. Large-Scale
2 5 )/ @
2 16 ) ‘ 6y
2 18 80 : 1y
1 19 g @
3 23 20 35"

NOTE: Assets: 1 - less than P5 million
2 - P5 million to P20 million
3 - more than P2y million

nap = not applicable
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firms. The lack of financing to finance a higher level of receivables has-

severely constrained the amount of export sales made by exporters.

Respondent firms were asked whéther ~they ever obtained export
finaﬁcing from a local bank (see Table v.41). Twelve of the 23 sample
firms gave a positive answer. This means that many of them did not borrow
from banks in 1988. High interest rate was the most cannon. reason cited
for not borrowing from banks in 1988. Of the total number of respondents,
only one was fully satisfied with the export finance services of his bank;
four said that the export finance services of their bank were just
adequate; ten said that they wé;e inadequate; and the rest said that they
do not have any knoWledge at all regarding the adequacy of local banks'
export finance services. It ié intéresting to note that half of those who
ever obtained an export financing from local banks claimed that export
finanqe services of banks were inadeqhaﬁe;. The major‘reaspns they cited
are the following: collaterai.asked by banks was too high compared to yhat
they can offer; . interest rate wés high; and loan maturify being offered by

banks was too short.

Of the 23 respondents, only one was able to borrow from one of the
special lending programs of the govermment (i.e., EIMP), It was a long-

terin loan which was used for the acquisition of fixed assets,

Six of‘ the 18 final exporters encountered problems with regard to
paymeht of the yoods already delivered to importers. The specific problems
_mentioned were: non-pajment; issuance of post-dated check for 30 days
instéad of- cash payment; alleged short shipment; non-acceptance of

documents and delayed payments.
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Table V.41
EXPORT FINANCING FROM LOCAL BANKS

Processing Time Local Banks Export

Export Bank Gov't
Assets No. - office ownership Program for Loans (days) Finance Services
A. Small-Scale
1 1 brancn gov't n.a. 7 3
1 6 Dbranch private nap nap 4
1 -7 nap nap nap nap 4
1 8 nap nap nap nap 3
1 9 nap nap nap nap 3
1 19 nap nap nap nap 4
1 11 nap nap nap nap 4
1 12  branch private nap 5 2
1 14 nap nap nap nap 4
1 17 nap nap nap nap 3
1 20 nap . nap nap nap 4
1 21  branch private nap 3 3
B. Medium-Scale
2 2 branch private nap 3 2
2 3 nap nap nap nap 3
2 4 branch private nap 7 3
1 13  branch private nap 2 1
2 15 nap nap nap nap 4
1. 22 nap nap nap nap 4
C. Large=Scale ;
2 5 head gov't TLRC 365 3
2 16 branch private nap 3 2
2 i8 nead private nap 5 3
1 19 head/branch private nap 2 2
3 23  branch private nap 7 3
NOTE: Assets: 1 - less than P5 million
2 - P5 million to P20 million
3 - more than P2¢ million
Service : 1 - Fully Satisfactory
2 - Adequate ‘
3 - Inadequate
4 ~ No Knowledge
nap - not applicable
n.a. - no answer
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Five of the 18 final exporters experienced cases wherein buyers
suddenly cancelled their orders (Table V.42). Four of them had already
L/Cs opened by importers for their orders. The value involved ranged from
F100,000 to P400,000. Two firms did not know the reason why export orders
were cancelled, while the three firms cited time element, financial
problems of the importer and labor problems of the exporter as the reasons

"~ for the cancellation of export orders.

Eight of the 23 respondents indicated that there is a high level of
bankruptcies and insolvencies in their industry. 8Six of these respondents

said that exporting has contributed to these problems.

Despite the various problems now facing exporters, they. are very
optimistic as regards export prospects for the next three years. The
expectéd increase in exports by individual firms ranges between 60 and 300
percenﬁ_ over a three-year period (see Table V.43). A great majority of
them are now actively pursuing new export markets for their products. Some
- of them plan to introduce new prdducts to be marketed in specific countries
(sée Table V.44). But limited or lack of financing could douse the

enthusiasm of exporters.

The Inter—Agency Study Gﬁoup on External Trade Statistics and
Projections Foreign Operations Committee which is chaired by the Central
Bank has}been makingAdialogues with exporteré twicé a year for the last two
years., Table V.45 presents a comprehensive summary of the problems/
bottlenecks related to financial matters encountered by exporters and some

recommendations to ease/eliminate the bottlenecks.
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Table V.42

CANCELLATION OF ORDERS BY BUYERS

Export Value Payment
Assets No. Reasons (In Pesos) Terms
A, Small-Scale .
1 1 nap nap nap
1 6 time elament 400,000 1
1 7 nap nap nap
1 8 financial problems of importer n.a. 1
1 9 nap nap nap
1 16 nap " nap nap
1 11 nap nap nap
1 12 nap nap nap
1 14 none 100,000 5
1 17 nap nap nap
1 20 labor problems of the exporter 254,049 1
1 21 nap nap nap
B. Medium=-Scale _
2 2 nap nap nap
2 3 nap nap hap
2 4 nap nap nap
1 13 nap nap nap
2 15 nap nap nap -
1 22 none n.a. 145
C. Large-Scale B
2 5 nap nap nap
2 16 nap nap nap
2 18 nap nap nap
1 19 nap nap nap
3 23 nap nap nap

NOTE:

Assets: 1 - less than P5 million
2 - PS5 million to P26 million
3 - more than P20 million

nap - not applicable

n.a. — No answer

Payment Terms:

Ul L o

L/C.

Document against payment
Document against acceptance
Signt draft

others



Table V.43
EXPORT PROSPECTS FOR THE NEXT THREE YEARS
AND PROSPECTIVE MARKETS

A. Small-~Scale

Assets = Export No. % Increase Countries

T —————— o e AR P - — T T Tk e S — T — A T — . T e — T — T t— i ——

120 12

1 1
1 6 60 1234
1 7 80 : 1235
1 8 100 5
1 9 164 " nap
1 19 100 n.a.
1 11 IR"17] . nap
1 12 200-300 1234
1 14 60-78 7
1 17 . nap nap
1 24 140 ' 123
1 21 ' - 200 3
B. Medium-Scal :
2 2 . 150 3
2 3 nap - 123
2 4 300 123
1 13 nap nap
2 15 nap nap
1 22 199 123
C. Large-Scale -
2 5 n.a. n.a.
2 16 240 o 56
2 18 60 3
1 19 _ 90 . 16
-3

23 6y 126

NOTE:

Assets: 1 ~ less than P5 million
2 -~ P5 million to P20 million
3 - more than P24 million
-~ USA
~ Japan
Europe
- Australia
~ Hongkong
~ others (Korea, Taiwan,
Papua New Guinea,
Middle East)
7 -~ no country in mind

Countries:

1

nap - not pursuing new export markets
n.a. - no answer '
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Table V.44
NEW EXPORT PRODUCTS

Assets  Export No, Products _ Countries

A. Small-Scale

1 1 charcoal briquets & coconut husk 2

1 6 N.d. Nn.d.

1 7 carabao horn & bone accessories 1235

: handscreened dresses & beach wear

1 8 n.a. nap

1 9 baskets 56

1 14 ceramics _ : 1

1 11 nap - nap

1 12 nandpainted wooden jars 134

1 14 a/ : n.a.

1 17 nap nap

1 20 ladies & children wear (with 12

ethnic design), bags '
1 21 furnitures (buri) 3
B. Medium-Scale : :

2 2 stonecraft fashion accessories 3

2 3 nap nap

2 4 nap nap

1 13 nap nap

2 15 nap nap

1 22 nap nap

C. Large=Scale

. 2 5 : n.a. n.a.
2 16 latex, steel ' 56

2 18 o/ 3

1 19 sacks for sugar and coffee, 6

work clothes
-3 23 FAX, numeric _ 26

NOTE: Assets: 1 - less than P5 million
2 - P5 million to P2¢ million
3 - more than P2¢ million

nap - not considering new products

n.a. - o answer

a/ ~ same handicrafts but with different Jdesiygn
and made from different materials

b/ ~ would like to know
Countries: 1 = USA
Z - Japan
3 - Burope
4 - Australia
5 - Hongkong
6 — others (Korea, Taiwan, Papua New Guinea, Middle East)
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SUMMARY OF SELECTED FINANCE-RELATED PROBLEMS, RECOMMENDATIONS AND PROSPECTS,

OECEMBER INDUSTRY DIALOGUES CONDUCTED BY THE IASG
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INDUSTRY SECTOR

BOTTLENECKS

RECOMMENDATIONS

AGENCY INVOLVED

A. Problems/Recommendat ions Common to A11 Industry Sectors

High financing cost.

Cautious mood in the financial market

in giving credit access to smali-and
medium-scale industries which results in
inadequate financial assistance for
their aperations and expansion.

Collateral requirement is overemphasizad
rather than giving more weight to past
performance and economic yiability of
the project.

Problems/Recommendat ion of Specific Industries

(1) Sugar and Molasses

{2} Coffee

Inadequate financial assistance to
planters.

Nigh financing cost impedes the growth
of investment in the industry.

Provide necessary financing and credit
facilities at relatively easy terms to
be used in the procurement of needed
raw materials in the short term, and
additional purchase of capital equipment
and expansion projects in the long term,

Review of CB rediscounting policy with
the end in view of lawering rediscount
rate to stimulate borrowings and
including small and medium-scale firms
in axport packing credits.

Work towards the reduction of the ¢8-
imposed reserve requirements on commercial

banks’ Tiquid portfolio, particularly if
a Certain percentage of these funds is
for export, The interest spread slapped
by commercial banks on rediscount loans
borrowed from (B should. be.examined.

Ease up the stringént requirement on
collaterals, particularly for small-and
medium-scale enterprises to enable them
to avail themselves of the necessary
financing and give them opportunity te
grow and develop.

Size exporters preferential rates of
intarest and collateral-free loans.

Give deserving planters preferential
rates of interest and collateral-firm
loans,

Facilitate credit and financing require-

rments of arowers in order to improve

- production.

(8

ca

@

(B/SRA

CB/DT!
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INDUSTRY SECTOR BOTTLENECKS

RECOMMENDAT IONS AGENCY INVOLVED

(3) Tobacco
Inadequate funding which affects the
. operations of the National Tobacco
Administration.

(4) Fish and Fish Products

Limited and high cost of finéncing
hinders efficiency in operation,

{5) Furniture and Fixtures

Limited financial support, especially
to small-and mediun-sized producers
inhibits the growth of the industry.

(6) Handicrafts

: Inadequate financing and cradit facili-
"ties coupled with high interest charges
for investment and operational purpases.

{1) Garments/Textiles

Cautious attitude in the financial
market in giving credit access to small
and medium scale industries for their
“operations and expansion.

“High financing cost.

(8) Processed Food and Beverages

High lending rates charged by local
banks which make exporters uncompetitive
in the wor1d market relative to other -
Asian exporters,

Discrimination in the extension of bank
credit agains small- and medium-scale
enterprises for investment and
operational purposes.

Provide easy credit and financing CB/0F
packages fo growers, specifically those
geared towards the export market.

Provide preferential interest rates and  CB/OF
financial packzqes o boost production,

Give preferential interest rates and low-  CB/DOF
cost financial packages to exporters to
boost operations.

Give preferential interest rates and easy CB/DF
financial terms to enhance production
and exportation

Develop small-and medium-scale garment 8
fires by giving them access to packing

¢redits and other financial packages &t

lower interest rates and easy collateral
requirements.

Give preferential support to exporters )]
with regard to their financial
requirements.

Source: Inter-Agency Group on External Trade Statistics and Projections Foreign Operations Committee, Central Bank of the

Philippines, Annual Report 1987,
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VI. OVERALL EVALUATION OF THE EXPORT FINANCING SYSTEM IN THE PHILIPPINES

This chapter provides a general evaluation of the export financing
system in the Philippines. To facilitate the evaluation, a theoretical

export finance system is first presented.

A. Theoretical Export Financing System

It is importaﬁt to point out'ét the outset that the theoretical export

financing system presented below is not necessarily the best one among
export finahcing systems that we could think of for the Philippines. It is
devised for the purpose of helping us analyze the existing'export financing

schemes in the Philippines.

To simplify the presentation,'we will limit ourselves only to the pte—
shipment working capital requirement of exporters. - We assume the

following:

(L) the economy has an active commercial banking system;__

(2) the economy has both export and domestic L/Cs;

(3) the economy has a well-functioning Export Credit Guarantee
Corporation; |

(4) the Central Bank refinances export loans of commercial banks;

(5) the Central Bank considers loans of indirect exporters eligible
for rediscounting; and

(6) all raw materials are available locally.

From the demand side, the key players are: the direct exporters (or
purely traders) who do not manufacture eXportable goods but buy them
instead from local manufacturers, and the local manufacturers who are in

this case the indirect exporters since they do not sell directly to foreign
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buyers. From the supply side, the keyvplayers are: the commercial banks,

the Central Bank, and the Export Credit Guarantee Corporation.

The

Step 1 ~

Step 2 ~

Step 3°-

Step 4 -

Step 5 ~

Step 6 -

Step 7 -

Step 8 ~

20/

‘transaction process proceeds as follows (see Figure II):

Exporter receives in his favor an immediate Letter of Credit
(L/C) at sight in dollars under pre-determined terms to include

expiry date sufficient to provide an adequate period for

,préparation and shipment.

Expdrter assigns L/C to local Bank I as support for his request

'to establish a Back-to-Back Inland Letter of Credit (BB L/C) in

favor of the manufacturer, or Indirect Exporter (IE).

Bank I obtains a pre-shipment guarantee from Export Credit

Guarantee Corporation (ECGC); and

Against the assigned export L/C opens through Bank II a BB L/C in
favor of the IE in local currency up to a certain percent of the
value of the underlying export L/C, available for a shorter
period than the export L/C_to allow receipt of product, packing,
and shipment by exporter. '

1E éssigns the BB L/C to Bank II and requeéts a local currency
loan eqgual up to a certain percent of BB L/C to be used for
purchase of raw material and working capital.

Bank II obtains pre—shipment guarantee fram BCGC;

Grantsvloan to IE; and

Refinances loan with the Central Bank;

20/

This is drawn from the hand-out provided by Mr. Bruce Nicholson

during the Commencement Workshop for the study of Export Financing in
Selected DMCs, Manila, 22 - 23 September 1988.°
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Figure II

Exporter/Trading Co. =-- Local Manufacturer —-— Local Suppliex

Transaction In Barn: _
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Step 9 - 1IE uses cash to purchase raw material from local suppliers and

begins the manufacturing process.

It is important to point out that under this system, indirect‘
exporters who may be small producers have ready access to the rediscounting
- window of the Central Bank. Moreover, the existence of a. well-functioning
guarantee scheme encourages banks to provide loans to small and medium

exporters.

B. Evaluation of the Export Financing System

As may be gathered from Chapter V, the export financing system in the
Philippines consists of three major components, namely: refinancing
scheme, financing scheme, and the guarantee scheme. Each of these

components will be evaluated below.
1.0 Refinancing Scheme of the Central Bank

As indicated in the preceding chapter; the Central Bank has been
pursuing an export-oriented rediscbunting policy. In particular, non-
traditional exports are preferred over traditional exports. Like other
eligible papers, export loans (whether pre-shipment or post—shipm;ht) can
be rediscounted at 80 percent of the loan value with a rediscount rate that
varies with the market rate, The maturity period is 99 days and renewable
for another 9¢ days. Rediscounting can be processed within one day if all
papers are in order and are submitted before noon to the main office or
branch office of the Central Bank. With the open market operation of the
Central Bank, rediscounts on export loans will not be severely affected by
any change in monetary policy. All these ensure quick and automatic access

of exports to the rediscounting facility of the Central Bank.
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However, the facility is limited only to direct exporters. Thus, in

the context of the framework laid out earlier, domestic L/Cs will remain
underdeveloped under the present rediscounting policy. As of this moment,
loans of indirect‘exporters are given less preference by banks because they

cannot be rediscounted with the Central Bank.

At present, the rediscounting availment rate is relatively low. This
is because the bahking system is generally liquid. The availability of
alternative sources of loans with terms better than those of the
rediscounting facility to a certain degree has contributed to the low
rediscounting availment rate. But it is believed that the generally liquid
situation of the banking system is only temporary. The economy has already
started to pick up. In fact, actual merchandise exports in 1988 exceeded
the targeted level, Our forecasts presented in Chapter III suggest that
the pre-shipment and post-shipment financing requirements on an outstanding
basis in 199¢, 1995 and 2000 will be P29.4B, P72.8B and P167.2B, assuming a
peso depreciation rate of four percent a year. This can very ‘well be
accommodated by the Central Bank rediscounting facility without serious
implications on reserve money. For instance, the reserve money target for
1990 is 286;48,'Whereas the forecasted pre- and poét—shipment financing for
the same year is only P26.4B. In 1992, the reserve money target is P110B,
while the forecasted pre- and post-shipment financing is only P41B. In the
1980s, the highést ratio of total rediscount to commercial banks to reserve
money was achieved in 1982 at 68 percent. Since then it went down to only

about seven percent in 1987.

_'The effectiveness of the rediscounting facility of the Central Bank in
reaching a wide range of exporters is weakened by its policy to accommodate

only direct exporters. But even its effectiveness in supporting direct
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exporters is undermined by banks' attitude towards extending credit to

expotters. This will be discussed below.
2,9 Financing Scheme

The commercial banking system is the most important potential ‘spurce
of funds for the export sector. All commercial banks are engaged in
international ‘bankihg at varyiﬁg degree, Commercial banks in the
Philippines are basically conservative. Table VI.1 outlines. the loan
processiﬁg procedute commonly followed by banks and fhe approval rates.
The information contained in this table is based on an empirical study by
Lapar and Graham (1988). Note that not all those who approached the bank
are given a loan application form. The branch manager who interviews
prbspective borrowers determines who should be given an application form.
On the average, 58 out of 100 loan applicants who approachedvthe bank are
given loan applicatiohs. Some of these loan applications are processed and
approved by the branch manager while others are sent to the main office for

approval. The overall approval rate is 53 percent.

Banks have strong preference for short—term loans and are basically
collateral-oriented. As reported by sample banks, commonly-accepted
collateral are real estate mortgage and deposité/placements of exportérs
with the bank. Some of the exporters did borrow from banks but are
‘collateral-sho;t. So, they selecped only small export orders since loans
they obtained were relatively_small. Having a good credit track. record
with banks simply means that the borrowers caﬁ easily obtain a loan, but
yet they are still required to present a collateral. Wwhen new orders come,
- exporters either ask their customers to wait until such time they camply

with the prior order and pay the bank so that they can use again the same
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Table VI.1
COMMERCIAL BANKS' APPROVAL RATES FOR EVERY
10¢ LOAN APPLICAITONS RECEIVED IN 1986

Screening
1. No. of loan applicants who approached the bank for a loan 1ve
2. No. of loan applicants given and submitted loan applications .

(total no. of loan appllcatlons recelved) 58
Processing

3a. No. of loan applications approved by the manager out of
total loan applications received from loan applicants. . : 35

ApproVal rate at the manager‘s.level, in % (3.a/2). | _ ' 6y d

No. of 1oan app11cat10ns recommended by the manager for .

approval by the Board of Directors (for RBs) or the area or

"head office (for PDBs and KBs) out of total loan appllcatlons :
received from loan applicants. _ . _ , 13

No. of loan applications approved by the BOD or at the area
or head office out of total loan applications recommended by
~ the manager. = _ - _ 18

Approval rate by BOD or at the area or head office with

respect to the manager's recommendation, in (4b/4a) 100

Approval rate in processing stage (3a + 4b/2) . _ . 91
6. Overall approval rate, in % = total no. of loan applications

approved *3a + 4b)/no. of loan applications who approached _

the bank for a loan. 53

Source: Lapar and Graham (1988).
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collateral for borrowing, or simply turn down the order. Not few of the
exporters we interviewed admitted that banks turned down their additional
loan requests because they canhot present additional collateral inspite of
the fact that they had valid L/Cs or POs. Indeed, the lack of or limited
collateral has constrained exporters to raise funds to finance production

for exports.

Other exporters did not borrow from banks beéause they could not
present an acceptable collateral., Still others find the prevailing lending
rate very high that would have an impact on the competitiveness of their
products., This is over and above what banks normally charge for every
export transaction. Accordingly, banks charge P50@ for advising exporters
of their L/Cs. Other charges including telex, mail, etc., could go up to
P2,0080 per transaction. Since exporters are usually paid between P@.50 -

' PG;SG lower than the BAP reference rate for every dollar they earn,
therefore a transaction worth $5,000 implies a total cost of P5,000 to an

exporter.

There is a general perception among exporters .that Central Bank
regulations tend to reward banks and penalize exporters. Below is an

example of this which is taken from PHILFOODEX NEWS (January 1989).

"Do you know how much you are losing because of the Central
Bank ruling that requires us to pay our freight in pesos instead
of dollars?

Take a very recent example. Two Philfoodex members recently
shipped their products abroad, incurring a freight cost of
$1,350. But instead of allowing the exporters to just deduct the
freight cost from the dollar proceeds of the sale, which could
have been simpler, the rules required them instead to first get
the peso proceeds of their dollar earnings at P21.25.
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Andvthen; they were made to turn around and, using the pesos
that they got, to buy dollars to be used to pay for the freight.
There's nothing wrong about that, except that when they bought
the dollars these cost P21.94.

S0 from this transactlon alone, the two exporters lost
P931.50. And this happened without even leaving the same bank
from which they collected the dollar payments of their foreign
buyers.

Apparently, the CB wants the banks to earn extra from this.
But at what cost?"

This is one of the reasons why exporters prefer that- importers

directly pay the freightlcost;

Thué, in the context of our framework above, one of the greatest
bottlenecksA seems to lie oﬁ.the atﬁitude of banks towards_ lending as a
whole. Even if the.Central Bank is ready to refinance export loans, but if
such leans are not forthcoming then its rediscounting facility is rendered

ineffective.

| The special ~lending programs have been introduced to ease up this
bottleneck. Mere specifically, they have been addressed to those who have
been left. out by the banking system, such .as the small vand medium
enterprises. That most of them are managed by non-financial institutions
meiely underscores the point that they were designed to partly do what
banks failed to do. mHowever, the resources of these programs are small
relative to the financing requirements of the export sector. Admittedly,
two programé (i.e., ALF and iGLF) are well—endowed,;hpwever; they cater to
both the domestic-oriented and export-oriented enterprises. It is also
noteworthy that almost all of these programs require hard collateral. In
the_'case'of IGLF and ALF, a project study is required which unnecessarily

adds to the cost of borrowing from these programs.
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In the preceding chapter, the inpressivély high availment rates of
these programs have been noted. Whether they have reached a wider
clientele is indeed questionable, It could be that these programs have
been serving the same set of borrowers who probably have already exceeded
the individual loan limit from a particuiar program, Officers of some of
these programs whom we interviewed said that they do not bother at all to
check whether their borrowers borrowed from other credit programs since it
is not part of their criteria for approving loan applications. So long as
they can present unincumbered assets as collateral and can assign a certain
portion of the L/Cs, exporters can borrow from these programs. Thus, these
special credit programs could have limited impact insofar as the financing

requirements of a wider range of exporters are concerned.

While it has been pointed out that these speciél credit programs,
however small and fragmented, could have catered to the same set of
borrowers, it is also‘worthwhile to note that obtaining small loans from
different 1lending institutions could unnecessarily raise the cost of

borrowing.

Recently, Magno and Meyer (1988) evaluated the effectiveness of the
guarantee programs, namely GFSME, IGLF, and Quedan Guarantee Fund Board
(QGFB). All three programs have liquidity window. Table VI.2 shows that
while the ratio of agricultural loans to total loans of commercial banks
declined during the period 1981 to 1986, the ratio of agricultural loans
guaranteed to total agricultural loans granted increased during the same
period, This suggests that the additional funds from the guarantee
programs did not result in net additions to loans granted to the
agricultural sector. Participating and non-participating commercial banks

showed negligible difference in the ratio of their agricultural 1loans to
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Table VI.Z
RATIO OF AGRICULTURAL LOANS TO TOTAL LOANS AND RATIO OF
AGRICULTURAL LOANS GUARANTEED TO TOTAL AGRICULTURAL LOANS
GRANTED, COMMERCIAL BANKS, 1981-1986

Avarage Annual
Average Ratio Growth  Rate
(%) (%)

v S e P M T e S T i S N R S S W S e S S R S — - —

1. Ratio of agricultural loans to
-total loans C 7.3 . -3.4

l. Ratio of agricultural loans to
guaranteed to total
agricaltural loans granted 2.9 29.8

Source: Magno and Meyer (1988)
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total loan portfolio, again suggesting the ineffectiveness of the guarantee

programs.

'The gearing ratio of GFSME has been substantially below one (i.e.,
.08 in 1984, ©@.30 in 1985 and ¢.34 in 1986). It implies that the

guarantee fund had not been fully utilized.

In oﬁr- survey, only three out of seven sample banks.availed of the
guarantee - facilities in 1988. Moreo&er, the ratio of guaranteed‘loané to
total export loans had not been moie than two perceﬁt .for these banks.
This suggests that the guarantee facilities have been conéidéréd. less

useful to banks.

Philguarantee'é effectiveness in providing guarantee facilities to
small and medium scale enterprises has been weakenéd by laCkJ of funds.
Although it 1is highly capitalized, ‘losses incurred in the guarantee it
proQided to overseas contractors have practically dissipated ifs capital.
‘This 1is compounded by its stringent qualification requirements. Thus,. in
1988, Philguarantee was servicing only 15 exporters which accounts for only
@.3 percent of the total number of ‘exporters. Meanwhile, guarantees
outstanding as of 1988 amounted to P38.4M'which,is only two percent of the
total outstanding export rediscounts of the Central Baﬁk. Thus,
Philguarantee's desire to attain a zero default rate has réndered the EGCP~

SMI program virtually useless.

The gearing ratio of Philguarantee's EGCP-SMI program could not be
determined because it does not have a separate fund. But if we were to
base iﬁ_on its readily available liqdid resources of about P200M, then we

will arrive at a gearing ratio of less than one.
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In general, servicing a guaranteed'loan is time consuming. For
example, it takes an average of 308 percent more man-hours to service a
loan under the GFSME program than an ordinary loan (see Magno and Meyer
1988). This is due to the follow1ng reasons.d Flrst, guarantee programs
have numerous and cumbersome reguirements and involve .more paperworr;
Second, banks are mandated by the guaranteeing institution to monitor
solely guaranteed loans to reduce the p0551b111ty of credlt being diverted
to other uses. And lastly, oanks spend so much time in seeing to it that
borrowers would not default for fear of being blacklisted by the agency
concerned, As noted by Magno and Meyer, being accredlted to a guarantee
program brings extra value to; the banks even if they do not actually

part1c1pate in the program.

While there is a consensus-regardingfthefimportance of having a strong
guarantee program, however, one must not lOSe 51ght of the fact  hat any
guarantee program needs the support of banks. In the Phllippines, banks do _
not consider guarantee as a substitute to collateral., Thus, so long as
exporters lack or have limited collateral'to offer, the effectiveness of a
guarantee program, no matter how well funded, will be' severely limited.
This somehow suggests that an export financ1ng system should directly

address the lack of or limited collateral on the part of exporters.

The inescapable conclusion that can_be drawn from our evaluation -‘is
that exports do not have automatic access to finance. While the Central
Bank - stands ready to provide_automatic and quick refinancing of export
loans, - the collateral-orientedness of commercial banks and relative
ineffectiveness of the special lending programs and guarantee schemes serve
as a major bottleneck. Indirect exporters suffer most from the weaknesses

of the existing export financing system,
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VII. CONCLUSIONS AND AGENDA FOR POLICY AND INSTITUTIONAL REFORMS

After a two-year recession (i.e., 1984-85) the Philippine economy has
resumed its growth path., It achieved a solid growth of 6.7 percent in
1988. _More importantly, the levél of exports increased to $7.1B in 1988,
slightly exceeding the targeted level for that year. Despite this
remarkable performance, the Philiﬁpines has been lagging way behind other
Asian countries., For instance, in 197¢, the value of Philippine
merchandise exports was $1.1B, much higher than Korea's $B835M ekports and
Thailand's $710M exports. In 1988, hoﬁever, merchandise exports 6f Korea
and Thailand reached $59.5B and $16B, respectively. Past policies that
were biased against exporté had largely contributed to the lackluster
performance of Philippine exports. Definitely, the Philippines has.a lot

of catching up to do in the next few years.

The aew government has increased its ihtensity in pushing further the
development of the export sector. The export drive seems to be well-
coordinated by the International irade Group of the Department of Trade and
Industry. Gains realized in the past, such as the increasing share of the
non-traditional exports to total exports and greater market
diversification, have been maintained and improved as demonstrated in
various government programs designed to promote non-traditional exports.
Significant policy changes, like trade liberalization and the new £iscal
incentives included in the Omnibus Investment Code, and institutional
reforms, like licensing more éommon bonded warehouses and the one-stop
processing center for exports, have been introduced, Notwithstanding these
new developments, serious obstacles to the rapid development of the export

sector still remain.
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First of all, the exchange rate policy needs to be reconsidered., The
Philippine exports are losing their competitiveness vis-a-vis their

competitors, specifically Thailand.

Second, exports seem to be not accof:ded a free trade status as regards
imported faw materials. For instance, all exporters except those located
in the EPZ are asked to get a BOI certification of non-availability of
domestic substitute for the imported raw material. This condition is over
and above the more general restiictions on imports pending. complete .import
liberalization. Another example relates to the administration of BMWs. In
the Philippines, the procedural requirements for BMWS are simpler relative
to other schemes. However, these are more strihgent than those in other
countries where exporters using BMWs are not required to submit a "“formula
of manufacture" and to post a re-export bond. In general, the combination
of the exemption/drawback system for intermediate inputs and BOI/EPZA
incentives is not enough to compensate for the anti-export bias of the

protection system.

And lastly, the export financing system secems to be weak and‘
ineffective.  In particular, the refinancing facility of the Central Bank
does not provide an equal status to indirect exporters. The commercial
banking system is generally conservative and is collat;eral—oriented. The
special credit programs are fragm_ented and small. And the credit guarantee

system has been generally ineffective.

Thus, some poiicy and institutional reforms should be introduced to

support the export sector.
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A. Reforms for Achieving a Free Trade Status on the Export Sector

Many of the recommendations advanced here to achieve a free trade
status for the export sector have been already discussed in detaii in Ali‘
(1988) and Rhee (1984). 1In particular, the policy recommendations are:
(1) -abolish import licenses for exporters; (2) abolish non-availability
test for gaining access to duty free imports; (3) replace tax certificates
with cash rebates; and (4) limit duty.exemption to exporters, otherwise the
duty should be reduced to zero. These privileges should be provided to all
- firms that generate export value added. Hence, indirect exporters should

be allowed to enjoy such privileges.

The demand for BMWs facilities is expected to increase in the future.
The procedure for acéessing such facilities is a lot simpler than other
mechanisms currently available to exporters. However, the requirement to
subhit the "formula of manufacture" remains a thorhy issue. In
commoditiés where input coefficients can be easiiy obtained, such as
garments, electronics, rattan furniture, the requirament may be maintained.
NIST shall regularly update and widely disseminate the input coefficients.
But in commodities where it is extremely difficult to arrive at input
coefficients unless all exporters have to divulge their trade secrets, such
requirement should be dispensed with. This is most apparent in the food
export sector wherein almost every item has different input mix, some of
which are imported, Perhaps, it is even better not to require at all
exporters using BMWs to submit a “"formula of manufacture® as what other

countries are doing.

Finally, it 1is imperative that incentiVes/privileges given to

exporters be widely disseminated. In our survey, results show that several
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exporters were not awére at all about'incentives given to exports. In this
regard, seminars/workshops should be regularly conducted by 'the regional
offices of the Deﬁartment of Trade and Industry in c¢ollaboration with
exporters' associations., . _Méasﬁres should, however, be taken to include

indirect exporters in the dissemination program.

B. - Reforms for A55uring'Automatic Access to Export Financing

There is a need to.focﬁs;oh‘pré—shipment financiné. At the moment,
pdst—shipnent financing requiremént coﬁprises.only about five percent of
the‘total export financing'reqﬁirements. In ouﬁ'forécast given in Chapter
I1I, the share of post-shipment financing requirement to total export

Afinancing-requirements will not exéeed 10 percent up to the'year 2000.

3:The policy - and institutional reforms should address the issue of
‘exports' access to financing. While a preferential rate for export loans
is not prescribed, a generally lowér interest is certainly desirable for
‘the entire economy. As ofithisvmoment,.the Central Bank is using the
interest rate policy to defeﬁd the domestic currency. In view of the
external debt overhang and low gross international reserves, the pressure
on the domestic currency remains strong. While this pressure exiSts,
domestic interést fates are likely to remain high. This adversely affects
exports on two counts, First, é high domestic interest rates vis-a-vis the
interest rates of competitoré lessens the competitiveness of Philippine
exports., As shown in our survey resulté, many exporters did not borrow
because of the prevailing high interest rate. Second, an overvalued
domestic currency makes Philippine exports relatively more expensive
compared with those of competitors and also reduces export earnings which

exporters could have plowed back to finaﬁce higher volume of production.
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There is therefore a need to reconsider the interest rate and excharge rate
policies. It should be noted that the Philippine peso has lost its

competitiveness against the Thai baht since 1984.

At present, the Central Bank refinancing facility provides access only
to direct exporters. It is desirable that indirect exporters be giVen
equal access to such facility. With this policy, it is expected that banks
would also provide both direct and indirect exporters egqual access to
financing. Eor this policy to be effective, it is however necessary to
modernize the export financing system in the Philippines. One of the key
elements to..modernizinq pre-shipment export financing is disaggregating
export loans into those which (i) genefate value added (VAL), (ii)
purchase domestically produced intermediate inputs.(DIL), (iii) purcﬁése
imported intermediate inputs (FIL), and (iv) purchase domestically produced
finished goods (DOL).EE/ The separation of DIL from FIL and DOL from
production financing makes it possible to implement a domestic L/C system
for domestic purchase and import L/C system for imported inputs. As noted
in the preceding two chapters, the Philippines virtually does not have a
domestic L/C system. The development of the domestic L/C system assures
automatic availability of short-term export loans and free trade status to
all indirect exporters. Moreover, the separation of FIL, DIL and DOL from
VAL maKes it possible to make a quasi-physical collateral, with inputs or
outputs financed by export loans through the automatic loan disbursement
mechanisms. It should be noted that one of the main bottlenecks in the
éxport financing system in the Philippines is the fact that commercial

banks are overly collateral-oriented. With the creation of a quasi-

21/
See Rhee (1984).
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physical collateral, it 1is hoped that commercial banks respord to the
credit needs of all dqualified exporters, whether they are direct or

indirect exporters.

The modernizatién of pre-shipment export financing system could also
allay fears of the Central Bank that providing indirect exporters access to
its rediscounting window could résult in losing control of the monetary
base. As pointed out by Ali (1988), the basis of export loans would be an
actual export order (backed by an L/C) or an expected order based on past
performance. The sum of export product loans, VAL + DIL + FIL, cannot
exceed the value of the associated export order. A loan given for purchase

Aof' domestic DOL cannot exceed the value of the associated export order.
Since the Philippines has already gone into value-added taxation, it would

be relatively easy to implement this scheme.

The Central Bank should relinquish its responsibility of managing
special credit programs. Such should be transferred to  government
financial institutions. Specifically, IGLF should be transferred “to  the
Develppment Bank of the Philippines and the Agricultural Loan Fund to the
Land Bank of the Philippines. IGLF should do away with its guarantee
function, which is not utilized anyway, and instead concentrate on its
refinancing function. DBP is in a better position to_implement the export
packing and production credits facility for exporters. 1Its regional
branches can  either directly oﬁ-lend to exporters or quickly refinance
export loaﬁs made by banks falling in any of the four export loan

categories mentioned above,

The small and fragmented export credit programs managed by non-

financial government agencies should not be continued. For efficiency,
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they should be consolidated and transferred to a regular financial
institution which has the comparative advantage in managing a credit

program,

One of the key elements of an effective pre-shipment export finance
system is a strong pre-shipment export finance guarantee schemes. As noted
in the preceding chapter, the existing guarantee programs seem to be weak
and ineffective. There is therefore a need to strengthen it., First of
all, there should be a policy statement making GFSME and Philguarantee as
‘the main guarantee institutions. However, both should sit down together to
define their own areas of coverage to prevent any overlapping. It was
noted in Chapter V fhat GFSME has been providing guarantee to export-
oriented agro-processing industries and has plans to expand its exposure to

this sector. This plan should be supported.

. GFSME's plan to abandon its liquidity and interest rate subsidy should

be implemented right away so that it can direct all its resources to the

provision of guarantee. Since it has been proposed earlier that IGLF .

withdraw its gquarantee function, GFSME should be ready to pick up the
slack. Thus, its guarantee should be extended to both agricultural and

non-agricultural loans.

At present, GFSME is only a program of LIVECOR, the mother
corporation. In view of its huge responsibilities, GFSME should be
converted into'a regular government corporation attached to the Officé of
the President.for greater autonomy and flexibility. This is going to' be
relatively difficult though since it needs a congressional action. If éver

this pushes through, it is desirable that the ratio of government to
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private sector representatives in the Board of Directors of the

incorporated GFSME be the same as the preséﬁt Management Board.

GFSME should maintain its guarantee coverage of 85 percent on all
types of cre&it risks. As regards its definition of small and. large
enterprises, GFSME shduld adopt Philguarantee's definition (i.e., small
firms are those with aséets.of.less than P5M aﬁd medium size firms are

those with assets of P5M but less than P20M).

For the export-oriented agro-processing industries, GFSME should
implement a bank guarantee line of P25M per participating bank similar to
‘Philguarantee's proposed bank guarantee line with a maximum guarantee

coverage of 85 percent of the outstanding principal and accrued interest.

In terms of flexibility, Philguaranteé is in a better position than
CFSME because it .is already incorporated. However, it is financially
weaker_ than GFSME. The first task in rehabilitating Philguarantee
iherefore is to finally transfér its non-performing assets to the National
vGoéernment which in 'effect ié a mere implementation of E.O. No. 64,
» Second, its resourceé should,be increased. The study.of First Washington
AAéSOCiateS (1988) has fecommended an additional capital of P400M which is
deemed sufficient t0'suppoft-a healthy growth of guaranteed and insured
finance for.exporteré from 1989 to 1993. It is recommended that resources
of export credit programs of non-financial government agencies which we
suggested earlie; to_be phased out be transferred to Philguarantee. This
includes fhe Pl65.5M from EIMP, P20M~from EDAP and PF16.5M from TF. The ¥5B
being negotiated now by the government‘in behalf of EIMP should instead be

used to increase Philguarantee's capital,
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The maximum guarantee coverage of Philguarantee should be increased
from 70 percent of outstanding credit to 85 percent to align it with that

of GFSME's.

Recently, Philquarantee was given the authority to grant guarantees of
less than P50M per beneficiary without seeking the approval of the
President of the Philippines. It has lined up new initiatives as shown in
Annexes D and E. As it prepares itself towards becoming a truly export
credit guarantee institution, Philguarantee's organizational structure has
to be overhauled., The number of the Board of Diréctors should be reduced
from seven to five, with two private sector representatives, preferably one
from the commercial banking system and one from the association of

exporters. A full-time president is definitely desirable.

It has been shown in the case of Philguarantee that 1loan recoveries
have improved tremendouély when it started to directly take the
responsibility - of recovering loans. This should be continued and
strengﬁhened further by having a separate division to manage claims and

collections, GFSME should likewise maintain such division.

It would be worthwhile to do away with accreditation of banks,
Whether banks are stable or not should be the concern of the Central Bank,
not that of guarantee institutions. Instéad, the export guarantee facility
should be open to all banks who wish to endorse an export loan for a
guarantee, This is important especially if the export financing system is
to be modernized along the lines suggested above. To minimize the
occurrence of loan default, GFSME and Philguarantee should link up with
exporters association in building a profile of the creditworthiness of

exporters, particularly the small- and medium-size exporters. Exporters
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know very well producers who have the potential for becaming direct
exporters since they have been in constant contact with them through sub-

contracting or other means.

As may be gathered from the discussion above, most of the
recommendations have focused on policy and institdtional reforms as well as
on improving the guarantee system. These are the major bottlenecks to
export financing identified earlier. At the national Ilevel, export
financing_ does not séem to be a major problem. In Téble VIii.l, we have
reproduced the figures for pre- and post-export financing requirement. We
have also estimated commercial.banks‘ outstanding loans and discounts for
1989 to 2000 assuming a 14 percent growth rate and a four percent
depreciation rate of the peso vis-a-vis the U.S. dollar,gg/ A comparison
of these two sets of figures suggests that the resources of commercial
banks can very well cover the demand for export financing. Tﬁe problem,
however, is that such resources have not flowed to tﬁe export sector,
especially the small- and medium-exporters who typicaily have insufficient

collateral and are considered highly risky by banks..

C. Scope for ADB Assistance

There are some areas by which ADB can assist the country in its export
drive. One is to continue its policy dialogue with the Philippine
Governmment. The export sector cannot thrive well if the policy environment

is hostile towards it. The discussions should focus on the ways by which

22/

"~ The 14 percent was the average growth rate of loans and discounts
during the period 1980~84 (see Table V.5). The years 1985-87 were excluded
because of the abnormal drop in loans and discounts during this period that
was mainly brought about by the transfer of non~performing assets of the
Philippine National Bank to the National Government.,
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Table VIIiI.1 _
PROJECTED BANKS' LOANS AND DISCOUNT,
AND PRE- AND POST-EXPORT FINANCING

Projected Banks' Loans 2/ Pre- and Post

Year Exchange Rate and Discounts Export Financing
(P/USS) 1/ Reyuirement 3/
1989 21,93 4.7 1.15
1999 22.81 5.1 1.29
1991 _ 23,72 5.6 1.45
1992 24,07 6,1 l.65
1993 25.66 6.7 1,92
1994 26,69 7.4 2,26
1995 27.75 8.1 2.62
1996 _ 28.86 8.8 2.97
1997 ' 3,92 9.7 3.440
1998 31,22 1.6 3.85
1999 32.47 11.7 4,37
2049 : 33.77 12.8 4,95

i/
2/
3/

The assumed depreciation rate is 4 perceant per year.
Assumed to pe growing at the rate of 14 percent.

From Table VI.9,
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exports can be given an "extended neutral status." Another area is to
provide the Philippine Government with technical assistance in modernizing
the pfe-shipment .export financing system., The assistance should be
directed to a committee representing various government agencies and
private expott associations who will study the issues involved in
-modernizing the pre-shipment export financing system, formulate the
mechanisms for implementing such program, énd monitor the progress of the
program. Still another way by which ADB can assist the country .in its
export desire is t0-providé both GFSME and Philguarantee with technical and
financial assistance. The technical assistance may be directed at two
levels. One.is human resource development aimed. at impfoving the technical
know~-how of the staff of these guarantee institutions., The other involves
improvement in the procedure for delivering the guarantee programs. This
would include improvement .in information dissemination, processing
procedures for applications and claims, and coilection and litigation. As
regards financial assistance, ADB may either directly invest in or provide
long-term soft loans to both GFSME and Philguérantee. Additionally, ADB
may buy shares of the Credit Investigation Bureau (CIB) which is now being

privatized.
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Annex A
LIST OF PERSONS/INSTITUTIONS VISITED

Mr. Armando Tetangco

-Director, DER-International

Central Bank of the Ph111pplnes

Ms. Purita Neri

Director, DER-Domestic :
Central Bank of the Philippines
Ms. Cecilia Arguelles

. Director, Loans and :Discounts Department
"Central Bank of the Philippines

Mr. Jose Tirona
Director
Export Department-

li Central Bank of the Philippines

1g.
1.
l12.
13.
14,

15,

- Mr. Jesus Tafnedo

Executive Vlce-Pre51dent

- Philippine Export and Forelgn Loan Guarantee Corporat1on

Mr. Manuel Batallones

Manager, Export Credit Guarantee Corporation-
Philippine Export and Foreign Loan Guarantee Corporat1on
Ms. Evanor Palac

Assistant Director

Business Development and Marketing. Group -
Guarantee Fund for Small and Medium Enterprises
Dr. Gloria Arroyo

Undersecretary

Department of Trade and Industry

Mr. Victor Lim

Vice-President

Financial Executive Institute of the Phlllpplnes
Atty. Jose Hisamoto

Officer-in-Charge

Philippine Exporters Foundation

Ms. Clara Lapus

President

Philippine Federatlon of Food Exporters

Mr. Reynaldo Vergara

President

Philippine Chamber of Handicraft Industries

Ms. Dalisay

Director

Purchase Order Financing

Mxr. Manuel Colayco

Executive Vice~President

Philippine International Trading Corpoxatlon
Mr. Tony Honrado

Assistant Managing Director

Export Industrial Modernization Program
Tecnhnology & Livelihood Resource Center
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16, Mr. Nestor Mijares

Director

NEDA Region VII
17, Mr. Ernesto Balangue

Director

NEDA Region XI
18, Mr. Arnel Salva

Division Chief

Bureau of Export Trade Promotion
19, Ms. Ria Ramirez

- Bureau of Export Trade Promotion

28, Ms. Minerva Franco

Executive Director

Product Development and Design Center of the Philippines
21, Mr, Alfonso Villaverde

Executive Director

Philippine Shippers' Council
22, Ms. Lina Batallones

Investment One-Stop Action Center
23, Ms, Becky Estalilla

Marketing Manager N

Credit Information Bureau, Inc.
24, Mr. Conrado San Juan

APEX Financing
25. Ms. Zeny Galatera

Director’

Export Development Assistance Program

Technology and Resource Livelihood Center
‘26, Ms. Leny Abella

Exponet
27. Ms, Helen Alvarez

International Coffee Organization - Certlfylng Agency
28. Ms. Ma. Angelina Angeles

Deputy Executive Director

Philippine Trade Training Center
29, Ms. Gigi Quiazon

Office of Policy Research

Department of Trade and Indusetry
3. Ms. Plavia Tan

Assistant Director

Loans and Credit Department

Central Bank of the Philippines
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Mnex E
PHILIPPINE EXPORT AND POREIGN LOAN GUARARTEE CORPORATION
Sth Floor, E£xecutive Building Center, SBen, Gil J. Puyat Corner Makati Avenue
Makati, Metro Manila

STATEMENT OF INCOME AND EXPENSES
For The Three Quarters Ending €eptember 30, 1988

(Unavdited)
INCOME .
Guarantee and Commitment Fees ® 10,344,553.25
Interest on Investments and Deposits 20,841,552.70
Processing and Other Fees andi Charges 13,693,588.55
Lease Income 15,205,391,.68
GFl-Linked NPAs 17,549,596,.62
GROSS INCOME ® 77,634,682.80
OPERATING EXPENSES
Salaries and Other Personnal Expenses ® 3,515,992.83
Utilities : 1,692,778,84
Professional Feesg - .742,410.83
Depreciation - Equipment 106,513,689
Other Operating Expenses 841,079.42
TOTAL QPERATING EXPENSES 21,922,621,.46
OPERATING INCOME (LOSS) BEFORE
EXTRAORDINARY ITEMS P 55,712,061.34
Foreign Exchange Gains 256,489.18
Interest and Financial Charges
Regulay ® 46,712,420,25
GFI-Linked NPAs - 174,195,222,95 220,907,643.20
NET INCOME (LOSS) : (»164,939,092,68)
RTIFJED CO! ‘ﬁ
[
SUS M. T

" Bxecutive Vice President
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Annex E (Cont'd.)

PHILIPPINE EXPORT AND FOREIGN LOAN GUARANTEE CORPORATION

5th Floor, Executive Building Center, Sen. Gil J.
Metro Manila.

Makati,

BALANCE SHEET
As of September 3@, 1988
(Unaudited)

ASSETS

Current Assets
Cash and Due From Banks
Short Term Investments
Guarantee Fees Receivable (Net)
Accounts Receivable (Net)
Prepaid Expenses

Total Current Assets
Investment in Government Securities
Fixed Assets

Other Assets

Advances and Other Recelvaoles
on Guaranteed Loans

Other Advances

Acquired Assets

Contract Mortgyage Receivable

Debenture Bonds

Notes Receivable

Miscellaneous Assets

Assets for Transfer to National
Government

Total Other Assets

TOTAL ASSETS

¥ 6,734,126.18
220,711,787.99
5,248,990.39
1,280,305.28
12,247,247.34

¥ 328,308,249.42
947,908.97
521,598,570.21
163,100,090
194,296,135.87
94,123,000.00
522,902,85

5,493,233,137.56

Puyat Corner Makati Avenue

P 246,222,057.18
31,471,283.56

347,348.38

6,633,193,004.88

#6,911,233,694.00
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Annex E (Cont'd.)
LIABILITIES AND STOCKHOLDERS' EQUITY
Liabilities

Current Liabilities
Liabilities for Transfer to

National Government ¥ 132,015,544.14
Income Tax Payable - 89,149,295.31
Interest Payable 24,541 ,312,.14
Accounts Payable and Otherx

Liabilities 11,631,878,91

Total Current Liabilities ¥ 257,337,940.50

‘Advances from National Treasury ¥ 332,442,039.87

Advances from National Treasury
(related to NPAs for Transfer -
to National Government) - P 488,918,160.99

Long Term Liabilities
Loans Payable & 816,891,711,30
Liabilities for Transfer
to National Government 2,653,951,588.81
Total Long Term Liabilities F3,470,843,300.11
Total Liabilities ' ' F4,549,541,441.47
Deferred Credits 10,746,594,02

Deferred Credits (related to NPAs
for Transfer to National S
Government . ' ~149,801,525,43

Stockholders' Equity
Capital Stock (Authorized and

Subscribed - P10.6B) : #3,230,438,657.00
Retained Earnings (Deficit) ( 864,355,430.84)
Profit (Loss) ( 164,939,092.68)
Total_Stockholders' Equity 2,201,144,133,48 -

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY ' P3,9ll(233,694.ﬂﬁ
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Annex F

EXPORT CREDIT GUARANTEE PROGRAM
FOR SMALL AND MEDIUM INDUSTRIES

PURPOSE

CONCEPT

" ACCREDITED BANKS

GUARANTEE LINE

GUARANTEE COVERAGE

GUARANTEE FEE

PERFORMANCE
STANDARDS AND
SANCTIONS

BANK GUARANTEE LINE

To raise the level of preshipment
financing available and accessible -
to creditworthy but collateral=~ '
deficient small and medium-size
export enterprises.

To simplify and facilitate the
delivery of financial assistance and
guarantee support to deserving exporters, -

Philguarantee shall, in addition to
the existing Individual Account
Guarantee Facility, extend Bank
Guarantee Lines in favor of private
banks participating under the ECGP-SMI.

Subject to conditions embodied 1n a new
agreement, Philguarantee shall delegate
authority to participating banks to .
approve and grant preshipment credits
to small and medium-size exporters

secured by the guarantee of the corporatlon.

Citytrust Banking Coxporation

- Far East Bank and Trust Company
Philippine Commercial International Bank
Pilipinas Bank
Rizal Commercial Banking Corporatlon
Solidbank Corporatlon

..

225 Million per participating bank
renewable annually for the same amount
based on the bank' s overall performance
in the ECGP-SMI.

.8

Maximum of 70% of the outstanding
principal and accrued interest

1.5% per annum
‘Past due.ratio must not exceed 20%.

‘Otherwise, the facility shall be. auto-
. matically suspended.

L

A default ratio must not exceed the 10%.
Othexrwise, the facility shall be auto-
matically terminated.
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ELIGIBLE LOAN

GUARANTEE CEILING

LOAN UTILIZATION

MINIMUM COLLATERAL
REQUIREMENT

QUALIFIED BORROWERS

OWNERSHIP

BUSINESS ACTIVITY

TRACK RECORD

FINANCIAL STANDING

CREDIT RECOKRD

.

Annex F (Cont'd.)

Preshipment Export Credit granted
against irrevocable letter of credit
or acceptable confirmed purchase order

Small enterprise - maximum of £500
thousand

Medium enterprise - maximum of #1.5
million

Purchase of inventories, payroll and
other operating expenses to service
export orders

Assignment of irrevocable letter of
credit or confirmed purchase order

JSS of principals in their personal
capacity

A small or medium-size export enter-
prise with total assets of at least
P50@ thousand but not exceeding #20 million

Majority-owned Filipino firm

Processing, production or manufacturing
and marketing of non-traditional
products directly for exports

At least one (1) year export performance
or 4-5 negotiated shipments with
a total value of at least $10¢ thousand

a. Unimpaired capital of #2560 thousand
(net of pre-operating expenses)

b. Debt-Equity ratio of 80:2¥ after
~ financing

Satisfactory credit dealing as certified
by past/present creditors for the
enterprise and its principals

No derogatory findings for the enter-
prise and its principals
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Annex G

PROPOSED GUARANTEE ASSISTANCE PROGRAM
FOR OVERSEAS CONTRACTORS

To facilitate bonding for POCB-accredited
contractors in order for these firms to maintain
their competitiveness in service exports.

Philgyuararntee shall provide guarantees to

a pool of selected/pre-qualified POCB-
registered overseas contractors who are
encountering difficulties due to the rather
stringent collateral policy of most banks.
These contractors have been successful in
their undertakings and the program aims to
ensure that these accomplishments continue,

: 1. Project Qualified under the Program:

* Labor Subcontracts to established
foreign contractors (i.e. Japanese,
U.S., Italian, Korean) as determined
by POCB;

* Officer In Charge of Construction
(OICC) Projects.

2. Qua&ified Contractors:

Some ten (1) qualified firms shall be
chosen among the "surviving" POCB registered
contractors, The selection process to be
undertaken in close coordination with POCB
shall be based on the following factors:

* Historical Net FX Remittance
per POCB Records

* Accreditation with POCB
* Contracting Ability of the firms
based on Net Worth, Projects

Finished/Ongoing

* Dollar Remittance and Employment
to be generated by the Project

* (Credit Record
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Annex G (Cont'd.)
.3. Types of Guarantée Available:

Performance Bond, Advance Payment
or Peso Working Capital for
Mobilization Expenses

4. Guarantee Ceiling: $5¥@ Thousand
maximum exposure to each qualified
~contractor; P10@.0 Million ceiling
on all issuances under this program,

5. Guarantee Coverage:

The total guarantee requirement of the
firm shall be shared proportionately
among Philguarantee, Bank and the
Contractor in the following manner:

* 50% Philguarantee
*  25% Bank

%k 25% Contractor's Equity
Contribution

_6. Collateral Requirement:

Philguarantee's exposure shall be
secured by the assignment ofgcontract
proceeds plus the JSS of company's
principals. Any other collateral
held by the bank shall be shared
parri-passu with Philguarantee.

7. Fees:

Commitment Fee - 1/4 of 1% p.a.
commencing on
the 90th day
upon approval.

Guarantee Fee - Minimum of 2.6%
p.a.
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