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The Main Report




I, OUTLINE

1.1 This report presents a review of the small and medium industry
programs in the Philippines, and examines their relation to industrial

and regional development policies. It also reviews the available

evidence on the size-structure of industrial development by region

and over time. This chapter presents a self-contained discussion of

this materizl under one heading. The main conclusions of the report are also
summarized at the end of this Chapter (paragraphs 1.36 et. seq).

The Scope of the Report

1.2 In most developing countries, manufacturing employment is
predominantly in households, workshops and small factories., A large
share - particularly in small-scale manufacturing - is also found in
the rural and urban areas of agricultural provinces, serving the markets
generated by agricultural growth., But institutional finance and the
training and advisory services for industry are heavily concentrated om
large-scale manufacturing in metropolitan areas. The idea behind small

1/
enterprise programs is to extend finance and supporting services towards
small industries with the purposes of improving earnings opportunities
for a greater share of the labor force, and achieving a more regionally
balanced growth of industry.
1.3 These were broadly the purposes behind the small and medium
industry programs introduced in the Philippimes in 1974. In the previous
twenty years the labor force héd increased from 7 to 14 million, and by the

mid '1970s 500 thousand people were entering the labor market each year;

1/ A note on the use of the term 'small enterprises' is provided in
the Annex to Chapter 1,




there was (and remains) in consequence a continual pre—occupation about
providing gainful employment opportunities for the labor force. The

bulk of industrial investment was taking place in Manila and its surrounding
regions, and had been facilitated by an extraordinary growth of the organized
financial sector, at over 11% per year in real terms, from an already

large base, over the previous 20 years. In 1977 for instance, 87% of

the total loans and investments of the private commercial banks (the

largest financial institutions in the country) were in Metropolitan Manila,
with 837% of their industrial lending being to medium and large scale
industries. In contrast, workshop and factory-based manufacturing
employment was both more extensive and growing more rapidly in the

provinces. This can be seen from the estimates provided in Table 1.1:

Table 1,1: DISTRIBUTION AND GROWTH OF MANUFACTURING
EMPLOYMENT BY REGION, 1960-75

Distribution CGrowth Rate
Region and Scale of Activity %, 1975 % per Year

Manila and Rizal (Metr politan Manila):

- Household Manufacturing

- Establishments with < 10 workers

- Establishments with > 10 workers 1
3

0

Provinces:
- Household Manufacturing 41
- Establishments with < 10 workers 13
- Establishments with > 10 workers 16
70
Total 100

/1 There is quite a large margin of uncertainty in this figure,
Source: Text Table 6.4,
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The high growth rates of establishment-based production in the
provinces are a comparatively recent happening, and apparently reverse
a trend experienced in the 1950s (and probably much of the 1960s) when
agricultural development was given a low priority.
1.3 The distribution of industrial employment by scale and by
region are to be examined at length in the following report, But it
might be noted, first, that the declining share of household manufacturing
in the provinces should not be interpreted negatively. It reflects
the structurzl changes towards establishment-based production resulting
from gradual improvements in infrastructure and transport services in the
provinces, and from the markets generated by agricultural growth.
Second, a significant portion of the growth of medium and large scale
industry has its roots in the expansion of once small firms. In the
1970s, an increase in the rate of growth of provincial industries
was expected as & consequence of a new emphasis to be placed on agricultural
development; it was this that led to the idea of a regionally based
program to address constraints on the flow of finance and supporting

1
services o small and medium industries.—/
1.4 The first half of this report (Chapters 2, 3 and 4) presents
an assessment of this program over its first five years. The program has
several elements, including finance, extension and advisory services,
training and entrepreneurship development; but the following considers
finance and extension only, since the task would otherwise have been

too great, Although the program was financed and administered entirely

1/ An outline of the arguments can be found in the ILO (1974) report,
Most of the Govermment documents and memoranda, which naturally
provide more detailed documentation, have never been published.
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by Government agencies, it was designed to encourage a greater

involvement of the private sector in financing and providing services

to small enterprises; much of the report is therefore concerned with
assessing how far this was achieved in practice and what constraints
remain,

1.4 Chapters 5 and 6 examine the regional and size distributions

of industrial development, and how they were affected by leading sector
policies; it also presents interview data on the origins and growth

of firms. Apart from providing basic descriptions on the changing

gsize and regional structure of industry, these chapters seek to clarify
how the policy environment is affecting the nature of employment
opportunities in the country, and to discuss its implications for the
small enterprise programs. While the programs are aimed at improving
earnings opportunities, 1t is apvparent that such opportunities - and

thus the efficiency of the small enterprise programs - are overwhelmingly
determined by leading sector policies. The indirect effects of investments
in agriculture, and of industrial incentives and tariff policies on the
incomes of those employed or seeking employment in small enterprises, are
far more significant than those of direct interventions, such as financing
and extension programs. Equally, the suggestion that the indirect effects
of leading sector policies are important does not imply that direct
interventions are not merited, If for instance they bring about a more
rapid emergence and growth of small enterprises, as 1s currently happening

with small-farmer agricultural projects in the Philippines, the benefits
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of addressing the constraints in the capital markets and on the flow

of supporting services are increased.

1.5 Chapter 7 reassesses the purposes of small enterprise

programs in the light of the current pre-occupation with improving
employment and earnings opportunities in the country. It winds up

with a discussion of the use of the capital-labor ratio and the rats

of return to capital as investment criteria, favoring the latter. The
choice of criterion has implications beyond that of deciding whether

or not a particular project is worthwhile, however, although this is
undoubtedly one implication. As in other éountries, the understandable
pre~occupation with creating jobs for the labor force has led teo

preferences for financing fixed assets over working capital, for
assisting new or evpanding enterprises over those simply seeking

modernization without expansion, and for financing direct investments

in industry over those in services and trade. The elementary point to

be established is that what the majority of the labor force are seeking
is not simply more employment, but more gainfui employment; the programs
should thus be regarded as an agent of structural change, and support
rofitable activities that offer prospects of an income gain, irrespective
of whether an expansion of employment, of fixed assets, of manufacturing
or trading, or of working capital is involved. As will be seen, this

suggests new points of departure for the future of the programs.

1.6 The final chapterKS)is & technical supplement, and discusses

the theory underlying some of the earlier chapters. It provides a formal

‘éisdussion of uncertainties in capital markets and their implications for
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interest rate policy. Some analytical questions on project selection
criterion are also taken up in this chapter,

Experience of the Financial Institutions (Chapters 2 and 3)

1.7 As of December 31, 1978 the total assets of the Philippine
financial sector amounted to P 163.1 billion. Table 1.2 below indicates
the types of institutions holding assets in excess of 1% of the total

assets of the Philippine financial system:

Table 1.2: PERCENTAGE DISTRIBUTION OF THE ASSETS CF THE
PHILIPPINE FINANCIAL SYSTEM AS OF
DECEMBER 31, 1978

Commercial Banks

Development Bank of the Philippines
Finance Companies

Private Insurance Companies
Investment Houses

Finance Companies

Rural Banks

Savings and Mortgage Banks

Land Bank of the Philippines

Others

= L

HFroMpPpoMo™ND R PR,

.

Mk LWLWW~ 0N

p—

Total 100.0

Source: NEDA
The sector has two major compoments: the banking system and the non-
banking system.;/ The former comprises commercial banks, rural banks,
thrift banks, development banks and savings and loan associations, and
which together accounted for 88% of loans and investments outstanding
of the financial sector in 1978. The non-banking system accounted for

the remaining 12% and consists of government sponsored insurance programs

such as the Socilal Security System, the Government Service Insurance

—~—r v

1/ The roles of the various financial institutions are summarized in
Annex 2 of Chapter 2. '
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System and the Agricultural Credit Administration; it also includes
institutions such as investment houses, finance companies and public and
private insurance companies.
1.8 The rapid expansion of the financial sector since 1950 has been
associated with a corresponding expansion of branch networks throughout
the country. This was mainly to broaden the resource base; the commercial
banks for example now have nearly 8Q0 branches in the provinces and
about 500 in Metro-Manila; 70-75% of their incremental resources came
from deposits in the years 1976 and 77. But as uoted earlier, lending
to small enterprises by financial institutions accounts only for a small
share of their total lending to industry and commerce. As far as
institutions in the private sector are concerned, four reasons are commonly
put forward to explain why the share is small:
(1) The risks of loans not being repaid, and the
administrative costs, are both too high to
1/
develop a lending program for small enterprises;
(i11) 1Institutional biases in favor of lending to the
corporate sector; historically the private financial
institutions evolved expressly to mobilize resources
for the corporate sector, and indeed commonly have
joint ownerships and directorships;
(iii)  Transactions costs faced by the owners themselves
of small enterprises in applying for institutional
credit; and
(1v) Interest rate ceilings and other structural constraints

affecting the returns t0 lending to small enterprises.

1/ Risks and administrative costs are jointly referred to as transactions costs.
Risks are defined below as belng the probability of loans not being repaid.
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(1) and (ii) led to the decision to finance small enterprises through the
Government-owned Development Bank of the Philippines (DBP) on the
assumption that the econmomic returns would outweight the private returns
perceived at the time by the private sector. The Government alsao introduced

a rediscounting facility, known as the Industrial Guarantee and Loan Fund

(IGLF), with risk guarantees built into it, and which was available

to accredited private sector institutions; besides widening the reach

of the program, IGLF was also intended as an inducement to the private

sector to develep lending programs to small and medium industries, and to begin
to lend to them using privately raised resources. (iii) led to the
establishment of an extension service, and is discussed further

below. Less attention was paild to (iv), however., What were the results?

1.9 Filnancial institutions in the private sector still

make few short-term loans and even fewer long-term loans to small

enterprises out of privately raised resources, except to a small minority

of borrowers of good standing. The reluctance to lend can be explained in
part by the administered interest rate structure, which allows maximum
effective rates of 167 and 19% respectively for short-term and long-term
loans. The value of compensating business often raises the returns above
these levels, but it is only significant for prime - mostly large scale -
borrowers. In 1978, the weighted average costs of resources to the

commercial banks were estimated to be 13.3%, and would have been significantly
higher had more long term resources been raised; in 1979 the weighted

average costs rose for several reasons, with the consequence that both

actual and planned lending to small enterprises were cut back further,




-9 -

Analysis of the administrative costs and risks shows that lending to a
broader class of small enterprises would be unprofitable to the private
sector under the present structure of financial incentives. This conclusion
applies less strongly to short-term than to long~term lending, in which the
risks and administrative costs are greater while the spreads between borrowing
and lending long are, quite probably, narrower.

1.10 Hence lending by the private sector to small enterprises is
unlikely to develop unless there is a drop in the costs of resources

such that lending becomes profitable within the existing constraints,

or unless there is a lifting of the constraints themselves. These

arguments are familiar, However, in the following Teport it is suesgested
that financial incentives alone are unlikely to induce the private sector

to lend out of its own resources. The experience of DBP and IGLF shows

that the risks of lending to small enterprises are (&s expected) initiall
high, and reducible only through a sustained institutional development
effort over a long period. One element in the risks is undoubtedly the

higher closure rates of small enterprises, Which averages around 4% per year,

But a larger element stems from (i) poor information; (il) the tasks of developing
screening, appraisal and supervision procedures, and of training staff; and (iii)
the tasks also of developing internal control procedures to eliminate diversions
and misuses ©f funds, Some of the smaller private financial institutions

in the provinces, who are able to administer very small loans efficiently,

could not handle the larger small loans available through IGLF, and also left

the program, In the first five years of the program the risks declined

noticeably from high levels, almost wholly on account of the accumulation of
experience and the development of procedures within the institutions involved,

Hence our conclusion is that the role of the Government's program in
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shouldering the early costs and risks of providing small enterprises

with access to institutional credit is being fulfilled; but that the

impact of the program would be greatly enhanced if the structural
constraints preventing the flow of private financial resources to

small enterprises were addressed.

1,11 Both DBP and IGLF have also concentrated on term—lozns,

although short-term loans are probably in as great a demand, are less

risky and likely to be more attractive to the commercial banks. For

these reasons we have suggested that the programs might introduce short-
term lending. Lending to small commercial enterprises would help small
industries further by opening up markets and providing additional

conduits for working capital and tzade credits, Other suggestions are for a
re~structuring of incentives at the smaller loan end of IGLF, and

vossibly a removal of the floor limits: the smaller loans (in terms of
numbers) are in greéter demand; there ;s no prima facie evidence that

they are more risky; as a percentage of loan size, they are not prohibitively
costly to administer if accompanied by a decentralization and simplificatiom
of lending procedures; and there are institutions in the provinces

capable of handling very small loans efficiently. Finally, a forum for

the exchange of views and experiences between institutions is suggested,
together with the establishment of a common credit record keeping system.

Industrial Extension (Chapter 4)

1.12 At the beginning of the program two types of extension
services were intorduced into the provinces;  both were administered
by the Ministry of Industry and were intended to complement the financing

1/

pograms discussed above, One (known as MASICAP) provided assistance

;/ Medium and Small-Scale Industries Co-Ordinated Action Program,
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in the preparation of projects for fimance. It was introduced since
previous experience had shown that simply making finance available
without the supporting promotional and advisory services was in itself
likely to lead to a low demand and, where the demand did exist, to
unsatisfactory proposals being put forward to the institutions. The
idea was that once the extension and preparatory work had been
completed for a sufficiently large number of projects, the information
and exparience gained would permanently reduce the average transactions
costs all round, and financing would procede independently of the
extension service. As noted in the text, the service was and is not
intended to be a permanent aspect of the financing programs. The actual
decisions to lend are of course the responsibility of the financial

1
institutions. The other service (known as the SBAC:/ program) was
purely advisory in nature, and offered what are termed entrepreneurial
counselling, business management, technical, marketing and referral
services., For the most part, these services have been turned to by
people planning to set up or expand their businesses in various ways,
and are seen as centers for disseminating ideas and information omn
business opportunities and business practices.
1.13 Extension services for small non-agricultural enterprises
are different in nature to those for agriculture, This is possibly
because more experience has been gained with the latter, which are
able to provide advice on husbandry and farm technologies, and more
generally to act as an agent for up-grading farming practices in a

region. As discussed in the text, however, a basic difficulty of

1/ Small Business Advisory Centers.
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industrial extension stems from the heterogeneity of small business
activities; they are found in practically all industrial sectors
and,even within narrowly defined sectors at the 5 or 6 digit level,
often differ in fimancial and technical respects, and in the location

of markets and sources of raw materials supply. In the preparation of
projects, an independent technical and business budget analysis is
required for each case, based on an assessment of local wages and
prices, the technologies available, and of market outlets. Exceptions
are comparatively small projects for which simple checks on costs and
profits will often sufidce, and working capital finance, which can
generally be tied to sales orders and collateral. The heterogeneity of
small enterprises naturally restricts the range of advice that can be
offered, raises the costs of extension, and requires the extensionsists
to draw on the specialized trading, industrial and research associations:
i.e. to act as referral services. Both programs have funcitoned within
these limitations and, with one general exception, the main issues ahead

relate to the supporting financial and non-financial services that exist

outside the programs.

1/

1.14 The MASICAP prograu;. has worked with a large number of enterprises
in obtaining institutional finance that would otherwise have not had access
to it. The existence and nature of the program largely ensures this, since

people accustomed to drawing on institutional finance are generally not

1/ Since this study was prepared, the services provided under the MASICAP
program have been formally taken over by SBAC, Below, the old
acronym 1s retained for comnvenience,
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referred to MASICAP by the institutions and have less need to draw on its
services. The costs of the program have also been low, about 3% of
project investments (or 5% if a small number of comparatively large
projects are excluded)., The risks of the loans made, while not above
the averages experienced by DBP and IGLF in the first five years,

remain high however, and are undermining the financial returns.

Closure rates of the enterprise assisted are also high - more than twice
the rate experienced by small enterprises not assisted. Analysis of
records sugests that there were three main causes of arrears and
closures, other than 'natural' causes: (a) optimism (by both owners

and extentionists) about sales and profits, and which left many
enterprise vulnerable to shortfalls in markets and supplies; we

have suggested that supervision and ex post accountability would help
make forecasts realistic; (Bb) a tendency to concentrate on new rather
than (the large number of) existing enterprises that had already established
their businesses and which are much less risky to finance; and (c) with
respect to arrears, the financial institutions themselves were still

in the throes of developing their procedures, as discussed above,

1.15 . Apart from these internal factors, the dependence of the
program on DBP and the absence of working capital finance both restrict
what might be accomplished., The dependence on DBP, which is having to
shoulder a disproportionate share of the risks of financing small
énterprises in the country, arises from the factors discussed above;
that is, the structural ;onstraints inhibiting lending by the private

financial sector and, within the Government's own financing programs,

the point that IGLF lending 1s unprofitable in the smaller loan range
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(less than about B150,000 or $22,000). Approximately 75% of MASICAP's
clients request loans are in the small loan range, with 45% being below the
current IGLF floor limit of B50,000 ($7,000),

1.16 The value of SBAC's services 1s less tangible, though perhaps no less
important with 7,000 new manufacturing enterprises emerging in the country
each year. The services appear to be widely sought, particularly during

the transitional stages of a business's life: e.g. from those seeklng advice
before or during startup; or during periods of significant growth, when
recourse to specialized management and supervisory skills, a search for new
markets or other major changes are being contemplated. Most of the services,
however, have their counterparts in the private sector -~ in accounting and

trading firms, in the banks and investment houses. and in the gpecialized

trading, industrial and research associations. With respect to services
that are in competition with the private sector (as with the consulting and
accounting services), there is the possibility that, being free of charge,
they are undercutting private sector initiatives. But for those that are
complementary, as with the referral services, the issue of charges is minor.
The main issue here concerns the development of the institutional structure
in support of industry. At present, the trading, research and industrial
associations have for the most part developed round the modern sector, and
are not broadly represented in the provinces; their present contributions
in providing market intelligence, disseminating information on industry
practices, establishing and maintaining industry standards, and in providing

training and other services are, therefore, somewhat fragmentary.
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Industrial and Regional Develcpment Aspects of Small Industries (Chapters 5 and 6)

1.17 Two features of Philippine manufacturing in the past 25 years
were the slow rate of labor absorption - notwithstanding high levels of
industrial Iinvestment - accompanied by marked changes in the nature of
manufacturing employment., Between 1956 and 1975 the shdre of manufacturing\
in total employment actually fell, from 12.5% to 11.4%; and the elasticity
of demand for labor with respect to output fluctuated between the extremely
low levels of 0.1 and 0.3. These aggregates, however, conceal underlying
structural changes: in the mid' 1950s, three quarters of manufacturing
employment was found in households, most commonly as a secondary source of
off-farm)income for farm families. But the share has since declined
systematically in favor of wage employment in workshops and small and large
factoriles in urbanm areas, in which it is more commonly a primary source of
family income; in these actiyities the rates of lahor aksorption and the
elasticities of demand for labor where comparatively high (the elasticity
averaged about unity in recent years)., Table 1.3 shows some recent data.
The growth rates, both of employment and of number of establishments, are
noticeably higher in the small and middle size ranges.lj It might be
worth examining-the reasons for this further in the light of their

significance for the small enterprise programs.

;/ Previous studies based on survey data had found very low growth rates
in small scale establishments. These data ignored the <*5s however,
which employ the largest share of those working in small scale.
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Table 1.3: GROWIH OF MANUFACTURING ESTABLISHMENTS AND EMPLOYMENT
BY SCALE OF MANUFACTURING ACTIVITY, 1967-75

Type and Scale of ;
Activity 1967

Growth Rate,
1975 % per year

Household Employment, 0Q00s . 827

882 0.8

Employment in Establishmerifs (scale by No. of workers), 000s:-

Less than 10 125
10 - 19 23
20 - 99 65

100 - 199 38
200 and over 268
1,223

Nos of Establishments (scale by No. of workers):

Less than 10 41,018
10 - 19 1,747
20 - 99 1,570

100 - 199 278
200 and over 384
44,997

207 6.5
37 6.1
95 4.9
56 5.0
374 4.3
1,651 3.8
70,597 7.0
3,172 8.2
2,339 4.6
400 4.7
481 2.9
76,989 6.9

Source: Census of Establishments and Labor Force Surveys Household

employment is estimated as a residual.
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1.18 Rural-led Origins of the Structural Changes. The changes £rom

household to establishment-based manufacturing are occurring most rapidly

in the provinces, and appear to be induced primarily by the markets generated
by agricultural growth., The changes are more rapid in the more rapidly
developing agricultural provinces, and less rapid elsewhere. In 1970, 68%

of the Philippine population were rural, and a further 18% lived in a
country-wide network of 488 towns and small provincial citiles whose economic
functions appear to be closely linked to local agriculture; the vemaining 147

were in Metropolitan Manila and six regional citiles of over 100 thousand
inhabitants.i/ Agriculture still accounts for 50-55% of the primary occupations
of the labor force, and over the past 20 years provided roughly half of total
labor absorption. Hence the growth of agriculture itself is capable of generating
substantial markets for non-food goods and services in the provinces. Moreover,

these markets (like the labor markets) are also suited for localized and

labor intensive production on a small-scale: they are dispersed,for the most

part consist of goods that can be produced by elementary technologies, and

the comparatively poor quality of infrastructure and transport services

both act as protection against extermal large scale production over a broad

range of product groups. The extreme case of localized production is found

in off-farm subsistence activities of the farm families themselves; such

activities are still prevalent in the lowest income regions of the Philippines.

But less extreme cases exist where the growth of rural incomes and

infrastructure improvements have permitted a greater division of labor between

farm and non-farm work, and for a rising share of the latter to become concentrated

in workshops and small and large factories in the local urban centers. Further,

1/ There is a well documented study of conditions in rural areas by

Mrs. Castillo (1977) entitled "Beyond Manila: Philippine Rural Problems in
Perspective,”
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the growth of the urban centers themselves is now providing an
endogenous source of market growth in the provinces. The evidence

so far is that locally based small and medium manufacturers have been
highly responsive to the growth of both local and regional markets
(interview and file data on the market outlets of 500 small and medium

firms are presented in Chapter 5).

1.19 The influence of agriculture on the product markets, the
dispersion of the population, the advantages of localized small scale
production for certain classes of products, and the growth of the provincial
urban base together help to explain the structural changes from household-based
to establishment-based production as agricultural output rises. They are
consistent with the evidence in the Philippines that the growth of

employment in workshops and factories is highest in regions where
agricultural incomes are growing the most rapldly and broadly, as fer

instance in the small farmer rice and corn growing districts in Central Luzon,
Southern Tagalog (Southerm Luzon) and Mindanao. The available regional data
are unfortunately not sufficiently disaggregated to document this point as
thoroughly as one would like, though it is supported by étudies of particular
districts in the Philippines and other countries. As‘it is hoped is clear
from the descriptions in Chapter 6, however, the changes are significant
enough to be apparent even in aggregate regional data, some of which are

reproduced in Table 1l.4.:
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Table 1.4: DISTRIBUTION AND GROWTH OF MANUPRACTURING
EMPLOYMENT BY REGION AND BY SCALE, 196C-75

% Distribution, 197511 %Z Growth Rates, 1960-75

Eggablishmentgéi Establishment

Households  Small = Large ‘Households Small Large

Metrosianila 9 4 17 6.9L3 4.4 3.8
Luzon— 2 8 9 1.3 8,3 9.6
Visayas 13 2 4 -1.4 6.0 4,3
Mindanao 7 3 3 2.2 9.7 5.4

/1 The percentages in the three columns on the left add up to 100, and are
included here to indicate the weilghts that should be given to the figures
in the three on the right.

/2 Small Establishments have less than 10 workers, large 10 or more.
/3 There is a wider margin of uncertainty in this figure than in the rest.
/4 Excluding Metro-Manila.

Source: See text Table 6.4,

The figures are regional averages; the growth rates in the high growth districts
in Luzon and Mindanao are higher than those shown in the above table. The
urban growth rates in each of the regions are also broadly distributed, but

tend to be higher in the high growth districts. For the country as a whole,

the bulk of labor absorption in urban areas is occurring in the small provincial
towns and cities, illustrating the point made above about the growth of the
regional urban base. Currently, the annual rates of labor absorption stand
roughly in the ratio 3.0: 2.5: 1.0 respectively for (i) small provincial

towns and cities of less than 100 thousand inhabitants, (ii) Metropolitaq
Manila, and (111} the six large regional cities of over 100 thousand
inhabitants.

1.20 Although household manufacturing is declining overa}l, it is not

doing so uniformly in all sectors and regions. In some it is rising
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rapidly, as in the urban informal sector in Manila, and in the high

growth engineering sectors. The declines are mainly in the "traditiomal"
sectors such as foods, textiles and clothing, though even in these cases
surveys have revealed activities in which investment and output are

rising (piggeries, handicrafts, garment-crafts). Employment in garments
and handicrafts in the Philippines has been further encouraged by the
"putting out" of work by traders, on a system that appears in many respects
to be comparable to the system once common in Japan. More generally, the
incomes and conditions of employment in household manufacturing are broadly
distributed; it still employs half the industrial lebor force on a primary
or secondary basis, and includes both the most primitive subsistence types of

activities and others in high growth sectors.

1.21 Small Industries in the Long-Run. Further improvements in

infrastructure and the growth of the urban base in the provinces is likely
to result in a gradual reduction im the 'natural' protection of local small-
scale manufacturers, and an erosion of their markets by large-scale.

This has been the experience of the industrialized countries and

the more recent experience of Korea and Taiwan. At present, small and large

scale are not competing in a broad range of product groups. Bakeries,
tailoring, furniture, structural concrete products and fabricated metal
products, for example, are almost exclusively small scale activities at
present in the Philippines, most of which are oriented towards small
local markets; others, such as cotton and rayon textiles, plywood,
chemicals, steel, and the manufacture of machinery are almost exclusively

large scale activities, serving national markets, and in which economies
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of scale are probably strong enough to offset the higher transport aad
marketing costs of distributing large scale's products, As these costs
fall, competition is likely to cccur in an increasing number of product
groups and lead to a peaking and then a decline in the share of small-scale
establishment-based manufacturing. The Interview data presented in Chapter 5
suggest that much of the competition is likely to stem from the emergence
and growth of small firms themselves; the large majority of medium and large
firms begin with very small investments and expand in stages

through the size structure - generally in the region of origin. Hence the
role of small industries in the industrialization process is essentially

a dynamic one, but with a lasting effect on the regional pattern

of urban-industrial development.

1.22 Effects of the Industrialization Policies. The recent study

of Bautista and Powers (1979) makes it possible to examine the incidence

of the industrial tariff and tax incentives on large and small scale,

and to address the questions: how did they effect the efficiency of small

enterprise programs? and, what would be the effects of a transition (aow

being planned) to a more efficient structure of incentives?

1.23 The policies have been examined at length in a series of

studies (cited in the text) and can be summarized briefly, In the 1950s
industrialization proceeded under the protection provided by exchange

controls and tariffs, with both leading to higher effective rates of

protection for manufactured consumer goods than for capital goods. Since

the early 1960s, a roughly similar structure of protection was maintained

under tariffs alone, and did not change fundamentally under subsequent revisions

in the tariff code, 1In 1967 and agaln in 1970 tax exemptions - mostly




- 22 -
on capital costs - were introduced to promote the capital goods industries
and industrial exports, both of which had been thwarted by the tariff
structure. The Acts that introduced these incentives also contained laws
to encourage and protect foreign investments. The effects of these policies
are familiar:

(1) Fast industrial growth in the 1950s (at
12-15% per year) at the height of the import-
substitution process, followed, once saturaticn
set in,by slow growth ever since (at 4-6% ver year in
the 1960s, and 5-7% in the 1970s);

(11) A labor saving bias in industrial investment;

(1i1) A huge shift of investable resources away from
agriculture;

(iv) Slower economic growth overall on account of the
misallocation of investment (a) between industrial
sectors, and (b) between agriculture and industry;

(v) A slower growth of economic output in the provinces
on account of (4ii); and

(v1) An excessive concentration of investment in
Manila on account of (v) and also of the
transactions costs to firms of dealing
with controls, tariffs and incentives if not located
in Manila,

1.24 The tax incentlves on industrial investment favored large more
than small industries, though they were not used much by either on

account of the transactions costs involved. The tariff structure worked

against both small and large scale activities employing large shares of

the labor force - but particularly against small scale. The following




- 23 -

table uses the estimates of effective rates of protection (EPR) by
sector provided in Bautista and Powers' study to show the relative

incidence of the tariff incentives on large and small,

Table 1,5: EMPLOYMENT IN LARGE AND SMALL
ESTABLISHMENT ACCORDING TO LEVEL OF PROTECTION 1974

Effective Rate of / No. of Percent Employed Inii
Protection; Range, Z— Sectors Small Large

> 500 6 13,1 9.8
100 to 500 20 1.5 11.7
75 to 100 9 1.6 17.1
50 to 75 8 .8 1.6
25 to 50 21 5,1 12.8
0 to 25 , 33 11.9 22.3
-25 to O 5 1,6 16,2
-50 to-25 _6 66,4 _7.0
108 100.0 100.0

~ T T v v Ty -

/1 Small Establishments have less than 10 workers, large 10 or more.
A more detailed breakdown for different size groups was not
possible from the information available to us. Note the bimodal
nature of the size distribution hoaner, from Table 1.3, with the
< 10's and the > 200's accounting for 75% of establishment based
employment.

/2 When an estimate is on the dividing line it is put in the upper
category, E.g. and EPR of 0 is included in the 0 to 25% range.

Source: See Anmnex Table 7 to Chapter 5. The above is the same as

Text Table 5,14, and is reproduced here for convenience.
See also Table 5.15.

The 'underprotected' sectors would include those with EPRs of less than
about 25%; about 80%Z of employment in small and 45% in large industries
is found in this group. A similar analysis shows that employment shares
in the more efficient sectors (ranked according to Domestic Resource Costs)

are about 80Z and 65% respectively for small and large scale establishments.
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Hence . shift towards lower and more uniform tariffs would prévide
ineentives to both small and large scale to concentrate investments

in the more efficient sectors. The sectoral composition of small
enterprise projects in the protfolios of the financing institutions
would also be more efficient.

1.25 But the main effects would ke to increase the growth of the
domestic markets both overall, on account of the efficiency of lower
and more uniform tariffs, and in the provinces, since there would be a
greater share of investment in agriculture. Any reduction of the labor
saving biases in the present incentives system (or the introduction

of positive employment incentives) could be expected to stimulate
product markets further through favorable effects on employment and wages.
Such developments would also encourage the growth of small and medium
industries at the present time, in the provinces and in Manila.

Purposes of Small Enterprise Programs Reconsidered (Chapter 7)

1.26 Unemnioyment, Wages and Incomes. The rapid growth of labor supply

in the Philippines and the capital intensive development path that was
followed did not act to increase unemployment, but to depress real wages

and real earnings in self-employment. Unemployment rates have actually

declined all round in recent years, in urban and rural areas, among
household heads, and in all age groups; under-employment rates, according
to the measure used by the NCSO, also declined. Table 1,6 shows some data

for 1965 and 1976:~




- 25 =~

Table 1.6: UNEMPLOYMENT AND UNDER-EMPLOYMENT RATES,
1965 AND 1976

October August
1965 1976
----- Percentages = = = = -
Unemployment Raté:
- Urban 10.7 8.0
- Rural 4.1 3.6
Household Heads Unemployed 1.9 1.2
Unemployment by Age Group:
10 - 24 years 12.2 9.5
, 25 =~ 44 " 4,1 4,0
45 - 64 2.9 2.4
All Ages 6.2 5.0
Visible under-Employmentl: 9.3 5.1

/1 Percent working less than 40 hours per week and seeking
additional work.

Source: Labor Force Surveys.
The movements in real wages are discussed in the text, which gives the full

series dating back to the early 1950s. Briefly, for industrial labor the

main features were rapid declines beginning in the late 1950s once the

scope for import substitution became limited; a levelling off in the
1/
1960s, followed by further declines -~ of nearly 40% - in the 1970s.

T v T e

1/ The declines in the '70e may have been exaggerated by inconsistencies
in the wage series, though all series point in the same direction,
and labor's share in value added also dropped precipitously,

John Powers rightly pointed out to us that doubts still remain about
the precise movements in real wages, however.,
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The declines have been attributed to the combination of a rising labor
supply and a concentration of investment in the capital intensive sectors,
induced first by the tariffs and investment incentives, and then in the

1970s by the effects of world inflation on the priees of locally

manufactured goods. For agricultural labor, there were slow but

continual declines in real wages for mnearly 20 years, up to the mid!
1970s; at this time the effects of an intenmsified effort to raise output
in food-grains began to change the labor supply and demand conditions in
some regions, and agricultural wages rose both in real terms and relative
to industrial wages.

1.27 What were the effects of the declining wages on incomes? Many
workers changed their jobs in respounse to a slowiy.érowing demand for
labor in the higher wage occupations, and in doing so increased their
incomes even when the wages in the new jobs were declining. E.g. there
were movements from wage labor in household manufacturing (where omne

in three workers are hired) and agriculture, to wage labor in workshops
and factories, both small and large scale, and from unskilled to various
grades of skilled jobs, Others moved into those entrepreneurial activities
in which real incomes were rising - including household manufacturing

in the more profitable activities. Occupational shifts have been
widespread in the past 20 years, and for some workers have helped to

diminish the adverse <onsequences of declining real wages.,
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1.28 In addition, the majority (60% of the labor force are self-

employed, principally in agriculture and non-farm activities in rural

areas and towns. Their incomes were thus affected principally by

yields and average labor productivities in agriculture. Although, on
account of under-investment in agriculture, these quantities remained at
very low levels in the 1950s and 1960s, both in fact grew slowly in tais
period; the growth rates then increased significantly in the 1970s under
the influence of the development programs in food grains, and in rice
production in particular.

1.29 Implications. The precise details of the recent changes in

wages and incomes may become clearer in subsequent studies and surveys.

They are however unlikely to alter the conclusion that labor supply and

demand conditions in the past 20 years have affected the conditions of
employment more than the levels of unemployment. Analysis of employment
data and occupational shifts reveal relatively low unemployment rates -
and also a widespread search, among those in the most ill-paying
occupations, for more gainful employment. More gainful employment is
obtained both through changing jobs, and through productivity gains in
existing activities, What does this imply for the small enterprise program?
1.30 Principally, that it should support activities (where its
services are in demand) capalle of providing an income gain, whether

or not employment is being generated directly by the investments.
Initially, the program financed the fixed assets of mostly new enterprises
with the frequently expressed purpose of creating employment. Since new
enterprises proved to be risky investment propositiomns, however, the

approach was gradually changed towards the finance of existing enterprises
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capable of being expanded (often referred to as 'growth' enterprises).
While this approach 1s not inconsistent with the purpose of generating
more gainful employment, it nevertheless places a limitation on the
program by eliminating desirable projects that do not have these

features. Although, as noted earlier, the emergence of medium and large
scale activities is in good measure due to the expansion of small firms
through the size structure, only a small minority have the qualities
necessary to do this. Less than 1 in 40 small industries, for instance,
expand into the larger end of the small size ranges or into medium scale,
and of these less than 1 in 15 expand further into the large size groups
(see Chapter 5). The majority of small industries remain as they are,

are replaced by other small industries using upgraded production technologies
in response to changing market opportunities and factor costs, or turn

to not dis-similar technologies themselves without expanding significantly.
The latter two instances often involve an elimination of the most labor
intensive (and ill-paid) activities, and are not necessarily associated
with 2 net increase of employment; they are nevertheless associated

with an improvement in the conditions of employment,

1.31 Criterion for Small Enterprise Projects., Apart from favoring

"growth'' enterprises, the concern about generating as much employment as

is possible from investment has also led to a preference for projects

with 1low capital-labor ratios; projects with high ratios, relati#;_

to &ome average for'manufacturing as a whole, where occasionally rejected.
As”discussed below, there are merits in examining the labor intensities of
pfajgcts, if only to determine if the technologiles choses are optimal given

the current costs of labor and capital. In the text, however, we have argued
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that the familiar criperion, the rate of return to capital, provides a

rigorous test of whether a project is likely to improve earnings opportunities.
First, note that small industries in aggregate are more labor intensive

than large, as Table 1.7 below shows; hence by addressing constraints

on ilnvestment in small industries, the programs should as intended

help to raise the overall labor intensity of industrial investment:-

Table 1.7: RELATIVE CAPITAL-LABOR RATIOS IN PHILIPPINE
MANUFACTURING BY SCALE OF ACTIVITY, 1974

Scale of Activity Relative K-L ratio (Largest Scale = 100)
Household Manufacturing 5
Establishments: 5-19 Workers 18

20-49 34

50-99 ' 59

100-199 76

200 or over 100

Source: See Text Table 7.7.
1.31 Another way of stating the rate of return criterion is to sav
that projects should be capable of providing for labors' income and earning
a surplus after all other costs have been met; i.a. revenues from sales
less material, running and capital costs should exceed labor costs. The
recommended practice for treating labor costs 1s to estimate the opportunity
costs of labor, which are the sum of:
(a) the marginal products of labor in alternmative
(generally lower paid) occupations; and
(b) the transport, resettling, personal and financial
costs, plus the indiyiduals' valuations of the

desirability of the new location and type of

employment.
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From this it follows that projects having an acceptable rate of return
are also likely to offer better employment opportunities than in the
alternatives available., In this sense the criterion is consistent

with the employment objectives of the program. Two points might be
added. First, in a relatively unconstrained labor market, wages adjust
to these levels ((a) plus (b)) in order to draw people intc (or holid
people in) the type of employment offered by the investments. This is
roughly the situation in the labor markets faced by small enterprises in
the Philippines, as the above outline of labor supply and demand
conditions might suggest, where wages are generally a good approximation
to the opportunity costs of labor. Second, the criterion would not

in practice exclude working capital finance, or projects with high
incremental capital-labor ratios that seek to upgrade production methods
in a firm without increasing the number of employees; such projects too
are not inconsistent with the objectives of improving the conditions

of employment, A technical discussion of the criteriom is provided in
Chapter 8,

1.32 Labor Intensity. The idea of using the capital-labor ratio

as an investment criterion was to encourage the search for more labor-using
investments, In practice it did not prdve to be very useful for this
purpose,and was often in conflict with the interests of finding good
projects. First, as one would expect, what determined the ratio for

a project varied greatly with local wage levels. There were instances

when it made sense to have projects that eliminated the more labor intensive

and onerous of a firm's activities in order to raise output and labor
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productivity: that is to have projects with negative K-L ratios.

In other instances, little or no increase of employment was expected,
but again an increase of output, leading to infinite K-L ratios.
Second, the ratios varied greatly across industries, while only ome
average figure for manufacturing as a whole was used as a criterion;
e.g. it varies over an 80:1 range at the two digit level. Intrinsically
labor intensive project (e.g. in garments) easily fell below the average
and the criterion had no influence on choice of technique, while
others (e.g. ice factories for fisheries) fell far above it, and could
not meet the criterion unless people employed indirectly (fishermen)
were counted. Thus its use simply led to fudging. Apart from such
practical problems, there were problems of interpretation that were
ignored. Rising capital labor ratios might be an efficient and
desirable response to rising wages or an inefficient consequence of
capital subsidies)and need to be examined in the context of current
economic conditions and policies.- Finally, there is the point that

it is the corporate sector rather than small scale activities that
have inefficiently high K-L ratiocs, on account of the industrial
incentives and tariffs policiles discussed earlier. Labor intensive
methods of production are already widespread outside the corporate
sector, frequently burdensome and generally associated with low

wages and earnings ~ indeed, this is precisely the nature of the

employment problems in the Philippines today.
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1.33 The attention that has been paid to the labor intensities of
small enterprises reflects a common pre-occupation about the need for a
more labor demanding industrial development path. What can be done

about it? The relevant policies have been examined in several previous
studies, dating back to and before Powers and Sicat (1971), ILO (1974)

and more recently Bautista and Powers (1980) and several others cited

in the text; they are therefore not reviewed in this report, except insofar
as to determine what their findings imply for the small enterprise programs.
The refofms proposed cover the structure of investment incentives,

interest rates and tariffs, and were touched on briefly above (paras 1.22
et. seq.). Apart from being more conducive to growth, they have also been
shown to be more labor demanding. Within the more modest scope of the
small enterprise programs, an effort to examine and disseminate ideas

about a broader range of investment choices in an obvious possibility

for increasing the demand for labor om the projects it fimances. The
industrial and research associations that are now developing in support

of industry could also be involved in the this task.

Technical Supplement on Interest Rates and Investment Criteria (Chapter 8)

1.34 The overwhelming factors preventing an efficient flow of capital
rasources from financial institutions to small enterprises are (i)
administrative ceilings on interest rates, and (1i) the risks of loans

not being repaid., Simply removing the ceilings, however, as an incentive

for institutions to face the risks, is not a sufficient condition for an

efficient flow of resources to take place, The reasons for this are

familiar from recent research on the comnsequences of imperfect information

in capital markets. Some of this research is reviewed in Chapter 8, which
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examines how both administrative costs and risks change over time

with the accumulation of knowledge and experience within the branch
networks of the institutions. A forward looking view is suggested

when deciding on what interest rates are appropriate.

1.35 A recurring question with respect to the provision of
institutional finance, is whether its alternatives - trade credits,
borrowings in the informal markets, and use of own savings and retained
earnings - are superior. WNo general answer to this question is possible.
In particular circumstances, however, a comparison of the different
sources is strictly necessary to determine the economic merits of supplying
institutional credit., In this report we have found that institutiomal
finance often complements rather than substitutes for other sources.

E.g. it is generally combined with own savings and retained earnings

when used for the expansion of fixed assets or working capital. We have
also argued that reltance on own savings and informal sources is more
appropriate for new enterprises, which are inherently riskier to f£inance
than those that have already proved themselves. Furthermore, practically
all firms in the middle and larger size ranges start with Very small
amounts of capital and grow in phases; the owners believe this to be a
less risky course for them tco, and regard any lack of access to capital
as being more of a barrier to expansion than to entry. Trade credits

are used widely in some industries (e.g. where '"putting out!" and sub-contracting
are common); but those having different capital structures and markets may
rely more on the financial sector. In practice the financing arrangements

for small firms are as heterogeneous as the firms themselves, and most

use different sources at different times in their life-cycle, and may
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even use several sources simultaneously. For these reasons we have
concluded that the best rule is for institutions to follow the demand,
and that the small and medium industries program has taken the right
step in addressing the constraints that prevent them from meeting it.
We have made several suggestions on how to address the comstraints that

remain.

Conclusions

1.36 The conclusions to this report can be grouped under four
headings. The first concerns the role of small enterprises in labor
absorption, and the others the Government's prograﬁs and policies.

1.37 (1) Labor Absorption, The structural changes occurring in

manufacturing employment in the Philippines, from household to workshop and
factory based production, are currently associated with a rapid emergence
of small and medium scale.firms, in which the rates of labor absorption
are significantly higher than in large scale (e.g. about 6% per year as
compared to 4.5%). A sizeable, if not precisely known, fraction of labor
absorption recorded in the aggregate statistics for medium and large scale
firms is also due to the expansion of a small proportion of small firms
through the size structure. These trends are particularly apparent in -
but not confined to - the small towns and urban centers in the provinces,
where infrastructure conditions and the nature of the product market

favor manufacturing on a small and medium scale, The growth of agriculture
and of the regional urban base itself are generating the markets, and in
doing so are helping to localize the structural changes from rural-
agricultural to urban-industrial development, The trends are also likely

to continue so long as a large share of the labor force is in the rural
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areas and towns, and would probably accelerate with a restructuring
of industrial incentives and tariffs, which have historically drawn

investment away from agriculture and the provinces.

1.38 (2) Finance and Financial Incentives, The large majority of

small firms are financed by family savings, retained earnings, trade
credits and sometimes by borrowings in the informal markets; comparatively
little institutional fipnance is forthcoming, except for that provided
through the Government's programs or for borrowers of good standing.
Although non-institutinonal sources have so far met the bulk of smail firms'
demand for finance, there is a rising demand for institutional credit,

both long-term and short-term. The emergence and growth of small firms

and the heterogeneity of their capital structure and supplier and buyer
markets largely ensures this. There are also complementaities between
different sources of finance)with Institutional sources being combined

with or added to other sources, rather than displaciag them. Hence it

is relevant to address the two principal constraints on the flow of

finance from public and private institutions.

1.39 The first of these arises from the administrative constraints on
interest rates and the structure of financial incentives open to the private
sector, which,;urrently offer no prospects of long run profits from

lending privately raised resources to small enterprises - unless there

is a drop in the costs of these resources. Consequently, there ié'an almost
exclusive and growing dependence on the Government's programs, with the
risks being borne dispropertionately by a small number of institutions.
This issue is quantitatively important in view of the huge volume of the

private sector's resources relative to those that can be made available

through the Govarnment's programs,
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1.40 The second centraint, afflicting all institutions, and ghusvé,
large number of sound and efficient small firms, are undoubtedly the

risks of financing unsound and inefficient firms., The risks have not
proved to be static quantities, however, but to have declined significantly
with the accumulation of information and experience within the institutions,
as originally intended by the programs. Hence we have concluded that

the role of the programs in cushioning the initial risks of lending to

small enterprises is being fulfilled, but that it is necessary to address
the issue of financial incentives if the programs are to have both broader
and longer-run benefits.

1.41 (3) The Govermment's Programs. Apart from the general issue

of incentives, there are a number of ways in which, it seems to us, the
scope of the programs could be broadened while reducing the administrative
costs and risks:-

(1) Working Capital Finance. The small and medium industries program
has so far over-emphasized the finance of fixed assets and under~emphasized
the finance of working capitai through short-term lending facilities. A |
greater emphasis om the latter would reduce risks, be more likely to involve

the commercial banks, and would be consistent with the employment and
regional objectives of the programs.

(11) Non-Industrial Enterprises. Broadening the scope of
programs towards non-industrial enterprises - and towards trading and service

enterprises in particular - would improve access of small manufacturing

firms to markets and materials supplies and provide added conduits for working

capital finance,
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(iii) Small Loan End of IGLF. For loans of less than about
B 150-200 thousand, lending through IGLF i1s generally unprofitable;
it 1s also not possible below the RB50 thousand floor limit, Yet there
are a very large number of firms seeking loans in this range. There
are also institutions with the necessary basils and experience for
making small loans efficiently in provincial communities, but which
were not qualified for making the larger IGLF loans., Thus involving
them in lending through IGLF led to high arrears rates and bad debts,
and to the exclusion of those borrowers they could best deal with.
Making IGLF more profitable at the small loan end, and possibly removing
the floor limit, could greatly widen the scope of the program.

(iv) Risk Reducingylnstitutions. A forum for the exchange
of information and experiences between institutions is needed, together
with the establishment of a common credit record keeping system.

(v} Industrial Extension. This program has served both
educational and screening purposes in providing a large number of small
provincial firms with access to financial institutions for the first time;
it has also provided counselling and referral services. The main danger
ahead is the possibility of 1ts becoming part of the bureaucracy of
administered credit on account of the growing dependence, referred to in
(2) above, of small firms on the Govermment's financing programs.
Involvement of the extensionists in post-appraisal (supervisory) services,
and a system of ex post accountability for the projects, would also

help to Improve the quality of the services.
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(vi) Project Selection Criteria., When deciding on what
kinds of projects the program might best support, if it is to provide
more gainful employment, we have suggested that projects are best
judged by the robust 1f old fashioned criteriom, the rate of return
to capital; that is,the loan appraisers and extensionists are doing
the right thing in considering only profitable projects. The capital
labor ratio has not proved to be practical as a device to search for more
labor using projects, and has a number of theoretical defects, even
bearing employment aims in mind., Ex post evaluations of samples of
projects by the research and evaluation departments of the institutioms
involved could be helpful iﬁ determining ground ;uies and sector priorit;es

for the Govermment's programs.

(4) Leading Sector Policies. The last and most general

conclusion of the report is that, the more effinient the leading sector
policies, the more efficient the small enterprise programs are likely

to be, Lower and more uniform tariffs on manufacturers are now being
considered and, if implemented, should encourage growth in the more
efficient sectors, which account for 80%Z and 65%Z of the labor force
currently employed in small and large scale respectively., But the main
benefits would be to stimulate product markets via growth, Agriculture
in particular should stand to gain, with generally beneficial effects

on the growth of the provincial markets for non-food goods and services;
as noted it is the growth of these markets that explains the current
high rates of emergence and growth of small and medium industries in the
provinces. Investments in small-holder agriculture and its supporting

infrastructure and services work in the same direction., Also under review




are proposals to reduce the labor-saving incentives in the current
investment and interest rate policies, or-even to introduce labor-using

incentives. The effects on markets would be similar, and not insignificant in

» magnitude.
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II, EXPERIENCE OF THE FINANCIAL INSTITUTIONS:
(A) INDIVIDUAL EXPERIENCES

Introduction
2.1 Term loans for small enterprises are available from commercial
banks, private development banks, the savings and loan associations,

2
rural banks, and some nonbank financial institutions.;/ o But for
reasons discussed below, most of the term-loans are provided through
two Government programs: the Small and Medium Industry (SMI) lending
activities of the Development Bank of the Philippines (DBP), and the
Industrial Guarantee Loan Fund (IGLF), the Government's rediscounting
facility available to financial institutions in the private séctor.
The IGLF program is intended to complement private sector and DBP
financing in several ways. Since several commercial banks and non-bank
financial intermediaries participate in it, the Government's program has
a far wider geographic reach than would have been possible if SSE lending
were confined only to DBP and its branches. Through its risk guarantee
facility, the program also provides an inducement to private sector
financial institutions to develop procedures for handling long-term loans
to SSEs. In regions where both DBP and IGLF financing is available, the
entrepreneur is provided with the opportunity of borrowing from either
a government institution (namely DBP) or a private financial institution
operating as the conduit for IGLF funds, Finally, the composition of the
IGLF program enables the inherent risk of SSE lending to be spread between

institutions rather than being concentrated in any one institution.

1/ Principally, the Private Development Corporation of the Philippines
(PDCP), and the Philippine Investment Systems Organization (P1S0).

2/ An outline of the institutions in the financial sector can be found in
Annex 2 of this Chapter. See also Chapter I for a brief statement.
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2.2 While the Govermment directly controls the resources of D3P
and IGLF, it exerts an indirect control over the mobilization an
allocation of private sector resources through its fiscal, monetary and
interest rate policies. The structure and level of interest rates

have had a major impact on the relative availability of short- and
long-term finance in the economy as a whole, and the allocation of
resources between different types of borrowers.

2.3 The following analysis assesses how these various programs and
policies have affected the profitability of lending to small enterprises.
For each type of financial institution the weighted average cost of
their sources of funds is first computed, and compared with the

use of and return on funds by type of borrower. The difference between
the two gives the gross spread accruing to the financial institution.

From the gross spread, transactlon costs are deducted to arrive at the

. 1/
net spread to the institution.
Commercial Banks
2.4 Background. As of December 31, 1978 commercial banks accounted

for 55% of the total assets of the financial system; over the last five

years the assets of commercial banks have increased fourfold (in current
2/

terms). The commercial banking sector comprises 25 privately-owned banks, and

1/ The transaction costs faced by the financial institutions are the
sum of (a) the administration costs of loan appraisal, supervision
and collection, and (b) the risks involved, i.e., the probability
of arrears and default and its associated cost. The two are inter-
related in that a substantive effort in loan appraisal and supervision,
for instance, considerably reduces the risk of arrears and default.

2/ The Government-owned Philippine National Bank is the largest commercial
bank and in 1977 accounted for 27% of the assets of the banking system.
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two government banks. Together they had an extensive network of

1,200 branches in 1978, reaching to all regions of the country.

About ome third of commercial bank lending goes to industry while another
third to commerce.

2.5 Sources and Cost of Funds. At the end of 1977 the total assets

1/

of the commercial banking system amounted to B 70.4 billion (89.5 billion).
A summarized balance sheet of commercial banks is given in Annex 1, Table
2.3. Deposits, borrowings and equity plus reserves accounted for 50%,

41% and 9% respectively of total liabilities. In recent times there has
been a sharp increase in the liabilities of commercial banks; over the
period 1976-1977 deposits increased by B 8.2 billion and accounted for

74% of the increase in liabilities over the same period. The sharp
increase in deposits has occurred both as a result of the expansion in

the branch network of commercial bankég/ and legisiative action taken

by the Central Bank. The Central Bank Circulars of January 1976 attemptad
to increase the level of bank deposits both by raising the maximum

interest rate payable on deposits and by reducing the yield on money
market instruments which had been used by investors as an alternate form

of investment to bank deposits.

2.6 All the commercial banké interviewed were offering the maximum
permitted rate on deposits placed with them, namely 7% on savings deposits
and 8.5% to 12% on time deposits depending on maturity; no interest is

paid on demand deposits. Owing to bcth the structure of deposits and the
interest rate paid on various types of deposits, thelr weighted average

cost, in 1977, amounted to about 6.5%., This figure, however, reflects

1/ Exchange rate used US$1 = B 7.4,

2/ New branches were established (109 in 1977) because it was felt that
they could help mobilize deposits.




- 42 -

merely the financial cost‘of deposits and, since all commercial banks
offer the maximum permitted rate on all deposit categories, ignores
the various service costs involved in raising deposits, The cost of
money market and other borrowings ranges around 147 while the cost of
1

equity has been computed xt around 12‘82-/ resulting in a weighted
overall cost of capital of around 11% p.a. The cost of loanable resocurces
is, however, higher than this, since Central Bank regulations necessitate
holding 20% of borrowings in liquid assets which yield 3% while another
20% have to be held in specified securities yielding arocund 127%.
Consequently, the weighted average cost of loanable resources is nearer

2
13.32._/ Clearly the cost of capital and loanable funds for individual
banks will vary and will, to a great extent, be determined by the proportion
of deposits and other borrowings in their liability structure. The
weighted average cost of resources would also rise if the proportion
of medium and long-term deposits were to increase; at present these

account for less than one sixth of their resource base.

2.7 Uses of and Return on Funds. As of December 31, 1977 the asset

portfolio of commercial banks comprised: loans (627%), investments (16%),
cash due from banks (13%) and other assets (9%). The loan portfolioc of

B 43 billion ($5.8 billion) comprised loanms, discounts and overdrafts. An

1/ 1In order to estimate the cost of share capital, the ratio of dividends
(adjusted on a pre-tax basils) to the book value of equity has been
considered. While there are a number of objections to estimating the
cost of share capital in this way, no other data are available. A
more precise estimate would not significantly alter the overall weighted
average cost of capital, however, since this source of funds accounts
for less than 9% of resources. E.g. if we doubled the above estimate,
the w.a, cost would rise by about 1%,

2/ Or [11.0 - 0.2 x 3 - 0.2 x 12]/0,6 = 13.3.




- 43 -

interest rate ceiling is imposed by the Central Bank: the maximum

interest rate permitted on loans under two years is 12% and 14% p.a.

on secured and unsecured loans respectively., In addition, a service

fee of up to 2% may be charged raising the effective rate to 147 and

16% respectively. The maximum effective lending rate (including

service fees) on loans over 2 years is 19%.

2.8 As of December 31, 1977, 867% of loans outstanding were short-term
(up to 1 year), 10% were medium-term (1-3 years) and only 4% were
long~term (over 3 years). In the case of prime borrowers it was found

the commercial banks were charging marginally below the maximum rates
permitted. However, the return on compensating business (e.g. letters

of credit, foreign exchange transactions and compensatory deposits)

raised the rate by 27 to 3% resulting in an effective rate on short-term
loans of 16-17% apd of 18-19% on medium and long-term loans. Firms with
good credit standing but which could not be regarded as prime firms were
paying the maximum interest permitted on both short-~ and medium—term loans.

Few loans were made to businesses not having an established credit rating.

EFFECTIVE RATES ON COMMERCIAL BANK LOANS, 1978 /a

Credit-worthy

Prime Borrowers Non-prime Borrowers
Value of Value of
Nominal compensating Effective Nominal compensating Effective
Loan duration rate business rate rate business rate
Short~term 142 2-3% 16-17% 16% Neas. 16%
Medium~ and
long~term 167 2-3%2 18-19%7 197 n.a. 197

/a The rate of inflation over the period 1975~77 varied between 9.27 - 10Z.

Scurce: Interviews with 10 Commercial Banks.
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Given a weighted average cost of funds of 13.3% the effective gross
margin on short-term loans to prime and nonprime borrowers would be
around 2.7% while for medium-term loans it would be nearer 5.7%. As
noted earlier, the latter overstates the spread on medium term loans,
since the cost of term resources is above the weighted average estimated
1/
here.
2.9 Term lending, While commercial banks are a major source of
short-term credit they engage in relatively little long-term lending.
For January-August 1977, 60% of total credit granted was for a year,
1% was for 1-5 years and 0.6% for over 5 years. The comparable figures
for 1976 were 68.6%, 0.6% and 1.02%. Though nothing in the rules and
regulations governing commercial banks prevent them from lending long,
these figures show that little medium~ and long-term lending is undertaken
by them. This, in part, can be explained by their adherence to the
"golden rule" of banking which states that the maturity structure of
the resource base should match that of the loans made. Despite the
rule some term transformatioﬁZ/ can occur without jeopardizing the
solvency of the individual institutions or the system as a whole.
However, commercial banks appear to be extremely reluctant to lend
long-term for several reasomns.

2.10 First, and most important, taking all costs and returns into

account, short-term lending appears to be at least as profitable as long-

- term lending. Until 1976, the maximum interest rate that could be charged

on loans, irrespective of maturity, were 12% for loans secured by real estate

1/ PDCP have recently raised medium-term resources at 15-16% (para. 2.32),

which would imply a2 spread of around 3%.

2/ For a more detailed discussion see the resport of the Philippines

Financial Sector mission (1979).
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and 14% for others. As these maximum rates were being charged
by commercial banks for short-term loans, there was no incentive for
them to lend long~term, an activity inherently more risky than short-term
lending. 1In 1974, interest rates were restructured and the maximum

R
effective rate that can now be charged on loans up to two years is
167 while the maximum effective rate on loans over two years is 19%.
However, while the CB is willing, under certain circumstances, to discount
short~-term baper (up to onme year) it is not willing to do so for instruments

1/

with a maturity of over a yearf— Further, in an economy where deposit

2
and lending rates have fluctuated significantly“/ commercial banks are
unwilling to lend long— term as they are then locked into a leading
rate without knowing how deposit rates or lending rates may move.
Finally, most commercial banks do not have the institutional expertise
necessary to make term loans since most of their experience is with short-
term, collateral based lending. The current nominal interest rate
differential of about 3% between short-term loans and long-term loans
is not sufficient to induce the commercial banks to lend long-term

and face the liquidity constraint, the greater resource costs, the

greater project risk and general uncertainty of so doing.

2,11 Instead of lending long, the practice followed by the commercial

banks is to book a loan as short with the understanding that the loan will
3/

be rolled over, On the basis of existing information, it is not possible

1/ This possibility 1s no being considered, however.

2/ There were substantial changes with respect to both deposit and lending
rates in 1976 and 1977,

3/ With this arrangement the enterprise, not the institution, bears the
risks.,

!
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to quantify the extent of rollovers. However, interviews suggest that
up to about half of those loans booked as short-term may be rolled over
for at least another year, and onme third for 1-3 years. The process

of rolling over is also profitable for the bank owing to the service
fees and other charges involved. This additional income further reduces
the effective differential between short- and long~term lending rates
and may even turn short-term lending into the more profitable type of
operation.

2,12 Lending to SSE. The proportion of loans ocutstanding going to

home, small- and medium-scale industries as of December 31, 1977 amounted
to 2%, 11%Z and 11% respectively.;J These figures probably do not reflect
the situatipon accurately as a large proportion of these resources are IGLF
funds which are merely being onlent by the commercial banks. There
appears to be no data on the volume of commercial bank resources going

to the small enterprise sector. Using a sampling technique, a study
conducted by the International Development Center of Japan concluded

that only 1% of SSE resources come from commercial or rural banks. There
are several reasons which explain the reluctance of commercial banks to
lend to this sector, except perhaps to a small minority of small borrowers

of good standing. First, the effective return on loans to prime and

near prime clients, once caempensating business is taken into account,

amounts to about 167 for short-term loans and 19% for longer term loans

(para 2.07). Since these rates are the maximum that can be charged, the

return on SME loans is not likely to be significantly greater than this,
2/
particularly as they bring in little compensating business. However,

1/ Annex 1, Table 2.4 provides a breakdown of commercial bank lending.

2/ It was pointed out to us that some SMEs bring in compensating business
(e.g. through foreign exchange dealings), and others have good standings,
and qualify as prime borrowers. They are, however, a small minority,
and our remarks are not adressed to these cases.
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while the return on prime and SSE loans is almost the same, the
administrative costs per unit lent of processing SSE loans is significantly
greater. The administrative costs are higher because there is no

readily available information on the credit standing of the enterprise
since most SSEs have neither audited financial statements nor long
standing relations with the financial community. During discussions

with commercial banks it became clear that the loan processing time for
prime companies was minimal, and costs amounted to less than 0.47% of lean
value, In tﬂe case of near prime companies, the complete loan processing
time varied between 1-4 days and costs seldom accounted for more than 0.5%
of the loan value, In the case of loans to SJEs without an established
track record the processing costs amount to approximately 2-3% of

the loan value, Hence, deducting these costs from the gross margin of
2.7% estimated above (para 2.8), the net margin accruing to commercial
banks to cover provisions, writeoffs and profits would be 0.7% and 2.37%
for SSE and regular loans respectively. If, 1in addition, it is assumed
that SSE loans are more risky, then both elements of the risk-return
trade-off favor larger loans. At pre;ent there is little hard data for
commercial banks on the relative riskiness of SSE lending and other types
of lending. Experiments involving commercial banks in SSE lending

have shown that without rigorous appraisal and supervision procedures
(which raises the administrative eosts still further) small loans are

1/
prone to high arrears.

1/ Some examples quoted were the money-shop program of the PCIB, the ﬁéocial

loans'" programs run by some commercial banks in the 1960s and 1970s;
and a NACIDA loan program, which was initially run outside the banking
system, but later redasigned and run by the Philippines National bank.
In each instance arrears were extremely high (in one case 937% of

loans were in default).
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2.13 .Second, in the cases when commercial banks go in for SSE lending
it tends to be collateral based. Many small borrowers, however, are short
of acceptable collateral, particularly in the case of new projects, and
are therefore ineligible for commercial bank credit. Finally, even

if commercial banks were to lend to SSEs on the basis of project viability
it might be difficult to do so as they currently do not have the necessary
institutional expertise to undertake such lending.

2.14 Long-Term Lending and IGLF. Commercial banks operate as

conduits channeling long-term IGLF resources to SSEs. When the lending
to SSEs first began 4in 1974, the commercial banks would identify a project
and send it to IGLF for approval. Once approval was granted, the project
risk would be shared bBetween IGLF and the bank on a 60:40 ratio, the
bank having a gross spread of 5% on the transaction. Since none of the
bank's own resources were tied up in the transaction, the spread was -
available vo cover the administrative costs of lending and 407% of the
risk. In theory, loans were to range between 2 50,000 to B 800,000
although in practice no loans over B 500,000 were made. Maturities

were for 5-10 years while the effective interest rate (including the
guarantee fee) to the final recipient was 13.27%,

2.15 The initial response to the program by the commercial banks was
encouraging; in the period July-December 1975, 91 loans were approved

of which 25 were spousored by commercial banks, However, the number of
projects sponsored fell sharply and only 19 IGLF projects, in total,

were approved in CY77. Two reasons were given by commercial banks for

their lack of interest: the inadequate return and the ''red tape' involved
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in deaiing with IGLF. The red tape problem was reduced significantly

once the accreditation scheme was put into effect in 1976, Under this
scheme an accredited institution could approve a loan without the prior
approval of IGLF. Nevertheless, the commercial banks generally remained
unwilling to participate in the program. Initially (in 1974/75) 19

banks participated, but as of September 1, 1978 only 10 had been accredited,
of which only 5 made any IGLF loans. As of September 30, 1978 the IGLF
loans outstanding to commercial banks amounted to B 42 million, or about
0.5% of their total loans outstanding to manufacturing activities.

2.16 The high level of arrears associated with earlier IGLF operations
was the main explanation for the continued unwillingness of commercial banks
to participate. As of September 1978 total arrears amounted to 34.2Z of
loans outstanding while loans affectedl/ were 56.47 by number and 52.1%

by value. When the final recipient was in arrears, the bank was still
expected to make good to IGLF; in such a case the bank tied up its own
resources on which it earmned 12%2/ but might have earned 16% to 197 if
these resources were lent to its regular clients. In addition there were
the costs of processing the arrears which in their turn can be broken

down into three parts. These are the cost of (a) rescheduling the loans
for some clients,éf which might involve a complete reappraisal; this cost
is more closely related to the number of loans in arrears than the actual

amount in arrears; (b) write—offs for "coffin' cases; and (c) litigation
3 H

which is an expensive but necessary step both to recover the value of the

1/ Based on a sample survey of participating institutions and their end
users.,

2/ While its own cost of funds was 13,3%,

3/ It 1is not known to what extent reseheduling costs are covered by
penalty rates.
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L/
collateral and to maintain confidence in the institution. It has
not been possible to compute the costs associated with loan rescheduling,
write-offs and litigation., However, from the reaction of the banks
to IGLF, it appears that they exceeded the 57 gross margin on the loan,
particularly since the commercial banks have had to make good to IGLF
from their own resources.
2.17 The aggregate data, however, hide what has in fact been a very
mixed experience among the commercial banks; some have used IGLF occasionally
and have found the operation profitable, with less than 5% of their locans
in arrears; others have used it rarely, but again with low or no arrears;
while in the case of some banks, 50% to 90% of their loans were in arrears,z/
During the interviews it became apparent that there were two basic reasons for
the relative success of some banks. First, the successful banks generally
had applied far stricter standards in project selection, paying particular
attention to the credit standing of the entrepreneur in the community, his
previous track record and the value of the collateral offered; a personal
knowledge of the 'character' of the individual, acquired by the local
3
branch staff and branch managers, was also important._/ In addition to
the above, a fair amount of time and effort appeared to have been devoted

to loan appraisal, supervision and collection. It became clear that,

whenever omne or more of these criteria had been relaxed, the level of

1/ It has been pointed out to us that the costs of processing arrears also
decline as an institution's procedures are developed. Apparently the
costs in Korean banks are now quite low,.

2/ This information was obtained during the interviews; the estimates were
provided unofficially and are not precise.

3/ Mr. Mamalo of DBP made precisely the same point, which we found was
independently shared by the staff of several commercial banks and
investment houses.
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arrears increased sharply. Several cases were cited in which borrowers
had diverted funds or were giving a low priority to repaying the IGLF
loan as the interest rate on the IGLF loan was lower than on other
borrowings. These instances reflect the weak supervision and loan
collection procedures of the financing institutions. In some cases
collateral requirements had been relaxed to match the bank's share in
the risk (40%) on IGLF loans; these had resulted in larger and riskier
loans being permitted than if stricter appraisal standards had been
applied. It should be added that such problems did not necessarily
arise because the banks took IGLF lending lightly, but because for
several banks IGLF was a new form of lending (long-term versus short-term
and project versus collateral based) to a new category of client, and
required much effort in appraisal and supervision than had been anticipated;
only for a small minority of SMI owners, with good standing, is it
possible to relax the discipline of appraisal and base the loans, as in
short-term lending, on 'character and collateral'; most SMI projects
did not fall into this category however. The experience of DBP, PDCP
and of the Medium and Small Industries Coordinated Action Program (MASICAP)
programs had shown that a substantial pre-loan service for preparing
project and loan requests 1s required due to the extremely poor records
and information kept by small enterprises.l/ None of the commercial banks
help the entrepreneur prepare projects but, instead, concentrate

almost entirely on collateral based lending.

1/ DBP states that the unreliable information presented by borrowers is
one of their main problem areas, Rudy Manalo: Talk to the Small and
Medium Industries Convention, May 1978, Philippines International
Convention Center, Manila.




- 52 -

2.18 Conclusions, Commercial banks have found that the administrative
costs and the risks of participating in the IGLF program were higher than
originally anticipated. A few commercial banks have found lending to

SSEs, both from their own resources and IGLF funds, profitable but only

by concentrating'on a small number of clients with track

records and good credit standings. Since most SSEs most do not have an established
credit standing, it is unlikely that the commercial banks would lend to
them without financial incentives sufficient to cover the costs

of pre-loan services (to complement those provided by MASICAP) and more
rigorous loan appraisal, supervistan and collection procedures. In cases
when commercial banks have attempted to keep administrative costs low and

sacrificed on loan screening procedures there have been high rates of

arrears and default.
2.19 For these reasons, some modifications have recently been introduced

1/

into the IGLF program._- These were: -
(a) to increase the spreads and reduce the bank's
share of the risks on small loans;
(b) to railse the returns and reduce the risks further
by raising the upper limit on IGLF loans (from
B 800,000 to P 2.5 million), thus allowing the
banks to lend to medium as well as small industries;
(¢) to reinforce the MASICAP program of technical
assistance, particularly to the smaller enterprises,
by improving the quality of informatiom available on

the enterprise, thereby reducing the transaction costs

faced by the lending institution.

1/ 1In the second IGLF project.
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In addition, a forum for the exchange of views and experiences between
institutions seems desirable in the early stages of the program,

together with the establishment of a common credit record-keeping

system. The methods and criteria for appraising loans to SSEs and

pre- and post-loan services have not yet been developed in the commercial
banks as they have in some of the non-bank financial intermediaries.

2.20 Even with an expanded IGLF program, the volume of lending that
can be undertaken will be small when compared to that which commercial
banks might undertake from their own resources. One of the objectives of
the IGLF program was to act as a catalyst to encourage lending by private
financial institutions to SSEs, by absorbing some of the early risks and
costs of developing term lending programs to small borrowers. Hence

it is important to address the comstraints that prevent commercial banks
from lending their own resoufces to the SSE sector. Under the present
set-up, commercial banks are mobilizing resources for the well established
corporate sector only,l/ and the banks appear to be incurring financial
losses in their attempt to develop a new SSE ciientele.gj

2.21 Precisely what steps are required to induce commercial banks to
lend to SSEs from their own resources merits a much closer examination of

interest rate and related pclicies than can be given in this report.

The present policies are effectively closing off the large majority of small

1/ Loans outstanding to single proprietorships in March 1978 amounted to
R 1.2 billion; to partnerships, co-operatives and associatioums,
R 0.8 billion; and to corporatioms, B 30.9 billion. Annex 1, Table 9.

2/ It was pointed out that the corporate sector may (and in fact does)
relend to SSEs, and that this might be an efficient way of approaching
(i.e. of lending to) them, We agree with this, but would add two points.
First, most SMIs serve local markets directly, drawing on local traders
and suppliers, many of whom are themselves small scale. For this reason
we later suggest, second, that lending to small (and medium) scale traders
is also desirable (see chapters 3 and 4).
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enterprises from access ta an extremely large and rapidly growing

volume of resources raised through the extensive branch network of the
commercial banks. Essentially, the effective spreads need to be increased
to make lending to small enterprises more financially attractive. This
could be done through changes in interest rates, in service charges, or

in tax incentives; it need not involve subsidies, however.

3%}

.22 Even with major reforms in the structure of financial incentives,
however, it is difficult to see the commercial banks voluntarily developing
an active lending program to SSEs using privately raised resources; for
this reason, we belleve that any re-structuring of financial incentives
should be seen as a way of enhancing the present programs of the Government,
not of displacing them. First the experience of government and government-
sponsored institutions show that the costs and risks involved in lending to
SSEs are far greater than the commercial banks would be willing to
undertake even 1f appropriate interest rate adjuétments were Wade, An
important exception would be the larger sized category of small loans to
enterprises with an establsihed track record and adequate collateral,.

This would, however, exclude a large number of small enterprises, as the
benefits of developing a small enterprise program tend to accrue several
years beyond the planning horizon of commercial banks. Second, the
possibility of dinstitutional biases in favor of lending to the corporate
sector - both national and transnational - cannot be dismissed lightly,
given the extent to which the commercial banks have evolved in response

to its demands, Third, the large majority of the owners of SSEs are

unaccustomed to, and untrained in, galning access to and managing
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institutional credit, This is why the extension programs and the
pre-loan services of the Government financing programs remain important,

Development Bank of the Philippines (DBP)

2,23 Backeround. DBP was established in 1958 as an autonomous govern-—
ment-owned development bank with a mandate to supply long-term credit

to the leading sectors of tke economy. At the end of 1978, DBP held

11.2% of the assets of the financial system., DBP plays a major role in

the Philippine economy, being the largest supplier of long-term credit.

As of June 30, 1978, the proprotion of loans going to industry, agriculture
and real estate were 64.8%, 14.4% and 15.2%, respectively. About 80% of
industrial lending goes to large industry with 10%, 6% and 4% going to med-um,
small and home industriesl/ respectively. In addition to its direct lending,
DBP lends indirectly to home, small and medium industries through its

association with the private development banks (para 2.35).

2.24 Sources and Cost of Funds. As of December 31, 1978, long-term

borrowings, short-term borrowings (under one year), equity and deferred
credits accounted for 53.9%, 25.0%, 18.9% and 2.2%, respectively of DBP's
total resources. Savings and time deposits with maturities of under

one year constituted 66%Z of short-term borrowings. The weighted average
cost of short-term borrowings was about 8.0%. Long-term foreign borrowings
comprised loans from international institutions and commercial sources

with a weighted average cost of capital of 9.7%Z. Domestic loug-term
borrowings comprised bond issues, notes from government and financial

institutions, IBRD resources onlent by the Govermment in local currency,

1/ Home industry loans are loans of up to B 50,000; small industry loans
range from R 50,000-800,000; medium industry loans vary from B 800,000~
3.0 million, while large industry loans are 1in excess of B 3.0 million.
Note that these scales do not correspond precilsely to HSMIs defined in
terms of assets (see chapter 1).
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and others. The weighted average costs of these borrowings is 12.4%,

This figure is likely to underestimate the true cost of these resources
1/

as DBP has privileged access to low cost local currency funds.  As

DRP declares no dividends, it is difficult to estimate the cost of its
share capital. In order to compute the cost of capital, DBP's share
capital might be viewed as a long-term debenture issue; the return on DBP's
Countryside Bonds is around 9%.2/ If this is done, the weighted overall
average cost of capital to DBP is around 9.9%Z p.a. As the cost of DBP's
depaosits, equity and long-term domestic borrowings is likely to be
understated, the weighted average overall cost of capital should be seen

as a base-line figure,

2,25 Use of Return on Funds. DBP's operations include loans,

guarantees and equity investments, In FY78, loans accounted for 59% of
all DBP approvals. The size of loans vary from 2 minimum of B 5,000 to
over B 5 million. In terms of sectoral allocation, industry, agriculturs
and real estate accounted for 657, 147 and 15%Z, respectively of all
approvals. DBP's industrial loans alone will be considered below,

In 1976, the weighted average return on industrial loans outstanding was
10% while the weighted average cost of resources at that time was 8.8%,
resulting in a gross spread on industrial lending of 1.2%Z. Administrative
costs incurred by lending to industry were estimated at 0.7% of industrial

3/

loans outstanding, leaving a margin of 0.5% for provisions, write-offs

1/ Until January 1979, DBP bonds offered such privileged terms as tax
exemption and reserve eligibility.

2/ The first three issues of DBP countryside bills offered an interest of
9% payable semiannually. In the fourth issue (January 1979), the
Govermment decided to remove the privileged features on DBP bonds;
the average effective cost of this issue to DBP was 14.69%.

As of Jume 30, 1976, arrears on industrial loans were approximately
7.5% of loans outstanding while the portfolio affected was 41.4%.
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and profits, The very small operating margin has resulted in DBP

making some changes in its lending policies; there were also some
concerns that cheap loans were making industrial investments too

capital intensive. The rate of interest on loans not secured by land
mortgage has been raised from 127 to 14%Z p.a. In addition, a
supervision fee of 2% has been introduced for all loans 1n excess of

R 150, 000. This has resulted in a weighted average return of 13.5%

for industrial loans less than B 150,000 and 15.5% for those above.

In FY78, less than 3% of DBP's industrial loans in value terms were
below B 150,000, Hence, its weighted average return on lending is
around 15.5%. Once these interest rate increases are reflected in the
return on industrial loans outstanding; DBP will be operating om a gross
margin of 5.6%. Even if administrative costs were to rise to 2% of
loans outstanding, it would still leave a margin of 3.6%Z to cover provisions/
write-offs and profits.

2.26 Lending to Home, Small and Medium Industries. DBP currently has

a separate department to lend to these industries, the volume of lending to
which increased from B 48 million in 1974 to B 158 million in 1978 (Annex

1, Table 2.5). The growth was particularly fast during the first two

years during which time, however, a serious arrears problem began to

develop (para 2.26), Apart from making direct loans, DBP has a program

which provides Private Development Banks (PDB's) with equity and rediscounting
facilities (para. 2.35), and which both widen the geographic reach of

1/

its own programs and encourage private sector participation.

1/ See para. 2,34, et, seq. Over the period 1974~78, DBP had rediscounted
3,000 industrial loans of the PDBs amounting to B 65 million, with an
average size of B 30,000, In contrast, DBP had, over the same period,
made 5,300 loans for B 650 million with an average loan size of
? 120,000,
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The returns and costs to DBP of lending to industry are given below:

DBP: RETURNS AND COSTS OF LENDING
(%)

Large Medium Small Home
industry industry industry industry

Gross return 15.5 15.5 15.3 13.5
Weighted cost of ressources 9.9 9.9 10.5/b ° 10.5/b
Gross spread 5.6 5.6 4.8 3.0
Estimated administrative costs 0.3 2.6/¢c 2.6/¢c n.a.
Net spread 5.3 3.0 2.2 n.a.
/a Approximately 107 (by value) of SMI loams are below B 150,000.

/b TLoans to home and small industry are in local currency.

/c The administrative cost to the head office and branches is 2.57 and

2.7% respectively. The arithmetic mean has been taken.
Source: DBP (intermal report).
2,27 DEP receives net spreads of 5.3%, 3,07 and 2,27 respectively on
its loans for large, medium and small industries; the spreads are to cover
overheads, profits, write-offs and provisions. The arrears position on the
industrial loans by loan size are shown in Annex 1, Table 2.6. As expected,
the risks for large industry loans are significantly lower;ij in 1978 principal
and interest in arrears as a proportion of loans outstanding amounted to 4.7%
and 20,9% for large and small respectively. Within the latter group, home
industry loans appear to be only slightly riskier than loans to small and
medium industries, though the level of arrears are high across the board. The
arrears on loans to the smaller industries, however, are significantly lower
(by a factor of four) in the branches than they are at head office; arrears

on branch office loans in 1976 varied between 5.6% and 11.8% of loans outstanding,

which was not significantly higher than arrears on loans to large industry.

1/ The arrears figures on large industry loans probably understate the actual
level of arrears as no account is taken of loans rescheduled by DEP.
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The manager of DBP's small and medium industry programs pointed out

; (as had people in other financial institutions) that lending in

small communities was often easier and less risky than lending out of the
head office in the Manila area as the branch staff have greater personal
knowledge of the local community and its enterprises;i/

2.28 In the first year of the program, the arrears as a percentage
of loans outstanding were exceedingly high, but declined subsequently

for several reasons. A fast growth in the portfolio and a restructuring
‘ of loans at first increased the share of loans in thé grace period

.o (up to six months for the finance of fixed assets, before 1979), and
also the share of young loans on which arrears problems had not yet

surfaced. But the size the portfolio peaked in 1976 and then declined

in 1977 and 1978, so that the sharc of young loans and loans in the grace

period declined. At the same time there were noticeable declines in
the arrears levels, reflecting changes in policies and procedures as
more experilance was gained in'lending to small enterprises., The

] y

principal changes included intensified efforts in the training of staff{_

the development of stricter screening, appraisal, supervision and loan
collection procedures (all of which were associated with an expansion of
trained staff); and the introduction of monitoring and control procedures
to reduce diversions of funds. Evaluation studies of problem accounts

were also undertaken.

1/ Since these discussions were held in 1978-79, however, the arrears
_rates in Manila have declined significantly, while those in the
branches rose (Annex Table 2.6).

2/ The institutional effort required to develop the program has been
immense, as can be gauged from the level and growth of professional and
support staff in DBP., Professional staff alone grew by nearly 50% from
1,900 to 2,800 in between.1976 and 1978, and total staff by 40% frem
3,100 to 4,400. See Annex 1, Table 2.7.
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2.29 Conclusions. Considering the nmet spreads on the different types
of DBP lending, it 1s apparent that the profits made by lending to large
industries are absorbing some of the costs of lending to smaller
industries. In addition, small loans are more prone to arrears than are
loans to large industry. Despite the changes, it is not particularly
profitable (given current spreads) for DBP to lend to small industries,
but it continue to do owing to the high priority placed by the Government
on this form of lending. The DBP experience has, however, shown that the
Initially high risks of lending to small enterprises can be reduced as
experience is gained, and as decentralizing decision making procedures
for small loan approvals are introduced.

Private Development Corporation of the Philippines

2.30 Background. PDCP was established in 1963 and has been legally
defined as an investment house although its operations are those of a
development bank. PDCP is probably one of the only private financial
ipnstitutions to make long-term loans and provide pre-loan services

to their SSE clients.l/ A small business loan department was established
in 1972 for this purpose. Loans approved by PDCP classified by the asset
size of the recipient enterprise is given in Annexl, Table 2.8. The
number of small enterprises financed by PDCP increased sharply once PDCP
received accreditation from IGLF in late 1976. The lower limit on PDCP
loans 1s 2 50,000; loans between B 50,000-500,000 are considered to be
small loans while loans above B 500,000 are considered as regular loans.

In the early stages of PDCP's small industry program most of the loans were

in the Metro Manila area. B 500,000 are considered as regular loans.

l/ A recent convention of small and medium business owners passed a
resolution requesting other financial institutions to provide pre-loan

services similar to those now provided by PDCP. Philippines International

Convention Center, Manila, May 27, 1978.
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Recently, both as a result of PDCP's growing branch network and the
Gowernment's emphasis on regional develcopment, approximately 507%
of the loans are to borrowers located in the provinces.

2.31 Lending from PDCP's Own Resources. The volume of small loans

financed by PDCP from its own resources has been relatively small,

the major constraint on PDCP for this type of leanding being that
long-term peso resources are unavailable. At present PDCP is not allowed
to accept deposits. Consequently, the only way it can mobilize peso
resources for onlending is either by borrowing from other institutions

or by issuing its own bonds. Given the current interest rate structure

it is not possible for PDCP to raise resources through these mechanisms and
earn an adequate spread by so doing. Hence, PDCP concentrates on foreign
currency denominated loans; over the period 1963-78, approximately 78%

of PDCP's lending has been in foreign exchange, As most small industries
require local currency financing, PDCP is unable to finance a significant
volume of SSE loans from its own resources.

2.32 Recently, PDCP has been able to mobilize some medium—-term peso
resources by issuing 1 to 5 year notes at around 15% to 16%. These
resources are on-lent at 19%. Owing to the different tax incidence on the
borrowing and lending rate, the gross spread accruing to PDCP is not 3%,
but nearer 5%. The administrative cost of lending to SSE has been computed /
at 3%5/ of loans outstanding which leaves about 2% to cover provisions,

2/
write-offs and defaults.

1/ When the necessary project data is not available, PDCP's appraisers
might spend 4 to 6 weeks collecting it, a task which could cost as much
as B 6,000 (excluding overheads). A project analysis is then undertaken
which concentrates on the management, financial, technical and marketing
aspects of the projects. Despite the project analysis, all loans are fully
collateralized; for SMIs, land, buildings and machinery are valued at
100%, 900% and 70% of appraised value respectively, and for large
industries at 80%, 70% and 60%.

2/ Katrine Anderson Saito and Dan P. Villanueva, "Transaction Costs of
Credit to the Small-Scale Sector in the Philippines'.
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2,33 Lending through IGLF Funds. PDCP was accredited under the IGLF

program in 1976 and has bgen using IGLF resources to finance a significant
number of SSE projects; as of September 1978, 70%Z of the small industry
loans financed by PDCP are from IGLF funds. IGLF funds have been obtained
at 7% and were on~lent’at 12% (axcluding’the guarantee fee).l/ In
a'dition PDCP charged a one-time service fee of 1,57 giving a gross spread
of 6.5% for the first year and 5% subsequently. In order to maximize
returns from its IGLF operations PDCP has tended to concentrate on the
larger of the small loans; the average loan size having increased from

B 175,000 ($25,000) 4in 1974 to B 370,000 ($50,000) ia 1978. Exceptions
are made when the enterprise records are in good shape, in which case

the administrative costs to PDCP are much lower;Z/ this occurs for
instance with second loans, which apparently require half or less of the

3/

processing costs of first-time loans.

1/ Recently the IGLF lencding rates were revised. For small industry
loans (from B 50,000 - B 800,000), participating institutions charge
interest at no less than 13.2% p.a. plus a service charge of 1.5%

p.2. payable at the time of loan; for medium industry loans (B 800,000
- B 2.5 million) participating institutions are zllowed a spread of
8% on small industry loans and 6% on medium industry loans.

2/ PDCP head office and branch staff made the point that the services of
SBAC and MASICAP can be useful in reducing the administrative
costs simply by improwving the records of the businesses, though they
find that 4t is still desirable for their own staff to continue to
provide pre-loan services and work with the propoment directly. PDCP
staff often give lectures to and participate in the seminars of the
MASICAP and SDAC field (extension) staff. In addition, PDCP rum a
training program for project analysts.

3/ 1In the past no single borrower could obtain more than ® 500,000 from
IGLF resources. This prevented the borrower and the fimancing
institution benefitting from these eccnomies of scale.
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2.34 The arrears and defaults on PDCP’s small loan portfolio have been
significantly lower than for wther fimancial institutioms. (dAnmex 1, T-9
shows the arrears position for both PDCP’s small and regular loams). For
small loans, principal in arrears over 3 months increased sharply from 3.7%
in 1975 to 8.2% in 1976 butlfell to 3.9Z in Jume 1978, largely as a result of
a substantial increase in PDCP’s small loan portfolio and a corresponding
increase in loans in the grace period. If principal and interest in arrears
over 3 months is compared to principal outstanding in the repayment period,
the improvement in the arrears situation 1s less dramatic but noticeable%J
In comparing small and regular loams in terms of arrears and defaults it is
apparent that on any criteria small loans have proved to be more risky.
While it 1s difficult to estimate the costs involved in rescheduling,write

offs and litigations, it appears that the gross margin accruing to PDCP from

utilizing IGLF funds is sufficient.

2,35 Conclusions. Simce PDCP carries out project appraisals for both
its small and large loans, lending to small enterprises is more expensive

for PDCP than lending to large industries, owing to the higher administrati-re
costs in relation to loan size. By iIntensive efforts in appraisal and
supervision, PDCP has kept the risks of lending to SSEs relatively low, and
has made such lending profitable by concentrating on the larger of the small

industry loans (loans in excess of asbout B 100,000). Their lending is,

1/ The percentage of loans in arrears fell by two thirds in 1978.
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however, heavily dependent on IGLF, and the development of a lending program

out of privately raised resources 1is counstrained by the general scarcity of

long—~term peso resources in the economy.

Private Development Banks

2.36 Background. Private Development Banks (PDBs) are fimancial
intermediaries constituted as stock corporations under the mortgage bank
provisions of the General Banking Act. PDBs were set up to provide decen—
’tralized credit facilities to small agricultural and industriiﬁ enterprises

that would not otherwise have had access to long-term credit.

2.37 Source and Cost of Funds. As of Jume 1978, the total resources of

PDBs amounted to P 666.4 million; a summarized Balance Sheet of PDBs is given

in Annex 1, Table 2.3; deposit liabilities, borrowings and capital funds in

the form of share capital and retained earnings accounted for 57.5%, 22.6% and
19.9%, respectively, The Central Bank permits PDBs to pay marginally more on
their deposits than is paid by commercial banks, and in 1978 they were offering
7.5% on savings deposits and from 97 to over 12.5% on time deposits, depending on
maturity, leading to an overall weighted average cost of depos:ics of about

8.8%. The share capital comes from private contributions znd contributions

from the Government in the form of preferred shares held by DBP and the Land
Bank of the Philippines. The cost of share capital is difficult to estimate,
however, since few PDBs have declared dividends and the returms to primary

shareholders is often in the form of higher salaries, bonuses and fringe

1/ As of Junme 30, 1978, the 35 PDBs had 105 branch offices and employed a
staff of nearly 1,500.
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benefits. If share capital and retained earnings are viewed as a long-term
deposit with a risk element attached to it then the minimum opportumity cost
would be around 15%, resulting in an overall weighted average cost of funds
for PDBs of about 10.5%. If, on the other hand, the cost of capital were
computed on the basis of dividends actually paid, then the cost of the share
capital would be about 2Z}ﬂ,and the overall weighted average cost of capital

6'82.

2.38 Use of and Return on Funds. As of Jume 1978, the total loans

outstanding to PDBs amounted to P 400 million, of which approximately ome
third was in industry, somewhat over ome third in agriculture and the
remainder in commerce, real estate and other sectors. Over the period
1973-78, PDBs made over 10,000 loans to cottage and small industries as
compared to 5,400 such loans made by DBP, PDCP and IGLF together (Arnex 1,
Table 2.10). About 70% (by number) of these loans were financed from the PDBs
own resources, 297 from the rediscounting facilities provided by DBP and the
Central Bank, and a small percentage by IGLF. Many PDB loans do mot qualify
for IGLF financing as they are for less than B 50,000, which i3 the minumum
acceptable IGLF loan size; over the period January-June 1978, approximatély
half the industrial loans made by PDBs were below B 20,000 but a few large

loans resulted in an average loam size of B 40,000.

1/ The low return on capital has made it difficult for PDBs to raise
T additional resources from the private sector,
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2.39 When lending frém their own resources, the PDBs are allowed to
charge an interest rate of 197 on loans with .a maturity of over 2 years,
resulting in a spread of 8.5Z to 12.2%, depending on the assumption made
about the cost of their share capital. The average administrative costs on

’ all operations were computed at about 4.4Z of loans outstanding.lj It is
not known by how much the administrative costs of industrial loans excaed
this average, but they appear to be kept to minimal levels by basing

- appraisals on the borrower’s ability to meet collateral requirements and

a personal knowledge of the "character" of the client.  Some PDB officers
interviewed said that they would not lend to people they did not know well;

as with the DBP branch staff, they benefit from having a good working
knowledge of the local communities and enterprises. For these reasons, the
administrative costs appear to be well within the spreads estimated above.
The arrears, however, amounted to 10% of principal outstanding in 1978;

but the conservative valuing of collateral has resulted in the PDBs having

minimal write offs.

2.40 The spreads on loans rediscounted with DBP vary, since the extent of
the rediscounting varies between 50% and 100% depending on the size of the
loan and the ecomomic sector of the business. On a fully rediscounted loan,
the rediscounting rate is 12Z, including a 27 service charge‘to DBP, giving

the PDBs a gross spread of 7X%.

}/ The low return on capital has made it difficult for PDBs to raise
additional resources from the private sector.

" 2/ The General Bank Act requires PDBs to accept only real estate and high
grade investments as collateral. In addition, the loan collateral value
of various types of investments is also stipulated.

3/ Several managers interviewed said that this is often first acquired
through the businesses becoming depositors in the branches.
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2.41 IGLF loans made by most PDBs have been subject to high arrears;

in 1978 principal and interest in arrears on IGLF loans as a proportion of
loans outstanding amounted to 30%. (The rural banks have run into similar
difficulties with IGLF, as will be discussed below.) Several explanatiouns
have been offered for the high arrears and for the inmability of the PDBs (and
the rural banks) to bring them down. A possible explamation is that IGLF has
{nvolved' the PDBs in a scale of lending that was outside the capacity of all
but a few banks to handle, with the average IGLF loan being tem or more times
the average loan made out of their own resources. As a result, a different
and more substantive approach to loan appraisal and supervision was required
and the smaller PDBs were unable to structure their policies accordingly.

2. 42 Conclusion. The PDBs are a well adapted and an effective chamnel
for handling large numbers of very small loans with relatively low adminis-
trative costs; the arrears are still quite high, however, and a greater

input into the development of the dimstitutions 1s required to achieve
significant reductions. The PDBs are thus filling a void in the credit market
by making loans to the smaller end of the SSE distribution, and enjoy an
advantage over large institutions, such as PDCP and the private investment
houses, derived from their personal knowledge gf the local communities. This
advantage 1s less applicable, however, when it comes to making large SSE loans
for which the appraisal procedures employed by PDCP and other similar

institutions are better suited.

Rural Banks

2.43 Background. A rural bank is a locality specific unit bank. There
are currently 960 individual rural banks which are privately owned but

heavily dependent om Central Bank funds. The Government has used the rural
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banks to implement many of its rural credit programs, such as Masagana 99
and Masagana Mailisan for rice and corn production respectively. Despite their

wide network, at the end of 1978 rural banks contributed only 2.5% to the

total resources of the financial system.

2.44 Sources znd Cost of Funds. As of December 31, 1978, the total

resources of rural banks amounted to ® 4,037.2 wmillion. A summarized Balance
Sheet for Rural Banks is given in annex Table 2.3. Borrowings (primarily from
the Central Bank), deposits, other liabilities and paid-in capital and
reserves accounted for 47.8%, 33.6%Z, 3.1Z and 15.6%, respectively, of total
resources. Borrowing by rural banks comprise special savings and time depo-
sits, and bills and loans payable. A large proportion of these borrowings
come from the Central Bank to finance particular programs and are secured by
promissory notes from the recipient banks. In 1977, the weighted average
cost of these borrowings was around 2% p.a., reflecting the large volume of
low-cogt Central Bank funds in the borrowings of rural banks. 4s of January
1977, no interest was paid by rural banks on demand deposits; savings depo-
sits offered 7.5 p.a. while the return on time deposits varied from 9% to
12.5%Z. The weighted average cost of deposits was 6.3%. The pald-in share
capital of rural banks comprise common stock and government-owned preferred
stock. Inadequate data on dividends paid makes it difficult to compute the
cost of capital for rural bamrs. In an opportunity cost sense, the share
capital could be seen as being equivalent to a long-term deposit. Om this
basis, the cost of 1ts capital has been estimated at 1S% p.a., resulting in

a welghted overall cost of capital of around 6% p.a.

2.45 Use of and Return on Funds. Approximately 83% of the assets of the

rural banks are in the form of loans. Of the loans granted in 1978, 86.8%

went to agriculture, 8.7% to commerce, 2.7% to industry and 1.8Z to others.
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In terms of maturity, approximately 90% or more of rural bank loans are short
term; medium~ and long-term loans being confined almost entirely to loams
financed under the Central Bank/IBRD program. The rate of returm on loans
outstanding to agriculture, commerce, industry and others was 7.4%, 8.9Z, 4.8%

and 29.0%, respectively for 1978, resulting in an overall weighted return om

the rural bank loan portfolio of 7.8% for 1978. Administrative costs for

rural banks were computed at 3.6% for 1976, leaving a negative margin of
1/

1.8% even before considering provisions, write-offs and profits.

2. 46 Lending to SSE. In theory, rural banks could operate as ideal

outlets of small loans as they have a wide geographical coverage; in
practice, however, they have made very few loans except to agro-ralated
cottage industries such as fisheries, piggeries and poultry. As outlets for
IGLF resources, they have not been particularly successful: by the end of
1978, arrears as a proportiom of IGLF loans outstanding amounted to 55%. A
possible reason for the high level of arrears on IGLF loans is that in their
normal course of business, RB make short-term production-credit type
agricultural loans while IGLF loans were essentially long-term industrial
loans; in additiom, the average size of an RB loan out of non-IGLF resources
is less than one-tenth of the size of loan they were typically expected to
handle under the IGLF scheme. Consequently, IGLF loans required a different
type of appraisal which RBs did not have the institutional expertise to

2
undertaker/ The rural banks also had a major responsibility for administering

1/ 1If instead of imputing a value to the cost of capital, it were derived
of the basis of dividends actually paid, then there is likely to be a
substantial reduction in the cost of capital to rural banks.,

2/ 1t was pointed out to us by Mrs. Mijares that the floor limit on IGLF
probably raised the risks by limiting the options of the RBs (and the
PDBs), who can manage very small loans efficiently.
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the agricultural credit programs (Massagana 99), which severely strained
their capacity to implement other programs.
2.47 Conclusions: Loans made by RB have tended to finance agriculture

or agro-related industries. The RB loan portfolio has been faced with high

arrears; as of December 31, 1975 arrears amounted to 21.4Z of their out-
standing portfolio. These figures, however, underestimate the true level

of arrears since short-term loans are frequently restructurad so that

arrears are held below the 25% limit established by the CB as the rediscount-
ing eligibility criterion. In addition, medium- and long-term loans made

by RB are not deemed to be "in arrears', irrespective of the repayment per-
formance, until after the maturity of the loan. IGLF loans to SSE channeled
through RB have also faced high arrears, the long-term nature of the loan

and the larger loan size serving to increase the likelihood of arrears.
1/

Non-Bank Financial Intermediaries

2.48 Background. WNon-bank financial intermediaries (NBFIs) comprise
institutions such as private insurance companies, financ¢é companies,
investment houses, and Government sponsored insurance programs. Private
insurance companies make few loans to industry. When loans are made they
need, by law, to be completely secured by real estate or by an iron clad
commercial bank or parent company guarantee. Coumsequently, no lending is
undertaken by private insurance companies to SSEs. The finance companies

tend to be subsidiaries of commercial banks and are primarily engaged in

1/ Wnile the Private Development Corporation of the Philippines is defined
as an investment house it 1s not included in this section as it operates
as a development bank and has been discussed above,
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financing consumer durables and provide short and medium term finance to
local manufacturers and traders. The Investment houses also appear to
provide a limited amount of financing to industry.

2.49 Lending by Finance Companies and Investment Houses to SSE. Two

1/
finance companies and two Investment houses were Interviewed. Two of

the four institutioms stated that they had made short-term loans (180 days to
1 year) for working capital financing. Even the short-term loans had gone
to well-established on-going businesses which had, over time, developed a

relationship with the NBFI coucerned.

2. 50 None of the institutions had made term-loans to SSEs from their
own resources. There was considerable reluctance to lend to SSEs. It was

pointed out that the administrative costs per unit lent to SSEs was signifi-
2

cantly greater than to their established customers. Processing time and

cost were particularly high as it was difficult to obtain information on
the SSE and its credit standing. ¥or this reasom, loans were only méde to
enterprises with a proven track record and which could provide collateral
at least equal to the size of the loan. In addition to the cost of loan
processing the NBFI’s claimed not to have the necessary Ilomstitutional

expertise to undertake term-lending.

1/ The two finance companies were Manphil Investment Corporation and
T Multinational Capital Corporation. The two investment houses were Ayala
Investment and Development Corporation and Bancom Development Corporation.

2/ According to one estimate the direct cost of processing an SSE loan
~  varied between B 7,500 - B 12,000,
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2.51 The experience of NBFIs using IGLF funds for onlending has been
mixed. Most NBFI’s complained about the red tape involved in dealing with
IGLF, and argued that the high level of arrears on their lending through

IGLF would be tolerable if the loanlceiling were raised, the guzrantee feature
improved and the red tape reduced. Y

2.52 To comclusz, NBFIs to date have been averse to lending to SSE.

While in some instances short-term loans are being made the volume of such

lending is insignificant while the volume of term lending 1s non-existent.

1/ Most of the suggestions have been incorporated in the recent IGLF loan.
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III. EXPERIENCE OF THE FINANCIAL INSTITUTIONS: (B) CONCLUSIONS

3.1 In the preceeding analysis, three categories of lending were consi-
dered: lending by the private sector institutions out of own resources;
lending directly undertaken by the Government owned Development Bank of the
Philippines, and indirectly through équity finance and rediscounting facili-
ties provided to the Private Development Banks; and lending by\private sector
institutions using the Government's rediscounting facility (the Tndustrisl
Guarantee and Loan Fund) for term—loans to small industries.

3.2 Privately Raised Resources: Private sector financial institutions

in the Philippines make few loans and even fewer term loans out of their own
resources to small enterprises. Commercial banks, which are the largest
source of institutional credit in the country, go in principally for short-
term loans, undertaking very little medium— or long~term lending. The reluct-
ance to lend long-term can be explained partly by the interest rate structure
and the banks' adherence to the 'golden rule" of matching maturities between
borrowing and lending. Under the present system, the maximum effective inte-
rest rates on short-term (up to 2 yeafs) and long-term loans (over 2 years)
have been administratively set at 16% and 197 respectively. The weighted
average costs of resources to commercial banks is currently 13.3%, but would
be higher if a greater volume of long-term resources were to be raised. The
spreads between borrowing and lending rates are about 2.7% on short-term
loans; something in excess of this for short-term loans that are rolled over,
allowing for the service fees and other charges involved; and prbbably not
much over 3% for long-term loans, allowing for the higher costs of raising

long term resources. Considering the greater administrative costs, project
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risks and environmental uncertainties of lending long, the banks are finding
it more prefitable to lend short. The economy wide shortage of long-term

peso resources is also affecting the privately-owned development finance
companies and nonbank financial intermediaries, who traditionally concentrate
more than the commercial bnaks on long~term finance.

3.3 The interest rate structure, aside from encouraging short-term Jend-
ing, discourages lending to SSEs. Prime customers are charged marginally be-
low the maximum rates permitted while creditworthy, near-prime customers are
charged the maxzimum. In addition to the nominal return on loans, both prime
and near-prime customers bring in compensating business which increases the
effective return on loans made to them. Given that most SSEs bring in little
compensating business but are charged the same nominal interest rate, the
effective rate of return on SSE loans is lower than on loans made to near
prime companies. In addition to the effective return being lower, the ad-
ministrative cost per unit lent are significantly higher on SSE loans. All
the financial institutions interviewed stated that the cost and time involved
in processing a loan for an SSE, without an established track record, would be
about 2.4%Z to 3.07% of the loan value as compared to 0.4% and 0.5% for prime
and near prime companies respectively. The higher administrative cost results
in a lower net spread to the institution. In addition, the risks of arrears
and write-offs on SSE loans are higher than on loans to well established
enterprises. Consequently, in terms of both return and risk there is little
incentive currently for private financiél institutions to lend to SSEs out

of their own resources. When loans are made by private financial institutions
to SSE's they tend to go to a small minority of entrepreneurs with adequate col-

lateral and an established relationship with the financial institution concerned.
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3.4 Lending to SSEs through private sector resources will therefore
require greater financial incentives than are currently available;
éhanges in the effective spreads through changes in the interest rate
structures, service charges and tax rates are obvious possibilities.
But as argued in the text, changes in financial incentives are needed
to enhance the present programs, not displace them. The Government's
programs have shown that the risks and arrears of lending to SSE are
far higher than commercial banks would normally accept. Although
there has been a reduction in arrears over the past 5 years, it is
clear fhat the returns from developing a small enterprise clientele lie
beyond the planning horizons of financial institutions in the private
sector. A comparison of the experiences of the different institutions
involved in implementing the programs reveals at least five reasous
why risks are initially high:
(i) Purely irreducible and random factors;
(ii) Term loans to the larger sizes of small and
medium industries being outside the scope and
specialization of some private sector institutions
(the smaller rural backs and PDis);
(1iiiY 1Intermal and external diversions and misuses of funds
until control procedures have beern fully developed .:
(iv) the shortage of information on small enterprises and
the absence of a formal record-keeping system on
credit worthinessi related to this is the point
that the abilities and other qualities of owners are
broadly distributad,l/ leading to difficulties in
distinguishing between sound and unsound loan requests

until sufficient information and experience have been

gained: and

1/ This same characteristic also leads to high turnover rates of small
enterprises.
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(v) The tasks of trainir- staff and developing
screening, appraisal and supervision procedures.
The last three items each involve high fixed costs and economies of
scale in developing the lending programs. While the traditional economics
argument would be to let interest rates rise to reflect costs, there
are difficulties in implementing it in practice. Higher interest rates
for loans to small than to large borrowers might be subject to
policital charges of discrimination. Even if interest rates went
to high levels, this could raise doubts within the institutions about
the capacity of SSEs to service debts; that is, supply curves could
1
be backward sloping.:/
3.5 Allowing for these factors makes it difficult to decide
what mix of incentives is appropxiate, and for this reason we have
merely raised the issue. One obvious possibility is the adoption of
mandatory ('forced balance sheet') measures to back up any shifts
in financial incentives. But such methods are themselves easily
avoided,without extensive contfols and monitoring procedures. An
alternative would be to encourage a small but select number of financial
institutions to develop a long—-term interest in small enterprise lending
and derive benefits from economies of séale; IGLF was of course
conceived with this in mind, except that it has bee? epread thinly
2
across a large number of institutions in practice._. The development

of a long term interest, however, would still require adjustments in

the financdial incentives.

}J A comment made to us by Naburo Kawai.

2/ Concentrating on a few institutions would also make IGLF easier to
monitor.
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3.5 Government Programs: (a) The Larger Small Industry Loans. Since

private sector financing is not available, there is almost exclusive reliance
on the Government's programs. The lending rates on loans made through these
programs to small enterprises are below the 19% ceiling rates;£/ but the
spreads accruing to the financial institution have not been sacrificed as the
funds were made available at less than the market rate.

3.6 Some commercial baitks had found IGLF loans to be profitable, but
only by accepting highly creditworthy clients with solid collateral, and have
in consequence made very few loans. On the other hand, non-Bank financial
intermediaries such as PDCP have made a greater number of loans, but concentra-
ted on the larger end of the small enterprise size distribution, with loan
sizes averaging over p 350,000 (in 1978); the service chargesg/ enabled them
to put substantial effort into screening, pre-loan services, loan appraisal
and supervision. Analysis of the experience of other imstitutioms, including
JBP, shows that such screening procedures are necessary if risks are to be
kept down. TIn the IGLF program, institutions with high arrears tended to be
those which did not have much past experience in term lending. In the case of
the Rural Banks and the smaller Private Development Banks, the IGLF loan sizes
were also several times greater than those of their normal loans, and they
were unable to appraise and supervise them appropriately.

3.7 One of the achievements of the program has been the development of
project—lending procedures within DBP and some private sector institutions

(such as PDCP). The immediate aim is to develop these further and, in the

1/ With the exception of loans made by the PDBs, and rediscounted by DBP
and the Central Bank. On DBP loans the rate charges is 15.57% while on
IGLF it was 13.2% as of December 1978 (the latter was recently raised
to 14.2%).

2/ These work out at about 2% of loan amount, regardless of loan size.
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case of IGLF, to involve private sector institutions selectively. Given the
difficulties encountered in the first five years of the program, and‘the
progress made in developing procedures, a forum for the exchange of views

and experience between institutions seems desirable; the establishment of

a common credit-record keepimg system (for both private and Governmént pro—
gram loans) would also help.

3.8 Loans to small enterprises continue to be prone to high arrears,
however, and a rapid rate of decline seems unlikely given the poor state of
records in and information on small enterprisesl/ - or more generally, the
difficulties of servicing a diverse and largely unknown clientele. One method
employed by DBP and IGLF to cushion the losses is to blend the small industry
programs with lending to medium-scale industries so as to increase the return
and reduce the overall risk on the institution's SME portfolio. In addition,
it permits the finmancial institution to make second loans to expanding enter-
prises (loans to enterprises with track-records are much less risky).

3.9 Government Programs: (b) Cottage (or Home) Industry Loans. The

formalized screening and appraisal procedures discussed above are too costly
to apply to small loans (of less than g 50-100 thous:#d), so simpler proce-—
dures have been adopted by DBP and the PDBs, who are the only institutioms
offering term~loans to home industries.g/ Loans are made at the branch levzl
on the basis of character, collateral, and a personal knowledge of the local
enterprises. Ihe experience so far is that such procedures have cut both
administrative costs and risks: arrears are significantly lower in the pro-

3/

vinces (by a factor of four in the case of DBP); and the administrative

1/ Which is why the MASICAP program and the pre-loan service. of PDCP are

so important.

2/ PNB also have a cottage industry loans facility, but it is not actively
promoted.

3/ The small industry loans of DBP also had similarly lower arrears in the
provinces.
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costs are within the gross spreads estimated above. The branch networks of

DBP and the PDBs have thus proved to be low cost and relatively low risk chan-
nels for handling a large number of small loans to home industries. The PDBs
have also lent quite extensively out of privately raised resources,i/ prin-
cipally savings and time deposits.

3.10 Cottage (or home) industries in the Philippines are defined to

include small manufacturing establishments and workshops with assets of up to

# 100,000. (The term is thus a misnomer, since these activities are not in

the home.) As noted in the introduction, there are over 70,000 such establish-
ments, which are one of the most rapidly growing sources of employment and
earnings opportunities in the country. (Manufacturing employment in households
has peaked and probably started " to decline.) DBP and PDBs currently lend to this
sector. However, the reliance on DBP and PDBs for home industry loans limits
the geographical coverge of the program, and its ability to cater to a grow-

ing demand. The floor limit of g 50,000 on IGLF loans also effectively closes
of this channel to home industries. If the limit were removed, and accompanied
by appropriate simplications in loan procedures for "home" industry loans, the
branch networks of the commercial banks could prove to be ideal outlets; as with
the DBP branches and the PDBs, commercial bank branches benefit from a close
knowledge of their local communities and businesses.

3.11 Government Programs: (c) Working Capital Finance. Since the programs

concentrate on the finance of fixed assets and permanent working capital, we

have so far not discussed working capital finance for small enterprises. At this point

1/ For reasons discussed above, the weighted average cost of resources to
PDB 1is lower than for other banks. Consequently the gross spread accru-
ing to PDBsis higher than would normally be the case.
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it might be useful to ancitipate some findings on the subject reached in the
next Chapter. This entails duplication; but the issues are sufficiently
important to warrant it, and were raised both during interviews with the
enterprise owners themselves and by the staff involved in the program. The

first finding is that the demands of small industries for the finance of working

=

capital are probably as great as those for the finance of fixed assets. The
historical experience of the industrialized countries, and the current (if
sketchy) evidence from developing countries, indicates that more than half

of the asset structure of small and medium industries is made up of working
capital.l/ Second, the finance of fixed assets only, without tailoring the
financial package such that subsequent access to short-term finance is guaranteed,
places a financial stress on the business, and increases risks, by leaving it
with high overheads and a limited ability to respond to changes in orders.
Financing 'permanent' working capital does not provide for this since it is
concerned only with minimum levels of inventories and cash reserves, not with
needs resulting from day-to-day changes in sales and purc%ases. Third, because
it can be related to current sales levels and contracts, working capital finance
is inherently less risky. Fourth, it is also more likely to involve the commercial
banks in the program.

3.12 For these reasons we have suggested that the provision of working
capital finance ought to form a point of departure for the future of the program.
The poiiit was also made that the most effective - though by no means exclusive -
channels for working capital finance in industry are trading firms, which pro-

vide the further advantage of coupling the finance with access to markets,

1/ FKennett (1979). Working capital inclucdes t-e value of materials and
supplies, work in process, finished products in stock, cash reserves and
accounts receivable .
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reducing risks all round. In the interests of providing small industries
with improved access to finance and markets, therefore, it seems desirable
to expand the scope of the program to cover small (and medium) enterprises,
in the general sense that we have defined the term in Chapter 1.

3.13 Postscript: Further Changes in 1979. The interviews on which

the above analysis was based were conducted with twenty institutions in
November 1978. There have naturally been some changes since then, all of
which, however, confirm the general conclusions reached above. Supplementary
interviews were undertaken with six institutions at head and branch office
levels in November 1979., The weighted average cost of resources had risen
from 13.3% to close to 167 during the year (one institution was actually

using a shadow price of 167 for planning purposes), on account of the pres-
sure on short-term resources brought about by falling sugar prices and rising
oil prices on the balance of payments. The effects on lending to SSEs were
(predictably) a substantial cut-back on both current and planned lending, and
a readiness to lend - on the part of the accredited financial institutions —
only through the Government's IGLF program. One other private financial
institution (Allied Banking Corporation) had begun to develop specialization
in term-lending through IGLF, more or less in lines with arguments set out
above, and in parallel to the efforts of PDCP.

3.14 Summing up. The Government's programs are providing an increasing
number of small enterprises with access to institutional credit, and they have
shown that the administrative costs and risks of lending to small énterprises
can be reduced with experience and as appropriate screening procedures are
developed within the institutions. But the volume of lending is small compared

to both the demand for credit by small enterprises and the resources of the
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private financial sector. The structural constraints preveuting private
financial institutions from lending out of their own resources to SSEs
will have to be eliminated if financial institutions are to build on the

experience gained through the Government's programs.
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1y, INDUSTRIAL EXTENSION

Introduction
4.1 In parallel with the financing programs for small and medium
industries, the Government introduced in 1974 two kinds of industrial
extension service, ©both run by the Ministry of Industry. One offers
assistance in the preparation of projects for finance out of the
enterprises' own resources or by the financial institutioms, and the other
a range of entrepreneurial counselling and other advisory services.
The former is known as MASICAP (the Medium and Small Scale Industries
Coordinated Action Program) and the latter as the SBAC (Small Business
‘Advisory Centers') program. The two are administered under one department
and shaE;'Fﬁeisame field offices. This Chapter revie&s;the activities
of the programs over their first five years and considers the questions:-

what has been the demand for the services offered?

what are the costs and the naturél/ of the economic

benefits in providing then?

in what ways might the services be improved?

is the private sector providing them also and, if so,

what is the role of the Government's programs?
4.2 The last question is often raised in connection with govermment-
sponsored extension programs, and a discussion of it in a Philippine
context helps to provide some clarifications. What i1s at 1ssue is less
whether the services in themselves are sought by small enterprises (though

there is surprisingly little known about the extent of the demand) but

whether they need to be provided through government programs. Further,

1/ Relevant dataare not available for quantitative estimates to be made.
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given the large number, the geographical spread and the heterogeneity

of small enterprises there is also the issue of whether they can in fact
be serviced effectively without great expense and establishing a‘

large bureaucracy, The findings are summarized in the concluding section.
4.3 While the following analysis cdencentrates exclusively on the
Ministry of Industry's programs 1t should be added that several other
Government agencies offer services to small enterprises. Their activities
have not been reviewed here because the task would be too long. They
have been documented in a thesis by Chico (1976) and more recently in a
study by the University of the Philippines' Institute for Small-Scale
Industries (1979). The various agencies are represented on a Comission
for Small and Medium Industries, which has the responsibility for
developing overall poiicies; a review of the Commission's work

is also cutside the scope of the present report.}/

Project Preparation Services (the MASICAP program)

4.4 Background. The idea that led to the MASICAP program can be
summed up by noting that small enterprises, like financial institutions,
face transactions costs (risks and administrative costs) in obtaining
loans. Moreover, the poor shape of their records raises the transactions

costs to the institutions. Before the extension programs were introduced

1/ Members of the CSMI are: the Ministry of Industry (which chairs the
Commission); the Department of Trade (to which the National Cottage
Industries Development Authority is also affiliated); the University
of the Philippines' Imstitute for Small Scale Industries; the Development
Bank of the Philippines; the Central Bank of the Philippines; the
National Economic and Development Authority; the Department of Local
Government and Community Development; the National Scilence Development
Board; the National Manpower and Youth Council; the Design Center of
the Philippines; and the Pood Terminal Incorporated. Other agencies
(such as the Technology Resource Center) are also involved in the
program hut are not members of the CSMI,
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in 1974, lending facilities were already available to small enterprises,
but had been little used in practice. The reasons given were '(a) that
the institutions had not developed the capability of handling a large
volume of small loans to small industry, and (b) the majority of small
industries, having previously had no access to institutional credit,
were unable, at least initially, to exploit this new resource properly
and fully." With the introduction of term-lending facilities in 1974,
transactions costs to both borrowers and lenders were expected to rise
further since project analyses (involving forecasts of cash flows) were
considered to be necessary for all except small projects and businesses
of good standing. The idea was to absorb at least part of the transactions

costs in the extension program, since the extension workers could under-

take much of the preparatory work in submitting projects to tﬁé banks:

in doing so they could also serve an educational purpose of disseminating
ideas about business management practices and information on production
methods. The theory was that once the preparatory work had bsen dome
successfully once for an enterprise, the transactions costs would be
permanently reduced on both sides; furthermore, with increasing numbers
of projects financed, there would be a greater willingness on the part
of the institutions - provided the program had generated a satsifactory
proportion of successful projects - to finance small enterprises
independently of MASICAP,

4.5 The program was in fact designed pot to be a permanent aspect
of the Government's programs. It was also intended to be educational

in itself, and a means of supplying public and private institutions with
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experienced field workers having a knowledge of the workings of small
businesses. The extension workers are given two year appointments,
and practically all are recruited by financial institutions, industry
or other govermment agencies on leaving the program.;/

4.6 The program covers all regions outside Metropolitan Manila,
in accordance with the regional objectives mentioned in Chapter 2. In
the first five and a half years, project studies had been completed for
5,000 businessesg/ and submitted for financing. The annual volume of
projects prepared has fallen somewhat in recent years as the extension
workers have begun to work increasingly in the towns and villages away
from the regional centers. The decision to finance is at the sole

3/

discretion of the financing institutions, who have so far approved

50% of the projects submitted; 247 were withdrawn or rejected after a
preliminary screening, and 6% were disapproved after full appraisal;

on account of long queuing and processing times (to be discussed further

1/ A key feature of the staffing policies is the recruitment of senior
students with outstanding academic records from colleges and universities;
they may substitute some course work for field work in the program.

In 1978 the MASICAP staff totalled 147, of whom 134 were field staff

on two year appointments, and only 4 (all at headquarters) were permanent,
Since then a core of regular and experienced staff have been recruited

in each of the 12 field offices to supervize the extension work and
introduce more maturity and continuity in the program. Training of

the extension workers 1s provided through lectures from representatives
of various public and private financial institutions, government

agencies and the senior extension workers,

This staffing policy was in part a compromilse, since it was necessary

to recruit people "(a) willing to live and work in rural areas and towns,
and (b) with the technical ability to identify promising projects and

turn them into bankable propositions. At the beginning of the program

the first qualification was considered more crucial than the second.
Moreover, it was expected that the banks would provide the quality control
through appraisal." These descriptions, together with the one quoted in the
previous paragraph, were provided by Joe Pernia.

2/ Plus a further 500 small rice mill projects submitted to the National
Grailns Authority for licence permits. (The NGA requires the mills to
conform to certsin standards, including maximum allowances on wastage
levels.)

3/ See Annex Table 4.1 for more details.
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1/

below), about 20% are still awaiting decision,=
4.7 In practice, it is the smaller and more uncertain cases that
are generally referred to or identified by the extension workers. As
discussed in Chapter 2, the private financial institutions using IGLF
offer preloan services to the larger of the small enterprises requesting
loans upwards of about ® 100-150 thousand, for which the service

costs, as a percentage of loan amounts, are relatively low; loans in this
size range have so far formed practically all of their portfolios. About
75% of MASICAP projects are far less than B 150 thousand, and 46% for
less than B 50 thousandg/ (Annex 1 Table 4.2). The large majority (96%)
are also single proprietorships, employing less than 20 workers at the
time of loan requests; in comparison, between one half and two thirds

of the enterprises financed independently of MASICAP are incorporated.gj
4.8 Before turning to issues facing the program, one other aspect
of the extensionists' work that merits comment is the heterogeneity of
businesses encountered; it is this that necessitates an independent
technical and financial analysis of each case, OSmall enterprises are

LY

found in practically all sectors of industrial activity, and may differ

1/ See paras 4.18 et. seq.

2/ The large volume of small loan requests has also created a dependence
on DBP, as discussed further below.

3/ Source: File records of IGLF reviewed in Mrs. Fajardo's report,

4/ Annex 1, Table 4.3 provides a three digit breakdown of a sample of
MASICAP, DBP and IGLF projects.
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in technical and financial respects even within narrowly defined
industrial sectors. 1In contrast to agricultural projects, it is not
possible to consider different scales of activity, make an assessment
of the cash flows and business budgets for various technology packages, .
and determine the economic and financial merits of a program of inputs
for a region; even the market outlets and sources of material supply may
1/
differ between businesses that are otherwise similar, some for instance
concentrating on local and others on national or export markets. Industrial
extension presents difficulties fundaﬁentally different to (though
certainly not greater than) those found in agricultural extension.
The costs of industrial extension are also raised by the need to assess
the technical and financial merits of each case individually.
2/ <
4,9 Issues. The issues facing the program can be grouped under
four headings: (a) Risks, as reflected in the arrears on loans and the
closure rafies of the enterprises assisted; (b) the costs and wisks of the
program in relation to its economic returns; (c) the dependence of
the program, and thus of the enterprises financed, on DBP; and (d) the

shortage of short-term loans for working capital finance.

4,10 (a) Arrears and Closure Rates of Enterprises Assisted.

Monitoring surveys were undertaken by the Ministry of Industry in 1977
and 1979, the first taking a 50% sample of all projects, and the second

a 100% sample of all manufacturing enterprises having received loamns

1/ See Chapter 5 for a discussion of the markets of small industrial
enterprises.

2/ The following is based on analysis of records; interviews with
extensionists and the branch and head office staff of several financial
institutions; visits to 30 enterprises assisted under the program;
and the interviews reported in Chapter 5 with 80 enterprises unot
assisted.
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pY4
of over R 15,00Q. The questions considered were, are the enterprises
still operating? are they up-to-date or in arrears in loan repayments?
if in arrears, what are the causes? and how do actual sales, profits
and employment compare with what was projected?
4,11 The statuses of the enterprises assisted, and of the loans
made to them, are shown in Annex 1, Table 4.4, About 25% had closed

2

down by 1979, an average closure rate of about 9% per year:i/ The latter
is higher than the '"matural" closure rates of 3 to 5% per year for small
and medium enterprises as a whole, estimated in Chapter 5 from NCSO and
interview data,gf and appears to have increased significantly since
the 1977 survey. Forty six percent of the projects had loans in arrears.
Total arrears in principal and interest outstanding were 15%, which
is lower than the averages reported in Chapter 2 for IGLF and DBP, but
much higher than the private sector would conslder as being acceptable.
Higher risks might be expected on MASICAP projects since as noted earli;r
it is the more uncertain cases that are referred to the extension workers

in the first place. In addition, the arrears levels are partly a

consequence of the still evolving appraisal and supervision procedures

1/ Also included were non-manufacturing enterprises with loans of over

R 50,000. Unfortunately, self-financed enterprises assisted by the
extension workers, which could have provided some useful contrasts,
were excluded from the sample.

2/ Estimated as follows. Let n_ be the number of enterprises assisted in

year t, t years before the mdnitoring survey, f the closure rate and P
the proportion having closed down by the time of the survey. Then
the proportion remaining (1-P), is given by

t
T o, a-£) /Znt

Values of n_ are provided in Amnex 1, Table 4.1, and (1-P) is 0,252
from Annex I, Table 4.4,

3/ Paras 5.16 et. seq.
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of the financial institutions; the financial institutioms are solely
responsible for accepting or rejecting a loan request and,with hindsight,
several of those involwved in directing the MASICAP program were'sdrprised
that the rejection rate of MASICAP projects during appraisal was so

low (Annex Table 4.1). Nevertheless it is necessary to inquire

if MASICAP's own procedures can be Improved in various ways to reduce

the risks; on this, two suggestions can be made,

4,12 First - a not uncommon phenomenon - there is a tendency for

project benefits to be overestimated and costs to be underestimated.
Examination of a sample of 100 projects showed that sales levels in the
first year were at least 50% below what was forecast in 66Z% of the cases, and
between zero and 50% below forecasts in another 24%,;J Actual employment
levels were also substantially below forecasts. Since the loans went

to finance an expansion of fixed assets, the costs of which were also
underestimated, most firms (including many not subsequently in arrears on loan
repayments) immediately ran into cash flow problems., While the monitoring
surveys commonly attributed the arrears problem to a lack of markets,

the reality was that the markets, and the firm's share in them, had been
overestimated. One safeguard against the optimism would be to involve

the extension workers more in follow-up work on the projects, as

has recently been proposed in the Ministry. At present the projects

are left entirely to the banks after appraisal, and the extension

1/ Reported by Mrs. Fajardo (1979).
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workers have no systematic knowledge of how they work out in practice.

The idea is that, apart from being useful to the banks in their own

supervision work, an arrangement which involved the extension workers

visiting and reporting on the projects periodically would also introduce

more realistic expectatlons into their forecasts. Having to be accountable

for the quality (as opposed to quantity, as at present) of projects would

also be a good discipline.éf

_4;13 " A second way of reducing risks would be to make finance

available only to existing enterprises,gj and to relate the amount lent

to the current size of the business, This would not preclude offering

advisory and training services (through the SBAC program) to new or prospective .
businessmen, but the evidence is that to finance them when new, or to

increase the size of a business substantially in one step, significangiy ircreases
the risks. An additional point is that the majority of businesses start

with very low levels of investment in order first to develop the products

and establish their markets and supplies before expanding into larger

entities; very few need large amounts of finance when'beginning.éj Annex

Table 4,5 presents data on the characteristics of enterprises in arrears

and up-to-date in loan repayments., Comparing the percentage distributions

shown 1n the Table, the percentage of projects in arrears on loan

1/ The annual and quarterly reports on the program currently give only
the numbers of projects prepared and in various stages of processmng,
but no records as to theilr status after finance,

2/ C.f. the practices of the private financial institutions discussed in
Chapter 2, which only lend (other than for small persomal loans) to
people having been 1n the business for some time,

3/ For a further discussion see Chapter 5.
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repayments are relatively high among enterprises (a) that were new,

(b) had received the largest loans (of 2 500,000 and above), or

(¢) had received large loans relative to the size of the enterprise before
the loan.A All three situations leave the businesses with comparatively
large overheads and highly vulnerable even to small shortfalls in
markets and supplies,

4,14 Another feature of interest in the Table is the lack of

any association between the incideace of arrears and the type of
ownership, the location and type of product market, or the size of the
loan (below about B 500,000). There is no apparent variation in arrears
with respect to the type of ownership (single proprietorships or
incorporated enterprises), market location (local, regionmal, national

or e;port), or market group (low or high income).

4,15 One other possibility for reducing risks would be for the
program to respond more explicitly to the demands for working

capital loans, which are inherently less risky than loans for fixed
assets. As working capital finance raises several issues not related

1/

to risks, however, it is taken up under separate heading below.

1/ Paras 4.22 et. seq,
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- (b) Effects of Extension Costs and Enterprise Closures on

The Economic Returns to the Program. The costs of training and paying

for extensionists to work individually (often over a long period) with
each of a large number of small enterprises naturally raises the questiomn,
how seriously do they affect the chances of having a satisfactory economic
return to the program? A similar question can be raised about the high
closure rates discussed above. The lack cof reliable ex post estimates
of profits and earnings in the enterprises assisted unfortunately prevents
specific estimates of economic returns being made at the present time;
but by considering a range of values, some general answers are possible,
The economic benefits of each project can be estimated by comparing the
present worth of Incremental sales with incremental costs.
If these are aggregated up over all projects and an economic rate of
return is calculated, denoted by r* then the actual returns to the

v
economy are given by:

r=___T*  _
(10Q + e)

where e represents the costs of extension, expressed as a percentage of

the capital costs of the investments, and A the closure rate (percentage

of enterprises closed per year).

4.16 ~ Overall costs in the first five years of the program were B12.8
million ($1.8 méllion), and the number of projects pregared and subsequently

financed, 1,800. Average loan size was R190 thousand,_. so that assuming

1/ See Addendum. The formula does not include the administrative costs faced

n by the financial institutions, since here we are only considering the effects
of extension costs on the returns. r and r* should therefore be compared
with the opportunity cost of supplying capital from the banks.

~

Allowing for those in the pipeline at the time.

Based on a sample of 100 projects. (Only the size of loans requested
appear in the MASICAP reports.)

jw o
~
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20% equity finance the costs of extensilon worked out at about e = 3.0%

of the total investments in the projects. If a small number of large
projects are excluded,l/ however, involving loans of over R500 thousand
and which are not representative of the program's work, the figure would
more realistically be close to 5%, The closure rates for the enterprises
financed after the assistance from the program avéraged about 97 per
year, though as discussed earlier there are some grounds for thinking
that the figure 1s rising. If, then, to take an example, the rate of
return on financing the enterprises was 15%, ignoring extension costs
and closures, 1t would fall to 15.0/1.05 = 14.3% including extension
costs, and by nearly two thirds to 5.3% allowing for clecsures. Comsidering

a range of values of r* gives the following:

Rate of Return, not including extension costs
and before allowing for enterprise closures 5.0 10,0 15,0 20.0

Rate of Return, including extension costs but
before allowing for closed enterprises 4.8 9.5 14.3 19,0

Rate of Return, Including extension costs and
allowing for closed enterprises -4.2 0.5 5.5 10.0

Hence the closure rates are probably having a more adverse effect on the
economic %eturns than the costs of extension, which by comparison are
insignificanF. The extra costs of introducing supervision prodecures,

as suggested above, and placing during supervision a greater

emphasis on the quality (as epposed to quantity) of projects would no
doubt be justified if, as intended, they were to reduce the closure rates.
4.18 The larger question as to the ex~post benefits of the program
cannot be answered at the present time without information on the profits
and labors' earnings variables noted in the Annex, Ex-post estimates

at present might in any case be misleading as to the long-run

value of the program, 1f, as argued above, there is scope for improving it

further. Ex ante estimates are possible but would be undependable until a

1/ Comprising 8% of the number of projects in the portfolio.

A N ]
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1/

better forecasting record has been achieved.

4,19 (c) The Dependence of the Program on DBP. About 75% of the

projects generated by the program were financed by DBP, 11% by IGLF,

and 14% by the owners' own equity, other public banks and (a very small
percentage) by private banks and investmern. houses out of private resources,
4,20 The low involvement of the private sector (other than via

IGL?) is a consequence of the structural constraints discussed in Chapter
2, which make private lending to SSEs unprofitable., There is consequently
a high demand for DBP and IGLF loans, for which queuing times average

fcur months, and are often six months to a year (Armex Table 4.6). The
low interest rates of DPP and IGLF further encourage queuing, and also a
number of enterprises to seek the assistances of MASICAP that would not
normally do so, but see the program as a way of obtaining low cost fuands.,

A survey of the file data and visits to enterprises showed that a not

small percentage of MASICAP and IGLF clients had had very good educations,
and had both the income and familiarity with banks to undertake or
otherwise organize the preparatory work themselves, These points highlight
a danger facing the MASICAP program. This is that, so long as the
structural comnstraints inhibit the private financial sector's involvement,
there is a possibility of the program becoming a permanent part of the

bureaucracy of administered credit.

1/ See also Chapters 7 and 8 on methods of estimating benefits.
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_4§21 Within the Govermment's financing programs the dependence
on DBP follows from the size distribution of loan requests in MASICAPR's
o projects; 447 are fcr under B50,000 which is below the floor limit on

IGLF, and 74% for under B150,000, which is about the minimum size of
loans (though there are exceptions) that the private institutions using
IGLF find profitable. Tf then the intention is to use IGLF to encourage
a wider involvement of the private sector in lending to small enterprises,
there 1s a case for making the spreads on IGLF greater at the very small
loan end, and for removing the floor limit.

4.22 (d) Working Capital. The shortage of working capital finance

is (like the program's dependence on DBF) not strictly an issue to be
taken up in connection with the MASICAP program; but since it is the
experience gained through the extension program that serves to highlight
the issue;it is appropriate to raise it in this Chapter.
' 4.23 _ _  The present financing programs of the Government are almost wholly
" concentrated on term lending. While some of the fin?nce is for "permanent'
1

working capital, the main part is for fixed assets.  The share of finance

1/ See Annex Table 4.2, footnote 1,
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for working relative to fixed capital is also often reduced during
appraisal,l/ in part because the latter can be used to secure the

loan. Although we were unable to demonstrate the point quantitatively,
interviews with several proprietors suggested that perhaps over one
third of the pﬁ?i%;PsAwould'have been better suited for working capital
finance, or required a better blend of working and fixed capital finance.
Tn some cases, the projects were applications 'in disguise' for working
capital, in which the fixed assets (on bulldings, especially) had been
dressed-up in various ways; this had often placed a financial stress on
the business, by adding to overheads without a&ding correspondingly to
output., In other cases the owners said explicitly that what had been
needed in the first place was working capital.gj

4,24 The available data on small manufacturing enterprises shows
high proportions of wotking capital in the asset structure. In the
industrialized countries, it has historically been the principal element.
Kennett (3979) remarks that 'the technological transition of the
Industrial Revolution was largely financed in the form of working
capital., In the middle eighteenth century the ratio of inventory to
fixed capital in metal working and textiles in England was around 8:1 ....
The technology change saw an increase in fixed capital, but well into
the nineteenth century the value of inventories was 3 or 4 times the
replacement value of fixed capital." For US manufacturing in 1974 his

estimates of the ratios of working to fixed capital were 2.03, 1.70 and

1.33 respectively for small, medium and large firms. Precisely comparable

1/ See Annex Table 4.2.

2/ This point is also apparent from the monitoring surveys of the MASICAP
program,
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data are not available for Philippine manafacturing. Working capital
assets include accounts receivable, cash and short-term securities, and
inventories. Data are only available for inventories, which according
to estimates from other countries comprise less than half of working

1/
capital assets; theyv are shown in Table 4.1:

Table 4.1: FIXED ASSETS AND INVENTORIES
IN PHILIPPINE MANUFACTURING, 1974. (PERCENT DISTRIBUTION)

5 = 19 Employees 20 or More Employees

TFixed Assets (Based on Book Values)
Land 1
Buildings o 1
Machinery and Transport Equipment ' 3
Other
Total 64.
Inventories (Based on Year End Values)

Finished Products 9.7
Work in Process - 3.6
Materials, Supplies, etc. 22.7
Total 36.0
Total 100.0

w B~ 00w

W /s~ o

|l

O Ui

1

Source: NCSO Annual Survey of Manufacturers.

The data are not distimilar to those footnoted below for India. The
share of inventories in total assets varies greatly with industry, ranging
from about 26% for food processing, 32% in textiles, 417 in wearing
apparel, and 62% in the manufacture of machinery and equipment (these

2/

figures are all for small scale).

1/ XKennett's estimates for small-scale industries in India (in 1970) and
in the U.S. (1974) are as follows; the figures shown are percentages
of total assets:

India U.s.

A/C receivable 24 26
Cash 3 13
Inventory 35 28
Fixed Assets _38 33
100 100

Kennett adds that the 'cash' figure for India may be higher for various
reasons. ‘

2/ Source. As for Table 4.1.




-~ 99 -

4,25 It may help to make issues in working capital finance more
concrete if an example is taken. If a business expands its fixed assets
by B 100 thousand using a DBP or IGLF term-loan, it is likely to require
at certain times of the year an expansion of assets in working capital
ranging from about P 70 thousand to B 200 thousand or above depending on
the sector - say B 150 thousand on average, corresponding to 507 of

assets being in the form of working capital. Of this, about B 30

thousand or 207, will be a2 minimum below which stocks and accounts
receivable will not fall, unless the business is in dire straights;

this is the 'permanent' working capital of the business, and by coincidence
it 1s roughly the amount that DBP and IGLF finance on average. The
remaining B 120 thousand - which is still greater than the original investment
in fixed assets - must come out of retained earmings, trade credits or
further loams. But in most cases, further loans are forestalled by

the collateral already tied up in the loans on fixed assets, unless the
appraiser and the owner were . prescient enough to anticipate the need

to leave some collateral 'in reserve' for working capital loans.

Trade credits in the form of advanced purchases may be common for some
firms, such as those to whom work 1s 'put out' or subcontracted; butk
however important this source may be, it 1s not universally available or
useful to all firms; Trade credits on materials supplies are often
available too, and are common in the garments industries (where putting-
out 1is also common). But what about firms with relatively long production
periods, in which labor costs and overheads are high while material costs
and stocks are low? Similarly, what of the firms in the agricultural

provinces = e.g. those maintaining or supplying agricultural equipment,
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or others catering for fairly steady demands where the consumers
incomes fluctuate seasonally - which may need to offer credit to, rather
than receive credit from, their customers? In these cases, trade
credits are either mot availlable, or supplied rather than received, and,
in the absence of short-term finance from banks, the business must turn
to the curb market or retained earnings. If these sources are also
scarce, the result i1s a substantial financial stress on the business.
4,26 To sum up, both the needs for and the sources of supply of
working capital finance vary greatly between businesses, and in practice
many businesses 'blend' different sources of finance. Further, some
may need for more short-term than long-term finance,

4,27 There is then a case for the programs to respond more explicitly

to the demand. First, there are several disadvantages of supplying
working capital finance "permanently" since the timing and the magnitudes
of a businesses' demands for working capital are highly uncertain, and
vary with the flow and size of job-orders and the availability of

supplles. Second, it would eliminate the financial stresses just mentioned

that are unnecessarily placed on some businesses, and which are reported

by the extension workers to have caused several closures. Third

it would reduce the risks on the program. Working capital finance is
intrinsically less risky since the amounts requested can be related to
current sales and assets or contract orders, instead of to forecast
values. There may also Le some merit in financing more of the former
and letting a greater share of investment finance come out of retained

earnings. It would, for instance, constrain an enterprise to grow
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more naturally in relation to the growth of its markets, and avoid

the dangers of expanding (as happened in several of the cases discussed
above) in large steps to meet anticipated but as yet unrealized markets;
one can be too conservative in these respects, but as seen above it is
also too easy to be excessively optimistic., Fourth, the demand

could be met more speedily, and the policy would reduce the congestion
now faced by DBP, and the long-processing times (which are not admissible
for working capital finance) faced by the borrowers. There is also no
reason why it should not - and perhaps more so than with long-term loans
- act to familiarize institutions in lending-to small enterprises and
reduce their perceptions of the risks involved; 1t would be consistent
therefore with the basic ideas of the Government's financing programs.
Lastly, it would probably be a better way of involving the commercial
banks in the program%J Although there are exceptions (as discussed in
Chapter 2) IGLF has met with resistance in part because term-lending

is not a specialization of commercial banks, and has proved to be more
acceptable to those non-bank financial intemediaries more speclalized

in term finance,

4.26 As to supply, the ideal policy would be to release the
constraints on effective spreads, discussed in Chapter 2, and support
the changes as necessary with risk-guarantee or risk-sharing schemes
(analogously with IGLF). Altermatives are possible, however, and the
purpose of the present discussion is merely to raise the issue. There
also seems to be no good reason why the supply points of working capital
to industry should be concentrated on the financial sector alone; trade

credits from commercial enterprises in many respects make much more

1/ Joe Pernia pointed out that, if the extensilon program were involved
in providing assistance with working capital finance, it would require
a revision of procedures,
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efficient and lower risk suppliers - if only because they also offer

the markest outlets, materials supplies and a range of product design,
advisory and training services as well. This was particularly apparent
ir. a sertes of interviews held with enterprises in the garments and
handicrafts sectoré. In several cases the enterprises were ostensibly

in manufacturing, but most of the work was in fact put-out to households;
the owners themselves were mainly involved in designing the products,
marketing, obtaining raw materials supplies and training the household
workers.;/ Hence the Government's policies - and in particular their
financing aspects - could be more effective if tney did not concentrate
specifically on small industrial enterprises, but responded to the demands
of small enterprice more generally,

4,27 One objection to supplying working capital might be that it is
less likely to be associated with an increase in the demand for labor.
There is, however, no evidence for this, as the examples provided in

the preceding paragraph i1llustrate. The demand for labor is determined
more by the growth of markets than perhaps any other factor. By improving
access to supplies and the capacity of business to meet larger orders,
working capital finance should have a measurable influence on employment

2/

and earnings opportunities:_

1/ Two of the small enterprises of this type that we interviewed (one
in garments and blankets, the other in macrame) were marketing the
output of over 200 households (the figure was easily checked from
figures én the sales volumes and the times taken to produce the
articles). One had since established a central weaving and garment
making factory, but continued putting-out work to households; in the
other, only a dozen employees worked in the main establishment, some
to provide training, the others handling materials and storage. The
households work in groups, each with a group leader, to whom a commission
is paid, responsible for passing out the materials, supervision and
controlling quality. "Putting-out' appears to be quite widespread
in the Philippines, as it was historically in Japan.

,2/ See Chapter 7 for a discussion of methods for assessing the beneflts and

costs of alternative policy and project measures.
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Advisory Services (The SBAC program)

4,28 So far the discussion has only considered the preparation

of projects for finance. But the larger element in the Govermment's
exténsion programs, at least in terms of professional staffing, is to
provide advisory services to small industries, From the beginning

of the Government's SMI program these have always been considered
desirable since it was felt that the demands of small enterprises

would not necessarily be solely for finance. This 1s particularly

true for enterprises just starting up (as the enterprise interviews
reported in the next chapter will show), when most begin with very

small investments. Since 1974, Small Business Advisory Centers have

been set up in each of the 12 administrative regions of the country;

they now employ over 100 regular professional staff variously specialized
in engineering, finance and business management. Before examining
questions (a) about the demand for such servides, and (b) what the
Government's role is in providing them, it is necessary to discuss

what they are intended to do, OSome points will also be footnoted from another
a report on the same squect;é! although produced in a' very different
context it provides evidence and conclusionsﬂigmarkably simil#r to those
following from the Philippines' experience.

2/

4,29 Services Offered. The services are provided free of charge,

and cover most aspects and stages of small business activity, Mast of
the clients are "walk-ins" or referred to the SBACs by others (Anmex

Table 4,7),About 30% of the SBAGC's work is in what 1s called entrepreneurial

1/ The Bolton Report on Small Firms in the U.K. (November 1971;
Reprinted 1978.)

2/ The issue of whether to charge for services is taken up further
below. Para 4,
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1/

counselling for new or prospective business people, and another 40%
for established businesses with ''mo serious problems' but who visit
the SBACs to talk to the staff about the running or expansion of

2/

their businesses.,  While advice on specific technical, marketing or

1/ The advice offered here is about marketing opportunities, whether the
industry is over-crowded, sources of equipment, sources of finance,
suggestions on cash flow management, various pitfalls (of which starting
too large before markets are established 1s common). Seminars for
small business proprietors are sometimes held in the centers,

2/ One of the distinguishing charactersitics of very small businesses
is that the owners control all aspects of the business, are often able
to keep records in their heads, and have no felt need for accountants
or managerial support. The SBAC staff find that the most noticeable
tendency of small businesses when expanding is for the owners to cling
to the control of all aspects of the business, even when it becomes
too large for one person to manage. Workshops also become congested
and expand haphazardly. Discussions on when to employ people with,
say, management or accounting skills, showing what other businesses have
done, are apparently helpful to the owners in making theilr own
decisions. It 1s interesting to compare this experience with what
the Bolton Report mentioned above had to say about swall industries
in quite a different setting (op. cit. p.112):~

"The majority of small firm proprietors have no professional
or other formal qualifications and only a tiny minority have specific
qualifications in management. They run their business on the basis
of their experience and commonsense. This may be very effective so
long as the scale of the firm's activitles remains small enough for one
man to control them all effectively, and so long as no serious crisis
overwhelms his pragmatic management, Either of these eventualities,
however - significant growth or a need to consider drastic changes in
the firm's policy - is likely to reveal a need for certain specialist
skills which are most unlikely to be found within the average small
firm.

"Every large company as a matter of course employs specialists
in the functional fields of management., These include, for example,
financial management and accounting, purchasing, production planning
and control, marketing and personnel management. The small firm is
prevented by the scale of its operatinns from employing a specialist in
every function, and in any case, the imposition of a management structure
more suited to a large organization would lead only to confusion and/
or unnecessary expense. So far as they are needed therefore, and
so far as the need is recognized, sophisticated management skills and
s;eclalist knowledge must usually be brought in from outside. It is
very often the case that the need is not recognized: The implication
of this 1s that there is a very large potential market among small
firms for advisory and management services of all kinds."
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financial issues is often sought, the SBAC staff say it is as often
difficult to pinpoint precisely what it is thét the owner may wish to
discuss, or, in the case of a business with "serious‘problems,"

what the causes of the problems are.l/ Reports are prepared if requested,
and the SBAC staff member may work with a business over 4 long period;

when a matter lies outside the speclalization of the stafﬁ, referrals

i
to the specialized trading, industrial and research associétions are common.

3

1/ There 1s again a close parallel here with what the Boltdn Report found
about small firm consultancy services in the U.K., (op.cit. pp.122-123):-

"There are two serious difficulties in providing censultancy
for small firms: first, the consulting operation is not, as might be
thought, necessarily more simple than advising a large fiym, but in
some ways more difficult; and second, the strong sales-resistance of
the typical small businessman necessitates a powerful marketing effort
which the majority of comsultants, given a high level of demand for
their services, are not prepared to make. It is consequently very
difficult to run such services profitably.

""Because the small firm will rarely have identified correctly the
problem giving rise to the need for advice, the consultant will need
very wilide experience, since his first task will often be to survey the
whole of the firm's operations and 1dentify the basic trouble. This
point was well made by a representative of the Management Consultants
Association, who said: 'If ICI ask you to come in and do some time
study on the loading bay you can be pretty sure that is what they
want, whereas if a small business asks you to do that you have not
a clue whether that is really the problem.' The small businessman
who calls in a consultant is normally aware only that something is
going wrong and he expects the consultant to diagnose the trouble
and suggest a solution. Very often, he is_ ... ._
unwilling to discuss his problem with his staff and [has] nobody
else with whom to share the decision making. In these circumstances,
if the consultant can gain the businessman's confidence he may perform
a very valuable service in providing a sympathetic ear, putting the
problems in perspective (which involves pointing out that they
are not unique, but have probably been faced and solved in most
successful business), and generally acting as a trusted counsellor."
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4,30 Follow-up and Evaluation of SBAC Projects. There are presently

no procedures which require the SBAC staff to follow-up and report on

the progress of the enterprises after they have sought advice. Current
records provide descriptions on the backgrounds of the clients and often
quite detailed analyses of the technical, financial and managerial aspects

of the business. Since the staff often spend a considerable time with

the business (from a few hours to several weeks in some cases) a detailed
plcture of the business and whatever problems are faced is obtained; in

the process, the staff workers generate more than a little trust and
goodwill, Contact is commonly maintained with the business afterwards,

but only informally. As with the MASICAP program, there are good grounds

for formalizing the follow-up work and keeping records om current sales,
employment, investments and expenditures in the enterprises assisted, and
reporting on any current issues. Apart from providing feedback on the program,
the information so generated could be useful for reporting on the conditions
of small businesses in the provinces {(though in both instances it would

need to be supplemented by studies of businesses not assisted by the program).
While, fqr instance, the NCSO, the Central Bank and several private sector

institutions publish reasonably up-to-date surveys and studies of large

"industries, there is no up-to-date information on small businesses; this alone

is a major source of risks.

4.31 The absence of information on the subsequent developments of
business after the SBAC staff have worked with a firm also makes it difficult
to assess the usefulness of the services. The costs of the program over

1/

the first four yearé_ were about B 8m ($1.1m), and averaged about

1/ The program started in 1975, one year after MASICAP,

A Mg e e s
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1/

B 2,500 ($340) per client; but there is no information at present that
woul? enable the benefits to be determined. From an economic viewpoint,
the purpose of the services is to iIncrease the economic returns (that is,
r* and r in the formula above) by encouraging the adoption of better
business practices and production methods, and assisting in the search for
markets. If, then, material were collected on the ecomomic returns

to capital for a sample of SBAC-assisted enterprises, and compared with
enterprises not assisted, it should be possible to estimate the economic
returns to the program using variance analysis.zj

4.31 The Government's Role in Providing Small Business Advisory

Services: A Comment, The SBAC staff classify thelr services under the

following headings: financial (advice only), accounting and record-keeping,
management, marketing, technical and general services (covering more than
one aspect of the business). It 1s not difficult to think of instances
where these services may be found or developed in the private sector, 3o
some comments on how the Government's services relate to those in the

private sector are appropriate.

1/ The average is B8,000 if only clients for whom written reports were
prepared are counted. It would, however, be wrong to ignore those
assisted less formally.

2/ 1t would evidently be necessary to allow for differing endowments
of the owners. If r, is the return to capital of enterprise j, then one
might correlate r wlth variables from the following groups (each in
themselves being tharacterized by several variables):- educational
background of owner; initial wealth or income; access to infrastructure
(roads and electricity in particular); location; management practices
adopted; types and vintages of production methods and equipment; and
whether SBAC advised or not.
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4,32 Accounting firms, banks and consulting firms are common sources
of financial and management advice in many countries, and employ people

who can back thelr advice with substantive experience of their industry

or profession and (as important) a knowledge of local businessf—/ In

the Philippines the services offered by banks (which as seen in Chapter

2 presently are accessible to only a small percentage of the small

business community) can be expected to grow with the growth of savings
deposits and of loans made under the SMI program; in this, as with the
SBAC's advisory services on accounting and management, the Government
programs serves to create an awareness of the value of proven business
management practices, and should 1f anything stimulate the demand for
private sector services. The only potential conflict arises from the
SBAC's services being free of charge in certain categories of services in
which the program is competing with the private sector (e.g. in accounting).
Since the program has an educational purpose that goes bevond the strict
idea of supplying services, full cost recovery would probably not be merited

from an economic viewpoint at the present time; there are in aeddition fixed

1/ In the industrialized countries they are probably more sought after
than the Government's services. In the Bolton Report (op.cit. p.116)
for the U.K.,, the results of a survey were quoted in which the question
was asked: "If you need help, to which of the following would you be
most likely to turn? '"Replies were received from 3,740 firms as follows:

Accountant 1,383
Soldicitor 561
Bank Manager 543
Chamber of Commerce 496
Trade Association ' 485
Business Consultant 143
CBI 129

The report added that '"the outstanding feature of this Table is that the
sources most likely to be called upon are localized and familiar; accountants,
solicitors and bank managers will usually be personally known to the
businessman seeking help. The same is true of chamber of commerce

officials (another localized service) and to a lesser extent of trade
associations.”




- 109 -

costs to the economy in promoting the services, which set average costs
1/
above marginal costs. But charges for certain categories of services, or

for selected costs might be considered - e.g., for repeater clients, and for

the expenditures on staff and materials when written reports are requested,
4,3% Marketing and technical services (including research) by

their nature require a highly specialized knowledge of the industrial
sectors in which they are demanded; and, in the provision of them, it

seems important not to overlook the role of the industrial and trading
asaocilations. In most countries such associations were formed for purposes
quite different to those which they eventually came to serve, many

of which were (and still are) identified with the avoidance of competition.
But the range of services now offered ate also important for the growth

of industry - the provision of market intelligence, legal advice and
technical publications; supporting trade missions, exhibitions and industrial
research; and in some cases providing training and advisory services for their
members;g/ln the Philippines they cover quite a large number of industries,
but for the most part are fragmented and confine their activities to

industries in Manila. Most appear to have been formed as a conseguence

of the exchange controls in the 1950s, but are now beginning to offer

1/ On this see the third footmote to para 4.27 on the problems of developing
consultancy services.

gj A report known as the Devlin (1972) Report on Industrial and Commercial
Representation in the U.K. provides a review of the origins and current
work of the industrial and trade associatlons in Eurcpe. Many of its
comments and views are not irrelevant to a discussion of the future
role of such institutions in developing countries,
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a forum for promoting their industries and opening up marketing
opportunities;lj a number have also introduced training programs. These
developments are being further encouraged through a series of dialogues
between the Minilstry and the Associatlons.

4.35 What the above suggests, from the viewpoint of developing the

SBAC program, is that many of the specialized services needed by both

small and large industries are capable of being developed by firms and R
institutions in the private sector. The temptation to develop a plethora

of specialized and costly services within the program might better be
resisted, therefore, in favor of the current emphases of the program,

These are (1) to increase awareness among the small husiness community

of the advantages (once the businesses are no longer very small) of
adopting proven principles of business management and finance; (ii) to
improve the quality and timeliness of information on small industries;

and (iii) to act as referral services for the firms and institutions

capable of providing specialized advice. (This suggestion is of course

only intended for the extension programs, not for the industrial development
programs of the Ministry as a whole, and which may well require specialized
inputs. What 1s not clear at present is that it is necessary to develop

speclalized capacity within the extension services for each and every

industry that merits 'promotion'.)

T T - LR 2

lj A recent survey of subcontractors for vehicle parts manufacture found
that 72% were members of one association or another, including the
following: Philippine Chamber of Industries, Consolidated Automotive
Parts Association, Philippine Foundry Society, Machine Shop and Builders' v
Association, Confederation of Philippine Exporters, Manufacturing
Electronics Component Association, Anodizing Association of the
Philippines, Purchasing Association of the Philippines, and several
regional chambers and other industry and suppliers' groups. One can
gather from this that a varied and complex institutional structure is
emerging in the engineering sector (as it apparently is in others).
When asked about their reasons for joining half said that it was to
achieve an exchange of market information and technical know-how.




Conclusions

4,36 The project preparation services (of MASICAP) have helped

to make institutional finance available to a large number of enterprises
in the provinces that would not otherwise have had access to it,
Administrative costs were also low, about 3-5%Z of project investments,
The main issues identified in the course of the present study were

the following:

(1) Arrears rates and closures of the enterprises assisted.
Both are high and seriously affecting the economic returns to the program.
Both could be reduced by preparing projects only for businesses already
in existence and by relating expansion to the current size of business
(expansion in too large a step increases risks all round). As will be
seen 1n the next two chapters, the rate of formation of new business
establishments in the Philippines is already high, and there is {ittle
need for the program to attempt to create new omnes. But the main causes of
arrearages and closures are unrealistic expectations for the projects,
leaving many enterprises‘with little or no cushion against shortfalls

in markets and profits. Involving the extension workers in follow-up work

and supervision of the projects after finance would help in making expectations

more realistic. Ex post accountability for the quality of the projects

would also help.

(2) Economic Returns. The conclusion about the desirability
of supervison and follow-up work was also supported by an analysis of

the effects of extension costs and closure rates (risks) on economic
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returns; the returns are much more sensitive to the latter than to the former.

(Since the economic returns cannot yet be egtimated, given limitations
on the data, a range of possible values was considered; a method for
estimating the returns was also proposed,)

(3) The dependence of the program on DBP. The lack of the
private sector's involvement, for reasons discussed in Chapter 2, has
made the program dependent on DBP and (to a much lesser extent) IGLF.
This has placed a disproporticnate share of the risks and the administrative
burden on DBP, in contrast with the original aims of the program.
Seventy-five percent of the projects are either below the ¥ 50,000
floor limit of IGLF or below the point (about R150,000, though there
are exceptions) at which IGLF lending becomes profigable to the private
sector. Adjustment of spreads at the smaller loan end and a removal
of the flogr limit would help to involve more financial institutions
in the program. A restructuring of financial incentives to secure a
wider involvement of the private sector out of its own resources would
still require attention however.

(4) Working Capital. Several advantages of increasing short-
term lending - both out of private sector resources and through the
Government's own programs - were outlined in the text, The main ones
would be to lower risks and obtain a greater response from the commercial
banks; both would be consistent with the aims and ideas behind the

Government's programs. Trading enterprises would be particularly

effective conduilts for the flow of short-term resources to industry, and

could be expected to open up markets and further lower the risks; this
1s one reason why the program might be reoriented to respond to

the demands of small enterprises in gemeral rather than just industrial

enterprises in particular.
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4,37 The advisory services (SBAC) program has similarly reached
out to a large number of enterprises in the provinces, also at a low

cost per project, The issues identified were:
(1) Pollow-up work. Not much 1s known about the subsequent

developments of the enterprises after the services are provided. A
systematic follow-up and reporting procedure would be valuable both as

an information service and as feedback,
@) The Government's role in providing adviservy services.

Many of the services arw either available or gradually developing in the
private sector - in the banks themselves, in accounting and consulting

firms, and in the specialized trading, industrial and research associatiocns.
In many respects the SBAC program should stimulate the demand for rather than
displace private sector activities; this is most obvious in the SBAC's

work as a referral service, but other examples were cited. Since

SBAC's services are provided free of charge, there i1s a tendency (particularly
wilth respect to accounting and gemeral consultancy) to undercut initiatives

in the private sector; hence charges for certain types of seryices and

costs are worth contemplating. The future development of specialized

services ought not to be planned or proceed independently of the development

of the speclalized associlations in the private sector.
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Addendum to Chapter IV

Effects of the Costs of Industrial Extension
and of Enterprise Failure Rates on the
Economic Returns to Small Enterprise Projects

If there are N small enterprise projects financed each year,

each increasing annual sales on average by S, and running costs (materials,
labor and other variable costs) 6n avezage by R, the present worth of the
net benefits oﬁtained in any subsequent year t is:

N(S-R)/ (1) © @
where r is the opportunity cost of supplying capital (i.e. including the
costs of raising and lending funds)., This assumes ¢f course no closures.
If a fraction Afail each year, the number of projects available to generite
these benefits in year t would be:

N/ Q) (2)
assuming no reopenings 'under new management.' In practice reopenings
could offset most of the lo;ses to the economy if the capital was used
at full capacity. If u is the average reopening rate (adjusted for time
lags between closure and reopening), then the net closure rate is -
X' = (A-u), and is the quantity to be used instead of X in (2). At
present there is no information on u; but 1t is likely to be quite small
given the nature of the closures experienced so far, since most
have been due to markets being less than forecast and to a shortage of
working capital; even before closure, output was well short of full Eapacity

1/
output, Hence one might not be far wrong - and may even underestimate the

effects of closures - by using A instead of (A-u) in the denominator of (2).

Hence adjusting (1) for closures, the net benefits in year t are

roughly:

N(S~R)/ (A+r+A) £ 3)

1/ See para 4.12.
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Summing oyer the average lifetime, T of the projects gives;

N(S-R) [1-(x+1) "1/ (x41) (4)
1/
If the average capital costs of the project,are denoted by K and:
the extension costs, expressed as a proportion of K, by e, then (4)

needs to be compared with total project costs for the N projects of

N(1+e)X (5)
2/

Equating (4) and (5) and using a linear approximation  for the
numerator of (4) gives the following formula for the rate of return:

r=(S-R/(+eX-1/T - A (6)
where the first term represents the economic returns before depreciaticen,
the second depreciation, and the third losses due to enterprise closures.
Considering the case where extension costs are ignored and where there
are no enterprise failures, the rate of return, denoted by r* in this case
is

r* = (S~R)/K-1/T
and, substituting for (S~R)/K in (6) shows the effects of extension
costs and of enterprise closures to be given by

r = r*/(1+e)-A-e/ (1+e)T

v 1%/ (1+e)-)

since e is likely to be small relative to (l+e)T, and the last term

small relative to the first two.

1/ K would also include the 'permanent" working capital costs associated
with the project.

2/ [1-(LHx) T/ =T (14xT) .
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V. SMALL ENTERPRISES AND INDUSTRIAL DEVELOPMENT
5.1 This chapter first examines how the size structure and
patterns of Philippine manufacturing have developed over the past
25 years, and presents data obtained from interviews on selected
characteristics of small and large firms - their origins and growth,
closure rates, sources and uses of‘finance, and the location and
types of product markets.l/ Data on characteristics of household
manufacturing are also presented. It then examines the incidence of the
country's industrialization policies on large and small and considers
the questions, how do these policies affect the coverage and efficiency
of small enterprise programs? and what would be the effects of a tramsition
(now under review) towards more efficient and labor demanding policies
based on revisions in tariffs and investment incentives? The aims are
therefore both descriptive, in that it provides some clarificatioms on
the backgrounds and workings of small enterprises; and normative in
that it assesses the efficiency of various policy options,
5.2 The analysis covers manufacturing activities only, since
Chapter VII discusses incomes and employment more generally. But to
keep things in perspective, data on output and employment by
sector are proyided in Annex Table 5.1, from which the following might
be noted: (1) Manufacturing as a whole sﬁill provides only 11-12% of
total employment in the country; the share in fact declined from 12,5
to 11.47 between 1956 and 1975. (ii) Large scale manufacturing (using
NCSO definitions of large of large as being establishments of 20 or more

workers) employed only 3.6%Z in 1975; if one follows the definitioms of
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large scale used by other government agencies (roughly 100-200 or more
workers, the share would be about 1.6 to 2.0%., Hence at least with

respect to large scale manufacturing, one is dealing with a very small
percentage of the labor force - though not a small percentage of total
investment and output in the country. (dii) Agriculture stili provides

the bulk of employment (about 53,5% in 1975) and labor absorption

(47.2% in the period 1956-75); as will be discussed further in Chapter 6,

it is the growth of agriculture and the level of urbanization that still
exert the greatest influence on the size structure of industrial development
in the Philippines.

Data: Sources and Definitions

5.3 A distinction is drawn between
- household manufacturing activities,
- small manufacturing establishments and workshops
employment less than 10 or 20 workers,l/ and
- establiskments employing over 10 or 20 workers, and
often referred to as the factory sector.
Establishments in the factory sector are often classified into small,
medium and large factogies, and its size structure 1is also examined below
where the data permit.
5.4 Employment in household manufacturing is estimated in the usual
way as the difference between the estimates of manufacturing employment

provided in the population censusas or (in inter-census years) the labor

force surveys, and those provided in the censuses of establishments. The

1/ In the census years, the NCSO classify manufacturing employment into
enterprises with less than 10 workers, and enterprises with 10 or more.
In the establishment survey years, the classification used is 5-19
workers, and 20 or more workers,
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latter includes any manufacturing activity at "a fixed location and
having permanency of assets such as goods for resale, materials,

' activities not

products, equipment; ete., in its premises;'
thus counted are generally those that take place withim the households.

In the establishment census years, all establishments with one or

more workers are counted, but in the survey years (between censuses)

only these with five or more., Since establishments and workshops with
less than five workers are quite numerous, ignoring them lzads to an
underestimate of employment in small non-household enterprises, go the
census data are used as far as possible.

5.5 Apart from differing in scale, the three groups also differ
greatly in their use of labor and in their product markets, Staley

and Morse (1966) note that household activities include artisanal homework,
the manufacture of items for consumption or use by the family, and the
manufacture of goods for industry and trade under the "putting out” or
dispersed factory system. But perhaps the most distinguishing feature

1is their use of family labor; in the Philippines three out of four workers
in household manufacturing are family workers. Small establishments (with
less than 20 workers) market a larger share of their oﬁtput, make more use
of hired labor, and are generally owned and run full-time by the family's
main income earmer. Thus while household manufacturing is commonly a
secondary source of family income, manufacturing in small estabishments

is commonly the primary source. Factory activitiles make a much greater

use of hired labor, and of management, clerical and supervisory staff.
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Aggregate Changes in Size Structure Over Time

5.6 ; Household activities are still the largest source of

employment in Philippine manufacturing. But their share in manufacturing
employment declined from about 7SZ£/ in the mid '50s, to 65% in the

mid '60s, to less than 55% in the mid '70s (Table 5.1), and may be
entering a period of decline in absolute terms. They are however

likely to remain an iﬁportant source of earnings for the labor force

for some time, and their current employment of 900 thousand 1s approximately
five times the employment in small and medium factory based industries
(of about 20 to 200 workers) to which the Small and Medium Industries
Program is addressed.

5.7 A noticeable feature of the size structure is the extent and
growth of employment in the smaller size groups; e.g. establishments

with less than 20 employees have been significantly faster growing
sources of employment than any other size group since the mid' 1960s, and
indeed this is true for small and medium establishments as a whole

(up to, say 200 employees) compared to large scale. The same patterns

are apparent when examining the net formation rates of small and

medium establishments (Table 5.,2):-

1/ This figure is based on the residual between the labor force and
establishment surveys for 1956. The residual (which came to 80%)
was adjusted downwards by 5% to allow for firms with 1 to &
workers.
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Table 5.1: EMPLOYMENT IN PHILIPPINE MANUFACTURING
ACCORDING TO SCALE OF ACTIVITY

Scale (by No. of Annual Growth Rates
Employees/Establishment 1961 1967 1972 1975 1967-75 1961-75
Householdé£ 665 827 690 882 0.8 2.0
Establishments:
Less than 10 96 125 204 207 6.5 5.6
10 - 19 23 27 37 6.1
20 - 99 267 65 69 95 4.9 5.5
100 - 199 38 43 56 5.0
200 and over ) 268 285 374 4.3
Total 1,028 1,223 1,323 1,651 3.8 3.4
Percent of Total Employed in Year
Householdél 64,7 67.6 52.5 53.4
Establishments:
Less than 10 9.3 10.2 15.4 12.5
10 - 19 1.9 2.0 2.2
20 - 99 26.0 5.3 5.2 5.8
100 - 199 3.1 3.3 3.4 X
200 and aver 21.9 21.5 22.7
Total 100 100 100 100

L  See text for definition.

Source: Establishment data are obtained from the NCSO censuses of Manufacturing
for 1961, 1967, 1972 and 1975 (preliminary tabulatioms). Total
Employment in manufacturing 1s obtained from the National Sample
Surveys of Households for 1961 (October), 1967 (October) and 1972
(November); for 1975 it is taken from the NCSO Population Census.

Household employment is calculated as a residual.
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Table 5.2: GROWTH OF NUMBER OF ESTABLISHMENTS BY SIZE CATEGORY, 1961-75

Establishment Size Annual Growth Rates

(No. of Workers) 1961 1967 1972 1975 1967-75 1961-75
Less than 10 33,310 41,018 63,052 70,597 7.0 5.5
10 - 19 1,803 1,747 2,075 3,172 8.2 4.2
20 - 99 1,731 1,570 1,665 2,339 4.6 2.2
100 - 199 233 278 306 400 4.7 3.9
200 and over 206 384 432 481 2.9 6.2
Total 37,2 44,997 67,5 76,989 6.9 5.3

Source: NCSO Censuses of Establishments for respective years. 1975 data are
preliminary tabulations.

Some of the recqrded increases could of courge be due to improvements in the
ennumeration procedures of the NCSO, though it is difficult to know how to
allow for this. The measurement errors in the second smallest category

(10 to 20 workers), on the other hand, are probably quite low, since such
enterprises are more visible, and less susceptable to counting errors; here
too, the net rates of formation have been high.i/

5.8 The above Table also indicates quite high rates of "emergence'

of small and medium factory establishments employing 10 to 200 workers,
confirming an assumption of the SMI program that it is servicing a growing
sector. The growth of employment in such establishments averaged about

5.1% per year during 1967-75, and was systematically higher than for

employment in large factories.

1/ The NCSO's Annual Surveys of Manufacturing establishments also indicate
high net rates of formation in the 5-20 size range. The number increased
from 7,200 in 1960 to 13,300 in 1974, a growth rate of 4.5% per year.
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Enterprise Expansion

5.9 The above trends understate the extent of labor absorption

in small enterprises since firms rarely start out by setting up medium
1/
or large establishments, but begin small and expand in stages. To
2/
assess the significance of this process, 72 firms were interviewed

about their origins and growth and other aspects of their business.
The sample covered all size ranges; 50% were taken at random from
various size groups in NCSO listings of large establishments of over
20 workers),éj and the remainder contacted in during the course of
field trips. The records of a sample of 55 now large enterprises that
had once borrowed from IGLF in the 19505 and 1960s were also checked,

4/
and led to conclusions similar to those reached below.

. 1/ Exceptions in the establishment data tabulated above are the new branches

r of large corporations; since the census data do not indicate whether an
establishment is a branch or a whole firm, it was not possible to determine

precisely how much labor absorption was accounted for by branch expansion

of large firms, and how much by the growth of smaller firms. A recent survey

made by the UP Law Center of the top 1,000 Corporations in the Philippines

found that 461 were in manufacturing, of which 212 were partly or

wholly foreign owned. A sub sample of 117 of the 212 accounted for 140

thousand employees, or 22% of the factory sector labor force in the mid '70s.

Scaling up, about 40% of manufacturing employment (in the factory sector)

may be in the branch establishments of corporations partly or wholly

foreign owned. This leaves 60% of employed in wholly Philippine~owned

large corporatioms; but it is not possible at present to divide any

increases of employment in them between (a) expansion of existing corporations

themselves, and (b) the emergence of new large corporations from the middle

size ranges. As the interview data suggest below, however, (b) could

be sizeable; several of the firms interviewed were expanding rapidly

through the size structure.

2/ 80 were interviewed but in 8 cases the results were unreliable.

3/ The actual number that were identified for Interview in this way was
selected from a much larger number first identified at random, and which
had to be pared down on account of the costs and difficulties of interviewing
enterprises in some regions. This naturally imparted an 'urban bias' in our
sample.

4/ Report by Mrs. Fajardo (1979).
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5.10 Of the 72 firms interviewed only twa were contracting; slightly
less than half were maintaining sales and employment at more or less
constant levels, or expanding slowly, while half were expanding at
varying rates through the size structure. The data on employment
are provided in Amnex Table 5.5, and are summarized below in Table

5.3. Full time series data could not be obtained in avery ease: 1t

Table 5.3: SIZE DISTRIBUTION OF FIRMS OVER TIME:
RESULTS OF INTERVIEWS OF 66 FIRMS

Size Group of First Year of In In
Firm (No. Operation f1 1976& 1978
Employed No. of Firms (%) No. of Firms ¥y No. of Firms 3]
1-5 30 (71) 7 (23) 6 (9)
6 - 10 4 (10) 4 (13) 12 (18)
11 - 20 3 7) 4 (13) 10 (15)
21 - 50 3 7 11 (37) 17 (26)
51 - 100 2 (5) 3 (10) 14 (21)
101 - 500 0 (0) 0 (0) 6 )
Over 500 0 (0) 1 (3) 1 (2)
TotallZ - 42 (100) 30 66 TooT
Average Size of Firm (No. Employed), all firms
8.1 96.2 78.0

Average Size of Firm (No. Employed), excluding the one firm in the sample with
over 500 employees;

8.0 23.9 43.0

=

Note that the data ware not always obtainable for firms in the first and
intermediate years of operatiom.

IS

Data were not available in all firme, hence the totals are not the same
for each year.
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was of course easier to obtain current employment than employment

in intermediate years (though quite a large number of owners could
recall roughly how many were employed at startup, if on}y because most
began with less than half-a-dozen employees). The main pattern than
emerges is that the majority of firms either start small and remain
small, or, if they expand sales and employment, they do so continuously
or in steps. For the sample as a whole the number of employeess averaged
about 8 in their first year of operation, rising to 24 in 1977 and 43
by l978.l/ These averages exclude the largest firm in the sample,
which had grown rapidly and continually from a dozen employees when it
began in 1963 to over two thousand in 1978.2/ They also include firms
not expanding or expanding slowly and thus understate the rate of
growth of firms that do expand, which is often extremely fast once they
have gained a footing in the market; e.g. for the 12 expanding firms

on which recent time series data were obtained, employment increased by
160% in the period 1976~78 (all these firms were in the size range

10 to 99 employees in 1976).§j Since the sample is small, it would

be hazardous to place too much emphasis on the precise values of the
figures estimated; but it is sufficient to reveal the importance of

the growth of small and medium firms through the size structure as a

source of industrial labor absorption.

1/ Note that reliable time series data were generally more difficult to
obtain (and so were not recorded) for the more quickly growing firms,
so these series probably underestimate the growth in the samples.

2/ Case 49 in Annex Tables 5.2 to 5.6,

3/ Cases 3, 9, 10, 14, 17, 41, 45, 51, 63, 66, 70, 71. Gase 49 was
excluded since it is so large.
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5.11 During the interviews it became apparent why starting small and
expanding continuously or in stages was the gemeral rule. A high
investment, either initially, or to increase output several-fold after
startup, leaves the business highly vulnerable to short-falls in supplies
and markets. If in addition the owner's collateral is fully committed

to a previous loan obtained for purposes of investment,,it is difficult

to obtain a working capital loan to meet business overheads if, for
1/

instance, there are slippages in production._ We also noticed ome

particularly critical period in the expansion of the firm, which occurred
during their transition from back-yard, part-time to factory based, full-
time operations. Before the change, the owner generally has an alternative
source of income (which is lost after the change), low overheads (which
are high after the change) and running the business may require few
management and record-keeping skills (but which are required after the
change). It might be added that advisory services can be particularly
helpful during this period.

5.12 In practice the majority of businesses remain small, and it

should be re-emphasized that the above sample, by including middle and
larger sized firms, is not representative of those that do. In 1967 there
were about 41,000 establishments employing less than 10 workers

(Table 5.2); by 1975 the number of establishments with 10 to 99 workers

1/ There is therefore some sense in the ground rules adopted by some
finmncial institutions of limiting the loan size to a given multiple
of the current sales and asset levels of the business; the rule may be
relaxed if the enterprise owner has sufficient collateral to provide for
contingencies. While the policy is often criticized for being
conservative, the evidence is that less-conservative policles put
both business and the banks at risk. (See Chapter 2 for a further
discussion).
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had increased by about 2,000 implying that less than one in twenty

could have expanded into this large size group. Furthermore, of

those that had expanded into the size range of 10-99 workers by

1967, less than one in fifteen could have expanded into yet larger

entities by 197S.lj These figures are over estimates since (a) they

ignore the growth due to new branch establishments of large corporatioms, and
(b) do not allow for the failure rates of small establishments.

5.13 To sum up, the growth of employment in non-household manufacturing
is made up of (1) the formation of small firms, (2) the expansion of once
small firms through the size structure, and (3) branch and central

expansion of large firms. The data on (1) were given earlier (Table 5.1)
and appear to have accounted for about a quarter of employment growth

(in non-household manufacturing) in recent years, While only a very

small percentage of small firms make the transition to medium or large

scale production, those that do provide a significant source of employment

growth in the factory sector.

Enterprise Clostre Rates

5.14 The closure rates of enterprises can be estimated from two
sources of information supplied by the NCSO:-
(1) the number of enterprises actually existing in
a particular year, and
(11) thé number existing in the same year and

still existing at some later point in time,

;/ In 1967 there were 3,317 establishments with 10-99 workers; the
Increase in the number with over 99 workers in the period was
219 Table 5.2).
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The latter can be obtained directly from data on the age profiles of .
industrial enterprises which appear in the NCSO's listing of establishmenté?f
The difference between (i) and (ii) gives the number having closed in

the intervening years. Estimates for small and medium industries are
provided in Table 5.4. In 1977 there were 15,777 manufacturing establishments
in the NCSO listings; colums (3) of the table shows how they were
distributed according to year of formation, and column (4) the cumu;ative
total of column (3). Thus, ‘to take an example, there were 4,039
establishments formed during or before 1966 and still existing in 1977;

but the actual number existing in 1966 (shown in column 5)was 9,666, so that
9,666-4,039=5,627, or 58.2% had closed in the following 11 years, an

average annual closure rate of 7.9% per year (on a logarithmic basis).

The same calculation is repeated for each year in the Table. The

closure rates averaged about 7% per year in the 1960s, though seem to

be lower (about 4%Z) for the early 1970s.

5.16 The term 'closure', as used above, is somewhat misleading

since enterprises may not close down yet disappear from the establishment
listings because of a change in location or in the nature of the business;
counting errors in the listings also cannot be totally avoided.

Further, it does nmot imply that they had failed financially since the

owners may have sold the business, retired, or moved into another

form of employment. (Changing the product line, or even the member of

the family who owns the business, is also a common way of re-qualifying
the business for tax holidays.) These kinds of changes are reportedly

commonplace among small enterprises, partlcularly among the smzllest




Table 5.4: DATA FOR ESTTMATING ESTABLISUMENT SURVIVAL AND CLOSURE RATES SINCE 1957

n Average Annual
Age, T No. Formed Cumulative No. Actual No. Percentagegowhich by 1977 had | (losurg, Rates, %

Year Years in Year Formed = NT in Year = NA Survived™ (losed ’ Lincar™ Logarithmlc

Q) (2) 3) (%) (5) (6) 7 (8) 9

16

1977 1 31/5 15,777 15,777 100.0 0.0 - -
1976 1 151— 15,746 n.a. - - - -
1975 2 2,372 15,595 15,169 17 17 - -
1974 3 1,622 13,223 12,808 17 yas - -
1973 4 1,544 11,601 n.a. - - - -
1972 5 1,860 10,057 12,206 82.4 17.6 3.5 3.9
1971 6 1,013 8,197 9,857 83.2 16.8 2.8 3.1
1970 7 1,255 7,184 10,135 70.9 29.1 4.2 4.9
1969 8 720 5,929 n.a. - - - -
1964 9 744 5,209 9,703 53.7 46.3 5.1 6.9
1967 10 426 4,465 9,628 46.4 53.6 5.4 7.7
1966 11 291 4,039 9,666 41.8 58.2 5.3 7.9
1965 12 645 3,748 n.a. - - - -
1964 13 294 3,103 n.a. - - - -
1963 14 292 2,809 n.a. - - - -
1962 15 258 2,517 8,224 30.6 69.4 4.6 7.9
1961 16 166 2,259 10,333 21.9 78.1 4.9 9.5
19560 17 397 2,093 7,023 29.8 70.2 4.1 7.1
1959 18 142 1,696 7,185 23.6 76.4 4.2 8.0
1958 19 157 1,554 7,411 21.0 79.0 4.2 8.2
1957 20 1,397 1,397 7,421 18.8 81,2 4.1 8.3
and earlier )
11 TI.e. cumulative total of column (3).
/2 (4) + (5), % (or NT/NA).
/3 100 - 6, % (oxr 1 ~ NT/RA).
4 (1)/(2), % (oxr (NA - NT/NpT).
/5 In (NA/NT) & T,
/6 The very low numbers of enterprises recorded as having being formed in these years are probably due to the lag

N

be negative according to the figures shown,

two
the

Sources:

between the date of formation and their “appearance' in the establishment surveys.

Closure xates are not calculated for these years since the measurement errors are too great, and would
In recent years, the closure rates are small differences between

large numbers. The measurement errors become less significant the further back one goes in time because

difference between col. (5) and col. (4) becomes larger.

Estimates based on data and calculations of Fajardo "Study on Small and Medium Industries in the
Philippines, April 1979, Vol. II, Table 1.3, (mimeo). Data on enterprise ages, obtained from
establisliment listings (preliminary tabulations) of 1977 Survey of Manufacturers. Data on
actual number uf enterprises are [rom NCSO Annual Surveys of Manufacturers for respective years.
Small and medium industries are deflned as those with 5 to 200 employees.
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enterprises in large urban areas in which the competition between
wage and self-employment is greater.;/ An attempt was made to allow
for these points by contacting the owners of a sample of 170 enterprises
recorded in the NCSO's 1972 listing of establishments, In 100 cases, the
enumerators simply verified if the enterprise was still operating or
not.g/ In the other 70 cases (all in Metro-Manila), additional information
was obtained on whether (i) the firm was operating in the same place
or had changed location; (ii) it had been merged, sold, or taken over by
a relative; or, after checking secondary sources,é/ (iii) it had closed
down. Since the sample was based on the establishment listings, which
do not cover establishments with less than 5 workers, there is still no
information on the closure rates (which are probably quite high) of the
smallest enterprises. WNevertheless, some patterns do emerge quite clearly,

as shown in Table 5.5.

Table 5.5: DISAPPEARANCE RATES OF SMALL AND MEDIUM
INDUSTRIES BY SIZE OF FIRM AND BY REGION

Region and Firm No. of Firms or No. Closed % Closed
Size in 1972 Firm Owners Traced Down Dowmn

Metro Manila:

> 20 Workers 24 2 8%
5 - 20 Workers 43 9 217%
Firm Size n.a. 71 14 20%
Provinces:

Firm Size n.a. 31 _1 3%
Total 169 26 15%

Source: H. Fajardo "Study on Small and Medium Industries in the
Philippines" (Mimeo), April, 1979, Vol. II, Tables 1.6 and
1.7. The interviews were between June and December, 1978.

1/ See Chapter 7.

2/ Quite a large proportion of enterprises change location or change names,
so tracking them down can be time consuming.

3/ Neighbors mainly.
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5.16 The results conform with the common perception of closure
rates being higher in small than in larger enterprises. The closure
rates are also significantly higher in Manila, and probably reflect the
greater competition both among small manufacturers themselves and
between large and small manufacturers found in that region. (Note

that the greater turnover rates reconcile quite well with the experience
of the financial institutions, which find lending to small enterprises
more risky in Manila than in the provinces.) The above data also square
quite well witkh those just estimated from the NCSO data. The weighted
average percentage of firms disappearing in the 6 year period in Metro
Manila would be about 19%, according to the above data (and assuming
one firm in five with over 20 workers), giving a weighted average

1/ .
disappearance rate of 1n(100/80)/6, about 3.5% per year. R

5.17 The questionnaire was not sufficiently detailed to determine the
causes of closure or other changes in the business, a task that iust

now await further study. Why businesses fail financially, as opposed

to merely changing their product line or location in some ways, is of
particular interest to those involved with the small enterprise programs,
One commonly discussed factor is undoubtedly the great variation in
natural and acquired entrepremeurial abilities among the ‘owners; it is
apparently one explanation for an equally large variation found in the
technical efficiencies of otherwise comparable businesses. How far the
extension and training programs are ablé to improve the acquired abilities

is also a task meriting further study.

1/ The closure rates as calculated from NCSO data were 4.9%, 3.1% and
3.9% for 1970; 71 and 72 respectively. See Table 5.4.
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5.18 Since the above study of closures was undertaken, a more compre-
hensive study of the externt and causes of closure due to bankruptcy among
small firms has been completed by Mr. Itao of the University of the
Philippines Institute for Small Scale Industries;i/ based on interviews
with the owners or former owners of 260 small firms identified from the
1975 establishment listings of the NCSO. The principal findings were:-
- about 3.6% of small firms closed each year due to
bankruptcy, though the closure rate varied greatly
between years (this estimate compares quite well with
the estimates provided above);
- relatively short life-spans (of about 3 years on average)
for firms going bankrupt;
-~ closure rates due to bankruptcy not associated with
the educational or social background of the owner,gj
nor with the level of development of the region; and
- closure rates strongly associated, however, with the
management practices of the business.
Annex Table 5.8 summarises some data on the last two points. It is interest-
ing that‘the tendency to keep books and records, to separate business and
family accounts, and to use the services of professional accountants, were

all noticeably lower in the firms that went bankrupt.

1/ See Itao (1980).

2/ Their educational backgrounds, on the other hand, were generally quite of
high standard (see Annex Table 5.8), the majority having been to high
school or college.
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Further Micro Data: Sources and Uses of Finance

5.19 Given the emphasis in the Government's program on supplying
credit to facilitate the expansiom of small enterprises, there is some
interest in the sources of enterprise finance during startup and
subsequent operations. (Fifty six of the 72 enterprises interviewed
were started before 1974, the first year of the Government's program.)
The enterprises' answers to our questions on this subject are summarized
in Annex Table 5.2.

1/
5.20 All but three had begun with very small initial investments;
e.g. less than P 5,000 (in 1978 prices) in 10% of the cases on which

information was obtained, and B 5,000-50,000 in half of the cases.

Table 5.6 provides more details:-

Table 5.6, SIZE DISTRIBUTION OF INVESTMENTS
BY ENTERPRISES AT START OF BUSINESS

Size Range of Initial Investments No. of
in P 000s (Constant 78 prices at Cases
time of staft-up)

5 or Less

6 - 20 iS
21 - 50 8
51 - 100 7

101 - 500 7
Over 500 3
45

This pattern of small beginnings applied to the saven large enterprises in
the sample with assets of over P4 million (the Govermment's definition of
large), including the nation's largest jeepney manufacturer with over 500
employees, and a large electrical applicance manufacturer and subcontractor

with assets of B31 million and over 2,000 employees.

1/ ~he one that had begun the longest "ad obtained a B 3.4 million (850N,NNN

T loan from a financial institution; Lt was one of two businesses in the sample
in trouble, having poor market outlets and very low capacity utilization
(case 44 in Annex Table 5.2).
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5.21 The majority began with their own savings, sometimes supplemented

by small inheritances or by revenues from another business; only five (8%

of the total sample) mentioned that they had borrowed from financial

institutions when starting up, two had obtained small credits from suppliers,

and one had rented all the facilities and equipment., No instances were found

in Whichifredit has been obtained or sought from moneylenders and other "informal"
sources. When some owners were asked if they would have .preferred to have

started larger, finance permitting, it became apparent that they saw advantages

in starting small in order to first establish their markets and contacts

with suppliers.:

5.22 Once the enterprises had become established, however, there was

a significant rise in their use of institutional credit. The rise is

of course partly due to the financial institutions' own preference for

dealing with enterprises having track records; but it was also noticeable that

several of the owners interviewed had actively sought to develop their credit

standings with the institutions almost from the cutset of theilr business.

All reinvested a portion of their profits, either for working or investment
capital purposes, and in 20% of the cases the businesses were financially
self-sufficient. But most businesses used a mixture of re~invested profits,
commercial bank loans, loans or equlity finance from DFCs, supplier and
buyer credits, and loans from friends and relatives. Again, there was no

instance of borrowings from informal sources of credit, unless friends and

L/ See however the second footnote to para 5.25 below on the use of
institutional credit by cottage industries in the Ilocos Region.
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Table 5.7% MAIN SOURCES OF FINANCE AFTER
STARTUP OF ENTERPRISES

Purpose
/1 Working Investment
Sources of Funds —  Capital Capital
Profits Plus Institutional
Credits
- DFCs 2 18 2
- Commerzial Banks 15 1
- Other= 0 5
. 7
Profits Plus Trade 12 3
Credits
Profits Plus Borrowings
from Relatives etc. 5 4
Profits onlf% 31 24
Sample Total> 65 64

/1 Other combinations, such as institutional
and trade credits plus profits for working
capital were not identified because the
questions were not detailed enough; in
practice, it is likely that these
combinations of finance also exist.

/2 Some IGLF loans, plus 3 cases in which
short term borrowings were rolled over
fo finance the investments.

/3 Equity finance from various institutions.

/4 Includes one case where rented equipment
is counted as a trade credit,

/5 Both figures include 12 businesses that

were financially self-sufficient.

Data are not available in all cases.

/8




- 135 -

relatives are counted as such, though several attempts were made during
1/

the interviews to determine their extent.  Details are provided in

Annex Table 5.2, and summarized in Table 5.7, Note that the institutional
credit is used as often for working capital as for invescment purposes.
5.23 The increasing use of institutional credit was not associated
with either excessive capacity in equipment and buildings - the workplaces
were overcrowded and congested in most cases - or a decline in the
enterprises' desire to find low cost equipment best suited to their
needs. Some evidence on these points is presented in Annex Table 5.6.
The owners' responses to questioms on capacity utilization were naturally
less precise and more difficult to verify than those on equipment costs,
but tended to show utilization rates of 75% or more in four out of five
cases. The responses on equipment costs were more revealing, and we
noted a widespread tendency to purchase second hand or renovated equipment
wherever possible (the tendency was particularly marked in the metals
and machinery sectors, where it was not uncommon to find workshops with

2
second hand machines from several countries);—/ about 40% of the firms
on which reliable information was obtained used such equipment for ome

purpose or another, and in 20% of the firms,K it accounted for over half

their fixed assets. Furthermore, those purchasing new equipment were as

1/ One reason perhaps why we found little use of informal credit was that our
sample contained a high proportion of people with good family incomes,
higher education and professional experience, and who were able to pass
the credit worthiness checks of the financial institutions. (We did not
know in advance of the interviews anything about the owners backgrounds,
and it is possible the propensity of an enterprise to expand is correlated
with the educatiomal and professional background of the owner; our
sample is not large enough, nor does it have sufficient information, to
test for this, however.) Mrs. Fajardo (1979) also found that 103 out of
148 IGLF accounts were for businesses run by people with college educations.

Cortes and Escandon also find second hand equipment used extensively

by small enterprises in Colombia, and for thils reason undertook a special
investigation on the subject. ‘'Use of Second Hand Equipment in Colombia
¥Mimeo) IBRD, August 1979.
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likely to do so out of their own resources as out of institutional
credit, as indicated in the following Table; i.e. we found no evidence
of institutional credit leading to extravagance:

Table 5.8: USE OF NEW AND SECOND HAND EQUIPMENT
IN SMALL ENTERPRISES

No. of Enterprises Using:

Equipment (% Composition Own Resources & Own Resources
By Value) Instit. Credit Entirely Total
Over 75% New 16 14 30
25%-75% Mix of 01ld and New 6 2 8
Over 75% 0ld (Second Hand) 8 3 11
30 19 49

Source: Enterprise Interviews. See Annex Table 5.6.

Product Markets

5.24 Two sources of data were used to determine the nature of the
products and product markets of small enterprises. One was the file
records of the techmical assistance (MASICAP and SBAC) and financial
institutions, which routinely comment on the markets of the enterprises
financed or assisted. For household goods, this source does not give any
indicatinn of the income groups most likely to purchase an enterprise's
products; but this could be deduced not inaccurately from descriptions of
the products and of the products' qualities provided #n the reports. The
second source was our own interviews of 72 enterprises. The locations of
the markets according to industrial category are summarized in Table 5.9,
the first four columns showing the interview data, the last four the data

from both sources; the full interview data are in Amnex Table 5.4.
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5.25 The main characteristic of the markets is their diversity with
respect to sector, location and income group, and it is not possible to
place them in a few categories. All the high growth enterprises
interviewed were in high growth markets, but the markets were spread
across several sectors and specializations - a range of food processing,

canning, preserving and baking activities; metals, machinery, and transport

equipment; furniture of all types and qualities; garments and fabrics
for all income groups and for exports; and ormaments and handicrafts.
Production for local markets is commonplace in all sectors, though a
surprisingly large number were found to be producing for national and
export markets (Table 5.9). Given the diversity of products and market
locations, it is not surprising to find no tendency for small and medium
industries to cater for any particular income group or industrial sector.
A summary of market structure of enterprises in the two samples 1s as

follows (the numbers indicate the percentage of enterprises in the

samples):

Main Market Location Main Market Group
Local 55 Agriculture 7
Regional 17 Industry 26
National 12 Construction 4
Export 16 Service 3

100 Households -

\ - high income 15
- middle income 31
- low income _14
100

Source: Ag for Table 5.9




Table 5.9: MARKET LOCATIONS OF SMALL AND MEDIUM INDUSTRIES IN THE PHILIPPINES, 1578

Interview Data /1

Code Industry Classification Local Regional Natl. Export Local Regional Natl. Export

311 Food Manufacturing 10 6 11 4 48

312 Animal Feeds/grain & Poultry 3 2 - ~ 32 3

313 Beverage Indus - - - - - - -

314 Tobacco Manufacturing ~ - - - - - -

321 Manufacture of Textiles 1 1 1 - 23 3 6

322 Vearing Apparel ex. Footwear 5 - 1 4 45 1 6

323 Leathergoods, Leather Substi. 2 1 1 1 5 3 3

324 Footwear 2 2 - - 14 2 5

331 Wood & Cork Products 2 - - 1 45 5 9

332 Furniture/Fixtures 2 1 - - 37 4 5

341 Paper and Paper Products il - 1 L 6 2 3

342 Printing/Publishing - - - - 12 4 1

351 Mfr. of Iandustrial Chemicals - - 8 5 1

352 Other Chemical Products - - - 10 2 - -

353 Petroleum Refineries - - - - ~ - -

354 Misc. Prods. of Petroleum & Coal - )3 - - - 1 -

355 Rubber Products 2 - - 10 3 - 1

356 Plastic Products - - - 13 1 5 1

361 Pottery, China & Earthenware 1 - - 6 2 - 2

362 Glass & Glass Products - - - 1 1 1 1

363 Mfr. of Cement - - - 1 1 - -

369 Non Metallic Mineral Prods. - - 30 5 1 2

371 Iron & Steel Basic Indus - - 1 - 2 2

381 Fabricated Metal Prods. - - 2 2 - -

382 Machinery ex. electrical - - 34 13 5 6

383 Elec. Machinery, Apparatus 1 ~ 46 14 5 2
Applicances & Supplies

384 Transport Equipment 2 - 10 1 8 3

385 Professional, Scientific, Meas. 2 - 21 7 6 1
& Controlling Equip.

3186 Furnicture/Fixcures of Meral - - 3

390 Other Mfg. Industries - - 2 1 -
Non-Manufacturing
-Agriculcure - - 15 3 1
Toucism - - 10 - -
Services - - 26 3 2
TCTAL 23 10 483 8 6

/1 Note that the horizontal totals add up to more than the sample size because

enterprise frequently cater for more than one market.
Source: Interviews with 72 enterprises plus file data of MASICAP, DBP, PDCP and IGLF.

Draft by Mrs. TFajardo (1979), Table 2.9.

Full Sample /1

- BET -
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Sectoral Patterns and Trends in Size Structure

5.26 The rising share of manufacturing employment in workanops and

factories in the Philippines, and the declining share in household activities,
follows the trends observed for other countries. As in other countries, however,
the trends differ both in magnitude and in sign between sectors, as shown in
Table 5.10; employment in households activities may be declining rapidly,
stagnating, or increasing rapidly, depending on the sector being considered.

In food processing household activities have entered a period of rapid decline
in favor of both small and large scale mechanized activities, 1In textiles,
employment in households appears to have peaked, and it is large scale
manufacturing that is providing most of the labor absorption. Similarly

in wearing apparel household employment seems to have peaked, though at a

very high level, but here it is small scale activities (particularly tailoring
and seamstressing) that are providing most of the new employment opportunities,
In the engineering sectors (metal, mechanical and electrical products and
transport equipment) household employment has increased rapildly along with
employment in workshops and in both small and large factories. The engineering
sectors all have high growth markets, and the data in Table 5.10Q are

consistent with those of the interviews discussed above in which it was found
that small manufacturing enterprises (&) are highly responsive to market
opportunities, and (b) commonly begin as household activities.

5.27 Further analysis of household employment is made difficult by an

almost total absence of relevant information, other than the two-digit data

provided in the population census years. The only documented information

that is available is provided in a survey undertaken by NACIDA in the region
i/
of Ilocos in Northern Luzon in 1977. Since over 80% of the region's

1/ The survey aimed at obtaining a 100% coverage of all cottage industries
in the region; the estimates of people engaged in manufacturing employment
were quite close to those of the population censuses. NACIDA's estimates
of employment in cottage industries in the region were 68,000; in 1875
the labor force in manufacturing was 70,000 according to the regional
volumes of the population census, of which about 6,000 would be in
establishments of over 20 workers (see ASM for 1974).
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Table 5.10: ESTIMATED EMPLOYMENT IN HOUSEEHOLD AND
SMALL AND LARCE MANUFACTURING ESSTABLISHMENTS, 1961 AND 1972

Eocioyment 2Q0s Growth Race
1951 1972 X per Tsar
Food
Households 87 6 - 21.6
Est. <" 10 Workers ki3 87 7.3
Est. > 10 Workers 33 90 4.8
173 163 - 0.5
Texciles
Households | 87 109 1.1
Egt. < 10 Workers 2 5 8.7
Est. > 10 Workers 30 61 6.7
129 175 2.3
Cloching and Foocwear
Households 230 229 Q.0
i Esc., < 10 Workers 35 81 7.9
Est. > 10 Workers 24 2 - 0.8
289 332 1.3
Hood and Cork
Households * 20 *
£Zsc. < 10 Workers 2 7 12.0
Est, > 10 Workers 29 _36 6.2
30 3 9.7
Purniture & Fixtures
Househaolds 14 16 1.2
Ege. < 10 Workers 4 9 7.7
Zst. > 10 Workers 5 8 4.4
23 33 3.3

Households 2 126 Aigh*

Esc. < 10 Workers 10 13 3.8

Esc. > 10 Workers 33 _37 5.1

45 158 1504

All Other

' Households 237 174 - 2.8
[ Zsc. < 10 Workers 13 20 4.0
Est. > 10 Workers 87 143 4.8

337 339 0.1

All Manufacturing

Eouseholds 667 saoll 0.2

. Est. < 10 Workers 96 204 7.1
Est. > Workers 263 439 4.8

1026 1323 2.3

* Egcimates of residual are small znd not accurate enough
for groweh rates to be estimated reliably,
_{l Note that chers are quite large irregularities in the
household employmenc daca: the figure for 1967 and
1975 (preliminary) are over 800 thousand; see Table 5.2.

Sources: The basic data for the eseimates are provided by
the Population Censuses of 1960 and 13975 and the
Manufacturing Censuses of 1961 and 1972. Since
no two-digit breakdown of total employmenc is
available ocher tharn in the Population Census
years, the following procedura was ysed to estcimate
household employment. The percentage distribucion
of the labor force among the two digit classi
fication shown ware calculated from the Population
Censuses for 1960 and 1973, the former discribution
was then applied to zhe toral laber foree in
canufacturing for 1961 and the latter to che total
labor force in 1972, The Manufacturiag Censuses
gives the daca for less than 10 and 10 or more
employees; household employment is then calculated
as a residual. A similar exercise using the 1967
Manufacturing and the 1970 Population Censuses was
ot dona on account of apparent inconsistencles
in the daca on female employmenc in cloching and
‘footwear, NEC in 1970.
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population are rural, the survey covered a large proportion of off-farm

activities such as piggeries and poultry, as shown in Table 5.11.

Otherwise, the data show similar patterns to the two-digit data in

Table 5.10, with a large proportion of workers being in garment craft

and weaving, metal and wood crafts, and various handicrafts based on

bamboo, ceramics and others. There was also some evidence of investment

and growth in the activities surveved; asset levels per worker averaged

about B 1,500 ($200) and apparently most households had invested further

in the activities after they were started.éj While most of the growth

has stemmed from the growth of local markets (as with piggeries, poultry,

metalcraft and food preservation) certain traditional handicrafts (bamboo,

garments, needlecraft and ceramics) have benefitted from a fourfold

increase in the export markets for cottage industry products in recent
2/

years.

5.28 The data in Table 5.10 suggest that the net shift away from

household manufacturing is occurring towards both small and large

manufacturing establishments, with the pattern again varying between

sectors. An attempt is made to show the pattern in more detail in Table

1/ The investments were mostly self-financed, though a surprisingly large
number appear to be turning to financial institutionms for credit. In
a sub-sample of 7,000 households over 1,500 (or 22%) had obtained loans
from financial institutions; 65% financed their own investments; the
other 13% had used informal sources and a now defunct credit facility
offered by NACIDA. The institutional sources were not identified in the
sample, but they probably include Rural Banks (which offer short-term
loans for poultry and piggeries), the small loans facilities of the
Private Development Banks, and the small "home" and "cottage" industry
loan facilities of DBP and PNB respectively; for reasons discussed
in Chapter II, they are unlikely to include the private commercial
‘banks.

2/ NCSO Foreign Trade Statistics.




Table 5.11: CHARACTERISTICS OF COTTAGE INDUSTRIES IN ILOCOS, 1977 11

No. of

Labor Force Assets
Industries % % % % P 000s Percent

Activity Counted Total Female Male  TFamily Hired Initial Present Increase
Bamboocraft 469 1,834 34.3 65.7 60.9 39.1 348 1,862 435
Ceramics 863 2,442 10.9 89.1 44,6 53.4 1,677 12,715 658
Garmentcraft 4,178 6,989 63.8 36.2 38.7 61.3 2,584 7,728 199
Fibercraft 106 265 32.8 67.2 77.0 23.0 93 268 188
Food Preservation 509 1,655 42,6 57.4 55.2 44,8 1,470 4,947 236 .
Loom-Weaving 1,258 3,934 81,7 18.3  34.1 65.9 1,362 7,862 477
Metalcraft 1,490 ‘3,681 5.7 94.3  47.3 52.7 2,478 8,286 234
Needlecraft 906 1,930 91.2 8.8 68.4 31.6 909 4,908 441
Other Crafts 2,052 9,075 53.9 46.1  89.0 11.0 1,067 5,171 384
Piggery 10,121 19,189 55.1 44.9  88.2 11.8 11,580 26,900 132
Piggery-Poultry 2,390 ) 8.120 35.7 64.3 79.8 20.2 1,137 2,569 129
Poultry 2,913 ) ? . : ’ o
Shelleraft 892 1,155 62.8 37.2  79.0 21.0 464 1,567 237
Agricultural Hand Tools 23 45 0.0 100.0 60.0 40.0 107 371 267
Other Industries 665 1,791 28.3 71.7 60.0 40.0 883 3,648 313
Woodcraft 1,981 5,505/1 13.5 86.5 58.7 41.3 4,201 15,722 274

TOTAL 30,816 67,610—  46.4 53.6 73.9 36.1 30,360 104,524 L2244

/1 Since cottage industries are defined to he those with assets of up to B100,000, a number of small establishments

are probably included.

Spurce; "The Profile of Cottage Industries in the Ilocos," NACIDA publication, 1977,

- Tyl -
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5,12, which presents data for 29 industries at the 5-digit level, The
industries shown accounted for 98%Z of employment in establishments with
iess than 10 workers in 1972, and 92% of employment in establishments
with 10 or more workers. They have been divided into three groups in
order to identify the sectors in which the movement out of household
is: (A) Mainly towards very small establishments (with less than 10
workers); (B) mainly towards largerﬁestablishmenté (with 10 or more
workers)%/(c) towards both larger and very small establishments., In

summary, the growth rates and percentage shares in employment (in

manufacturing establishments) for the three categories are as follows:

Movement of Employment % Total Emplovment (1972)  Growth Rates (1967-77)

Mainly Towards:- Small Large Small Large

A. Very small 27 5 14.0 -2.5

B. Large 3 45 - 3.7 8.1

C. Both ) 15 7.7 1.6
35 65 11.0 5.2

Source: See Table 5.12.

5.29 Most of (A) appear to be activitles in which small enterprises

derive advantages by concentrating on local markets -~ bakeries, tailoring
and dressmaking, furniture, structural concrete products and fabricated
metal products. Rice milling is the only exception in that it serves both
local and natiomal markets, though small scale activities presumably derive
some advantage from being close to their sources of supply. A large

2/
proportion of small activities are also located in the provinces,—- and

1/ A breakdown of size structure at 5-digit level is not available for
establishments with 10 or more workers. They thus overestimate
employment in large and underestimate it in small; fo emphasize this
point the terms "very small" and "larger" establishments are used in
this and the next two paragraphs.

2/ In both (A) and (C); see Chapter 6.
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Table 3.12: SECTCRAL CHANGES IN EMPLOYMENT IN VERY SMALL AND LARGER ISTABLISHMENTS, 1967-72

Very Small Zstablishments Larger Escablishmencs with

with less chan 10 Workers 10 or mores Workers
Growth Growth

1967 1972 Rate 1967 1972 Race

A. Emplovmenc ({n 000s) in Selected Activitiss in %hich Smplovmenc Growth i3 Occurring More in Varv
Small chan in Larzer Esctablishments,

Rice Milling 18.9 34,5 12.8 8.1 7.2 - 2.3

Bakeries 12.4 20.2 10.3 8.2 1 5.9 - 5.4

Tailoring Shaps 31.8 55.1  11.6 (.9 ainil .

Dressmaking Shops 9.9 19.6 14.6 Q.4 0.3 - 5.8

Furniture (incl. upholsterad) 2.4 8.2 27.9 4.2 5.6 5.9

Strucrural Concrate Zroduccs 1.8 3.8 25.3 2.9 2.8 0.7

Fabricated Mecal ?roducts 5.2 10.2 4.5 3.5 16.2 3.5 .
SUB-TOTAL 32.5 I33F 33 3.2 3852 -3

3. Zmolovment rin 000s) in Selacted Accivities in Which Emolovment Growth is Occurring More in
Large chag in Small Establishoencs.

Sugar Milling 2.5 2.0 [ 21.4 29.9 6.9
Dessicated Coconut 0.0 0.0 0.0 8.4 %$.2 1.8
Cotton Textile Mills Q.0 Q.0 0.0 24.7 29.9 3.9
Rayon and Fibre Textilas 0.0 0.0 Q.0 3.6 10.8 24,6
Garments (Wemens & Childrens) 0.3 0.8 A 2.1 10.8 38.8
Savmills 0.2 0.4 =N 20.7 2L.6 0.9
Veneer, Plywood & Hardwood 2.0 0.9 0.0 22.2 23.7 1.3
Paper Mills / 0.0 a.0 - 2.6 12,4 36.7
Other Princiog and Publishimg 0.8 2.4 A 2.4 1.1 35.3
Pharmaceucical & Medical 0.0 0.1 s 6.5 3.2 4.8
Other Chemicals and Products™® 0.7 1.3 B 17.6  38.3 15.6
Other S:ru%ural Concrate
Produczsim 1.4 2.6 s 4.6 17.0 3.1
Black Ffurnaces & Polling Mills 0.0 0.0 - 3.9 6,1 9.4
Other Basic Heralstl 0,2 0.9 3 1.8 3.1 11.1
Machinery and Equipmenc 2.1 1.7 3 6.1 9.9 10.2
Eleccrical Machinery & Apparatus 3,2 0.4 - 34.0 g.1 13.6 8.4
Transport Equipmenc 6.5, 3.1 - 13.8 14.7 16.0 1.7
SUB-TOTAL 17.3 6.3 - 3.7 182.% 71l.8 3.3

C. Zmplovmenc (000s) iz Selected Acciviczies in which Emplovmenc Growch is Comparable, im Zoch Sizes
9of Escablishmencs

s, 3 13
Other Foods ﬂacl. canneries) 4.3 11.9 19.3 2 33.3 40.0 3.5
Other Textiles™ /11 3.4 5,1 8.4 12.5 17.6 7.1
Other Wearing Apparelli=s 5.3 1.5 = 22.0 19.3 1.2 -10.3
Other Wood and Furniturel:® 3.5 7.1 1405 3.9 125 7.0

Commercial Job Princing 1.3 1.5 - 1.4 5.8 5.8 9.0,y

SUB~-TOTAL 18.6 27.0 7.7 80.&2‘ 3‘7.1/2 1,5~
TOTAL 118.9 195.2 10,5 305.9 396.7— 5.3
(Toral Manufacturing) (125,2)  (204,0) 10.3 (393.6) (629.2) 1.7

The decrement implied betwsen 1967 and 72 seems ususually large.
Excludes tailoring shops from sub-total (see f.n. 1).

_The tates of increase or decreage are quire large for chese sectors but the fnitial bases, __ = __

and in most cases the absolute changes are too small for the calculaced rates to be
meaningful.

/& TIncludes orincting of periodicals, books, cards and newspapers, electrotyping, bookkinding and
_ related work.

/5 Includes induscrial chemicals, and petroleum, coal, rubber and plastic manufacturing.

/6 TIncludes all manufaccurers of non-merallic produscs except structural comcrete products.

/1 "Rafers o firon and steel foundries, furmaces and mills; and the manufacture of non ferrous mecals.

/8 Iocludes such products as weat, 2dlk, fish and grainms.

/9 Although growth rata is much greater in smsll, these sectors were grouped under (¢) because the

T labor absorprion is large was comparable to cthac in small; chey mighc well, however, be better
groupad under (a).

/10 Includes weaving, splnning, kaitcing =ills, etc.

Includes mens and boys garment factories, nanufacture of hats, gloves and neciwear,

/1

/12 1laciudes manufacture of lumber, doors, windows and rushes; sawah, zmigra and splic cane factories;
manufacture of ractan furnicture and wood carving and crafting.

]

/13 Growth rate is 4,5% p.a. excluding "ocher wearing apparel." i

Source: NCSO, Census of Establishmencs, 1967 and 1972.
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are likely to face increasing competition from large scale (e.g.

in tailoring, dressmaking and furniture) as transport and marketing
costs decline with improvements in the country's infrastructure.

Most of (B), in contrast, serve large markets - e.g. cotton and rayon
textiles, sugar milling, plywood, chemicals, steel, basic metal and

the manufacture of machinery and transport equipment - and the economies
of scale are probably strong enough to offset the higher transport and
marketing costs of centralized production. Most of (C) are in an
intermediate category in which the trade-offs between econcomies of scale
and transport and marketing costs probably vary significantly with
location, and with the type and quality of product;;/ they include for
instance foundries, furnaces and mills; knitting mills; meat, fish and
dairy products; printing of books, pericdicals and papers; bookbindings;
rattan furniture; and other.

5.30 The cenéus data are neither sufficient nor reliable enough for
a quantitative analysis of the relationships suggested in the previous
paragraph, and special surveysgj would be required into production
technologies and costs, product design and qualities, and marketing and
transport costs in order to provide further clarifications. The

above data suggest that very small and large generally have a non competing

relationship, with each tending to concentrate on those products in which

it holds a distinct economic advantage over the other. These advantages vary

1/ The data in Table 5.12 are at the five-digit level, and are thus not
detailed enough for analysis of product type and quality.

2/ Such as are now being undertaken in Colombia and India, as part of the
present research project.
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with location (i.e. with transport and marketing costs) and with the
type of producti A more detailed breakdown of the size structﬁfe ﬁ;éht
of course reveal more competition between the larger-end of small

scale, and the medium and large scale manufacturers; though again, the
infrastructure conditions may also be protecting even medium scale
manufacturing in the provinces. What can be said at present is, first

that four fifths of establishment-based employment is edther (a) in

sectors in which very small activities are growing rapidly, while the

larger scale are declining, or (b) in which the converse is true; Second,

it is likely that improvements in imfrastructure in the provinces, and

the growth of markets, will both act to draw small and large scale into
1

greater competition in some sectors._/ And third, recalling the

interview data presented above, that competition will occur as much

from the emergence and growth of small as from the expansion of already

large enterprises.

Industrial Policies and the Size Structure of Industry

2/

5.31 Summary of Policies. Though differing in detail between years,

the industrial incentives' policies of the Philippines have fallen broadly

into three phases; the first two were:

1/ Staley and Morse (1966) observed a tendency when this happens for the
two to become reorganized into a less-competitive and more complementary
relationship, The examples they cite include the emergence of small-scale
maintenance, repair and installation services for large-scale's products.

The policies have been documented anu analyzed extensively in several
studies, most recently by Bautista and Powers (1979) and the research
group that they directed. They are therefore summarized very briefly -
no doubt inadequately - below, as a background to their effects on size
structure., Other studies that have been influential and which provide
valuable documentation are Powers and Sicat (1971), Baldwin (1975),
collected papers of Sicat (1972), ILO (1974), World Bank (1976 and 1979),
Valdenpenas (1970),and Hicks and MeNicoll (1971).
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(1) Import substitution under protection provided
by exchange controls in the 1950s, and then
(2) Under tariffs in the 1960s.
In both periods the protection was greater for consumer goods than for
intermediate goods and machinery; in addition an increasing number of firms
belonging to "new and necessary" industries were exempted from taxes and customs
duties on imported machinery and equipment. Powers and Sicat (1971) estimated
the average effective rates of protection in 1965 to be 86%, 65%, 34% and -1%%
respectively for manufactured consumer goods, intermediate goods, machinery
and exports. The effects of the incentives on output and employment have
been well documented in the references cited. The capital goods industries
hardly developed; and the growth of manufacturing became increasingly restricted
by the growth of the domestic market. Manufacturing output grew at 12-15% in
the early 1950s when import substitution was proceeding at a high rate, but
declined to 6% in the late 1950s and then to less than 5% by the mid 1960s as the
import substitution possibilities became exhausted; the growth of manufacturing
employment in the factory sector fell correspondingly. It was this situation that
led to the third phase of the incentives' policies, and which has lasted
throughout the 1970s:
(3) Maintenance of protection under tariffs, but
a broadening of tax incentives to raise industrial
investment and exports, and to promote backward
linkages in industry, The policles were expressed
in the Investment Incentives Act of 1967 and the

Export Incentives Act of 197Q.
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5.32 Since the two Acts, the industrial growth rate has risen from

5% per year in the mid' 1960s to about 6-7% per year in the early and mid'
1970s;£/ But the Acts themselves made only a slight contribution to the

rise; manufactured exports, though expanding rapidly, accounted for only

5% of output in manufacturing by 1975%/while the use of the investment
incentives was much less than hoped for, and has even declined in recent
years.gj The tariff system still dominates the incentives' structure.

Tan (1979)é' estimated the average effective rates of protection to be

247%, 23%, 18% and 16% respéctively for manufactured consumer goods,
intermediate goods, machinery and exports in 1974; her estimates allow for

the tax incentives under the two Acts, and show if anything that the incentives'
structure is yet more strongly oriented towards domestic consumer goods markets
than it was in the 1960s. The higher growth rate in the '70s must therefore be
explained by the growth of the domestic markets, in which two factors appear to
have been important. First has been Lhe more rapid rise in agriéultural output

in response to the land reform programs, the introduction of HYVs and the

expansion of irrigation, infrastructural and agricultural services since

1/ The annual growth rates have fluctuated too much for a precise trend to
be estimated for this period. E.g. from 14.8%7 in '72-73 to 2.9% in '74-75.

2/ Further, devaluation and the adoption of a floating exchange rate in 1969-70
did more than the Acts to stimulate manufactured exports.

3/ In 1972, total tax concessions under the Acts amounted to B7Q millionm, or less
T than 2% of industrial investment, The number of projects registered by the
Board of Investments (who administer the Acts) fell from a peak of 169 in
1973 to 39 in 1977 for the Export Incentives, while the number remained
constant in the 60-80 range for the Investment Incentives. The reasons for
the low use of the concessions have been the "red tape' and costs
involved in obtaining them.

ﬁ/ In Bautista and Powers (1980).
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i/
the early 70s. Second, the factory sector is itself becoming

larger in both relative and absoclute terms, and its continued expansion

is having a larger influence on the domestic product and labor markets
(notwithstanding the labor saving bias of the industrial incentives).

Employment in establishments with over 20 workers rose from 17% in 1956,

to 21% by 1966 and 32% by 1975 (Table 5.13); the higher labor productivities

and earnings in these establishments (also shown in Table 5.13) will have

acted to increase the rate of growth of domestic expenditures on manufactured
goods.

5.33 Two other aspects of the industrialization policies that should be
mentioned were the concessionary finance to industry though DBB and IGLF, and

the ceilings on the lending rates of the organized financial sector. Concessionary
finance has accounted for only a small fraction of industrial investment, however.
The interest rate ceilings,on the other hand, were probably a disincentive for
industrial investment since their practical effect was to restrict the supply

of long-term peso resources in the economy, as discussed In Chapter 2 and 3.2/

5.34 Effects on the Aggregate Demand for Labor. From the perspective of

the present study, the policies outlined above raise several questioms. What
were the likely effects on the demand for labor in large and small enterprises?
How would the demand (again, in large and small enterprises) be affected if -
as most economists have urged - the policies were to become less protective,

more outward-laoking and less labor-saving? And what would such policy shifts

1/ The links between agriculture and industrial growth will be discussed
further in Chapter 6,

2/ The analysis in Chapters 2 and 3 only covers recent years; but interest
rate ceilings have been in effect throughout the past 30 years; the
private financial sector has historically made few term loans to industry,
while short-term lending - which only recently has been at or near to
celling rates - has expanded rapidly for over 20 years.




Table 5,13:; INDUSTRIAL OUTPUT, EMPLOYMENT AND WAGES: 1956-75

Quantities Growth, Rates, Percent Per Year
- Size and Type of Establishment 1956 1562 1966 1971 1978 1956-62  1962-66  1966-71  1971-74  1956-75

Employment {n Hanufacturing, 000s

Establishments > 20 Workers 151 230 276 353 525 7.2 4.7. 5.0 10.4 6.8

Establishments 5-19 Workers 55 48 . 51 68 89 -~ 2.2 1.5 5.9 7,0 2.2

Households and Estbs. of < 5Workers 686 767 1004 1051 1037 1.9 1.0 0,9 - 0.3 2.3

Total ’ 892 1645 1331 1472 1651 2.7 6.2 20 2.9 3.3

Value Added, Constant}972 Prices, M{llion Pesos

Escablishnents > 20 Workers 2427 4O46 4950 7854 10043  B+9 5.2 5.8 6.3 7.8

Establishments 5-19 Workers . 288 193 288 346 230 - 5.5 10.4 3‘7 - a.7 1.2

ouseholds and Estbs, of < 5Workerkp g, 755 548 608 n.a. n.a. 3.8 -17.9  -16.3 n.a.

Total T.a., 4994 5786 8808 ~ 6755  n.a. - 5.1 8.1 7.6 n.a.
‘ Value Added Per Horker, Constant 3972 Prices. Pesos o .
} Escablishments > 20 Workers 16073 17591 17935 22429 19219 1.5 0.5 4.6 0.4 -3.6
Escablishments 5-19 Workera 5236 4020 5647 5088 5284 33 8,9 o7 -15.9 - 0.9
Wouseholds and Estbs. of < 5Workers.n’a‘ 98k 546 578 n.a. n,a. .._1-_2 ~19.8 ~12.5 n.a.
Average, All Manufacturing - 3042 - 3182 3769 4747 n.a. Y 3.4 8.0 n.a.
% Waves, Constant 1972 prices. Pesos .

Establishments > 20 Workers - 4127 4633 k174 3291 n.a. 3.0 -2.1 -7.6 n.a.

Establishmencs 5-19 Workers - 1642 1878 1659 1020 n.a, 33 - 2.4 -15.0 n.a.

Sources™ NCSO, Annual Survey of Manufactures.

- 06T -
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imply for the Goyernment's small industry programs? For example, would
employment in large scale increase and in small scale decrease such that

the "demands' of small-scale for the services provided by the programs

would also decrease? - or would the opposite happen? To answer these questious,
it is first useful to comnsider the general effects of the incentives on the
demand for labor, and then the relative effects on the demands of large and
small industries.

5.35 According to the studies cited there were several ways in which the
policies eventually reduced the overall demand for labor; they can be grouped
into substitution effects (of capital for labor) and market effects (in both

domestic and export markets). The substitution effects occurred on two counts:

the combarativel& low levels of ﬁrotection on caﬁital goods and equlpment,
supported by tax exemptions on capital inputs.é/ Concessionary finance, to the
extent that it was ayailable, would have worked in the same directlion., . —oe——
Some indirect evidence of substitution occurring is provided by Bautista

(1979), who found a weak Spearman Rank Correlation between the effectiva

- - . e 2 e
rate of protection and capital intensity for 51 industrial sectors. Since

capital inteznsive sectors need more protection than labor intensive sectors, there
may have been some lobbying for extra protection; but the conclusion to draw from

. [] .
Bautista's study is that the incentives have encouraged the emergence and growth

1/ The Investment and Export Incentives Acts included some provisions to encourage
industry to employ more labor (such as a tax deduction on labor training
expenses, and another on the labor costs of some exporting firms), but they
were quite minor, and more than offset by a range of tax reliefs on capital
inputs ~ on the compensating tax on imported machinery, double deduction of
shipping costs, tax credits for locally produced machinery, accelerated
depreciation, re~investment allowances, tax credits for taxes on foreign loans,
and others. During 1970-72, about 80% of all tax reliefs under the two Acts
were estimated to be on capital costs, IBRD (1976).

2/ The correlation coefficient was 0.183, significant at the$.0% level. The
data used were the Powers-Sicat EPR data for 1965, and the ASM data
listed in the ILO (1974) report for 1969,
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of the more capital intensiye manufacturing sectors, though the effect was

1/
slight.

5.36 The market effects were probably greater on account of the
inefficiencies in the incentives' system. The low level and growth of

manufactured exports up to the 1970s has already been noted, and is discussed

2/

elsewhere.  As far as the domestic markets were concerned, these were
depressed in two ways (once the import substitution possibilities had been

exhausted). One was through the costs (in terms of slow economic growth) of the
3/

misallocation of resources between agriculture and industry, resulting in

too slow a rate of growth of demand for manufacturers in the agricultural provinces.

The other was through the misallccation of resources within manufacturing itself;

4/
the costs of this are indicated in a recent study by Bautista and Tecson (1979)

who found strong correlations between the effective rates of protection and

5/

the domestic resource costs of industrial sectors in 1969 and 1974.= The
incentives' system thus eventually acted to reduce the growth of the markets
it was protecting, and for this reason has adversely affected the demand for

labor in both’'small and large scale.

1/ The correlations provide only a partial indication of the degree of
capital-labor substitution, however, since they cover only the allocation
of resources among sectors; within sectors, it is likely that the
substitution of capital for labor was greater (though no empirical
evidence 1s available to estimate extent of this effect).

2/ See e.g. Powers and Sicat (1971) and IBRD (1979).

3/ Powers and Sicat estimated the EPRs for agriculture and manufacturing to
be 17% and 51% respectively in 1965.

4/ In Bautista and Powers, op. cit. special paper 5.

5/ Spearman Rank Correlation of 0.654, significant at the 5% level; 76
industries were in the sample (1974 data.)
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5.37 Relative Effects on Large and Small, The tax concessions and

concessionary finance evidently reduced the demand for labor more in .

large than in small establishments, since they were mostly available to

the former. Since 1974Jconcessionary finance has been made available to
about 5,000 small manufacturers, and it 1s likely that their demand %g; labor
would also have been greater had interest rates been cost reflecting.—

5.38 The structure of protection has similarly worked against small
scale, with 80% of those people engaged in small establishments being in
sectors with low, zero or negative rates of protection (c.f. 45% in large),
as shown in Table 5.14.£y A more detailed breakdown by industry is provided
in Table 5.15, from which it is apparent that the bias against small is
largely due to the concentration of employment in garments and rice milling
(EPRs both less than minus 25%). Otherwise the system is relatively neutral,
and there are instances of small industries rising behind protective barriers.
A more detailed breakdown by scale of activity to examine the incidence on
activities in the intermediate size ranges was not possible from the informa-

3/

tion available to us.—

;/ As noted earlier, however, the main gain from cost-reflecting interest
rates would be to increase the supply of long-term peso resources.

2/ We are grateful to John Powers for spotting a number of errors in an earlier
version of the following table - as well as for his constructive comments
on several other aspects of the study.

g/ Note that the distribution of employment in manufacturing is strongly
bimodal, however, with 75% being iether in establishments of less than
10 workers (28%Z),o0r.of over.200 workers (47%) in 1975.(see Table 5.1}. ..
Still, the possibility remains that the incidence of the tariffs is itself
inhibiting growth of the very small scale through the size structure.
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Table 5.14: EMPLOYMENT IN LARGE AND SMALL ESTABLISHMENTS
ACCORDING TO LEVEL OF PROTECTICN

Effective Rate of No. of Percent Emploved Iél
Protection; Range, %2 Sectors Small Large
> 500 6 3.1 9,8
100 to 500 20 1.5 11.7
75 to 100 9 1.6 17.1
50 to 75 8 .8 1.6
25 to 50 21 5,1 12.8
0 to 25 33 11,9 22.3
-25 to O 5 1.6 16.2
-50 to -25 6 66.4 7.0
Actual No. Employed, 00043'16§ 100.,0 lO0.0éi

/L Small Establishments have less than 10 workers, large 10 or more.

ZZ When an estimate is en the dividing line it is put in the upper
category. E.g. an EPR of 0 is included in the 0 to 25% range.

Zé For the sample of industries studied.
/4 Data not available for all sectors listed in Annex Table 7.

Source: Annex Table 7. The estimates of EPRs are those of Tan (1980).

5.39 A shift to a more uniform and less protective incentives' structure

" would act to encourage growth in several sectors in which small enterprises now
provide a significant level of employment; examples are rice and corn milling,
some dairy products and peserves, footwear, embroidered products, custom

i/ 2/
talloring and garment making, furniture, printing of books, leather products,

1/ This is not included in Tan's data, but it is a large source of employment
in the country, which probably has the same ERP as ready made clothes (i.e.
minus 26%). See also ILO (1974) for a study of the effects of protection
in the textiles and garment industries.

2/ See Bautista (1979} on the effects of protection in the leather and leather
- products industries. The results are almost exactly parallel to those of the
ILO's study of textiles and garments (Ibid): low protection for an efficient
sector that provides a large amount of employment, but which has to use a
costly and inferior raw material input from highly protected domestic producers,
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Iable 5.15: EMPLOYMENT IN SMALL AND LARGE INDUSTRY BY RANGE
OF EFFECTIVE PROTECTION AND SECTOR, 1972 AND 1974

Effective Rare of Prortection: __Emplovment Percent
Range % and Sector Small Large Smail Large
> 500
Flour Milling & Cereal Flour 68 2566 .7
Bakery Products 21097 10019 12.3 2.9
Candy & Chewing Gum 1382 3240 .8 .9
» Cocoa & Chocolate B 740 - 2
Starch & By Products - 1549 - WA
Cigarettes - 15685 - 4.5
Subtotal 22547 33977 13,1 9.8
- 100 - 500
Slaughtering; Poultry Pressing 84 - - -
Distilled, blended liquors 624 154 N -
Wines 22 2206 - .6
Paper products 5 1102 - .3
Paper & Paperboard containers 390 3089 .2 .9
Miscellaneous paper 102 385 1 1
Tanning & leather finishing 106 779 .1 .2
Rubber footwear 209 4439 1 1.3
Tires and inner tubes 124 3636 .1 1.0
Paints, varnishes 27 1332 - b
Soap and other compounds 33 4701 - 1.4
Structural councrete . 2731 - .8
Metal cans, boxes, containers 587 3408 .3 1.0
Household, radio, TV sets 52 3911 - 1.1
Refrigeration and A.C. equipment 46 3053 - .9
Motor Vehicles, Manuf. & Assembled 20 5423 - 1.7
Jewelry, Silverware 314 266 .2 -
Subtotal 2603 40762 1.5 11.7
75 - 100
“ Canned fruits, vegeca—bles 42 8247 - 2.3
Other fish products 648 2641 - .8
Macaroni, spagherti, noodles 511 1290 ) b
Textile mills products - 41683 - 11.9
Structural metal products 1421 4499 .9 1.3
Heating Apparatus 54 311 - 1
Sport equipment 53 893 - .3
Subtotal 2727 59564 1.6 17.1
50 - 75
Meat products uncanned 419 134 .3 -
Butter, cheese 18 893 - 3
Plastic materials 40 1943 - .6
Electrical wires - 1210 - .3
Motorcycles, cycles 359 880 ,2 .3
Musical Instruments 351 346 .2 1
. Toys, dolls 130 40 .1 -
Subtotal 1317 5448 .8 1.6
25 - 50
* Processed coffee 120 2321 a1 .7
Prepared food for animals 58 2590 - .7
Carpets, rugs 253 663 .1 .2
Pulp, paper, paperboard - 12487 - 3.6
Fertilizer, lime - 1371 - o4
Glass 116 6683 .1 1.9
Pottery, china ‘ 1433 859 .8 .3
Basic ferrous metal - 9061 - 2.6
Cutlery, handtools 2847 471 1.8 .1
Stamped, coated Prods. 3501 192 2.0 .1
Other electric Machines 23 734 - .2
Communication Equipment - 246 - 1
Electrical Lamps ' 14 1272 - b
Shipbuilding 373 5370 W2 1.5

Subtotal 8738 44320 5.1 12.8

e o




Table 5.15: (Countinued)

Effective Rate of Protection: Emplovment Percent
Range 7% and Sector Small Large Small Large

0 - 25

Ea

Meat products, camnned
Evaporatad, condensed milk
Flavoring extracts
Footwear

Lumber

Plywood & Veneer

Furniture

Books & Pamphlets

Other rubber

Compressed, liquified gas
Medicinal pharmaceutical
Insecticides

Petroleum refineries

Other oil products
Fabricated wine
Agricultural machinery
Other special industry
General industrial equipment
Electrical Distribucion & Control
Motor vehicles engines
Scientific equipment
0ffice supplies

Subtotal

W
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=
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~ 25 to 0

Fish canning

Sugar milling

Dessicated coconut

Cigars

Knitting mills

Cordage

Doors and windows

Basic industrial chemicals
Structural clay

Subtotal

N WO

[N

[ VNN S IO o

[y
o

- 50 to 25

Rice milling 34523 2559
Corn milling 2643 1233
Clothing 76193 19048
Embroidered products 569 1089

Leather products 523 468 .
Subtotal 114451 24397 66.

Total 172309 347565 100.0

Sources: Effective rates of protection from Norma A, Tan,"The Structure of
Protection and Resource Flows in the Philippines, 1974", Ph.D. dissertation
University of the Philippines 1979, These figures were taken from
"Industrial Development Strategy and Policies in the Philippines”,

October 1979. Report No.2513 since we do not have Tan's thesis.
Also NCSO, Census of Establishments, 1972.
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pottery and earthenware; mechanical, electrical and agricultural machinery;
motor vehicle‘bodies; and others., All have low or negative ERPs, and in

several instances are high growth sectors (see Tables 5,10 and 5.12)., Equally,
there would be a number of sectors in which profits and labor demand in small
enterprises could be expected to decline; but in contrast to the proceeding,
most of them could hardly be described as the bread and butter of Philippine
manufacturing - e.g. motorcycles, toys, musical instruments, jewelry, chocolates,
wines; and paper products, and tanning and leather finishing.

5.40 Similar contrasts can be made for large scale manufacturers. But

the overall effects are clear, and have already recelved analysis in the papers
cited. One question that remains is whether competition between large and small
would be heightened if there were a major re-allocation of resources among
sectors, and if this would lead to a rapid decline of small, The earlier
analysis suggests that this is unlikely, with some exceptions (such as in metal
working and machinery); as shown earlier, large and very gmall are generally
non-competing, and tend to concentrate in sectors in which one or the other

has the economic advantage - another indication of the -ability of manufacturers
to adapt efficiently to the existing incentives structure,

5.41 It is possible that, as rural infrastructure is improved, large scale

will enter markets that are currently the stronghold of small-scale on account

of the "natural" protection provided to small-scale by nigh transport costs

in the agricultural provinces. Further, as the manufacturing sector becomes
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large in relative terms, its expansion will have an increasing pull on the
labor markets, acting to narrow the wage differentizl hetween large and

1
small.-/ In these circumstances, employment in small scale activities may
decline in both absolute and relative terms, as 1s apparently happening
in Korea and Taiwanfg/ But this situation is not an imminent prospect in
the Philippines, given the large share of the labor force still in agriculture.
A reform of the incentives' structure, by accelerating the economic growth
rate, is likely to bring the time nearer when manufacturing employment is

predominantly in large scale, but it cannot bring this about immediately.

Moreover, some of the large-scale activities that will by then exist are

themselves likely to have evolved through the size structure.

5.42 Efficiency of Large and Small Manufacturing Establishments. Some

recent estimates by Bautista and Tecson (1979) of the Domestic Resource Costs
(DRC) in Philippine manufacturing can be used to show the distribution of

large and small establishments in sectors ranked according to economy efficiency;
their estimates are reproduced here in Annex Table 3.7 and cover 82 manufacturing
sectors. According to the DRC criterion a sector is less efficient the more

the value of the DRC exceeds, and more efficient the more it lieg below, the
shadow exchange rate.éf The exchange rate in 1974 wés about

6.8 pesos per dollar, but varilous estimates cited by Bautista and Tecson

put the shadow exchange rate at about 9 pesos per dollar. Table 5.16 below

shows how the manufacturing of employment in large and small establishments

1/ See Chapter 7 for a further discussion.
2/ Ho (1979).

3/ Let E be the shadow exchange rate, P the world price; D the domestic cost
component (in shadow prices) a4nd F the foreign exchange cost component of
a manufactured good., Then the cost-benefit criterion 1s F x E + D < PE
for an efficient sector., Or, D/(P-F) < E, where the term on the left hand
side 1s defined to be the Domestic Resource Cost.
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varies with the DRC. Approximately 80%Z of employment in small establishments

lies in the efficient sectors, and 65% of employment in large establishments.

Table 5.16: EMPLOYMENT IN SMALL AND LARGE ESTABLISHMENTS
ACCORDING TO LEVEL OF DOMESTIC RESOURCE COSTS IN 1974

Domestic Resource No.of Percent Employed inii
Costs, Range Z.ig Sectors Small Large
< 20 8 A 4.4
15 - 20 € 13.2 12.3
10-- 15 18 3.5 14.9
7 - 10 28 27.1 21.8
5-7 25 55.6 45.4
< 5 __7_/3 .1 . 1.2
924~ 100.0 100.0
Actual No. Employed 0Q0s - 170 290

/1 Small Establishments have less thanm 10 workers, large 10 or more.
Data are for 1972,

/2 When an estimate lies on the dividing line between two ranges, it
has been put in the upper range. o

/3 No. of sectors in the sample. Estimates not available for all sectors
listed in Anmex Table 7.

1/

Most of the sectors now having low ERPs turn out to be economically efficient,
and 1t must be cancluded that a transition to a more efficient incentives'
structure would benefit (by raising profits) a large number of manuféctufiﬁg
activities both large and small scale. Furthermore, these activities employ

the majority of those now working in large and small establishments.

1/ See para 5.35 above on Bautista's correlations between ERPs and DRCs
across industrial sector.

G
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Conclusions

5.43 The basic trends in the size distribution of Philippine
manufacturing activities are (a) a continual decline of self-employment

in household activities, except in some high growth sectors and others in
which it remains important as a secondary source of income; and (b)

a comparatively rapid emer,ence and growth of wage employment in workshops
and factories. These trends reflect structural changes in the nature

of manufacturing employment, and the decline of household manufacturing
should not be viewed negatively. They also help to explain the low
aggregate elasticities of demand for labor in manufacturing, and which can be
expected to remain low so long as household manufacturing employs a large
share of the labor force.

5.44 A feature of the size distribution is the rapid emergence and
growth of manufacturing establishments in the small and middle size ranges
in response to market growth. Small industries concentrate on local and
regional markets for the most part, and in activities in which localized
production has an economic advantage; their relation to large is complementary
and non-competing in mOst product groups, an exception being in the high
growth engineering sectors. Infrastructure improvements and market growth
in the provinces will probably introduce competition in an increasing
number of products over the lomg haul, but the immediate effects, as will
be discussed fruther in the néxt chapter, would be to stimulate production
in both large and small scale manufacturing. Closure rates of small scale
were found to be high, as expected, Finally it was found that the growth
of employment in large scale is in good measure due to the expansion of a
small minority of once small firms through the size distribution (the
remainder being the branch expansion of large corporatioms). Most of the

larger firms interviewed began with very small investments and levels of

employment.
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5.45 The industrial tarifﬁs system, which has heen the principal
element in Philippine industrialization policy for nearly 20 years, worked
against the majority of those employed in both small and large scale.

About 80% of employment in very small establishments is in "underprotected"
sectors; over 80% is also in efficient sectors (with low DRCs). The investment
and export incentives introduced in 1967 and 1970 favored large more than
small, mainly by subsidising capital costs, though their overall effect was
comparatively minor.

5.46 Various proposals are now under review to make industrial tariffs
lower and more uniform, and to make the industrial investment incentives
more labor demanding. Several studies have shown that this would (a)
increase growth overall by promoting the more efficient industrial sectors,
(b) increase growth in the provincés yet further, primcipally through
favorable effects on agriculture, and {c) increase the rate of labor
absorption in large scale by making its investments more labor intensive.
What would be the effects on small industries? Principally, to stimulate
the product markets directly (via growth) and indirectly (via labors'
incomes). As with large scale, some restructuring of manufacturing activity
could also be expected towards the economically more efficient sectors -

in which the majority of the labor force in small industries are in fact

already employed.
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VI. SMALL ENTERPRISE AND REGIONAL DEVELOPMENT

6.1 Approximately two thirds of manufacturing employment in the
Philippines is in the agricultural provinces, of which 60% is in households.
It is in the agricultural provinces, however, where the share in household
employment is declining most rapidly, and there is a movement of labor into
large and small manufacturing establishments in local urban centers. The
movement - and with it, the growth of the regional urban base - is most rapid
in those regions where agricultural development is most rapid and broadly-based,
and can be explained by two factors: agriculture's influence on the regional
product and labor markets, and the advantages of localized production for
certain classes of manufactured goods. This chapter examines these wvarious
trends and changes, and concludes with a comment on the recent emphasis by
the Government on agricultural development and its implications for the small
enterprise programs. In the absence of sufficiently detailed information by
region on agriculture and on the activitfes of the labor force, the points to
be made are general, and necessarily brief.

Urban-Rural Population Data

6.2 Slightly over one third of the population currently live in urban
areas, which #n the Philippines are defined so as to include small villages
and townsii/ Castillo (1977) has described the extensive network of towns
and villages in the countryside in which there are 40,111 barangays (the

smallest unit of govermment at the village level), 522 municipalities,

}j The NCSO definitions include: (1) All cities and municipalities having a
population density of at least 1,000 persons per square Km; (2) Central
districts of municipalities with a population density of at least 500 persoms
per square Em; (3) Central districts having a recognisable street pattern,
at least six establishments engagedin manufacturing, commerce or service
activities, and at least three of the following: (1) a town hall, church
or chapel with raligious services at least once a month, (ii) a public plaza,

. park or cemetry, (iii) a market place or building where trading activities
are carried on once or more a week, or (iv) a public building like a school,
health center or library. Also included are barangays having 1000 inhabitants
or more in which condition (3) is met and where the occupation of the inhabitants
is predominantly non-farming or fishing. All other areas are considered rural.
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60 cities znd 72 provinces; in 1970 there were over 400 provincial towns with
populations of less than 20,000 inhabitants. The 1970 distribution of
population among rural and the various sizes of urban areas is shown in
Table 6.1. The percentage of people counted as living in rural areas is
evidently quite sensitive to the definitions of urban and rural. UN definitions
include villages and towns with 20,000 inhabitants or less in their estimates
of the rural population on the grounds that such centers for the most part
are servicing rural areas. Applying this definition to the Philippines in 1970
would raise the rural population estimates from 68% to 80% of the total
population.
6.3 From the viewpoint of the present study three other demngraphic
features should be noted:

the still high rate of population absorption in rural

areas; two-thirds of total population growth occurred in

rural areas over the period 1960-75;

the spread of urban growth across a large number of urban

centers ranging in size from a few thousand inhabitants

to over 4 million in Manila.

the wide variations in urban growth rates in regions

outside Manila.
Data on the first two .features are shown in Table 6.2. Outside Manila, the aggregate
values shown in the Table conceal growth rates varying from near-zero

1/

Or negative values in some provincial towns and cities, to 4 to 6% and higher in others.

1/ Annex Table 6.8.




- 164 -

Table 6.1: DISTRIBUTION OF POPULATION AND MANUFACTURING
EMPLOYMENT BY RURAL AND SIZE OF URBAN AREA, 1970

Distribution of

No. Of Population Distribution Manufacturing Empl.
Location Centers 000s ' % ’ 000s %
Rural Areas - 24,987 68,3 706 52,1

Urban Areas By Size (Population in 000s)

< 10 372t 3,359(2 9.2 73 5.4
10-20 72 1,031 2.8 56 4.0
20-50 28 894 2.4 63 4.6
50-100 16 1,161 3.2 85 6.3

>100 ) 6 1,166 3.2 85 6.3
Metro Maailal> 1 4.004 10.9 288 21.3

/1 Cities, Provincial Capitals and "urban agglomerations' of municipalities;

" their total population is 10.1 million. In addition there are 1.6 million
inhabitants in very small urban centers (the number is not provided in the
éensus).

/2 TIncludes 1.6 million inhabitants in the (very small) urban centers noted
in £.n. 1.

/3 Includes Rizal.

Sources and basis of Estimates:

Compiled from 1970 Population Census, National Summary, Volume II, Tables
I-5 and I-6. The distribution of manufacturing employment 1s estimated as follows.
The Census provides the urban-rural breakdown. For urban centers of less than
10,000 about 2.2% of the population are employed in manufacturing;for those of
10-20 thousand, 5.2%; and for centers with over 20,000, 7.2%. The first two
of these percentages were obtained from the provinecial 1975 census volumes
(we did not have access to the 1970 volumes) for Agusan del Sur, Aklan, Antique,
Catanduanes, Bukidnon, Ifugao and Lanao del Norte, whose average urban populations
were less than 10,000 in 1970; and Laguna, Misamis Oriental, Negros Occidental,
Nueva Ecija and South Cotabato whose combined average urban population was about
15,000 in 1970+ The 7.2% for centers with over 20,000 is calculated as a residual
These provinces were used as a data base (a) on account of the sizes of their towns
and (b) to provide a broad geographical coverage.




Table 6.2: LEVEL AND GROWTH OF POPULATION IN
URBAN AND RURAL AREAS, 1960-75

Population Millions Change, 1960~75 Growth Rate,
Location 1960 1975 Millions % Total % 1960-75

Rural Areas: 18.9 . 9.9 66

Urban Areas: 2

~ Small Urban Areas— 2.

- 56 Provin9§al 2
Cities—

- Metro Manila ' . .3 _15

Total 15.1 100

8 12
1 -

1.
1 7

°

8
6

/1 There are some definitional changes introduced in 1970 regarding what
comprised an urban area. These affected the urban areas outside
Metro-Manila; they would be 5-107% larger had 1960 definitions been
used consistently.

Total Urban Population minus total population of 60 principal cities
known as chartered cities in the Philippines).

Population of 60 principal cities minus the population of the cities that
form Metro-Manila.

Source: Population Censuses for 1960 and 1975 (see the £.n. to para 6.2 on
definitions of urban and rural).

Manufacturing Employment in Urban and Rural Areas

6.4 The distribution of manufacturing employment is also shown in Tahle A.1:
approximately 52% was in rural areas in 1970, 277% in provincial towns and cities,
and 21% in Metro-Manila. There are several reasons for thinking that the share

in rural areas is declining, though it is not possible to detect this in

the series shown in Table 6.3.
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Table 6.3: EMPLOYMENT IN MANUFACTURING IN URBAN AND
RURAL AREAS, 1965-76

No. Emplovyed, OOOLL Percent Distribution
Year Rural Urban Rural Urban
1965 653 568 53.5 46.5
1966 742 589 55.7 44,3
1967 767 623 55.2 44 .8
1968 754 634 54,3 45.7
1969 . 697 594 54,0 46,0
1970 706 648 52.1 47.9
1971 852 620 52.9 47 .1
1972 792 675 54.0 46,0
1973 723 695 51.0 49,0
1974 761/2 71:,7/2 50.5 59.5
1975 86875- 78375 52.6 47 .4
1976 907— 773 — 54,0 46,0

/1 May series, except those noted in f.n. 2.

~
»no

August serles., For urban areas the August series
are about the same as the May series. Im rural
areas, the May series show employment levels
about 10% above those in the August series.

Sources: NCSO Survey of Households and 1970
Population Census. (Data here are taken
from the compilations in the 1977 Labor
Yearbook.)
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6.5 The still high share of manufacturing employment in rural areas is
surprising. It probably reflects the point that, for rural families,
manufacturing is a secondary "off-farm'" activity, undertaken mostly by
women, and which for this reason has to be combined with farm-work and
1
domestic duties.—/ Notwithstanding the network of towns in the country,
access between farm and town is still time consuming in most regions, and
it is not possible for women to "commute" to local towns in search of
2
secondary earnings in commerce or manufacturing establishments._/
Consequently the majority of rural manufacturing activities are undertaken
within the household,
3/
6.6 The lack of data and descriptive material  limits what can
be said about manufacturing activities within rural households and their
role in enhancing rural incomes. They are, however, declining in
importance in favor of wage employment in establishment-based,non-farm
activities in the provincial towns and cities. At a géneral level, they
can be divided into two kinds: the production of articles for own use,
which is declining rapidly according to the data in Annex Tableaé.l; and
the production of articles for sale, which is declining slowly.—j Consider

also changes in the types of employment undertaken by women, who provide

two thirds of the labor force in manufacturing activities in rural areas

1/ Evenson, Popkin and King-Quizon (1979).

2/ The root mean distance between the 472 towns with less than 50,000 in-
habitants (Table 6.1) is over 16 kilometers in cultivated areas.
(Cultivated area is 12 million hectares.)

3/ Such as is provided on farmers in Mrs. Castillo's (1977) excellent
study of provinces in the Philippines.

5_/ In Manila, in contrast, household manufacturing of this kind is
rising rapidly (Annex Table 6,1). See also para 6.12 below on the
growth of the urban informal sector.




(c.f. one third in urban areas)._~ Nine tenths of the women recorded
as being in rural manufacturing are working in textiles and wearing

2
apparel{_/ household employment in both of these sectors has peaked
according to the evidence discussed in Chapter 5 (Table 5.10) in favor
of rising employment in large establishments in the case of textiles and
small establishments in the case of wearing apparel. Furthermore,
women are shifting increasingly out of mandfacturing into commerce and
services. Between 1956 and 1976, their participation rate in the labor
force remained about constant, but their occupational distribution
changed as follows: in manufacturing, a decline from 8.0 to 5.2%; in
government servieces, a rise from 1.7 to 4.67%, in commerce, a rise from
6.1 to 7.1%; and in personal services a rise from 4.3 to 5.4%. fhere
were on the other hand rising shares of the male labor force in manufaéturing,
mostly as wage-labor in small and large establishments.g/
6.7 To sum up, these various trends are suggestive of three basic

changes in the allocation of labor both within and among families with

changes in output and infrastructure in the agricultural provinces:

1/ Population Census, 1970.
2/ Population Census, 1970.

3/ See Chapter 7 for a further discussion of the movements into wage-labor,
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(1) A movement of women out of household manufacturing
for subsistence (own use) purposes into wage and
1/
self-employment in tertiary sectors;

(ii) A maintenance or slow decline of some household
manufacturing activities employing women, and which
provide a secondary source of family income;

(iii) The emergence of manufacturing in workshops and

mostly - though by no means exclusively - small factories

as a primary source of family income. Since this

employs mostly male labor, it also solves the 'commuting'

problem referred to zbove.
It is of course the manufacturing activities and changes noted under (ii) and
(1ii) that offer the better prospects for enhancing rural incomes.
6.8 The current emphasis on agricultural growth and infrastructure
improvements in the provinces is likely to increase the growth of
manufacturing and commerce in the local towns and cities, and to
accelerate the movement of labor out of rural household manufacturing. Rising
farm incomes permit a greater division of labor between farm and non-farm
work, given the high income elasticities of demand for non-food goods,
and stimulate the local markets for both locally and externally made

manufactured goods; in the case of the demand for external goods, a rise

1/

=' The rising shares in tertiary activities were lamented in the ILO (1974)
Treport as being a sign of too low a demand for labor in manufacturing
and the primary sectors. While tertiary activities sometimes offer
better eamings than the more marginal household manufacturing activi-
ties, it is generally believed that they are overcrowded.




- L7y -

of employment also happens in local retail and wholesale outlets, and
in repair and installation services. Furthermore, the broader the
base of agricultural development, the broader the effects on the labor

1
and product markets.*/ A study of Gibb (1974) of four provincial towns
in small farmer rice growing areas in Central Luzon showed a rapid
expansion of small-scale manufacturing and commercial activities in the
towns, in response to the farm incomes generated by the introduction of
HYVs and supporting irrigation and infrastructural services. His
findings are summarized in Annex Tab}e 5.2, and are consistent with

2

those of studies in other countries, the more recent work of Alburo and

associates (1979), and the regional data presented in the next zection.

Regional Distribution and Growth of Manufacturing Emplovment

6.9 The demand for labor to work in manufacturing in the agricultural
provinces is derived from three sources: (a) the demand for consumer

goods, and which rise with incomes in agriculture; (b) external demands

for local manufactures, principally garments and handicrafts; and

(c) the demands for inputs and intermediate goods by agricultﬁ}é,k;nd

also by local manufacturing itself, and which rise with agric@lturalﬁ
output., (Crop processing is included in (c).) The result is a very

broad spectrum of manufacturing activities in.theconsumer and intermediate
goods industries, as indicated below by the employment data on manufacturing

establishments:

1/ For a further discussion see World Bank (1978).

2/ One would like to see more case studies of this type, since they provide

T a more accurate assessment of the response of non-farm activities to
agricultural growth and infrastructure improvements, and a clearer picture
of the growth of the urban base in the provinces. TFor studies in other
countries see Epstein's (1973) historical study of two villages in India,
and Webb (1974) on Peru. Webb notes "New types of activities springing
up in the countryside include small businesses and trading ... a vast network
of small rural markets has formed ... small businesses are probably the most
important occupations in the growing urbanization of the countryside." A
study by Child and Kaneda (1975) of the tubewell pumpset manufacturers in
rural towns in the Pakistan Punjab is also worth reading. For a discussion
across countries, see also World Bank (1978).
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Metro-Manila Provinces
Percent Employed in
- Consumer goods 55 72
- Intermediate goods 30 24
- Capital goods 15 4
100 100
Actual Employment, 1977 (000s) 401 377

Source: See Annex Table 6,10 for further details. The data are
for establishment of all scales.

6.10 The level and growth of manufacturing employment in the regioms, if
they are to be classified by scale of activity, have to be examined at ‘
a more aggregative level on account of data limitations. Some data
are provided in Table 6.4 for Manila and Rizal (Metro-Manila) and the
Philippine's three major island groups: Luzon (excluding Metro-Manila),
Visayas and Mindanao. Since the economic conditions vary considerably
1

between the regions within each group;_/ the data are still too aggregative
for comparative purposes. Luzon for instance has three of the poorest
and most slowly growing agricultural regioms in the country (Ilocos,
Cagayan Valley and Bicol) and two of the most prosperous and rapidly
growing (Central Luzon and Southern Tagalog). The regions within Visayas
and Mindanao also require separate analysis on account of differences in

2
their primary resource base:_/ forestry (accounting for over 40% of the
country's total annual production) and coconut in Northern Mindanao; corn,
coconut and forestry in South-Central Mindanao; low levels of per capita
production in all major crops in Western Mindanao, Central Visayas and

Eastern Visayas; and sugar (accounting for over 60Z of the country's total

annual production), rice and fisheries in Western Visayas. But it is

1/ Annex Table 4, summarizes the ecomomic characteristics of the 12
main regions of the Philippines.

2/ See Annex Table 4.
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difficult at present to construct a consistent time series on manufacturing
employment by scale of activity for each region.l/\ (A regional breakdown
for small and large industries 1s shown in Annex Table 6.3 for 1970,
the latest year for which consistent regional data are available;
and a time series on the numbers of large and small manufacturing
establishments is shown in Annex Table 6.6 though even here incomsistencies
remain.)
6.11 Within these various limitations imposed by the data, four
features stand out as regards changes in the size distribution of
employment by region (Table 6.4):
(1) The concentration in Manila of employment in
large scale manufacturing, amounting to 53%2/
of total employment in large scale in 1975;
(ii) The level and growth of household employment in
Manila;
(iii) The regional dispersion of employment in small-scale:
82% of employment in household manufacturing, and

78% in small establishments, was in the provinces in

1975;

1/ 1In 1975 the population census used a different definition )Hf
employment to the one used in the establishment census. It is
possible to make adjustments for this (see Annex Table 6.5), but
the assumptions do not hold up well at a disaggregative level.
Even the aggregate data in Table 6.4 and Annex Table 6.5 have
a number of caveats, as footnoted,

2/ Depending on the definitions adopted for small and large scale;
537 refers to establishments with 10 or more workers, For
establishments with over 200 employees, the preliminary tabula-
tions of the NCSO indicate that about 52% of the employment is
in Metzo Manila.
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- Table 6.4: REGIONAL DISTRIBEUTION AND GROWIE OF MANUFACTIRING EMPLOTMENT
BY SCALE OF ACTIVITY, 1960-75

Reglon and ' Yo. Emploved, 000s Distributions, 1875 Trend, Z.
Scale of Activitv, i 1960 1870 1973 ¥ Tora® % nrowun Toral . 1960-75

Manila & Rizal

” Households 5504 814 150 4 o 18 /4 6.94
Establistments <10 27 39 63 4 22 4.4/2
Escablishments >10 159 244 288 17 33 3.873
; —_— = 22
S Total 261 364 501 30 30 5.0
Luzon (excluding Manila and Rizal)
Households 298 396 361 22 43 1.3
Estzblishments <10 35 69 126 8 45 8.32
Establishments >10 39 63 149 9 27 9.6
Total 372 528 636 38 38 3.6
Visavas
Households 264 275 214 13 26 ~1.4
Establishmencs <1 19 30 40 2 14 6.0/2
Establistments >10 32 43 60 4 il 4.3/3
1
Total 315 348 314 19 ¥ 0.0
Mindanao
Households 78 70 108 7 13 2.2
i Establishments <10 12 30 52 3 19 9.7/2
e Establishmencs >10 18 59 49 3 2 5.4/3
Total 108 159 209, 13 13 6.8
& 4
Countryv Totals
Households 295 822 833 50 100 1.2
Establishmenta <10 93 168 281 17 ~ 7.7
. ) Establishments >10 248 409 546 33 100 5.4
100
. Total 1030 1399 1660 100 3.2
7 A The scales trelata to numbers of workers employed. Household employrent 1s
. estimated as a residual.
“ /2 Actual trends for 1961-72 shown in Annex Table 5.
B Actual crends for 1961~75 shown in Annex Table 5.
[ Since the residual (household employment) ig only a small percentage (20-30%)

of total employment . Manila and Rizal, the estimates here are more uncer—
tain than in the oth:¢. reglons: a small error in total employment is magnified
3 to 5 times in the rasidual; in othe: reglons the errors are magnified by
about 1.3 to 1.3 on avurage.

Sources and Bagis of Estimates: Total employment by regioms is given in Annex
Table 5 (columms 1960b, 1970, 1975b). The establishment data are in Annex
Table 6; since these are for the years 1961, 1967, 1972 and (for establishments
of over 10 workers only) 1375, the estimates for 1960, 1970 and (for the less
than 10°s) 1975, are simple trend interpolatioms or extragolations from tha
nearest years.
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(iv) The high growth rates of establishment-based
employment (in both small and large scale) ‘u
the provinces, in conjunction with a rapldly

declining share of household employment.lj

(i) is familiar, and can be discussed briefly. The concentration of

large scale in the Manila region is partly a consequence of the market

for consumer goods in the region itself, and in the adjacent and
relatively propserous agricultural regions in Southern Tagalog and

Central Luzon. Aside from the historical concentration of wealth and

income in Manila, investment there was also stimulated by the structure

of industrial incentives. The high rates of effective protection on
consumer goods industries, tax reliefs on capital inputs, low rates of
effective protection on capital inputs and om agricultural and forestr
products all acted to favor investment in industry over agriculture,

as discussed in Chapter 5,2/ Simultaneously, the transaétions costs of

using the incentives, low tariffs on imported materials, and the costs of

obtaining imported inputs to industry, both favored industrial investment

3/

near the Government and near the port of Manila.™

6.12 (11) Household Manufacturing Employment in Manila. This

encompasses a very broad range of activities and earnings levels, and
for this reason it is hard to explain why it is T
growing so rapidly while declining elsewhere. 1In Manila (as elsewhere)

families primarily dependent on household manufacturing often have

earnings comparable to or in excess of those of skilled labor in the

1/ John Powers mentiomed that this reverses a slow trend experiwnced in the
1950s, when capital was moving away from agriculture at a historically
high rate under the influence of protection. This is documented in a
paper by Moran (1979), to which we did not have access at the time of
writing.

~

See especially the ILO report om this subject.
Powers and Sicat (1971), p. 106.

2
3/




organized sector; others are amongst the poorest in the country. For
2
some families - though a rapidly declining number“/ - it 1s a subsistence
activity. For others it provides a secondary source of employment
and earnings, undertaken by women and (perhaps moreso than in the provinces)
has been encouraged by the putting out system, in the garments industries
3

in particular.~/ It is also likely to include employment in a number
of the high growth capital and durable gor-is industries referred to in

&/
Chapter 5.
6.13 Any explanation <f the growth of household employment in
Manilz must therefore recognize the diversity of activities involved.
The possibility of measurement errors cannot of course be discarded;
yet the evidence is consistent with both cross-section and time series
data on th.. sfze and growth of the ‘'urban informal sector' in other

3

countries,  and one might best draw on the models of this sector to

find the elements of an explanation. The growth of labor supply due to

‘l/ This can be inferred from the data presented in Chapter 7 (table 7.6

and Annex Table 7.9). In 1971, 18.3% of the families primarily
dependent on entrepreneurial activities in manufacturing were in the
top quintile, and another 18.3% in the next-to-the top. The number
of families in these groups (72 thousand) significantly exceeded the
number of manufacturing establishments in that year. Since these
data are for the country as a whole they do not show the point
explicitly for Manila, though it is highly unlikely that Manila
would have none of the better~off in these types of activities; in
fact several such families were met during the course of field trips
in the present study.

2/ Compare the figures on production of articles for 'own use' and 'for

sale' in Annex Table 6.1.

3/ The 1975 Population Census gives 103 thousand women in Manila and

Rizal as being in the weaving apparel industry, of which less than
half can be accounted for by employment In establdishments.

4/ Several of the interviews reported im that Chapter were with firms
in the Manila area that had started out as household activities.

5/ Mazumdar (1976),
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1/
in~migration and the 'natural'! population growth of the city is

obviously one element, combined with the low demand for labor from the
corporate sector. Another is the growth of the
urban product markets including the markets generated by the 'informal

2
sector activities themselves.—j The fastest growth of household
manufacturing in Manila also occurred during 1970-75 (Table 6.4),
a period of inflation, declining real wages and a declining share
for labor in value added; as will be discussed in Chapter 7, it
thus became more remunerative for many workers to move into or remain in
self-employment. Even before the inflatiomn, however,
the distribution of earnings from self-employment and from wage-employment
in skilled occupations in the 'formal' sector overlapped, and is
suggestive of a greater competition in the labor markets for the two kinds
of employment than is commonly supposed. Finally, as in Japan in the
earlier.part of this century, there are economic and political advantages
to large trading and industrial firms in the "putting-out" of certain

3/

types of work.

6.14 (iii1) Geographical Dispersion of Small-Scale. It is sometjiies

suggested that the geography of the Philippine islands enforces a
dispersed pattern of manufacturing and commerce, This is possibly true
in the mountain provinces, but the separation of provinces by sea in
fact has comparatively little influence, except perhaps in the three

main islands of Visayas, since 757 of the population live an the two

1/ Preston (1979) has pointed out an often overlooked point that the
growth of large urban areas stems in a greater measure from their
'natural' population growth rate than from in-migratiom, thcugh
this is r..r &: suggest that the latter is unimportant.

Mazumdar, op. cit., p. 672.

Shinochara in Hozelitz (1968).
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large islands of Luzon and Mindanao, where small scale manufacturing
is also dispersed., It will be argued below that (as in other
developing countries) dispersion is a consequence of the still large share
of the labor force in agriculture and living in rural areas, and
which in practice leads to dispersed product markets and to
fragment production into small scale units. The rural populations in
regions outside Metro-Manila range from 70% of total population in Centrzl
Luzon, to 90% in Ilocos. Household manufacturing is mainly in the
rural areas as discussed earlier, while manufacturing in small establishments
is found mostly in local urban centers on account of better access
to infrastructure and markets. For some products it is possible for large
scale manufacturers to réach the provincial markets through the trading
networks, as happens for instance with modern durables; but the transport,
storage and marketing costs for others (furniture, construction materials,
job-order-metalwork and bakery products, for instance) are prohibitive
until infrastructure and transport services are sufficiently developed.
Low wages and the demands for cheaper if often lower quality products
in the provinces also presumably favor local smzll manufacturers.
Although such relative cost and marketing advantages for small manufacturers
decline with the growth of per capita rural incomes, and with infrastructure
improvements, this appears to affect a limited number of sectors
(Chapter 5, Tables 5,10 and 5.12). In others, it leads to the p;ovincial

1

manufacturers reaching out to the regional and natiomal marketé? and

2/

to an overall expansion of establishment-based manufacturing activity,

1/ Chapter 5, Table 5.9,

2/ See Table 6.4 and Annex Table 6.6,
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6.15 (iv) Changes in Manufacturing Employment Over Time in the

Provinces. In the Philippines, the above-mentioned expansion has been the

most rapid in Southern Tagalog and Central Luzon, where agricultural
growth is less narrowly-based than elsewhere, and also more rapid. In
1975 the two regions accounted for over 30%Z of total rice production

(the country's principal crop); Southern Tagalog alsc had quite high
shares in coconut, corn and timber production (Annex Table 5.4), High
yielding rice varieties were being used in Central Luzoun as early as

1966, but the main increases in rice production occurred in the 1970s,
during a revival of a long-standing but defunct land reform program

for rice and corn farmers, and an intensification of extension,

credit, infrastructure and irrigation programs. Since time~series

data on inputs and outputs by region are not readily available, it is =«
necessary to consider national aggregates and keep in mind that provinces
in Central Luzon and Southern Tagalog were among the principal beneficiaries
of the programs. By 1977, HYVs were being planted on 867 of irrigated

and 68% of rainfed rice areas in the country; but perhaps as important
were the lasting improvements on rice farming practices and the supporting
supply and marketing services.éj The changes in rice production are

apparent in Annex Table 6.9 and Figure 1, which show the general increase

2/
in yields and outputs that occurred in the 1970s. (The decline in 1972
was due a rice crop virug, "tungro", and in 1973 to severe flooding in
3/
Luzon.)

1/ "Philippines Sector Survey: Agricultural Support Services,' June 14,
1979, IBRD.

2/ 1Ibid. The report remarks that for the first time in its history the
Philippines is becoming self~sufficient in rice production, even in the
face of adverse weather conditions, and a net exporter of rice.

3/ Report on the Masagana 99 program by Jesus Alix (1979).




hel

(] o <« A ) [N 0 <« [ (g} [}

[Q] N 2 . W@ 3] [ un () (¥ [Qr]

€2 [ i [} (o] £~ [a] (o] o e J)

™) cJ4 I CJ cJ . o s o
L9} 4 C
SSRGS e s e
v (i} &1 | -
in - . | w
;.l.) G\J - :]\ t":n
v 4 - c. - ‘} _ -
% E)%[ -
SR < -
w i BN )]
. A | -t ;]._A‘.Q . -

= e

ry - o

[~ o} ‘5: ! R [
il) (HD /lﬁzj n
- ™ ‘_{{ : EZ‘{ -
™ <
o | Y & 420
o et ay 0
“ "?\ - !

7 7] T
AN A LiJ
":.[n B = ™ pN—
o o) -
b
o . (g}
wrT 5 0 N
A £y . @
- € 4
(IR

- ) ﬁl )l' N ZA
o f— 0w )

: ~.
[} cJ
PR -1 0
[ )
U T U T U U A T A N U O W A A O O Y A SO 1 I Lfii‘g-i,l,.l Lol
g B o
t : (G (] €2 o) €2 S [ (g9 [Gn} (g} [ I

) L () (Sl <) n (&) w « [1p] (g}

[4p) [ Y «J ) i i o4 [gs) [ [T

©3 CJ C (] (W] C “ . ..

{ s pt Ty
11T 0T cdn0gdd |
i
4 - a



- 180 -

6.16 The associated trends in establishment-based manufacturing
employment were provided in Table 6.4 above. For Luzon as a whole
(excluding Manila and Rizal) the employment trends since 1960 averaged
8.3% per year for small establishments and 9.6% per year for large
establishments. (There is evidence of employment doubling since 1970,
a growth rate of 15% per year, but the preliminary nature of the
census data do not permit these figures to be taken too literally.)
These figures probably understate the growth in Central Luzon and
Southern Tagalog since they include three of the slowest developing
regions in the country.i/ Other features to note are the decline in

the share of household employment Erom 80% to 57% over the 15 year

2/

period ) as the preceding analysis would predict; the net migration
3/

into the regions (Annex Table 6.4), notwithstanding their closeness to

Manila; and the high average growth rates of the principal cities
4/
(Annex Table 6.8).

1{ TIlocos, Bicol and Cagayan Valley. Ilocos and Bicol show below average
rates of establishment formation, Cagayan slightly above average;
Cagayan has a relatively small number of establishments however.

Annex Table 6.7.

2/ See Table 6.4.

3/ The in-migration rates can be inferred from the population growth rates
in these regions, which were above the 'matural' population growth
rate. (Annex Table 6.4 provides data on population growth, but not

on migration.) An analysis of internal migration patterns in the
country up to 1973 is provided in Mrs. Castillo's study (1977),

Volume III, in whicl she notes that "the in-migration regiomns are ....
Northern and Southern Mindanao ...... and Central and Southern Luzon"
(p.865). Quite detailed tabulations are presented in this volume.

4/ The variance in the growth rates should be noted. Growth rates range
from 2.2% per year in San Jose (Central Luzon, Population 53 thousand),
to 8 to 9% in Olopango and Palagan (population 147 and 12 thousand
respectively). The average in Central Luzon was 4.9%, and in Southern
Tagalog 3.47% (c.f. 4.8% for Metro-Manila).
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6.17 The next highest growth regions in the country are in
Mindanao, where the main products of the primary sector are timber, corm
and coconut, in which local production amounted to 687 and 65%
respectively of the country's total production in 1375 (Annex Table 6.4).
While the overall growth rates in these sectors have been comparable

to those for rice production,” the origins of the growth have been guite
different. The respomse to improcved practices and HYVs for corn farming
was low comparzed to rice (Castillo, 1977) and 70-80% of the growth in
output in the 1970s has been due to an area expansion;l/as can be seen
from Figure 2; this of course implies a slower growth of earnings én
fixed area small farms than would occur under conditions of rising yields.
Coconut, in contrast to most other crops, is genrally a secondary
activity for farm families and, while overall output increased at

about 3.5% per year (Annex Table 6.9), this has been accompanied by a
systematic decline in yields over a 15 year period. Timber production,
which expanded at over 5% per year in the 1960s, was first held comstant
and then reduced in the 1970s for reasons of forestry conservation,
reforestation and ecology. Overall per capita output from the primary
sector in the region has nevertheless risen over a long period.gj Associated
with this were a decline in the share of household manufacturing
employment (from 72% to 52% over the period 1960-75); growth rates of

9.7% and 5.7% respectively of manufacturing employment in large and

small establishments; and an average growth rate of 4.2% of Mindanao's

1/ The difference between the two plots in Figure 2 provides a measure
of the increase in output due to the increase in area cultivated.

2/ Sicat (1972), Chapter 15 provides estimates of relative regional growth
rates up to 1966. Since regional accounts were not available, he used
surragate measures based on tax data and expenditures of regional
governments.
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1/
14 principal cities (Annex Table 6.8),

6.18 Regions experiencing the slowest (and also the most narrowly-
based) growth in the primary sectors include Western Visayas (the main
sugar growing region in the country), Eastern Visayas, Bicol and Ilocos,
Each have the following in common: net out-migration, a slow rate of
growth of the principal cities (2.3% in Western Visayas, 2.1% in Eastern
Visayas, 1.8% in Bicol and 2.7% in Ilocos), and a slower rate of growth
of employment in establishment -~ based manufacturing. Even in these
regions, however, the share of employment in household manufacturing is
declining, though it remains significantly higher than elsewhere (e.g.
68% in Visayas, as compared to around 55% on average in other provinces).
6.19 Crop yields in the Philippines are still low by East Asian
standards (Table 6.9), which suggests that the potential for rural-led

industrial growth in the provinces is still considerables-

Table 6.9: NATIONAL AVERAGE CROP YIELDS: SELECTED
ASIAN COUNTRIES, 1977 TONS/HA

Philippines Indonesta Thailand Malaysia India Japan

Rice (rough, dry

paddy) 1.96 2.76 1.81 3,061/  1.87  6.17
Corn (maize) 0.88 1.19 1.46 7.00Y/ 1,13 2.47
Sugar Cane 43.6 83.8 53.1 36.0 53.6  54.5
" 1/ Malay Peninsula.

Source: TFAO Yearboaok, Vol. 30, 1977.

Aie 2 e a2 T v B0 1 2 e an

1/ Again note the variability from 1.6% in Gingoog (population 67 thousand) to
6.1% for Cagayan de Oro (populatiom 165 thousand).
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The potential chviously varies greatly between provinces, and was
examined at length during the‘preparation of the current Development
Plan.}/ It is for instance much more limited in Ilocos (where
fisheries, handicrafts and tourism have been stressed) and Central
Visayas (where the development of the larger urban centers has been
stressed); also, in some regions the urban-industrial base is itself
now large enough to provide a lead. This is clearly not the place

to review plams, however, and it is sufficient to note that it is
intended to maintain the emphasis that has been placed on a broad
based development of agriculture since the early 1970s. What can be
said from the limited perspective of the present study is that, to

the extent that these policies are successful in achieving a more
broadly based growth of incomes in the rural areas and towns, chey
should stimulate the product markets of local manufacturing establishments,
both large and small scale. The demands for the services and finance
provided by the small enterprise programs are likely to be greatest

in these regiomns.

6.20 To sum up, the evidence presented above underlines the
importance of agriculture as the leading element in urban-industrial
development in the provinces. This conclusion is not new. But the
strength of the linkages between agriculture and local industry and
commerce appear to be even stronger than might have been thought
earlier; in the high growth agricultural districts, the emergence of
small and large manufacturing establishments in the local urban centers
has been very rapid in recent years; and the rapid growth of establish-
ment based manufacturing in the provinces has apparently reversed the

trends experienced in the early phases of industrialisation, when agri-

culture was given a very low priority.

1/ Five Year 1978-82 Philippine Development Plan, NEDA.
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VII, SMALL ENTERPRISE PROGRAMS AND EMPLOYMENT POLICY:
A REASSESSMENT OF PURPOSES

Introduction

7.1 The small and medium industries program is seen primarily as

a means for improving the employment and earnings opportunities for

the labor force. At the time the program was introduced in 1974, the
labor force had expanded at over 37 per vear in the previous 20 years,
from under 9 million in the mid' 1950s to over 14 million by the mid'
1970s; by 1979 it was over 17 million, with 600 thqusand people entering
the labor market each year. Between 1956 and 1974 agriculture provided
about 51% of labor absorption, commerce 12.2%, government services 13.6%,
and factory-based manufacturing activities, although accounting for
about one fifth of gross fixed capital formation in the private sector,
only 4.,9%2 (Table 7.1)., It was often notedlf that low productivity
tertiary activities absorbed more labor than industry, as for instance
with 5.8% of the new entrants being emploved in domestic services
(mostly as domestics) over the period. A second purpose of the program
stemmed f{rom the growing concentration of industrial investment in
Metropolitan Manila, which by 1974 accounted for about ome half of

all manufacturing investment in the country.gf The new emphasis to

be placed on agricultural development in the early 1970s, however, was

expected to stimulate industrial employment opportunities in

1/ The ILO (1974) report provides an analysis of trends in labor
absorption and labor productivities by sector.

2/ Estimate based on the relative capital labor ratios of 0.329, 0.764
and 1.0 for small, medium and large establishments respectively,
and regional empleyment data provided in a report by the UP-Institute
for Small Scale Industries (1977).
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Table 7.1: EMPLOYMENT AND LABOR ABSORPTION BY ECONOMIC SECTOR 1956-74

Change %Z Share in Total

Sector 1956 1974 1956-74 Change, 1956-74
Agriculture 4,548 7,684 3,136 51.2
Construction 198 403 205 3.3
Manufacturing

- factory based— /2 151 454 303 4.9

- household & small— 811 969 158 2.6
Commerce 803 1,549 746 12,2
Transport 228 491 263 4.3
Government Services 392 1,225 833 13.6
Domestic Service 332 685 353 5.8
Personal Servicez— 135 225 90 1.5
Other 104 139 35 0.6
Total 7,702 13,824 6,122 100.0

/1 Establishments with 20 or more employees.

/2 Includes establishments with less than 20 employees.

/

w

Other than domestic.

Sources: NCSO. Labor Force Surveys and Surveys of Manufacturing
Establishments.
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the provinces, particularly in small and medium industries. Hence
by addressing the constraints on the supply of capital and services
to these industries the program had the dual purposes of increasing
industrial employment opportunities in the country and achieving also

: 1
a degree of decentralization of urban-industrial development.—/
7.2 From the standpoints of implementing and evaluating the
program, however, it is necessary to define the employment objectives
more precisely; in particular, to decide what is meant by improving
employment opportunities. There is a tendency to see the desirability
of the projects financed in terms of employment creation. This is
reflected for instance in the early emphasis placed on establishing
"new'" enterprises, the more recent emphasis on 'growth'' enterprises, an
almost exclusive preference for financing fixed assets over working
capital, and a preference for financing only labor intensive small
eiterprise projects. But a closer look at the evidence on employment and
incomes suggests that the preoccupation with employment creation at
low cost places an unnecessary constraint on what the program might
otherwise accomplish:

(a) Un and underemployment rates have declined
systematically during the past 20 years,
notwithstanding the rapid growth of the labor force;

(b) Real wages, on the other hand, have passed through
periods of stagnation and other periods of decline;
and

(¢) Family incomes in the lowest quintiles have varied in

a more complex manner, but have remained low,

1/ TFor a fuller discussion of the background to the program, see the
ILO (1974) report.
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In these circumstances it is not the absence of employment, but the type of
employment and thé low incomes derived from it that becomes the main issue,.
This has several implications for the fﬁture directions of the program, the
types of projects it finances, and also for the Criterion as to what
comprises an economically desirable project,

7.3 This chapter first briefly reviews the evidence on employment,
wages and incomes, and then discusses the ifmplications for the small
enterprise programs. A comment on labor intensity in small and large
enterprises is offered, together with some observations (drawing on other
studies) for raising the demand for labor in general. A method

for evaluating small enterprise projects and programs is also outlined

(its technical aspects being covered in more detail in the next chapter).

Unemployment and Underemployment: Levels and Trends

7.4 Various series on employment over the period 1960-76 are shown
in Table 7.2, The first column shows the NCSO's estimates of participation
rates, which declined slightly over the period, from 54-57% in the early
'60s to 50—52% in the mid '70s; a closer look at the data by age group
shows that the declines were most marked among teenagers,l presumably on
account of the rising shares attending school or college.

7.5 Unemployment rates for household head$,and for the urban and
rural labor forces are also shown, from which the following points stand
out: (1) the systematic declines in unemployment rates from about 6-7% in

the early '60s to 3-5% by the mid '70s; (ii) the relatively low unemployment

1/ Labor Force Surveys. A further discussion of participation rates can
be found in Lal (1979).




/1
Table 7.2: UNEMPLOYMENLI AND UNDER EMPLGYMENT IN THE PHILYPPINES, 1960-70

Total Percent Percent Unemp loyed Measure
Labor Force Labor /3 Working 40 Visibly and Visibly of Un and % Households

/2 Participation Force Unemployment Rate 7%~ or more /4 under /5 Under /6 Under With Family

Year Rate, % (Millions)  Urban Rural Total hours/weeks Employed Eumployed % Employment % Hleads Unemployed
1) (2) 3 %) (5) (6) N (8) 9 (10)

1960 53.8 9.1 - - 6.3 - - - - -
1961 55.6 9.7 - - 6.4 - - - 12.7 -
1962 57.1 10.3 - - 6.5 - - - 13.0 -
1963 55.2 10.2 - - 4.6 - - - 12.9 -
1964 59.9 11.3 - - 6.4 - - - 10.8 -
1965 53.1 10.8 10.7 4.1 6.2 84.5 9.3 15.5 13.1 1.9
1966 55.1 11.8 10.0 5.7 7.0 84.9 8.1 15.1 11.6 1.6
1967 54.7 11.8 10.3 5.6 7.7 84.0 8.3 16.0 - 1.5
1968 49,6 11.4 9.0 7.4 7.9 81.6 10.5 18.4 14.4 2.2
1969 52.0 12.0 9.2 5.7 6.7 85.7 7.6 14.3 10.9 1.9
1970 - - - - - - - - - -
1971 50.2 13.2 8.7 3.7 5.3 89,1 5.6 11.9 8.0 1.7
1972 48,4 13.3 9.8 3.3 5.4 89.4 5.2 10.6 9.1 1.8
1973 50.4 14.6 8.0 3.3 4.8 89.0 6.2 10.8 7.7 1.9
1974 49.7 14.3 5.7 2.0 3.2 91.8 5.0 8.2 6.6 1.3
1975 51.0 15.2 7.8 2.6 4.2 90.1 5.7 9.9 6.8 L.5
1976 51.8 16,2 8.0 3.6 5.0 89.9 5.1 10.1 7.3 1.2
/1 See text for definitions of terms. (A dash indicates Lhat the data were not readily available or not avallable.)
[2 October rounds of the BCS Survey of Households except Ffor 1964 and 1969, for which surveys were only available in May; for 1971-74

(November rounds), and 1975-76 (August rounds). The May rounds do not differ much from the August/October/November rounds for

all variables except the visibly under-employed, where the differences may be as much as 3 percentage points (in ahsolute terms),

the May figures being higher; for the other serles the differences are generally within one percentage point. VYor the visibly

underemployed in 1964 and 1969, a downwards adjustment was applied to the May Round.
[3 All those recorded as wanting work on a full time basis.
/4 Includes those with a job or business but not at work because of temporary illness, vacation, strike or other reawns.
/5 Working less than 40 hours per week and seeking additional work.
/6 Gol. 5. plus Col. 7.
/3 Un-employed plus the full time equivalent of the visibly under-employed, defined in f£.n. 5. Tigures taken from Lal's (1979) report,

Table 1, Col, 10,

Sources: BCS Surveys of llouseholds for respective perilods, except for Col. 9, which is indica zd in f£.n.7.

- 681 -
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rates in rural areas in all periods (on average they have been about

60% lower than those in urban areas); and (iii) the relatively low
levels of unemployment recorded among household heads (about 1.2 to

1.5% in the mid '70s). As in other countries, unemployment is more
concentrated among the younger of the labor force, though again there is
some evidence of a decline for all age groups over time (Table 7,3):-

Table 7.3: UNEMPLOYMENT RATES BY AGE GROUP, 1965
AND 1976, (PERCENTAGE OF LABOR FORCE UNEMPLOYED IN EACH GROUP.)

Age Group All
10-24 25-44 45-64 Ages

1965 (October) 12.2% 4.1% 2.9% 6.2%
1976 (August) 9.5% 4.0% 2.47% 5.0%

Source: As for Table 7.2.

Finally, the NCSO series also show declining unemployment rates for

males and females and for both agricultural and non-agricultural workersﬁl/
7.6 A presentation of yet further statistics on unemployment rates
would be monotomnous. Perhaps the main question to be answered is whether
the definitions or the sampling methods used have changed over the years so
as to bias the estimates in some way. Neither appear to have changed
significantly, however, over the period considered.g/The unemployed are”

defined as all those "wanting and looking for work on a full-time basis

(40 hours per week)" or wanting full-time work but not. looking for it

1/ Yearbook of Labor Statistics, 1977.

2/ Ernie Pernia rightly pointed out to us that the definitions of unemploy-
ment in the population censuses of the NCSO have changed (see also
para. 6.11 and the supporting annex tables); the labor force surveys
have been more consistent, however.
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"in the belief that it was not available, or because of temporary

illness, bad weather or other valid reasoms." This definition has been
fqllowed consistently in the labor force surveys since 1956.

7.7 The NCSO's surveys also provide estimates of what are defined

as the'visibly under-employed} who are people with part-time jobs(i.e.,
working less than 40 hours a week) and wanting additional work.-y The
series are also shown in Table 7.2 (col., 8) for the period 1956-76; again
the noticeable feature is that the rates declineds from about 8-9% in the mid
'1960s to 5-6% in the mid '1970s., Working hours were also long and increased
(col. 6); in 1965, 85Z of the labor force claimed to be working more than

40 hours per week and in 1976, 90%., Ia column (9) of the table a composite

2/

measure of unemployment is provided,~ based on the full-time equivalent

of the visibly under employed plus the unemployed, and indicates that about
7.3% of man-days of work were lost due to un or under employment in 1976,

as compared to 13.1% 1in 1965.

7.8 Hence the available data show that the economy has been able

to absorb its labor force during the past 20 years,notwithstanding the

capital intensive path of industrial investment discussed in Chapter 5, and

the under-investment in agriculture. This has not happened, however,

without its cost In terms of the quality of employment provided and its effects
on the real wages and incomes of the labor force.

3/
Changes in Real Wages Over Time

7.9 Published data on wages are not comprehensive, and are

available in some sources only for Metro-Manila,and in others for particular

1/ There are of course several others definitions of under-employment based on
disparities between wages and marginal productivities of the employed. The
relevant data are not available to use these definitions here; even if they
were, however, they would not affect the following analysis for the same
reasons as_are laid out by Stewart (1977, Chapter 2) in her book on
Technology and Underdevelopment,

2/ Taken from Lal (1979).

3/ This section draws heavily on Lal's (1979) report and is kept brief. The
following includes a discussion of agriculture, agricultural wages and
earnings in self employment (which are not discussed in his report).




L

- 192 -

industries or time periods., Selected series are shown in Figures 1, 2

and 3 tabulated in Annex Tables 1 to 4.;J The first plots movemsnts in

real wages for skilled and unskilled labor in large establishments in

Manila since 1950; the second, real wages in agriculture and in selected
industrial occupations (again in Manila) over the same’ period; and the

third real weekly earnings of wage and salaried workers for several

sectors (but over a much shorter period on account of data limitations).
These figures show that, with certain exceptions to be noted below,

real wages have been more or less constant in some periods, and have
declined rapidly in others; the period of most rapid decline was

1969-74, when real wages fell in someAsectors and occupations by over

40%,

7.10 What caused these changes? An allowance must of course be made
for measurement errors. It was pointed out to us%/ that the introduction of
wage supplemehts and bonuses in the 1970s may have given an exaggerated
picture of the downward trends shown in same series. While the various
series treat these factors differently,gj however, and sometimes ignore them,

they give results that differ more in magnitude than in direction, as can

1/ The data have the advantage of coming from several independent sources,
which serve to provide some cross-checks. The seriles draw on the Central
Bank's surveys of large establishments in Metro-Manila; Beacon, for
agricultural wages; the BCS (later NCSO) surveys of households; the NCSO
surveys of establishments; and unpublished Wage and Salary Surveys in
the Philippine office of Compensation and Position. The Wage Commission
alsa make independent analyses of the wage series from these sources in
connection with minimum wage legislation, and presumably check the series

further.
2/ By John Powers.
3/ The NCSO's series count weekly earnings and the Central Bank's monthly

earnings, so both ignore cash bonuses such as the "13th month bonus."
The NCSO's establishment data, however, are based as annual earnings,
presumably include cash bonuses, and also show a precipitous decline
in labor's share in value added in the 1970s.




@ © « (o] (=] (&) ()

. M . . o .
) [ je) [ O <« (4
o o a ad [and w w

— —

T 1 1 e T 1 ST S
] i | T f T _ TT —l mu‘i\ﬂlﬂ _,J.J.JW

7
.

—

ﬁm-

£
-/MA/
O TS

,l..Llh;r Lo .r._L.Ll_Ll—IF.rw_w. F\Lu._:‘.;m.‘.ruuw..;ﬁw.\,_!b!‘_i_;_!..lk,_Llr. . ._ir.rr._![:rrrnrk:h._lhh

© «@ (9] «Q «© «© Lo © (@) (%)

«© (] () © (]

i~ n wn 4 o
—

«© [ (=}
. . . y
(0] (] (] 2 (] (o] (%] 0
I3 . [$] 3] [:3} ~ [Ye}

l ...

ﬁ.l.

(XJONT) STLUM I95M HTY




)

1"
o)

a
el

rJ
g3
<N

.

(WY

(B
[\

rT1 T'I'}"TW i
}-

F-

t

E-.l ar bt beora by

Y}

[Qn]

)

ol S

mn

cl

(s

Na!
(o}

1
1

(]
J2
¢

N2l
A
o]

(A ]

L ALE

.

(o
[ge]
(a3}

.

un
r~

—

iz

R

;:,—‘1 +
I‘

Lt I 1

tmn

()

)

-

T 'T'T'T”I"T T ‘T'"IF'T‘]"TT it

i1

W

1oy
!

N
(o]

-—

rrrrrer el

(W}

o«

-

gl

r

),

)

\
7

He
K

~y-
A
%

K
.

}_

N

D

N

T {'T'T'T".I"ff TTTTITY

.

A

\F
SN

¥
EA SN

L,{_Li)l L boaaabavaa oy oy

~

e~
PR
Lo~ s

(]

e et e S o e P o

e e e




- 195 -

)

4
[

L

(73]

ir.
[gh!
)

Lot
Vo]

S
mn

(e}
)

ot

m

1974

1373

cJ
-
(&)

1378

™
48]
m

—t

Q o (o] (] (@] o
o o o o (] (e8]
« v (9] wm e L
—— - -

ML I B B B R
-
- T e
(&} ) >

B podibie s

Ut =~ Y ' wr
- 0o e T 1= u

1.0 k- (R4 »
- [ S I TN I A (W R f:'
» R R IR e B

90 T 4 S P € S AR
- L) L kW e W /

e T Uy ISOST oW /
L [T Ao S e i /

(SRR R R i} K
L. e A VL IR B o i L

] ' 1 v 1 i s

v X 4 w11 % B ‘\
i ‘\

(]
- G &
— [dul
- - /
b~ I/'
- / 4
/ /;

- y:
) t / j i
_J_J_JML,i JSJ“Jﬁi_J J_.th,ﬁ?L-l“L,L,(,L”Lgk.L‘Lulmlf,QL_L.lul_L_L.l*J.me-Jml.l_J~L p}l L,1®L~l.4_.

&) [l () « (o} wr O < o (9] 2
(op)] [ge} < « (] ) O jop] [ (49 «
o~ - (@] (&} m 9 U wn ~r (12} (]
— — —

(M3IM ¥dd SO0Gdd) SONINYUI TU3Y

o

(]

gy

<

m

—

[ %3]

o

e




- 196 -

be seen from Figures 1, 2 and 3. Furthermore, detailed analysis of the series™

show a remarkable association between changes In the real wage levels and

contemporaneaus economic events. .In.particular, the changes in-any

period can be traced to ome or more of three factors:

- product prices, which have at varilous times acted
to draw investment towards the more capital intensive
manufacturing sectors of the economy, and away from the
more labor intensive sectors, both agricultural and
non-—agricultural;

- d1nvestment incentives which raised the capital
intensity of industrial investment yet further; and

- until recently, comparatively low investment in

infrastructure and suppport for agriculture.

Superimposed on this were the effects of the continual rise in labor supply.

In each instance, however, a rise in labor supply or a fall in labor demand
resulted in a downward pressure on wages rather than increased unemployment, and,
also (as will be seen later) in some shifts between wage and self-employment.
7.11 A formal analysis of wage movements is outside the scope of this
study, but in view of their implications for the small enterprise program

(which was largely seen as a way of raising the demand for labor in industry)

a short digression to summarize the main economic events and their

associations with wage movements might be useful, These events can be grouped
very roughly into five periods.

7.12 (1) 1950-58., This was a period of high prices of manufactured consumer
goods under the protection provided by exchange controls.gj There was in

consequence a large shift of investment away from the more labor intensive

1/ See Lal's report.

2/ See Powers and Sicat (1971) and Baldwin (1975).
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agricultural activities towards large scale manufacturing, and which acted to
kéep wages and productivity in agriculture at loillevels. Manufacturing
output grew at over 1% per year in this period,—J when import

substitution was proceeding rapidly, and probably accounts for the rise in
real wages, to historically high levels, in large manufacturing establishments
in the Manila area (Figure 1). The concentration of investment in

Manila, and the smallness of the large establishments' share in

manufacturing employment (about 16%) and total employment (less than 3%)

in the '50s necessarily confined any favorable impact on real waggs to a
Very small share of the labor force.

7.13 (2) 1958~63. By the late '50s the possibilities for further
import substitution were becoming increasingly limited. Industrial

growth rates declined quickly to one half and then (by the early '60s)

to one third of the levels in the early 'SOs, averaging about 4.9% in the
period 1958-64 (Annex Table 6); in addition, the capital intensity in
large-scale manufacturing rose steadily, in part because of a range of

2/

exemptions on import duties on machinery and equipment to industry._

Both lowered the demand for industrial labor and, while this may have resulted
in a slight reduction in the growth rate of industrial employment (Annex
Table 6), its main consequence was a sharp fall in real wages

(Figures 1 and 2).

7.14 (3) 1963-69. Beginning in 1960, the exchange controls and a

multiple exchange rate system were gradually phased out, the process being

1/ See Annex Table 6. 1In the early 1950s, the growth rate was around 15% p.a.

2/ See Powers and Sicat, op.cit., for a further discussion.
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completed by 1963. Protection was maintained under tariffs. This
might have reduced the relative price of manufactured goods slightly
since, though the tariff system was instituted in the 1950s, prices

up to 1963 were above c.i.f., prices plus tariffs.;J The period

1963-69 was one of relative price stability, while the industrial
growth rate also bottomed oyt at 4-5% per year. Real wages in large
industries remained more or less constant in this period (Figures 1 and
2) while real wages in agriculture fell slightly (Figure 2).

7.15 (4) 1969-74. 1In this period several events seem to have

had an influence on the observed decline of real wages all round - in
modern establishments in Manila (Figures 1 and 2), in agriculture
(Figure 2) and in non-industrial sectors (Figure 3).2/ To promote
backward linkages in industry, the Investment Incentives Act offered
tax reliefs and subsidies for the capital goods manufacturing sectors,
as discussed in Chapter V, again shifting resources away from the

more labor intensive (non tradeables) sectors. But the main factors
reducing real wages, at least in industry, appear to have been the management
of aggregate demand and trade deficits in 1969, and in 1972-74 a rise
in the relative prices of locally manufactured goods induced by rising
world prices and the maintenance of a fixed exchange rate4§/ In each

instance it was argued that the effect was to raise the relative prices

1/ "So long as exchange controls were in effect the tariff system served
(merely) .... to permit the Government to share in the rising scarcity
premia on imported goods." Psyers and Sicat, op. cit. p. 93.

2/ The declines also occurred in most regions of the country, according to
Annex Table 5. While this Table 1s for the period 1973-76, note that
there were also large declines in real wages between 1973 and 1974
(Figures 1, 2 and 3),

3/ Lal, op. cit,, p. 114 et, seq. It should be added that "this was a period
of great instability in the economic environment. A substantial surplus
in the trade balance ..... (followed).... the upsurge of international
prices of primary commodities (in 1973).... (and which was then) .....
completely negated by the sharp increase in the import bill for crude oil ,.
Bautista and Powers (1979) op. cit. p. 22,

1"




of - and cause a permanent shift of resources towards - the morz capital
1/

intensive traded goods sectors. Finally, although agriculturé was

by then receiving higher priority, the programs had yet to have a major
effect, and were tn addition set back by crop diseases and floods in

1972 and 1973;2/

7.16 (5) 1974-78., Since 1974 the declines in real wages appear to have
pottomed out in the nqn—agriculturgl sectors (Figures 1, 2 and 3), but to
have risen sigrnificantly in agriculture for the first time in over 20 years
(Figure 2);EU there was also an increase in agricultural wages relative to
those for industrial labor in Manila (Figure 4).ﬁj In the '70s, and

particularly since 1974, output in foodgrains has also rise at historically

high rates, following the introduction of the agricultural development

~

programs mentioned in chapter 6;2/ Given the importance of this crop im

the country, it is possible that this has had a significant effect on raising

the demand for - and thus the wages of - both farm and non-farm labor in the

1/ 1In 1972-74 the effect of holding the exchange rate constant was an
unambigious rise in the relative prices of traded goods. In 1969 the
events were more complicated. According to Lal (p. 111 et. seq.)
excessive Government spending caused a rise in domestic expenditures omn
non~-traded and traded goods; a rise in the relative prices of non-traded
goods; and a balance of payments deficit. Rather than restore the
trade balance and relative prices through a period of deflation and
mild devaluation, the Govermment devalued by over 40%, actually resulting
in a larger share of investable resources being allocated to the (more
capltal intensive) traded goods sectors than previously. Inflation
followed, real wages declined as did labors' share in value added in
manufacturing (which was 23% in 1969, and 15% in 1974, according to the
establishment surveys). The redistribution of income that took place
intensive sectors) presumably further reinforced the shifts in production
through a redistribution of consumption patterms.

See Chapter VI, Figures 1 and 2.
There were some slight rises in 1959, 1961, 1969, 1970 and 1973.

John Powers pointed out again that the comparisons may be distorted
depending on how wage supplements were treated in the series.

See Figures 1 and 2 of that Chapter and the accompanying discussion.
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provinces. Finally, although the structure of protection did not change signif-
icantly in this period (though changes towards a less-protective policy are now
being considered), large scale manufacturing was relatively a larger

source of employment than previously,lj and its continued expansion was
probably having a greater influence on the labor markets.

7.17 The above explanation of wage movements obviously rests

on the assumption of a competitive labor market, in which any differences
between labor demand and supply are eliﬁinated by changes in the

wage levels; thigbaséumpqion applies both to individual sectors (wage
relativities) and to the sectors in aggregate (wage levels)., These

2/
assumptions have been investigated elsewhere and hold up to

scrutiny. There is, for instance, no evidence of institutional, technological
or geographTE'constrain;s on the labor market which seriously

affect occupational mobility. Minimum wage legislation has probably only

a slight effect on thes labor market (and then only on a small number of

large firms); minimum wages have generally followed rather than led actual
wages in the past 30 years,éj and small firms registered with NACIDA are

exempted from paying minimum wages under the Labor Laws.

Earnings in Self Employment

7.18 The general declines in real wages over the period since the

mid '1950s do not provide a wholly satisfactory picture of what happened

1/ 1In 1976 it accounted for over 35% of employment in manufacturing.

2/ See Lal's review and also Castillo (1976).

g/ See Annex Table 7, and also the ILO (1974) report for a further
discussion.
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to the earnings of the labor force since the majority (approximately
60% in 1976) are self-employed or family workers.éj Table 7.4 provides
some statistics. Approximately 85% of the labor force in agriculture
were self-employed in 1976, 33% in manufacturing and 60% in commerce.
Three categgries of self-employed workers will be considered below:
owners of very small manufacturing establishments with less than 10
workers, small farmers, and people in household manufacturing,

7.19 Owner's earnings in very small manufacturing establishments
were more stable than real wages and might even have increased in the

'70s when the latter were falling, Table 7.5 compares some estimates o

owners' earnings per day with wages in different occupations:

f

Table 7.5: AVERAGE DAILY EARNINGS OF OWNERS OF VERY SMALL MANUFACTURING

ESTABLISHMENTS AND WAGES IN SELECTED OCCUPATIONS, 1961-75

. (Pesos/Day, 1972 Prices)

1961 1967 1972 1975
Manufacturing Establishments
with less than 10 workers (whole country)
Owners' Share of Daily Value Added 18.4 19.2 15.3 17.2
Ditto - Per Family Worker (incl. Owmer) 12.2 11.9 8.8 12.5
Average Wage of Hired Labor 5.9 5.1 5.3 4.1
Selected Occupations in Manila (large industrial establishments)
Industrial Labor 11.3 10.8 10.4 7.6
Mechanics 11.4 15.3 14.0 10.6
Foremen 24.2 20.9 18.3 14.3
Agricultural Labor 6.1 5.4 4,0 4.0

Sources and Basis of Estimates: See Annex Table 8 for Manufacturing
Fstablishments, and Annex Tables 2 and 3 for other occupationms.

1/ For brevity, family workers will also be referred to as being self-
employed. ’
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Table 7.4; EMPLOYMENT OF SELF-EMPLOYED AND WAGE

AND SALARIED WORKERS, 1965-76

No. Employed, 000s Change, 1965-76 Percent Distribution

Type of Work 1965 1976 000s % Total 1965 1976
Wage and Salary work in:
Agriculture 906 1,287 381 7 9 8
Manufacturing 593 1,106 513 10 6 7
Commerce 287 553 266 5 3 4
All Other 1,896 3,429 1,533 29 19 22

3,682 6,375 2,693 51 36 41
Self-Employed and Family Workers in:
Agriculture 4,818 6,822 2,004 38 48 44
Manufacturing 507 572 65 1 5 4
Commerce 827 1,304 477 9 8 8
All Other 267 354 87 2 3 2

6,419 9,052 2,633 49 64 59
Total 10,101 15,427 5,326 100 100 100

Source: NCSO Surveys of Households (October 1965 and August 1976).
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One can see that the earnings rates in self employment have risen

significantly above those even for the higher paid forms of industrial

labor (such as industrial foremen) in Manila. This profit incentive

helps to explain the rapid emergence of small establishments throughout

the country since the mid '1960s (see chapters 5 and 6) and why some

people have moved out of wage employment to set up their own firms (see
interview data in Chapter 5).

7.20 Turning to small farmers the only time series data available are
those of the Family Income and Expenditure Surveys (FIES) of the NCSO, which
since 1956 have been conducted about every five years. These data, which-

are reproduced in their raw state in Annex Tables 9 and lO)have quite

wide (if quantitatively unknown) confidence intervals because of changes in
sampling and questioning procedures between surveys; measurement errors

were alsc large, and family incomes were hndgr—reported more in some. years théﬁ
in others.;/ But from the perspective of the present study, omne relatively
non-controversial conclusion can be drawn. This is that the capital intensive
development path of the economy did not act to increase unemployment rates
among the self employed in agriculture; but as with wage labor, to depress
earnings. The majority of families in the lowest quintiles in 1971 were
self-employed in agriculture: 61.7% in the lowest quintile, 50.2%Z in the
second l@wesé and 42.17 1in the middle quintile (Table 7.6). Up to 1970 it is
difficult to tell whether incomes rose or fell for these groups, but in either
event, they remained at very low 1evels.2/ In the 1970s the NCSOs surveys

(FIES) suggest a marked increase in income of about 30-50% for the lowest

two quintiles (Annex Table 10); this could either be a measurement

1/ See Berry (1979), Mangahas and Barros (1979) and IBRD's Q9§O)'draft on
"Poverty, Basic Needs and Employment."

2/ Berry (1979) and IBRD (1980). Recalling that the majority in these
groups are small farmers, roughly constant real incomes in this period would
also be consistent with roughly constant (or slight increases) in labor
productivities (Annex Table 6). In the 1950s value added in agriculture kept
pace with the growth of the labor force through land expansion and in the
1960s through increases in yields. TILO (1974, pp. 442 et, seq.)
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Table 7.6: MAIN SOURCE OF FAMILY INCOME BY FAMILY INCOME
GROUP AND TYPE OF EMPLOYMENT, 1971

Type of Fmployment of Main Source of Income

Wages & Salaries Entrepreneurial Activity in
8 Family Income » Agri-~ '’ Non Agri- Trading & Manufac—- Agric-  Other / /2
Group cultural cultural Tramsport turing culture Sources= Total—
o veesrsscessasersss No. of Famildes, 00CS tuvuvevernsnsavscaoaorans
Lowest 207 138 133 79 44 784 90 1,270
Second 207 158 263 99 40 637 72 1,270
Third 20% 194 333 101 41 535 66 1,270
Fourth 20% 136 595 129 36 326 47 1,270
Top 207 54 725 176 36 174 106 1,270
Total 680 2,050 584 197 2,456 381 6,350
eesssesccsnsesass Percent Distributdoniceievierearinsnencaraanns o
Lowest 20% 20.3 6.5 13.5 22.3 31.9 23.6 20.0
Second 20% 23.2 12.8 17.0 20.3 25.9 18.9 20.0
Third 207% 28.5 16.2 17.3 20.8 21.8 17.3 20.0
Fourth 20% 20.0 20.0 22.1 18.3 13.3 12.3 20.0
Top 207 7.9 35.0 30.1 18.3 7.1 27.8 20.0
100.0 100.0 100.0 100.0 100.0 100.0 100.0
cceesrssesssescss Horizontal PercentageS.iiseessssscsssasososoanes
; Lowest 207% 10.9 10.5 6.2 3.5 61.7 P BRASSINA:
Second 20% 12.4 20.7 7.8 3.1 50.2 5.7 100.0
Third 20% 15.3 26.2 8.0 3.2 42,1 5.2 > 100.0
Fourth 207 10.7 46.9 10.2 2.8 25.7 3.7 100.0
Top 207 4.3 57.1 13.9 2.8 13.7 8.3 100.0
Total . 10.7 32.3 9.2 3.1 38.7 6.0 100.0

71 Includes incomes from ownership of land or capital, and from gifts and income
transfers.

* /2 Rounded

Source: "NCSO, Family Income and ﬁﬁﬁenditure Survey.

See A
4 9 for an urban-rural breakdown. nnex Table

- - ™ R8-S can-hadhalih sl
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error or the first positive signs of a favorable impact on rural incomes

of the new emphasis on agricultural development, but is probably a combiﬁgtion
of the two.l/ The increasesin the rate of growth of output and yields

in foﬁd grains support the last view; there is also some circumstantial
evidence for it (see Chapter 6) in that the emergence of establishment-

based manufacturing in the provinces, the corresponding decline of household

manufacturing, and the growth of commerce in the rural towns in the late

60s and 70s could not have occurred without some lead from agriculture.

1/ Although there is no shortage of criticism in the studies cited of
the unreliability of the FIES income data (and in particular of the
1975 surveys) the data in fact square quite well with the wage series
discussed earlier. The following list converts the 1975 income data
for each quintile into a daily earnings rate by dividing by 300 working
days per year, and then provides some examples of types of wage-earners
whose families (if they were the family head) would fall into these

groups:
Qunitile Mean 1975 income (1972 prices) Correspcnds to (Examples)
Lowest 20% B 1,141 = B 3.8/day Agricultural Labor (Anmex Table 3).
Second 20% 2 1,951 = R 6.5/day Unskilled industrial Labor
(Annex Table 2)
Third 20% R 2,707 = B 9,0/day Various categories of skilled

industrial labor in Manila
(Annex Table 2).

Fourth 20% B 4,000 = B 13.,3/day Industrial formen {Annex Table 2);
lower end of earnings from self-
employment in manufacturing
(Table 7.5).

Top 20% ' B 11,240 = B 37.,5/day* White Collar and property owners.

(*Mangahas and Barros (1979) rightly point out that, as in previous surveys
incomes in the top quintile have been particularly susceptible to under-
reporting.) Similar cross-checks on wages and the 1970 FIES income data

are provided in Annex Table 15 (saurce note (b), third paragraph), again with
no marked anomalies between the two sources being apparent.
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7.21 The effects of the economic events described above on

families primarily dependent on self-employment in household manufacturing

are more mixed, since these families are found in all income groups,

low, medium and high.;/ To make a general point again, however, it was

incomes (rather than unemployment levels) in these activities that were most
effected by the pattern of investment in the country. A large proportion

of household manufacturing activities are rural (Annex Table 9) where the

incomes are dependent on the markets generated by agriculture; others

are tied to low income markets in the urban informal sector, and indeed

are part of it; while a not insignificant number later emerge as establishment-

based manufacturing units (Chapter 5 and 6) in the high growth markets.

Incomes and Occupational Mobility

7.22 Changes in the incomes of the labor force can be considered in

two parts: changes in wages and earnings within given occupations, and which

were discussed above; and others-arising from the movement of labor, during periods
of marked structural change,zf towards better paying occupations. The latter

are discussed briefly below, and serve to highlight the kinds of activities

that should or should not be considered for finance under the small enterprise

program if it is to effect an Ilmprovement in earnings opportunities. It

;j See Table 7.6 which shows that in 1971 there were 36 thousand families in

the top quintile primarily dependent on entrepreneurial activity in
manufacturing, and another 36 thousand in the second-top quintile., There
were, at that time, less than 60 thousand manufacturing establishments in

the country, dimplying that at least 12 thousand families primarily dependent
on” household manufacturing were in these quintiles.

[

2/ The movement helps to explain the paradox of incomes not necessarily
declining, and possibly Increasing in recent years, in the presence of
the significant declines in real wages -~ though changes in the earnings in
self-employment must provide most of the explanation. See also Berry
(1979) for a2 discussion of wages and incomes up to 1970.




1/

is convenient to consider the movements themselves in two parts:
i.e., movements tif of the self-employed into better paid forms of wage
employment of self-employment elsewhere; and (ii) of wage labor into better
paid forms of wage employment.

7.23 The extent of the former is indicated in Annex Table 11

(bottom three rows) far the period 1965-76, Over this period the share of the
labor force in wage and salary work rose by 6.2% in absolute terms (from

40,6 to 46.8%) and in self-employment in the tertiary sectors by 1l.4Z2 In

self employment in manufacturing there was a slight decline of 1.2%, mostly
on account of people leaving household manufacturing, and in self-employment
in agriculture a decline of 6.4%. As one might expect, a comparison of

these shifts with the income distribution data shown in Table 7.6 reveals

that they were greater the greater the likelihood of an income increase:

Absoluta Change in Income Distribution of

Type of Occupation Share of Labor Force Occupational Group
(Table 7.6)
Wage or Salaried Work + 6.2 Strong upwards skew
Self~Employed
-~ Trading and Transport + 1.4 Skewed upwards
~ Manufacturing - 1.2 Fairly Flat
~ Agriculture - 6.4 Strong downwards skew
0.0

7.24 ‘It is possible to project these changes on the income distribution

data shown in Table 7.6 to estimate, holding other things constant, their effects

on incomes. Briefly, the distribution of incomes for the whole labor force

1s a weighted average of the distributions for its occupational groups, in

_;/ A third part is the movement of wage-earners back into self-employment,
and which was briefly discussed above.
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the present case wage and salary earners and three categories of

self-employed workers (in agriculture, manufacturing and commerce); the weights

are then changed to reflect the occupatinnal shifts, holding the component
distribution;constant.ij The calculation is provided in Annex Table 11,

and shows that the approximate effects of these shifts (other things
constant) would be to have raised the average income of all families in

the bottom two quintiles by about 9% over the period, and the average
incomes of those famililes who actually moved by about 56%52/

7.25 A comparable calculation for the effects of occupational shifts
of wage labor is only possible for the period 1960-70 (at least until the
1975 establishment census becomes available), Annex Table 12 shows the
changing shares of employment for the various categories of skilled and
unskilled labor. The share of wage labor in agriculture declined by one
third, from 32 to 21%; in household manufacturing (where one in four workers
are hired) by one sixth; and remained statiomary or declined very

slightly in domestic services. These are all among the lowest paid forms

of wage labor. In the higher wage occupation the shares increased: in large
and small production establishments, sales work, land transport and ia the

‘ hotel, restaurant, service and other trades.gf The same table shows wages in the
higher paying occupations to vary between two to four times above those in

lower paying ones. The effects on average wages can then be divided into a

change due to the decline in real wages, and a change due to the increase id the

If the shares of the four occupational groups are S RERCIT (Z8,=1) and

the distribution vectors are (Dl) o (DQ), then tﬁe aggregate distribution
vector is (O) = 8 (Dl) + SZ(DZ) + S3(D3) + S4CD4). The values of SI“"'34
are then changed %o get the new (D)7

See supplementary calculations (2 and (3) in the Table.

Professional administrative and clerical workers are excluded from the analysis
since the intention is to examine income changes in the lower quintiles.
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1/

shares in higher wage occupations._- The calculations are made in

Annex Table 13, which'suggests that the latter offset about 80% of the

declines in real wages in the 1960352/ Had of course the labor demand
conditions been such as to raise real wage levels, the occupational

shifts (which in those circumstances could well have been greater) would

have acted to increase incomes yet further, as opposed to simply having a
mitigating effect on the adverse consequences of declining real wages.

7.26 To sum up the discussion so far, the economy has been able

to absorb its rapidly growing labor force, but the labor demand conditions
resﬁlting from a capital intensive development path have exerted a downward
pressure both on real wages and on earnings in self-employment. But analysis
of occupational structure shows a continual movement of labor out of ill-paying
to better paying forms of wage and self-employment., This movement has been shown
to have a significant effect on both the level and the distribution of incomes,
though the effect cannot be quatified preciselﬁ oﬁef'thé period 1935;76.

Implications for the Small Enterprise Programs

7.27 It follows that the program should be seen as an agent of
structural change, by encouraging activities that offer prospects of a real

increase in incomes and by drawing people out of ill-paying ones that do not,

1/ If W, is the wage in occupation i and S, the share of the total labor
force employed in wage labor, then the éhange in average wages in the
presence of a change in wages AW, and a change in shares AS, is
approximately Z(AW,.S, + W, AS,), This is the calculation fade in

i'vi i i
Annex Table 12,

2/ 80% = 0.7/0.9, referring to columns (4) and (5) of the table. In the
1970s, the more rapid declines in real wages were probably not offset
to the same extent by occupational shifts.
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This is different to seeing its purpose as being ome of creating labor

intensive employment, which is essentially neutral as to income effects.

The pace of structural change, and the wages and incomes of those emploved

or seeking employment in small enterprises, are obviously determined

more by leading sector policies than by investments made directly through
. the program. But this does not imply that the program is in any way a

. L .
second best measure (in the economists sense of the term) since as noted

e

earlier it is incended to serve a complementary purpose by addressing
constraints in the supply of capital and institutional services to small
enterprises, These constraints are likely to exist whatever the leading
sector policies, and also under a more efficient incentives system in the
financial sector. What is implied is that the more efficient the leading
sector policies, the greater the benefits of the program are likely tc

be in terms of its capacity to raise incomes. A more efficient system

of industrial incentives is likely to encourage the growth of the more labor
demanding industrial sectors and favor a greater investment in agriculture.
Both can be expected to bring about a more rapid emergence and growth of
small and large enterprises in the Philippines at the present time on account
of their influence on the domestic product markets. Additional financial,
institutional and infrastructural support for a broad based growth of
agriculture can be expected to have the same effect, particularly in the

[ provinces; there 1s indeed some evidence that this is happening already.
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7.28 What is a suitable criterion for financing or otherwise
supporting small enterprise projects? An obvious one is to accept only
those projects with a demonstrated potential to generate income sufficient
to pay labor after all other costs have been met., That is:

Present worth of sales less material and capital costs > 1
Present worth of labors' earnings

This 1s of course exactly equivalent to using the rate of return on capital
1/ 2/
as a criterien, or more simply to saying that the project should be profitable: -

Present worth of sales less material, capital aad > O

labor costs
So at least from the viewpodnt of the extensionists and the financial
institutions they are doing the right thinz in financing only profitable projects.
7.29 From the viewpoint of the Govermment agencies, Lowever, it is
natural to inquire if following a purely financial criterion - profits -
does not lead to some conflict with the économic aims of the program. Should
weight be given to certain types of projects, for instance, over and above
financial considerations? The short answer is that chere are now standard
ways of adjusting the above criterion by using shadow prices and shadow wages
instead of actual prices and wages when making the calculations. These are
discussed further in the next chapter in the context of the Philippines’' small

enterprise programs, Shadow wagesare probably not very different from aqéﬁé;-

1/ If S represents annual sales, and M, (WL) and K respectively represent
materials, labor and capital costs (W=wages, L=employment), then 1f A(r) is
the annuity rate this criterion is

S-M~- (WL) -~ A(r) K> 0

assuming for simplicity a constant time stream for each variable. If this is
get as an equality, the rate of return is derived from:
AR) = (S - M - QLYK

where ® 1s the rate of return. The fifst criterion mentiaoned above is

(S - M - A(x)K)/(WL) > 1.

2/ Where no incremental employment is involved, either this or the rate of
return criterion would have to be used.
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wages, on account of the lack of constraints in the labor market;
but the shadow prices of products, materials and capital inputs may
differ substantially from actual prices on account of the present
structure of industrial incentives.
7.30 To elaborate on the point about shadow wages, if people are
to move into wage employment in(say) a project financed by the progran,
the actual wages offered should
(a) be better than wages or earnings in
alternative occupations, and
(b) include a sufficient financial incentive to

cover the transport, resettling and any other extra

personal costs anticipated by the employee.
The sum of these two terms gives the social opportunity cost of labor
(or the shadow wage rate), and equals actual wages unless there are any
marked inefficiencies in the labnm market. Where inefficiencies do exist
it is necessary to estimate (a) and (b) from survey data or other sourcele
to determine whether a project is likely to improve earnings opportunities
or not. At the present time in the Philippines wages probably do reflect
(2) and (b), at least to a good approximation, and the employment issue
in the country arises not from inefficiencies in the labor market, but from
an insufficient number of employment opportunities in the better income
occupations. It is the provision of such opportunities that should form
the central task of employment policy, of which the small enterprise
program is a part. The merit of the profitability criterion stated

above it that it provides a strict test of whether the project in question

1/ E.g. on the lines recommended by Little and Mirlees,
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is in pracfice capable of raising incomes.
7.31 It would obviously be impractical to apply shadow prices to
each project financed by the program, and also unnecessary. There
are too many judgements and interpretations required for shadow prices
to be applied reliably by extensionists and bank appraisers;
in addition, the financial profitability of the projects is unavoidably
the over-riding consideration of the enterprises and the financial
institutions. But shadow prices could be applied .to samples of projects
by ﬁhe research or evaluation groups of the agenciles involved: e.g.
to provide guidance on which kinds of activities might be supported,
establish sector priorities, decide whether and in which ways the program
might be expanded or contracted, or (a more general point) provide an
empirical base for industry studies. If such studies are done, they are
perhaps better done ex post than ex ante since, first, the data used would
be more reliable and objective, and, second, they would provide feedback
on the progress of the program and problems encountered. Ex post evaluatiom
(like monitoring surveys) is now a common feature of many types of
development programs on account of the uncertainties about the design of
the programs and the lack of information about the intended beneficiaries -
both of which are also apparent in small enterprise programs.
7.32 What kinds of projects are likely to meet the above criterion?
Most frequently, they would be in types of activities in which the demand
for labor is rising, as with sectors having a large number of expanding
enterprises., Second, projects offering prospects for acquiring new or

upgrading existing skills in various waysgsince these are exhibiting rising
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shares in industrial emplovment and succeed in attracting labor on

account of the higher wage levels. Conversely, the more marginal

of the household and very small scale manufacturing activities would

not meet the criterion.l/ Finally, projects that do not necessarily

lead to a direct increase of employment in the enterprise would also meet

the criterion, provided a net income gain is involved; working capital

loans are often a good example here (though sometimes these are associated
2

with an employment increase),—/ but certain types of investment projects

to enhance the efficiency of a business in various ways could meet it also.

Indeed, projects with infinite incremental capital-labor ratios are not

ruled out by the criterion.

Labor Intensity in Small Enterprises

7.33 Since investment in small enterprises was seen as a way of raising
" the average labor intensity in industry, it might be useful to examine the
implications of this last point further; namely, why projects with large

or infinite incremental capital-labor ratios are often desirable and why
others with very low ratios often are not. This will serve to make the
general point that what is required at the present time is an increase

of labor intensity across the board in industry, in both capital and labor
intensive sectors, to levels commensurate with the relative opportunity

costs of capital and labor,

1/ Gdiven the large number and heterogeneity of household and very small
scale manufacturing activities, a heavy reliance must be placed on
the screening procedures of the lInstitutions to determine in any given
case whether a proposal offers prospects for an earnings increase.

See Chapter 4, para 4,24,
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7.34 To begin with, the overall labor intensity of small industry
in the Philippines, as in other countries, is greater than it is in large

industry (Table 7.7):

Table 7,7: CAPITAL LABOR RATIOS IN PHILIPPINE
MANUFACTURING BY SIZE OF ESTABLISHMENT, 1974

Size of Capital Labor Ratio, Relative Capital-Labor
Establishment B 000s/Worker Ratio (Largest = 100)

Household Manufacturing 1.4 by
5 - 19 Workers 4.7 18
20 - 49 8.7 34
50 - 99 15.2 59
100 - 199 19.7 76
200 or over 25.8 100

Source: NCSO Establishment Surveys and NACIDA (1977) for households
(the NACIDA figures are those shown in Table 5.11 in Chapter 5,
and converted to 1974 prices).

The data shown are for book values of fixed assets and are subject to the

usual problems of definition and measurement. Even allowing for these

uncertaintieslhowever, it is clear that in aggregate the smaller the
scale of industrial activity the less its capital intensity. Hence

the small enterprise program is likely to be associated with a more labor

intensive class of industrial enterprises; and, insofar as it facilitates

a greater level of investment in them than otherwise would occur, it

is likely to raise the average labor intensity of imdustry. Beyond this

general point, however, there are several doubts about using labor intensity

as an investment criterion and further, even within the range of services

provided by the program, several other actions are merited to raise labor

intensity in industry. Five doubts will be raised below though the list

could be longer.




- 217 -

(1) The evidence is not conclusive that small industries
are more labor intensive across sectors than large industries. Some data on
this point are presented in Annex Table 16. They are at the two digit level,
indicate average book values of fixed assets, and are not available for
establishments with less than 20 workers. Such shortcomings naturally limit
what can be said, but the conclusions to be drawn are strikingly similar to
those derived from better data for other countries.l/ In aggregate the capital
labor ratio follows the familiar pattern just noted of rising with scale.
But for individual sectors it is different, and almost always varies
erratically; in some sectors it rises (e.g. foods, paper, chemicals, basic
metals, transport equipment) and in others it is more or"less constant or
falls (e.g. textiles, clothinmg, wood, furniture, rubber, electrical
machinery). Thus to encourage investment in small industries in some
sectors may well raise the average capital intensity of industry. For
reasons to be discussed below this is not necessarily objectiomable from
an economic peint of view, but it does cast doubt on the assumption that
by increasing investment in small scale one is necessarily raising labor
Intensity. One reason for the higher aggregate capital intensity of large
scale is that large scale manufacturing is frequently in sectors with
intrinsically high capital intensities (e.g. petréleum and coal products,
basic metals, non metalic minerals and pulp and paper). If one excludes
these from the aggregate data on the grounds that there is little choice
between large and small scale production (and thus a comparison of K-L

ratios is not helpful) the average ratio for industry rises only slightly

with scale (Annex Table 16).

1/ Sam, P, S. Ho, "Small Scale Industries in Two Rapidly Growing Less Developed
Countries: Korea and Taiwan - A Study of Their Characteristics, Competitive
Bases, and Productivity," Employment & Rural Development Division Paper
No.53, December 1978. A. Berry and A, Pinell-Siles, '"Small-Scale Enterprises
(SSEs) in Colombia: A Case Study", Employment & Rural Development Division
Paper No.56, July 1979.
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(2) The ratio varies greatly between sectors, and a

different criterion would be needed in principle for every sector.

In Annex Table 16 no two sectors have the same ratio and the most

capital intensive sector has 80 times the capital intemsity of the least,
The variance is greater if sectors are examined in more detail since

the data in the table are two-digit group averages.

(3) The ratio can be expected to vary over time and by region
with changes in real wages. If the purpose of development policy is to
achieve a rise in labor productivities and incomes, this will require an
increase of machinery and equipment at the workers' disposal and, unless
prices of capital goods fall commensurately, an increase of capital
intensity. More generally there is an optimum ("appropriate") ratio for
each enterprise corresponding to local wages at the time of investment,
and to the current cost of capital; it is functionally related to (wagesy
(costs of capital) and rises as real wages rise.l/ One would therefore
need to undertake industry studies regulafly to determine what might be the

appropriate ratio at a particular point in time and for each region.

1/ 1If there is a continuous range of techniques available for a particular
industry, then the optimum ratio is (K/L) = a(w/r)b,where a is a constant,
b the elasticity of substitution between capital and labor, w wages and r
the cost of capltal services. If b = 0 (i.e. no substitution is possible),
(K/L) = a and is independent of the relative costs of labor or capital.
But most industries have a range of alternmatives, particularly Wwhen one
considers the extent to which second hand equipment embodying older
technologies is available (c.f. the interview results presented in
Chapter 5). In some cases nnly discrete alternatives are available,
while in others they may be increased in number by invention or
adaptation. The optimising criterion then becomes more complicated. as
it does with a multi-period optimising model with inherited capital
stock. But the point that the optimum, or "appropriate," ratio varies
with wages remains.
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(4) Some of the most labor intensive projects are also the
most impoverished and offer no prospects for raising incomes. Examples
are the more marginal household manufacturing activities; to channel
resources to them is likely to perpetuate an already low income
activity and waste the investment. The capital-labor ratio, in providing
no information about earnings, may thus lead to socially and economically
undesirable projects being financed. The merit of the financial and
economilc criteria discussed above is that they favor only those projects
that offer prospects of a real income gain.

(5) Finally, it is often desirable to finance projects with
large or even infinite incremental capital-labor ratios. Examples are
trade credits which may expand earnings without necessarily increasing
employment directly, Investments to upgrade working facilities or
machinery and equipment may have this feature too.

The Demand for Labor in General

7.35 While labor intensity (or its inverse, the capital-labor ratio)

is not very reliable as an investment criterion there are both distributional
and efficiency grounds for raising the overall labor intensity of industrial
investment in the Philippines at the present time. First consider
distribution.

7.36 A greater demand for labor would act to raise real wages and
labor's share in value added. The distributional benefits of this may

often merit the finance of "excessively'" labor intensive projects;

i.e. projects employing more labor tham a strict analysils of the

opportunity costs of labor and capital might suggest. - To allow for such

alternatives in a consistent manner, various studies have proposed that




the income streams of projects should be weighted according to the

1
income groups affected.—/ (Under this procedure the optimal capital-
labor ratio is no longer a function of wages divided by capital costs,
but of wages weighted according to income group divided by capital
costs.) Thus the methods proposed turn out to be a modification of the
profitability criterion stated above.
7.36 The weighting of incomes according to these methods remains
coniroversial on account of the difficulties in choosing weights. It
is also an unsatisfactory substitute for direct incentives to raise the
labor intensity of industry directly, most of which can also be justified
on efficiency as well as distributional grounds. The various incentives

2

available are familiar and have been examined in several studies.—/
They include: (i) a restructuring ot tariffs and of the investment and
export incentives, and which could be expected to favor a greater share
of investment in the more labor intensive sectors of the economy, both
industrial and non-industrial; (ii) cost reflecting interest rates
for industrial loans and; (iii) subsidies or tax exemptions on labor costs.
Of these, only the third item has not received the attention it merits
in the Philippines. It is evidently a redistributive device that could
be used to offset losses that might follow a removal of current subsidies
and tax exemptions on capital costs. Subsidies on tax exemptions on
incremental rather than total employment are often fegarded as a stronger
incentive, and could be applied to new investments financed during the

year. Administrative difficulties would necessarily limit the device to

medium and large industries, but it has great appeal nevertheless.

1/ Little-Mirrlees (1975) and Squire van der Tak (1977).

2/ Cited and discussed in Chapters V and VI above and in the discussion on

T wage trends and relativities in this Chapter. WNote that the increased
emphasis on broad-based agricultural growth discussed in Chapter VI.is
also likely to raise industrial labor intensity indirectly by changing
aggregate consumption patterns towards the products of the more labor-
intensive manufacturing and tertiary sectors.
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7.37 There are alsc institutional measures that can be used to
1

encourage more labor intensive investment.~/ These include the use
of the exteunsion services, the vocational training programs and the
specialized trading and industrial associations to inform manufacturers
about the more labor intensive investment alternatives that are available.
Finally, there is the role of the research associations in identifying
or modifying existing technologies in ways more suited to the current

2/
costs of labor and capital.
Conclusions
7.38 Relative price movements in the Philippines brought about
by a combination of industrial incentives and macro-economic management
policies have consistently drawn investment into the capital intensive
sectors of the economy and lowered the overall demand for labor im the
country. But the consequence was to depress real wages and also real earnings
in ‘certain types of self employment (principally in agriculture); un and
under employment rates actually fell to modest levels. Occupational shifts
of the labor force out of ill-paid employment have been extensive, and
to some extent have offget adverse effects of these trends on incomes. More

recently, the increased growth rate of yields in food grains appear to have had a

favorable effect on incomes from farm and non-farm employment in the provinces.

1/ A recent empirical study entitled "Choive of I.chnology in Low Wage
countries: A non-Neoclassical Approach'', pv Lecraw also emphasizes the
importance of non-price as well as price measures. QJE November 1979
Vol. 373.

gj The qualification here is that the aim should be to identify technologies
to minimize capital plus materials plus labor costs, not the ratio K/L.
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7.39 The implication of these various trends and changes is that

the program should continue to address itself to projects that offer
prospects of an income gain over other forms of employment that are
available. This translates quite simply into the conclusion that only
financially and socially profitable projects should be financed. Yet,
however platitudiuous this may seem, it does suggest some points of
departure for the future of the program, and which were discussed in

Chapters 2, 3 and 4. For instance, projects having large increment.l
capital-labor ratios would be desirable if they raised incomes, as with
working capital finance (though in practice this is often associated with

a diréct employment effect) and investments intended to improve the efficiency
of or the labor productivity in an enterprise.

7.40 Labor intensity as an investment or appraisal criterion was
rejected'on these and other grounds: it is essentially neutral with respect
to incomes, and is too often associated with the most impoverished activities
offering no prospects of an income gain. In addition, there is the

practical complication it it varies greatly between sectors, and

between regions and over time as real wages change. But raising the current
labor intensity of investments in the Philippines, to levels commensurate
with the relative social opportunity costs of labor and capital, remains
enormously important for the welfare of the labor force. The conclusion

in this report is that labor intensity needs to be raised all rouﬂd: in small
and large scale, in most industries and in all regions. The measures

available have been examined in several studies and are now familiar:
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a restructuring of industrial incentives, tax exemptions or subsidies

on labor costs in industry, and a continued— perhaps greater——emphasis

on rural-led growth. On the institutional side, the Govermment's extension
and training programs, and the specialized industrial and trading

associations, could be effective channels for identifying and disseminating

information about labor intensive investment alternatives. The 'appropriate’

investments, however, are those that minimize costs, not the capital-labor

ratio.
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VIII. UNCERTAINTIES IN THE CAPITAL MARKETS, INTEREST RATES
AND INVESTMENT CRITERIA

- A technical supplement to Chapters 2, 3, 4 and 7

Introduction
8.1 This chapter discusses interest rate policies and project

selection criteria in relation to small enterprise programs. On interest
rates the now standard argument is that administrative ceilings (in the
Philippines as in most other countries) prevent the rates from rising

to risk and cost-reflecting levels; lending is thus unprofitable and

does not take place. While it is difficult to disagree with this,
analysis of uncertainties in capital markets shows that removal of the
ceilings is not a sufficient condition for lending to take place, even

to large numbers of would-be borrowers with efficient and financially
sound projects, and with every intention of.repaying the loans. The
initial magnitude of the risks in developing lending programs to small
enterprises are extra-ordinarily high, while the long-run returns may

be in dispute; high cost and risk reflecting rates, assuming they were
politically acceptable, raise project risks yet further and may extinguish
any institutional interest in the market or prevent it from becoming
established., Further, the risks are high because potentially ''good"
borrowers are indistinguishable from "bad' borrowers. Since both

must be charged the same rate, the former are frequently driven out

of the market by the latter, or must substantially reduce their

1/

investment, with a loss of economic efficiency.—

1/ Or as Rotschild and Stiglitz (1976) note: "high risk individuals
cause an externality: the low-risk individuals are worse off than
they would be in the absence of high risk individuals" (p.629).
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8.2 These arguments are familiar from the literature on

uncertianty in capital markets, most notably in the market for '"lemons"
paper by Akerlof (1970), the readings edited by Diamond and Rothschild
(1978) and the recent work of Stiglitz and Weiss (1979 and 1980) and

others that will be cited.i/ Most of these papers are concerned with

the behavior of capital markets under uncertainty rather than with reaching
normative conclusions on interest rates, government financing and risk-
guarantee schemes, which is the purpose of the discussion below., The
evidence in Chapters 2 and 3 showed that both risks and administrative

costs decline over time at a rate depending on an institutiorn's response

to risk and also on the accumulation of information and experience within
the institution. That is, there is "learning by doing" of the kind
discussed by Arrow (1965), and economies of scale,each requiring a forward
looking view of interest rate policies. Optimal interest rates are derived
below first from a financial and tHen from an economic perspective, taking
into account the various constraints faced by thé institutions;both converge
to the same result, with the "best' policy suggesting interest rate

levels sufficient to make lending profitable over the long-haul, but supporting the
idea of risk-sharing and direct financing to absorb the more-immediate losses,
(This is also the conclusion reached in Chapters 2 and 3.) Given the
importance of learning and economies of scale, it is not surprising that

the expected volume of business is a crucial factor in determining long-run

profitability, and thus the economic desireability of the programs.

1/ We are grateful to Noburu Kawai for bringing this literature to our
attention in his "Comment on the SSE Research Project,”October 22, 1979.
(Mimeo), There are also some striking parallels between the analysis
below and the analysis of risk in agricultural credit policies; see
e.g. the paper by Lipton (1979), which I. J. Singh drew to our attention.
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8.3 A discussipn of these matters takes up the first half of

this chapter, which begins with an analysis of changing nature of risks.
The second half turms to project appraisal criteria, and has the following
aims: to show that (i) the benefits of providing institutional finance
ought to be measured against those of its alternatives - own savings,
retained earnings, informal capital markets, trade credits or simply of
cutting back on investment; (i1) the net benefits can be estimated from
the rates of return to capital of the investments made possible by the
programs; and (iii) the rate of return is a rigorous criterion for steering
finance towards economically efficient projects offering more gainful
employment opportunities for the labor force. In connection with (iii)
there is a discussion on the correspondence between actual wages in the
labor markets faced by small enterprises in the Philippines, and the
opportunity costs of labor.

Uncertainties in the Capital Markets

8.4 Although risks and administrative costs change over time, it is

their initial magnitude - and of risks in particular -~ that inhibits lending

as much as any other factor. This 1s partly because ceilings on interest

rates contribute towards institutions planning for the short-runm; but

given the even greater uncertainties about the demand for loans in the

long—run (at least with respect to the demand from small enterprices) it

is possible that short-run considerations would still predominate, and it is useful

to consider this case first before examining the forward-looking case.

8.5 Initial Magnitude of the Risks. To begin with a simple aggregative

statement, let p be the probability of the principal and interest due
on the loans not being repaid, and (1+r) the actual principal plus interest

outstanding per unit of principal. The fraction of principal and interest




- 227 -

likely to be recovered is (1-p)(d+r). Similarly let (1+i) be the principal

1at

and interest on raising resources, and 'a' the administrative costs of

handling the loans, each again being expressed per unit of principal.
Then for lending to be profitable it is necessary that:}/

(1-p) r) > Qt+i) + a
or r > (i+atp)/(Q-p) @B)
Note that p appesxrs in both the numerator and the denominator on the
RHS of (1) since the interest payments from the ''good" accounts must
cover the lost principal in addition %o the lost interest from the
"bad" accounts. The former are thus penalized twice, Putting some
numbers into this expression, 1 was about 16% for short term resources
in December 1979 (see Chapter 3) and of course would be higher for long-
term resources; 'a' would be about 4% but could be more or less depending
on the size and maturity of the loan and the familiarity of the bank
with the borrower. Hence the annuitised cost would be in excess of
AQ20%Z) = 33% for borrowings of 5 year maturity. If one takes the
percentage of principal and interest outstanding that is in arrears
by more than 6 monthsgj to be a measure of p, then the initizl value of

3/ 4/
p would be in the range 0.3 to 0.5 or higher. Hence for term-lending to

1/ Expressed on an annual basis, the above criterion is the same as
A(r) » A(i+a)/(1-p), where A(r) and A(it+a) denotes the annuity rate,
and can be egStimated from standard financial tables. (Here of course,
r and (i+a) are interest rates.)

gj Several banks reported that once a loan had been in arrears for more
than two quarters, it was extremely difficult to retrieve. It is
important to upot arrears problems very early,

3/ One private commercial bank reported bad debts on two thirds of its
portfolio in a private small loans program introduced in the mid'
1970s, and had consequently closed it down. This was, moreover, for
short-term loans.

4/ Taking loans of 5 year maturity.
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be profitable in the early years, risk-reflecting annuity rates would
have to be in the range 33/(0.3 to 0.5) = 66 to 100%, implying interest
rates of 60 to 97% or higherl/ - roughly three to five times the levels
required for loans to large borrowers.,

8.6 In practice, interest rates in the Philippines (as in most
other countries) are prevented from rising to such levels by administrative
ceilings. Even without the ceilings, however, it is unlikely that the
banks and non-bank financial intermediaries would be prepared to charge very
high rates for small borcowers alone., Apart from fears of political
attack, there are grounds for believing that their willingness-to-lend
would decline as interest rates rose to high levels, and that the supply
curve may be backward sloping.gf First, the margins for contingency on
the borrowers' projects as planned would be greatly reduced, raising
doubts in the institutions about the capacity of small borrowers to
service debts., Second, related to this, is the argument of Stiglitz

and Weiss (1979) that higher interest rates may attract the riskier and
deter the more comnservative borrowers, and induce others to undertake
yet riskier projects in the expectation of higher returns. That is,
while revenues per loan repald rise with interest rates, the probability
of repayment decreases, and Stiglitz and Weiss argue that there is an
optimum interest rate which under plausible conditions can be below

the market clearing rate, Hence we are still left with credit rationing

and a system in which potentially "good" borrowers are driven out of the

market by the "lemons"., Finally, the banks and non-bank financial

1/ Note that this range is comparable to that often noted for loans
in the informal sector.

" See also Jaffee and Russell (1976), who however argue that the existence
of credit rationing does not depend on the particular shape of the supply
curve.
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intermediaries have to maintain a reputation for financial soundness,
and would not wish to report high risk elements in their portfclios
even if, on account of high interest rates, those elements were not
leading to a financial loss.
8.7 Hence a policy of simply letting interest rates float in and
of itself is unlikely to induce banks to lend to small businessmen out of
their own resources, except to a small and slowly growing minority
of good standing.l/ This is the theoretical case for the risk-guarantee
schemes and direct financing by govermment banks discussed in Chapters
2 and 3; it is essentially to absorbd the initial risks of fipancing
small enterprises until information and screening procedures have
been developed within the institutions, on the assumption that the programs
will be profitable over the long-rumn., Hence from a strictly economic
point of view, such schemes are merited only if
(1) the risks are in fact reducible over time; and
(ii) the net present value of the expected returns,
once the reductions have been achieved, exceed
the net PV of losses during the adjustment period.
The latter presupposes a continuing volume of business from small enterprises
after the adjustment period., Consider these points further,

8.8 Changes in Risks and Administrative Costs Over Time. It is

convenient to consider the probability of loans not being repaid in two

parts:

1/ The growth of savings deposits throughout the country is probably
establishing the credit standing of an increasing number of firms.
The interviews iu Chapter 5 revealed that several firms had established
savings deposits precisely for this purpose.
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p' = The probability of loans not being repaid from
known creditworthy borrowers; it would include
for instance losses due to uninsured personal
misfortunes (illness or injury, economic slumps etc)
plus an allowance for 'human errors' on the part
of branch staff and/or the borrowers on the viability
of the project being appraised,

p"" = The probability of loans not being repaid from borrowers
whose credit-worthiness is unknown or is more difficult
to ascertain.

In other words p" represents the probability of financing "lemons" on
acceunt of their not being distinguishable, when the programs begin,

from "good" borrowers whose real risks to the institution, were they

not otherwise confused with the former, would be closer to p'.

8.9 No institution of course expects to be free from the risks
represented by p'; but through a range of devices (collateral, diver-
sification of portfolios) and arrangements to check on credit-worthiness,
they are kept to low levels. To gauge from the percentages of bad debts
and loans in arrears on their portfolios, private sector institutions
typically operate with a p' of around 2% (often less) for short-term loans,
and 3-47 for long term loans. The second category of risks are normally
avoided simply by not lending; in instances when it has been attempted,
as discussed in Chapter 2, they have been found to be alarmingly high
(10 or more times the level of p') even when the loans were fully

collateralized; the reaction, at least among private sector institutions,
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was to pull-out quickly. The questions to be discussed below are
thus: (i) is p" in fact reducible, and if so how is this accomplished
and over what length of time? and (ii) under what conditions is it economically
desirable to incur the losses when p" is high in the expectation of longer
run benefits once it is low?
8.10 Similarly, the administrative costs can be divided into two

parts: a'

, to represent the administrative costs of dealing with borrowers
with established credit ratings, and who are both familiar with and to

the institution concerned; and a" the extra costs of dealing with new and
unfamiliar borrowers. The latter, like p', is expected to decline over

time as the volume of lending iIncreases. The criterion (1) above is

then (ignoring the cross-product p'p'" in the numerator):

] n b4 "
i+a’'+a"+p Fp 2)

T =) -p™)

if lending is to be profitable at any point in time. (The multi-period
criterion will be considered shortly.)

8.11 Those who do not repay loans, except under the circumstances
discussed under p', vary greatly in competance and motivation. There

has beeen a tendency in the literature to classify them simply as "dishonest'

borrowers, though during interviews with borrowers themselves, or with

the branch staff of the banks who have made loans to them, it 1s apparent
that the degree of dishonesty varies greatly; furthermore, dishomesty is
not the most common cause of failure to repay. It is worth discussing this
point further since it helps to explain how institutions respond to the
risks faced, In particular, it is possible to classify those who do not
repay into four groups. First, of course, there are some borrowers, though
fortunately a small minority, who haye no intention of repaying the loans

from the outset, and are correctly described as being dishomest. They
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obtain the loans anticipating that foreclosure or making them repay will
be to; troublesome or costly for the imnstitution, or that repayments will
not be expected for reasons of zollusion. This source or risk is reduced
by the development of internal control and credit checking procedures,
and the accumulation of knowledge among the staff in the branch networks
of the more t:rustworthy business people in the local communities. A
second and much more numerous type are those who are prepared to repay
provided the incentives to do so are sufficiently strong (the "honest ig"
types). In the SMI program in the Philippines, there was a tendency
initially among many borrowers (of fully collateralized loans) not to
take repayment seriously, particularly when a large number of others

were known not to be doing so (the greater the number not repaying,

the greater the tendency for others not to repay). The reaction of

some institutions to this situation, as one manager put it, was to ''flex
muscles", by threatening foreclosure, publicising cases under litigatiom,
mounting loan collection drives, and simply by visiting the borfowets
more frequently as part of supervision to instill an awareness among

them that they were being watched. Although effects of these measures
took some time, they were probably responsible for halving the arrears
levels over the first five years of the program. They also show that p"
is not independent of a'" (nor is p' of a'), though it is not a simple
matter to decide how much administrative effort is required.;/

8.12 A commonly discussed incentive to be honest 1s the prospect

of subsequent loans, and 1s often thought to be an advantage of loans

for working capital over those for fixed capital. Stiglitz and Weiss

1/ Obtaining and training qualified staff, in particular, can be a
problem, See e,g. the figures of DBP's staffing, discussed in Chapter 2.
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(1980) consider this non-price incentive, noting that 'banks can exploit
the desire of firms to obtain loans by conditioning future loans on the
repayment of past debts" and adding that subsequent loans are generally
less risky than the first, (The significance of this incentive was

also apparent in the interviews discussed in Chapter 5

above.) Elsewhere, Bottomley (1975) has argued that subsidized interast
rates provide an incentive to repay 1f subsequent loans are permitted,
since the borrowers have an obvious reascn for remaining on good terms
with the institutions that offer them; this does not, of course, argue for
subsidized’ interest rate policies, but it does help to explain the low
arrears and default rates in administered credit schemes in some countries,
8.13 A third type not repaying the loans are perhaps best described
under the heading of "homest mistakes.'" Instances of these in the
Philippines were discussed in Chapter 4. 1In the early years of the program
there was a tendency to be too optimistic about the sales prospects

of businesses to be expanded under the loans, with costs and overheads
being higher, and sales lower and later, than anticipated. The reduction
of risks of this type proved to be a matter of experilence: specifically,

a knowledge of what happened to previous projects after finance pioved to
be a valuable lesson for the loan appraisers, who became stricter with
subsequent loan requests, and better counselors to the borrowers.}/ A
further source of risk under this heading, and which is common in many
countries besides the Philippines, is the over-emphasis of fixed capital
finance, and the under-emphasis (and sometimes neglect) of working capital
finance. Apart from a shortage of the latter placing a financial stress

on business expanded under the former, working capital finance i1s inherently

1/ Risks are also a function of size, type and maturity of loan and newness
of the business (see Chapter 4), Statistical analysis of risks often
helps institutions to develop better ground rules for lending.
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less risky to supply and would be consistent with the theory behind

the risk-guarantee and direct financing schemes (i.,e. to reduce p"

so that long-run profitability is achieved).

8.14 Fourth and last, there are those who, however honest, prove
not to be successful or competent in their business (the honest "but'
types)., As in other instances discussed above, a growing knowledge of
local enterprises within the branch networks helped to reduce this
source of risk in the Pﬁilippinesi Given the higher turnover rates of
small and very small firms, it was also found to be important to finance
businesses with proven records,éj and most institutions interviewed now
have stricter criteria for this.

8.15 Similar observations about the changing nature of risks, and
how they may be reduced by various measures, or sometimes simply through
knowledge and experience, are also noted by Akerlof,g/ who also stresses
the importance of knowledge of the local communities., He quotes several
cases that are still worth reading, including one regarding seasonal
credits offered by cotton ginning companies in Iran, in which "in the
first years of operation large losses (were to be) expected from unpaid
debts - due to poor knowledge of the local scene." It is nevertheless
clear that the period required to reduce p" (and also a") to comparatively
low levels can be quite long, particularly if the emphasis (which is
excesgive in our opinion) is placed on term loans, In the first five

years of the SMI program in the Philippines, for instance, the probability

of loans not being repaid has been reduced to less than one fourth of the

1/ .C.f, Chapter 4, in which it was found that financing new business
was about twice as risky as financing those already existing.

2/ Op. cit., pp. 246-249,




- 235 -
1
levels originally experineced, but it is still significantly higher than
private banks would consider to be acceptable.

8.16 A Forward-Looking Fimancial Criterion. The decision to

initiate a program is profitable if the present worth of the annual
returns exceeds the present worth of the losses represented by p" and a"
during the adjustment period. If the volume of lending in any year t

is Qt and ¢ is the opportunity cost of resources to the institution,

2/
expressed as a yield or an inter~est rate, this criterion is:-

;p Q#0)@-pA-p") 4 5 ¢ (+i)ta’+all .Q 3

t (1+c) £t (l+o)t t
3/

Rearranging (3), and neglecting the cross-product p'p", lending to

small enterprises is likely to be profitable over the long haul if the
interest rates on loans are allowed to rise such that
Cita'tp') + [2G@"p"Q,/(+e) T +1Q,/ (He) ]

T > " e 4)
A-p') - [Zp"Q /(1+c) 7] + [2Q./ (4e) 7]

8,17 The second terms in the numerator and denominator represent the
losses during the adjustment period. Both are present worthed and
weighted by the volume of business; both are also divided by the present
worth of the volume of business. The terms involving p" and a' are summed
over the period over which these quantities are significant. As discussed

above, this is not necessarily a short period; it is, however, shorter

1/ This happened in two ways. One through the reduction of arrears within
DBP, and the other through IGLF lending becoming more concentrated in
institutions prepared to develop the procedures and expertise. See
Chapter 2,

2/ In practice ¢ and i are probably quite close.

3/ 1Including it does not affect the substance of the argument.
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than the period over which the denominators should be summed. If Qt
expands rapidly, the second terms are likely to be small, and conversely
if Qt does not. Hence the likelihood of establishing a profitable lending
program turns in an obvious manner on one's assessment of the role of
small enterprises in the economy and on the growth of their demand for
institutional credit.

8.18 The limiting case of (4) accurs at high rates of growth of

demand and/or when a'" and p" decline to low levels over a comparatively

short period. It then approaches:

1 !
r > 3—%}€3E%lil— (5)

(Note that the static case, given by (2) above, yields the same result

if a" and p" are written as declining functions of Q.) It also approaches
this level the more the losses due to a'" and p" are cushioned by the
risk-guarantees and the spreads on government backed financing schemes
such as were reviewed in Chapters 2 and 3.

8.19 In those Chapters it was revealed that there remains little
long-run interest on the part of the private sector institutions in the
Philippines to develop lending programs to small enterprises, even though
the losses from a' and p'" are being cushioned as described. The basic
reason for this is that, under the current administered interest rate
policies, even the less stringent criterion, (5) above, is not being met,

8.20 Interest Rates and Governwaent-Backed Financing Schemes, Supposing

there was a high volume of demand for credit., Interest rates corresponding
to (4) or (5) would not need to rise to the extreme levels previously

estimated (from (1)), sufficient to depress the demand and extinguish
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any institutional interest in meeting the demand. In this case the

arguments for the schemes are no longer strictly economic or fimancial

in nature:

(1) Even small differentials in interest rates
between small and large borrowers may be resisted
politically, except perhaps those that can be accomodated
under reductions, within an otherwise uniform structure,
for prime borrowers. As noted earlier, the private
financial institutions may face this constraint in the
absence of any ceilings set by the govermment. In ﬁhis
case the schemes become a device for narrowing differentials,
and are a "second best'" measure from an economic viewpoint.
(ii) Perceptions differ between the public and private sector
as to the extent and growth of small enterprises and the
1/

growth of demand for credit over the long-run. In this
case the schemes are a device for promoting investments
in regions and activities in which the public sector
expects a satisfactory return to the econmomy but in which

the private financial sector has doubts.

;/ Given the limited information and understanding on the extent and changes
in the size and regional distributions of industrial development, these
differences of perception can be huge. E.g. infrastructure improvements
and agricultural growth have been shown in this report to increase small
business activity in the present stage of development in the Philippines.
But an entirely oppousite view 1s still quite prevalent, and until recently
had some theoretical support (see Anderscn and Leiserson (1980) for a
discussion): tlils is that such developments lead to an increasing demand
for externally manufactured goods and a rapid decline of local small scale
industries all round.
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(iii) While the private sector bases its projects on

expected returns adjusted for risks, these adjustments

may be larger than is economically efficient in the

absence of institutions or mechanisms to insure against

1/ 2/
risks. There is then a function for the public
sector to step in with guarantees or other forms of
3/

subsidy of its own.
Other and perhaps more familiar reasons put forward are (iv) the schemes
are necessary to effset institutional biasses in favor of lending to large
scale arising from the structure of ownership and control of industry and

4f

finance; (v) small enterprises have special advantages over large scale;
and (vi) the schemes have a redistributive aim by raising the demand

for labor in low income regions.

Externalities, Economies of Scale and Interest Rates

8.21 The criteria (2) and (4) above were both financial, leading to
an interest rate capable of covering the average costs of providing loans
(or a present worth weighted average of costs in the multi-peried case) ,

Two factors that modify these criteria from an economic standpoint are:

1/ Arrow and Lind (1970), who further argue that the public sector's decisions
should be neutral to risk, given its size. For a less conclusive view,
however, see the comments of Foldes and Rees (1977) on Arrow and Lind's
paper,

2/ One mechanism often comspicuous by its absence is a means for sharing
records between institutions on borrowers, so as to provide additional
checks on creditworthiness. In several instances in the Philippines
we encountered borrowers who were in default with one institution but
who were still able to obtain credit from another.

3/ Mayshar (1977).

4/ Although the advantages of SSEs are the most touted reasons for intervention,
interventions would arguably not beneeded to secure an efficient flow of
capital to SSEs were it not for (i) to (iv) and the transactions costs
(discussed in Chapter 4) faced by most owners.
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(a) the probability of financing a '"good!'borrower
rises the greater the velume of borrowing that is
undertaken, though the rise is less marked the
clcser (1-p") approaches unity;
- (b) the marginal administrative costs of financing

loans are below average costs, the latter declining
with the volume of lending; i.e. there are economies
of scale. As in (i), however, the gains from scale
diminish at higher volumes of lending.

Both suggest a modification of (2) and (4) and lead to results which

converge more rapidly towards (5) as demand rises.

8.22 Simple Static Case. Let B represent the benefits of financing

"good'"borrowers, excluding any losses due to the "nmatural' risks denoted
above by p'. B would thus be the area under the demand curve up to Q,
and 3B/3Q = (l+r). The actual benefits would then be B times the probability
of losses due to natural risks (1-p') and the probability of finding a
"good" borrower (1-p'). The net benefits are then:
(1-p)B - (1+it+a)Q

But both p and 'a' change with lending experience, that is with Q, and
the marginal conditions are:

(1-p) (I+r) - B3p/dQ-(1+i+a)-Qda/3Q = O

from which

_ ita 3p da 1
T = Ti:%§‘+{?-eq +Q-3Q} i) (6)

the first term (which 1s negative) in the bracketed expression represents

the marginal benefits of finding a good borrower the greater the volume of
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business undertaken, and the second (also negative) the benefits of
scéle. The former appears to correspond to the external benefits
tdentified by Arrow (1965) in a growth model that examined the economic
implications of "learning by doing.'" Here learning was associated with
the cumulative production of capital goods, from which he concluded:}J
"the presence of learning means that an act
of investment benefits future investors, but
this beneift is not paid for by the market.
Hence, it 1s to be expected that the aggregate
amount of investment under the competitive model
veee...will fall short of the socially optimum level."
The term is given intuitive meaning in figure 1, in which the lower demand
curve corresponds to a lower probability of finding a good borrower than
the higher demand curve. If the initial price is P, and demand Q,, the demand
would rise to Q2' say, if the prices were dropped to P2 on the assumption
that meeting the increase of demand, Qé - Ql’ made no difference to the
institution's ability to finance good borrowers. If, howevrr, the extra
experience gianed with éxtra lending eventually makes a difference, the
actual demand met would rise, say to Q2‘ Even if P2 fell below the current
marginal cost of making the loan, the extra benefits generated, (shown by the
vertically shaded area) may be sufficient to offset the losses Ghown by
the cross shaded areal. It is apparent that the case for setting prices
below marginal costs.diminishes the less (l-p) increases with an increase
in demand,
8.23 One possibility that arises is where the extra ''good" borrowers
that are found as (1-p) rises are always marginal, i.e. that the vertically
shaded area in Figure 1 is always small, At high levels of Q is this likely,

but not at low levels, corresponding to the cases considered by Akerlof,

when potentially "good" Borrowers are indistinguishable from the "lemons",

1/ Op.cit, p. 168,
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8.24 The first term on the RHS of (6) is the same as (2)%jso

the economic criterion suggests lower interest rates than the financial
criterion so long as there are significant benefits to be obtained

from learning and from economies of scale. The limiting cases of both
(2) and (6) are the samé%/however: p tends to p', a to a', 3p/3Q to O

and 9a/3Q to 0 as Q rises, so that r tends to (i +a' +p')/(1-p'). For

instance take the case where learning and economies of scale both show

3/
diminishing returns. One pattern might be:
-A
p" = pcn e Q
a'=a " e “>\Q
o

where po" and ao" are initial values. Taking B as being proportiomal to
Q (= bQ, say) and substituting in (6) gives the result:

ita'+p! + ao" e—AQ(l - AQ) + po" e-AQ (1-bQAr)

r =
1 - p) - po” e-kQ

which tends to (ita'+p')/(1-p') at high Q.

8.25 The Dynamic Case. All quantities that vary with time are given the

subscript t, including r, i, p and a. The present worth of benefits, if

% is the discount rate, is then:
t . t
E(l‘Pt)Bt/(l+X) - i (l+lt+at)Qt/(l+X)
where aBt/aQt = (l+rt) and both P and &, are each a function of the

cumulative experience - assumed here to be correlated with the cumulative

volume of lending - up to time t; that is

1/ The "static" financial case,
2/ Also the same as the forward looking financial case

3/ Arrow considers a case §(Q) = ¢ Q“n with n > 0. But whether this or
the exponential form 1Is assumed, the results are similar,




o
I

.
b (q,)

n

t
and d CEQt)

Taking the warginal conditions of the above objectives function and

1/
rearranging gives the result:
= it+at+pt + 1 ; Bs aps Qs aas
- Tp. ' s3q T s 39 @)
Pe Peos=t L 1+x)® "%t Q) t

The first term in the bracketed expression is the present worth of the
marginal benefits of finding "good'" borrowers in the future on account

of the extra experience gained in the present period; the second term
reflects the gains from economics of scale. As in the static case,

there is a downwards adjustment to the marginal costs of providing the
loans in the present period.

8.26 The limiting case is again the same as that for the financial
‘criterion (4). Both a, and P, tend to a' and p' as the cumulative volume
of lending rises, with aps/aqt and Sas/BQe tending to zerc, so that

it + a' + p!
T, -+ [ —
£ a-m (8

1/ The differential of the first term in the objective function gives
the series:

(-p ) Q+r ) By %, By Pet1

. .
)" e, @™ aq,

. The second term gives a similar series,




- 244 "~

The contrast between (&) and (7) is illustrated in Figure 2. The

economic criterion implies lower interest rates than the forward looking financial
criterion during the adjustment period.

8.27 The above results raise the question, is there an economic

case for subsidy, in addition to points (i) to (vi) raised in paragraph 8.20, .
when a" and p" are large? If there is, it is probably not a strong case,

since economies of scale are evident (and possibly greater) in many other sectors,
while Arrow suggests that learning by doing is widespread. There may be

a case for subsidising investment in general, or for selected subsidies

in sectors where the economies of scale and learnming by doing are most

marked; these may or may not include small business credit programs.

The most appropriate answer, perhaps, is that eocnomic analysis does not

argue against subsidy during the adjustment period.

Appraising Small Enterprise Progrzms

8.28 It is possible to determine whether small enterprise projects
are desirable or not,from an economic point of view,by using cost-benefit
L
analysis, As with other projects, it is necessary to compare the investments

in question with their alternatives, allowing (using shadow prices) for

possible inefficiencies in the levels of prices and wages.

8.29 Alternatives to Institutional Finance., These include a greater

reliance on:
(a) 1internal sources of finance (family savings,
retained earnings); and
(b) other external sources (trade credits and the

informal sector capital markets).

1/ The following draws on the principles discussed in Mishan (1971), Little and
Mirrlees (1975) and Squire and van der Tak (1975).
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Where the imputed cost of (@) of the actual cost of (b) are greater
than the costs of institutional finance, a reduction of investment and
output is implied if the latter is not available, except in the unlikely
event of the derived demand being inelastic.é/ The provision of institutional
finance then:
- makes additional investments possible that would
otherwise be unprofitable if financed out of other
(higher priced) external sources, or which would not
have been worthwhile to the owner if the inputed cost
of internal sources were too high; and
- for those projects that would still be undertaken without
institutional finance, provides a cost savings to the
enterprise,
Industrial extension aims to have the further effect of:
- ralsing the demand curve for institutional
credit by reducing the transactions costs
faced by the borrowers (as discussed in Chapter 4,
these are also expected to decline over time

through "learning by doing").

1/ The alternatives can be summed up in a familiar way by the supply
and derived demand curves for finance: the derived demand curves
representing the rates of return to capital of individual projects,
one gupply curve (generally higher) representing non-institutional
sources and another institutional sources of finance,

supply from non-institutional scurces
(Shaded area

represents the

demand curve without extension

demand curve with extension

supply from institutional sources. three sources of

benefit discussed

below) .




The relevant question is then whether these three sources of benefit,
after allowing for losses due to '"lemons') outweigh the costs of the
program. All three are part of the consumers' surplus, and it would
not be necessary to estimate them if payments on principal and interest
fully covered the costs of the programs. But since this condition is
generally not met in practice, it might be useful to examine how they can
be estimated. This can be done without precise information on the demand
curves,
8.30 Each project financed is used to increase the capacity and
output and/or improve the efficiency and profits of an enterprise in
various ways. Each project is thus expected to be associated with:

- a change, 4S, 1n the annual sales of the

enterprise,

- a change, &M, in its material and running costs, and

- a change, 4L, in ;mployment.
If the amount of investment made possible by the loan is K, and the
average wages are w, then the expected annual incremental benefits,
AB, to the enterpriée are

AB = AS - MM - wAL - A(x)X €))
where A(r) is the annuity rate and r now denotes the interest rate on the
loan. The expected rate of return to the investment, denoted by y, is
then given by .
A(y) = (4S8 - AM - wAL)/K Qo)

8.31 In principle therefore it is possible to estimate the rates of

.

Teturn to the programs by comsidering a sample of the projects financed,
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i/
estimating the various quantities in (%), and grossing up over the

whole sample. Fixed overheads, ddministrative or other costs of the
program need to be deducted from the estimate of IAB. The sales and
variable cost figures are all expected quantities, to be derived from
the projections for each project and multiplied by the probability

of the projects' being successful., This may be greater than the
probability of principal and interest being repaid since there is no
guaraﬁtee that the owners of successful enterprises will repay the loans.
On the other hand, since their not doing so 1s damaging both to the
institutions and ultim;tely to other borrowers, it would not seem good
practice to count these cases as being successful. The quantities p'
and p" as defined above are probably the right omes to use.g/

8.32 The above procedure is likely to over-estimate the rates of
return to the programs unless it is accompanied by an analysis of, and
an allowance for, the costs of alternative sources of external finance
(trade credits, informal capital markets), which in some circumstances
may prove to be the more efficient alternative. If these sources are
available at a cost of, say, §, then businesses with higher rates of
return to capital than this can, and presumably do, turn to them in the
absence of institutional credit. It is therefore only appfopriate to

include the whole of the returns to capital (as estimated in (10)) in

cases where y < §; in others, the quantities to estimate are the cost

1/ ' This calculation is actually made by the extension workers and the
financial institutions when appraising the larger term-loans. The
forecasts frequently turn out to be highly optimistic, however.

g/ In failed projects the whole of the investment is of course not lost,
but presumably can be salvaged for use elsewhere or by new owners.
To allow for this (1-p') and (1-p") should include recoveries from
foreclosures and exclude costs of litigation.




savings, which are given by # minus the opportunity cost of supplying
institutional finance.

8.33 When are the Alternatives Preferable? The ahove

analysis is a simplification of what is in practice a complex pattern of
demand and supply of finance for small enterprises. It raises the basic
questions: what is the expected demand for institutional credit (for

either short-or long term loans)? and, are the projects financed expected

to have satisfactory returns, sufficient to justify the costs and the

losses in developing a lending program? As shown, an assessment of alternatives
is erucial in arriving at answers to these questions.

8.34 It does not follow, however, that if instiuttional credit is in
demand for some purposes that the alternatives will be displaced or unneeded
for others - or even for the same purposes. In fact, the interviews
reported in Chapter 5 (see Annex table 5.3 in particular) show more

evidence of complementarities than of competition between altermative

sources of finance (e.g. the demand for trade credits rising with fixed
asset finance). The complementarities stem from variations in the capital
structure of small firms, and in the nature of the product and supplier
markets; what is a sultable financial arrangement for one firm is often

not for another. An obvious contrast is between the garments and
engineering industries. The former have low overheads and rély more

on trade credits to finance materials supplies: and work in progress; even

the smallest scale activities often obtain the credits indirectly through

the "putting out" system, The engineering industries, having larger overheads,

a larger share of work in progress, and often being expected not to receive,
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but to offer credit in the form of delayed receipts from customers,
appear to rely more on the banking system to organize working capital
finance, or, in the absence of this, to rely exclusively on retained
earnings. It is hard to genmeralize, however, since engineering firms
working under subcontract, for instance, may have different Finpancial
arrangements.,

8.35 We alsc suggested in Chapter 4 that own savings, retained
earnings and such informal sector finance as is available, were the best
sources of finance for new businesses. The probability of a bank's
financing a "lemon" is much less for a business that has proved itself
and established its markets and sources of supply. A bank's finance is
generally advantageous when a significant increase of output and or assets
is contemplated, since informal sector loans appear to be very short-term
and in small amounts. Another suggestion in Chapters 3 and 4 was to use
traders as conduits for working capital finance, rather than always
working directly with small manufacturers. Finally, most institutions
regard it as good practice (a) to require a significant injection of a
businesses' own savings or retained earnings into a project, either for
fixed or working capital; and (b) to be satisfied that, if one type of
finance is to be provided (e.g. term-finance), finance will still be
available from other sources (whether intermal or external) to meet the
other requirements of the firm.

8.36 Hence a mixed solution is suggested rather than an exclusive
reliance on one source or another. The task of the small enterprise
programs is tonevelop the capacity and know~how of the financial
institutions, and address the problems posed by uncertainty, where there

is a latent demand for their particular services. The above criteria
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are intended to provide a check on the efficiency of the projects,

and determine when this effort is worthwhile,

8.37 Summing up, the economic returns to small enterprise programs

can be estimated from an analysis of the rates of return to capital

invested in the enterprises, allowing for the probability of unsuccessful
projects and deducting any costs of the programs not included in the project
costs. Allowances for alternmative sources of finance may be necessary

in some cases, though institutional sources are often used to augment and
complement rather than compete with the alternatives.

8.38 Shadow Prices., It 1is obviously impractical to estimate the shadow

prices for the inputs and outputs of each of the projects financed or
otherwise supported by small enterprise programs, and also unnecessary.

But seen as part of the research and ex post evaluation work of the
institutions involved in the progra=msg, their role 1s constructive. The~

are perhaps best used in evaluations of samples of projects to determine the
relative efficiencies of investments in different sectors, and thus for
determining the sector priorities of the programs. A comparison of

economic returns, using SPs, with the financial returns of the projects
should also provide current evidence on the incidence of industrial

1/

tariffs and investment incentives on small scale activities.

1/ Now that the tariffs and investment incentives are being revised in the
Philippines, this exercise becomes more relevant. What were once
relatively low-profit activities in the under-protected sectors should
stand to galn considerably from a change to more uniform tariffs,

The converse is ture of currently proftitable activities in the over-
protected sectors. In other words, the profitability - and economic
efficiency- of the projects that make up the loan portfolios of

the financial institutions is likely to change with the tariffs, along
with a change in the composition of the portfolios.
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The theory and practice of the estimation and use of shadow prices
for these and other purposes is fully documented in the references
cited.

1/
8.39 Shadow Wages and the Employment Issue. Given the importance

of projects that offer improved earnings opportunities for the labor force,
there are at first sight grounds for using a shadow wage (SWR) below
actual wages (w) when appraising the porjects, so as to give a premium

to those projects that actually do raise earnings levels. Thus the

social benefits of a project, as estimated in (9) above, would be
increased by AL(w-SWR). Since this may entail the selection of some
projects that would make a financial loss, the preceding argument is
sometimes used to justify subsidized credit programs for small enterprises.
Apart from the difficulties that such subsidies cause for the raising and
adminstering of loanable resources, there is another objection to this
argument in that, at least with respect to small enterprises in the
Philippines, shadow wages and actual wages probably do not differ
significantly., The following discussion explores this point further, and
aims to show why the current practice of appraising projects based on actual
wages should lead to a selection of projects that are consistent with the

aim of Improving earnings opportunities,

8,40 First note that the rate of return or net benefit criterion can
@ be rewritten as: ]
wAL -

1/ A paper by Medalla (1980) in Bautista and Powers presents an estimate of
the SWR for unskilled labor in the Philippines. It is a country-wide
estimate however, and does not allow for variations according to regiom,
occupation, skill levels and the experience, qualities and job preferences
of individuals.
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That is, a project is desirable if it is capable of providing for labor's
income after all other costs have been met, The rate of return is thus

a rigorous criterion for screening for projects offering more gainful
employment provided the wages reflect the opportunity costs of labor

(or the shadow wage rates). To see why the latter condition is met in the
Philippiness at least to a good approximation, it is instructive to consider
the recommended practices for estimating SWRs.

8.41 In Chapter 7, it was shown that the wage labor in manufacturing
was being dfawn from several sources: (a) wage labor in agriculture,

(b) self-employed labor in agriculture, (c) wage and self-employed labor
in low-income, mostly rural and non-agricultural activities, (d) the un-
employed, and (e) new entrants to the labor force who would otherwise

be in one or the other of (&), (b), (¢} or (d). Even if a worker happens
to be drawn directly from another lesser paid job in manufacturing,

it will generally create a vacancy to be filled by workers from one of

the above., This pattern of movement appears to be quite general in
developing countries, and for this reason the starting point for
estimating an SWR is usually taken to be a weighted average of the daily
earnings in (@), (b), (c) and (d).;/’ 2l There are, in addition, further

3/

adjustments recommended in the literature to allow for the following:

1/ See Little-Mirrlees, op. cit., p.257-262. The calculation appears to
be extra-ordinarily intricate to do properly, particularly if (as with
SSE programs) it is necessary to allow for reglomal disparities in
wages and marginal productivities of labor,

2/ Since (d) is relatively low in the Philippines, the SWR would mostly be
made up of (a), (b) and (c).

3/ See Squire van der Tak and Little-Mirrlees,
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(i) the transport andresettling costs of moving
to a new phase of work;

(i) the costs of labor being temporarily unemployed
or working in part-time or lowly-paid work before
finding the better-paid job in the project;éJ

(111) the possible social costs of the workers using the

wages for consumption when the money, if invested,
might yield higher consumption benefits in the
future;g/ and

(iv) the added incentive required to make the new job
sufficiently attractive relative to the old one;éf
e.g. the higher wage rates that are needed in urban
areas to provide for the higher costs of dwellings,
food and transport.

The first two adjustments act to raise the SWR over the weighted average

of earnings in pervious work. The third is generally thought to reduce it,

though it is very likely small in the Philippines on account of the

Mazumdar (1976),

This is the term (1-1/S)(w~MP) in the references cited, Here (w-MP)

is the net increase in earnings (MP=marginal product of labor). 8

is the ratic of the value of uncommitted government income to the value
of consumption. It is generally taken to be greater than unity on

the grounds that workers do not save and invest sufficiently but consume
excessively. The whole term is a measure of the net loss assumed to
occur on account of the income being consumed by workers instead of
being invested (in the interests of future consumption) by the govern-—
ment.,

3/ Harberger (1971).

2 1
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~opportunities for workers to save and invest.lj

The fourth term is probably quite large for workers moving to Manila,

where wages for given occupations are significantly higher than elsewhere,
but not so large for those moving to workshop and factory production in

the provinces; it helps to.explain why the opportunitycosts of labor

(like wages) are likely to vary greatly among regions.

8.41 For people moving into skilled occupations, further adjustments
are needed to allow for (v) the costs of training labor and (vi) the workers'
preference for skilled over umskilled work. Finally, there are questions
regarding the quality and the experience of the workers and which must also
bear, in principle, on the estimation of the SWRs.

8.42 Given the obvious practical difficulties of estimating SWRs on
the above principles, the question arises whether it is necessary. The
above list of adjustments is a useful way of indicating the factors
determining the opportunity cost of labor; but the same factors must

also determine actual wages if labor is to be drawn into the enterprise

or project in question., It is only when there are institutional influences

1/ These opportunities are now quite widespread with the growth of the branch
networks of the organized financial sector: 900 rural banks, 1200 branches
of the commercial banks, plus the branches of the savings and loan
associations, the private development banks and the Development Bank of
the Philippines. Indeed, the branches of the commercial banks have
spread rapidly largely to increase the resaurce base from deposits,
which accounted for 75-77% of incremental resources in 1976-77 (see
Chapter 2). A national savings campaign was also initiated by the
Government in the mid'70s. Apart from these channels for mobilizing
savings, secondary activities have been promoted such as piggeries,
garment crafts and other "cottage" industries. It 1s also very
likely that private investment in education and dwellings by the families
of wage earners are commensurate with their Incomes.
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or other constraints in the labor market that actual wages begin
to depart from the opportunity costs above. In Chapter 7 it was suggested
that such influences, if they exist at all, are not very strong in the

labor markets in which SSEs operate. To a good approximation the supply
1/
price of labor appears to meet the condition of '"being the wage that

must be pald to induce the worker into a particular employment and
reflects the workers' private valuation of all its aspects, pleasant

and unpleasant." Thus the SWRs and the actual wage rates can probably

be taken not to depart significantly. This conclusion is not dis-similar
to that reacﬂed by Harberger (1971) in his analysis of the labor market in
India:

"Why have the differentials between urban unprotected

sector wages and rursl wages been so persistent over

time rather than being eliminated as a consequence

of more rapid migration flows? My answer is that the
differential in quastion is very largely a self-equalising
cne. In rural areas of India most of the houses (or huts)

of rural labourers are built by themselves (with help from
family and friends), using local materials; they are very
inexpensive, 1f not virtually free. By contrast, even the
most rudimentary urban quarters have rents amounting to a
third or more of the unprotected urban wage. Food in the
cities 1s also considerably more expensive than in the
villages, where largely local produce is consumed.
Transportation to and from work also typically claims a
considerable portion of the urban labourer's budget,

while in the villages the trip to the nearby fields is
usually made on foot...I conclude, then that the social
opportunity cost of labour to be used om a project in a rural
area is the going wage in that area while that of labour to be
used in an urban project is the prevailing wage in the unprotec-
ted sector of the labour market in that area.'

1/ Squire and van der Tak (1975), p.80. For a more skeptical note on relying
too much on supply prices (even in the absence of distortions) see
Vaughn (1980); uncertainties and disequilibria in the labor markets
are her main concern,




8.42 Using actual wages paid in small enterprises as a measure of

the opportunity costis of labor both favors investments in the provinces,
where wages are lower, and simplifies analvsis. Estimates of shadow
wage rates .are generally available only on a country-wilde basis for ome
or perhaps two categories of labor, Yet small enterprises have to pay
wages that vary with the skills, qualities and experience of the workers,
as well as with location and local labor market conditions. The
information on wages are also readily available to the appraisers of
projects, who generally estimate the wage bill when assessing the
profitability of an enterprise and the project before deciding whether
or not to finance it. In using actual wages in this way when estimating

the returns to the investment, they are essentially screening for projects

that are consistent with the employment aims of the program.
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ANNEX TO CHAPTER I

NOTE ON THE USE OF TERMS

The use of terms differs between agencies in the Philippines.
The Ministry of Industry and the financial institutions classify industries

Y
into cottage (or home), small, medium and large industries according to

assets as follows:

Asset Range (B million) ’ Classification

Less than 0.1 Cottage (or home) industries
0.1 to 1.0 ‘ Small industries

1.0 to 4.0 Medium industries

Over 4.0 Large industries

When referring to the Govermment's Small and Medium Industries Program
these terms are used to avoid confusion. Elsewhere the term "small
enterprise" is used in a broad sense, and includes enterprises in the
tertiary sector.

Most of these terms are arbitrary, and could be changed without
seriously affecting the analysils, An exception, however, is the term
cottage (or home) industries which confuses two quite different levels
of activity. In 1975 there were about 900 thousand people who were
working in manufacturing activities within their homes (see Table 1.3 above)
or at least not working in identifiable establishment and workshops;
for nearly two decades there has been no discernable growth in the level
of such employment in the country. In contrast, the same period saw a
rapid increase in the number of non-household manufacturing establishments
and workshops, and which would come under the above definitions of cottage
industries, For purposes of analyzing size structure and other aspects

of small industry development it is necessary to distinguish more

1/ The term 'heme' industries is used by DBP.




precisely between household and establishment-based manufecturing, as far as
the data permit. The following table shows how MOIL definitions compare with
the size distribution categories in the establishment censuses; household
employment 1s normally estimated as a residual between the establishment

censuses and population censuses (or the labor force surveys non-census years):

Type and Scale of Activity Approximate, MOI
(NCSQ Classification) Employment in 000's Definitio
Household employment 882 Cottage
Establishments:

Less than 10 workers 207 Cottage

10 - 19 workers 37 Cottage

20 - 99 95 Small

100 - 199 56 Medium

200 and over . 374 Large

Total 1,651

/1 The average assets per worker in 1974 for industries with 5-19 workers

was B4,700 say B5,000 in 1975, so that enterprises with 20 workers

would have assets of RB100,000 on average.
Source: Censuses of Establishments and Population Census.
Except when the discussions specifically relate tb the financing and
extension programs, the terms followed will relate to the left-hand side
of the above table.

While the intention of the anmalysis is to examine the full size

structure of industry, the NCSO's census and survey data on establishments
are often only grouped into 'small' and 'large', the former being establishments

with less than 10 employees in census years, and less than 20 in survey years;

the tables and comments in the text make it clear which of these two sources

are being used,




ANNEX I TO CHAPTER II

Table 2,1:

PHILIPPINES

FINANCING OF SMALL SCALE ENTERPRISES

< Loans and Investments Outstanding by Institution, 1950-77
(Amount in million pesos)

. 1950 1960 1970 1974 March 1977
Type of institutiom  Amount 7% Amount % Amount pA Amount % Amount %
Banks

Commercial banks 627 70.2 1,850 63.2 10,968 62.3 31,056 66.0 46,300 6.0

Rural banks 0 0.0 69 2.4 548 3.1 1,790 4.0 2,629 3.8

Development banks 253 28.4 566 19.4 2,935 16.7 5,330 12.0 11,181 15.9

Savings banks 1 0.1 57 1.9 564 3.2 965 2.2 1,923 2.7
Subtotal ’ 881 98.7 2,542 86.9 15,015 85.3 39,141  88.4 62,033 88.4

Nonbank Financial

Institutions

Private 4 0.4 11 0.4 228 1.3 814 1.8 1,126 1.6

Government 8 0.9 373 12,7 2,360 13.4 4,311 9.8 7,019 10.0
Subtotal 12 11.3 384 13.1 2,588 14.7 5,125 11.6 8,145 11.6
Total 893 100.0 2,926 100.0 17,603 100.0 44,266 100.0 70,178 100.0

Source: NEDA.




Table 2.2:
PHILIPPINES

ANNEX I TO CHAPTER II

FINANCING OF SMALL-SCALE ENTERPRISES

Loans Granted by Financial Institutions in 1977

(Amount in million pesos)

Private
development Specialized Non-bank financial institutions
Rural bank banks banks /a Private Government /b
Sector Amount % Amount % Amount % Amount A Amount FA
Agriculture 1,799.1  87.1 101.6 45.4 571.3 19.8 27.5 2.0 40.1 1.0
Commerce 180.7 8.7 - - 10.3 0.3 46.2 3.3 - -
Industry 55.5 2.7 70.2 31.4 2,080.5 72.1 305.3 21.6 40.1 1.0
Others 30.4 1.5 51.9 23.2 224.5 7.8 1,030.6 73.1 3,852.6 98.0
Total 2,065.7 100.0 223.7 100.0 2,886.6 100.0 1,409.6 100.0 3,932.8 100.0

/a Comprising DBP, Land Bank of the Philippines and Philippine Amanah Bank.

/b Comprising GSIS, SSS, ACA and NIDC.

Source: Central Bank Annual Report 1977.




Table 2.3:
PHILIPPINES

FINANCING OF SMALL SCALE ENTERPRISES

ANNEX I TO CHAPTER II

Summarized Consolidated Balance Sheet of Commercial Banks, Private

Development Banks and Rural Banks

Commercial banks

Private development banks

Rural banks

(December 31, 1977) June 30, 1978) (December 31, 1978)
Amount Z Amount % Amount %
Assets

Cash and due from
from banks 9,109 12.9 80.5 12.1 341.9 8.5
Loans 43,361 61.6 481.0 72.2 3,348.0 82.9
Investments 11,304 16.0 41.5 6.2 96.4 2.4
Other assets 6,673 3.5 63.4 9.5 250.9 6.2
Total assets 70,447 100.0 666.4 100.0 4,037.2 100.0

Liabilities and Net Worth
Deposits 35,317 50.1 383.4 57.5 1,356.8 33.6
Demand (7,477) (10.6) - - (18.8) (0.5)
Savings (12,442) (17.6) (236.4) (35.4) (955.7) (23.7)
Time (9,730) (13.8) (147.0) (22.1) (317.8) (7.8)
Other (5,668)/a (8.1) - - (64.5) (1.6)
Bank borrowings/
notes payable 20,540 29.2 150.2 22.6 1,928.0 47.8
Other liabilities 8,053 11.5 - - 123.8 3.0
Net Worth 6,537 9,2 132.8 19.9 628.6 15.6
Total liabilities

and net worth 70,447 100.0 666.4 100.0 4,037.2 100.0

/a Deposits of the Govermment and other banks.

Source:

IBRD:
1979).
Rural Banking System in the Philippines, 1978.

SGV: A Study of Commercial Banks in the Philippines, December 31, 1977.
Follow-up Report on the Private Development Banks (¥ebruary 1,




ANNEX I TO CHAPTER II

Table 2.4:
PHILIPPIZ

FINANCING OF SMALL-SCALE ENTERPRISES

Commercial Banks: Total Loans Outstanding bv Different Categories

Pesos, billions % distribution /e
Classification 6/30/74  12/31/77/a 5/30/74 12/31/77

Economic Secior
Iinduscry and agriculture /b 4
Trade . 3 3
Contract comstructicn
Consumption
Others

1>

ooy
[s VLS S i @ Jve]

o
o
(=]

Total

|

Type of Borrower
Induscrial
Single proprietorship
Partnership
Cooperative
Corporation
Government

oy

~1
) W o

Tocal

Size of Firm /¢, /d
Cottage industries
Small-scala induscries
Yedium~scale induscries
Large—-scals industries
Others

Toral

Region /e
Metro Manila
Provinces

Total

Macurity
Demand
Short-term
Intermediate~term
Long term

Total

The total credits outstanding are about 8% lower than those indicated
in Table 3.1. This table excludes past due items, Ltems on litigatiom
domestic bills~clean and foreign bills—-clean.

From Table 2.2. It will be noted that 35Z went to manufacturing.
Excluding PNB.

Loans to agriculture and commerce appear to have been included in
these definitions, which follow those noted in the taxt.

/& Totals may not add up to 100 due to rounding.

Source: Central Bank records.
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Table 2.5:
PHILIPPINES

FINANCING OF SMAIL SCALE ENTERPRISES

, DBP: Lending to Home, Small and Medium Industries /a
R Fiscal Years 1974-78
(amount in million Pesos)

1974*12 1975 /b 1976 1977 Le 1978 Le
Classification Yo. Amount No. Amount Nc. Amount No. Amount No. Amount
Regional distribution
Metro Manila 125 20 247 43 349 63 270 84 216 68
Provinces 417 28 501 67 1,406 109 868 76 924 90
Total 542 48 748 110 1,755 172 1,138 160 1,140 158
Size distribution
Home industries 432 6 494 7 1,466 27 759 18 756 13
Small industries 98 27 212 45 235 59 331 55 328 52
Medium industries 12 15 42 58 54 86 48 87 56 93
Total 542 48 748 110 1,755 172 1,138 160 1,140 158

/a Definitions of home, small and medium industry loans are respectively loans of lass
than B 50 thousand, B 50-800 thousand, and 2 800 to 300 thousand.

/b In 1974 and 1975, 620 lecans each under B 50,000 aud amounting to B 8.3 millon were
approved by branch managers. Since the allocation of these loans between the two years
is not available they have been equally divided between the years.

T /¢ Includes loans approved under discretionary authority of branch wmanagers (2 150,000 and
below) as confirmed by the Board of Governors.

/d The value was unusually high for this year since it included high volume of tricycle
loans.

Source: DBP.
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Table 2.6:
PHILIPPINES

FINANCING OF SMALL SCALE ENTERPRISES

DBP: Arrears as a Percentage of Value of Loansg Cutstanding at the
Head Office and Branch Levels, 1974 to 1978 /d

Fiscal Year (ending Jume 30)

1974 1975 1976 1977 1978 1979 /e 1980
Branch Lending /b
Home industries 35.6 19.0 11.8 .. /a .o .o
Small industries 35.1 /e 13.5 11.3 . el 23.0 /£
Medium Industries Q.a. 2.5 5.6 —
Head Office Lending
Home industries 63.3 41.3 40.2 .. .. . .
Small iIndustries 44.2 33.0 38.2 .. o) 12.2 /£ ) 11.2 /£
Medium industries 40.0 41.4 28.6 .. D) ) -
Total: Head Office
and Branch Lending /b
Home industries 49.2 28.9 20.9 18.9 28.6 .. ..
Small {industries 43.1 Je 27,7 29.1 23.8 23.1 ..
Medimm industries 39.3 24.7 23.9 16.4 18.1 .
Average 41,5 27.2 27.0 20.5 20.9 16.4
Large Scale Industries ) 7.5 4.0 4.7 .. ..
/1 .. = not obtained or available.
/b In each year data were mot available for some of the branches. In 1974

three branches are excluded, in 1975 two, .a 1976 three, im 1977 none,
and ia 1978 thirteen.

[~

Includes loans to corn and rice mills, which were classified as agricul-
tural loans in subsequent years.

=

Aging of Arrears. Most of the arrears are by more than three months.
As of Jume 30, 1977, loans in arrears by more than three months, as a
N percentage of all loans in arrears, were 85.9% for home industry loans
(14.1% being in arrears by less than three months), 88.3% for small
industry loans, and 81.8% for medium Industry loans.

. /e December 31, 1979.

/£ 4varages for small and medium industries.

Snurce: DBF.




Table 2.7:
PHILIPPINES

ANNEX I TO CHAPTER II

FINANCING OF SMALL-SCALE ENTERPRISES

DBP: Present and Proijected Staffing Positiomn

Actual 1976

Projected 1978

(September) (August)
Professional Staff
Head office support 411 588
Head office operatiomns 532 1,050
of which:
SMI program /a (61) (149) /c
Large scale industries 79 (102) /fec
Department of rural and
private development banks () ¢ )
All branches 965 1,133
Total 1,908 2,771
Non-Professional Staff
Head office support 332 488
Head office operations 162 335
of wnich:
SMI program /a (17 (28)
Large scale industries (16) (23)
Department
All branches 722 8738
Total 1,216 1,701
Total Staff 3,124 4,472 /d

mentioned above.

5 =

Inluding the home industries program.
This is the department handling the equity and rediscounting operations

As of September 1977 the number of professional head office staff working

on the SMI program (includiag home industries) had risen to 101, while the
professional staff on the large industries program had risen to about 90.

/d  In August 1978, DBP staff had risen to 4,398.
5,192 is projected for August 1979.

A staff complement of

Source: IBRD Appraisal Report, 1972-PH, April 1978, Annex 4, T-2.




Table 2.8:

FINANCING OF SMALL SCALE ENTERPRISES

PDCP: Loan Approvals Classified by
Agset Size of Recipient Enterprise
(B Million)

Cumulative
1963-1972 1973 1974 1975 1976 1977 Total

No. Amount No. Amount No. Amoceat No. Amount No. Amount No. Amount No. Amount

Large Enterprise 113 439 23 90 32 185 19 79 14 97 15 119 216 1,009

Medium Enterprise 58 54 12 14 5 6 7 7 5 3 10 10 97 94

Small Enterprise 23 11 7 1 14 3 20 3 78 6 82 20 174 44

Total 194 504 42 105 51 194 46 89 47 106 107 149 487 1,147
Source: PDCP

I1 ¥IIdIVHD OL T XHNNV




ANNEX I TO CHAPTER IXI

Table 2.9:
PHILIZPINES

FINANCING OF SHMALL SCALE ENTERPRISES

PDCP: Arrears in Relation to Principal Outstanding
for Larce and Small Loans, 1975-78

June 30
1975 1976 1977 19783

SMALL LOANS PROGRAM

No. of Firms 36 49 89 119
In arrears by 3 months or more:
- Yo. 7 18 33 15
~ Percent 19 33 37 13

Principal Qutstanding (billions of pesos):-—

(A) =~ in grace periocd 1.6 2.1 4.1 13.2
(3) =~ in repayment pericd 3.7 5.4 12.8 12.8
(C) = subtotal 5.3 7.5 16.9 30.0
Arrearages of 3 months or more (million pesos):-
(D) =~ Principal and interest 0.3 0.9 1.0 L.4
(E) - Principal only 0.2 0.6 0.7 1.0
Rations:
(F) = (D) = (C), % 5.6 12.4 6.2 6.4
G) =M = B, % 8.1 17.1 3.2 L1i.1
() = (E) « (Q), % 3.7 8.2 4.3 3.9
REGULAR LOANS TO LARGE AND MEDIUM ENTERPRISES
No. of Firms 140 147 136 141
In arrears by 3 months or more:
- No. 36 26 36 31
(of which, No. in litigation) . (1) (2) (4) (4)
- Percent 26 18 26 22
Principal Outstauding (billions of pesos):-
(A°) = in grace period 362 190 97 L79
- (B") - in repayment period 392 502 630 342
(C°) - subtotal 694 692 727 721
Arrearages of 3 nmonths or more (million pesos):=-
- (D°) - Principal and interest 30 33 39 38
(E°) = Principal only 14 18 24 22
Ratios:
(F?) = (D") = (C"), % 4.3 4.8 S.4 5.3
(G") = (D7) = (B"), % 7.6 6.5 6.2 7.0
(H°) = (D’) = (C"), % 2.0 2.5 3.4 3.1

Source: Provided by PDCP for IBRD gsupervision report of November 15, 1978
(see Annex Table 24 of latter report).
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table 2,10:
PHILIVPINES

FINANCING OF SMALIL SCALE ENTERPRISES

Iduntified Sources of Finance for Home Tadustry and SSE Loans, 1974-1978

(2 7000)
1974 1975 1976 1977 1978
Ho. Amount b 4 No. Anmount X No. Amount X No. Amount x No. Amount X

Development Bank of the -
Philippines/b 220/c  28,B36/d 77.6 396/c 48,543/c 45.5 1,701/d 86.321 711 1,090 73,032 66.7 1,084 64,800  48.0
Industrial Guarantee
and Loan Fund 31/e 5,645fe 15.2 349/e 54,671/e 51.2 130 29,220  24.1 71 20,332 18.6 140 46,989  34.8
Private Developument
Corporation of the
Philipploes/f 14 2,648 7.2 21 3,559 3.3 26 5,823 41.8 64 16,131 14.7 69/g 23,350/g 17.2

Total 265 37,129 100.0 766 106,773 100.0 1,857 121,364 100.0 1,225 109,495 100.0 1,293 135,139 100.0

Based on approvals.

Figures are for fiscal years (July 1 to June 30):

Excludes home industry loans approved by branches within their discretionary authority and amountlag to B 8.3 million.
Includeés a large number of tri-cycle loans.

For FY75 (July 1 to June 30) subsequent data is for calendar years.

Net of IGLF funds onlent by PDCP.

Estinated.

Total excludes lending by PDBs.

R

Source: DUP, ICGLF and PDCP.




ANNEX II TO CHAPTER II

PHILIPPINES

FINANCING OF SMALL, SCALE ENTERPRISES

Financial Institutions in the Philippines

Banking Institutions

L. Commercial Banks. At the end of 1978, there were 26 private banks,
1/
2 government owned banks and 4 foreign banks. ~ Commercial banks are by far

the largest source gf institutional crediF in the country, accounting for

557 of the total assets of the financial system. Over 70%Z of commercial bank
lending is to manufacturing and commerce, the share having.increased

steadily from 55% in 1960. Most commercial baok lending is short-term and
serves to provide trade credits and working capital to industry and

commerce; for the period January-dugust 1977, 602 of total credit granted

was for a vear, 10% was for 1-3 years and C.6% was for over 5 years. . The
comparable figures for 1976 were 68.6%, 0.6% and 1.02%. The above figures,

however, do not reflect the element of rollaver credit for long-term finance

which, though unquantifiable, appears to be significant.

2. Development Finance Institutions. The government-owned Deve-

lopment Bank of the Philippines (DBP), the privately-owned Privates Deve-
lopment Corporation of the Philippines (PDCP) and, to a lesser extent, the
Philippine Investment Systems Organization (PISO) are the major providers of
long-term finance. As of December 31, 1978, the total assets of DBP, PDCP

and PISO wers 2 18.1 billion, B i billion ané P 189.3 million respectively.

1/ As of December 1977 the percentage distribution of assets were as follows:

Pri 7 7
3Ozx‘rate domestic banks 59%, foreign banks 117, and govermnment-owned banks

2/ The remaining 38.4% was in the form of short-term demand loans,




ANNEX II TO CHAPTER II (Continued)

3. DBP was established by the Governmment in 1958 with a mandata

to supply long-term credit to agriculture and industry. DBP plays a

vital role in the ecouncmy as it is by far the largest supplier of both
long~term local currency and foreign exchange resocurces. As of December 31,
1978 DBP had loans cutstanding of about B 11 billiom.

4. Although PDCP is defined as an investment bank its main business is
the provisirm of loung-~term loans which accounted for 767 of its total assets
as of December 31, 1978, equity investments occupying a relatively minor
(3.5%) position. ?DCP lends primarily for manufacturing and transportation.
5. PI1SO, incorporated in 1974, 1s privately owned and operates as

an invesment banking insctitution. Until recently PISO operated primarily
in the mouey mnarket but is increasingly going in for term lemnding. As

of December 31, 1978 its money market operations and long-term loans
accountad for 747 and 4.13% respvectively of its total assets. PISO lends
principally to manufaccuring and service industries and for transportation

equipment.

6. Private Develooment Banks (PDB). The 35 PDBs have been promotad

by DBP/Central Bank of the Philippines in various regions to mobilize

local savings and make resources available to both agriculture and industry.
As of June 30, 1978, the total resources of PDBs amountad to B 666 mil-

lion with a deposit base of B 383 million. As of the same date, the total
outstanding long-term portfolio outstanding of PDBs amounted to B 399.2 mil-
lion. 1In terms of sectoral distribution, 53% went to agriculture, 38% to
industry and 9% for miscellaneous activities such as low cost housing,

" vocational schools and commercial loans.




ANNEX II TO CHAPTER II (Continued)

7. Rural Banks. Rural banks are umilt banks which are municipality

specific and provide short-term loazns primarily to agriculture. The rural
banking system comprises around 906 privately-owned banks. At the end of

1978 their total assets amounted to P 4.0 billion while deposits amountad

to 2 1.5 billion.

Noun-bank Financial Institutions

8. Investment Houses. The 12 — Ziavestment houses are the cnly

entities which can engage in the underwriting of securities om a firm basis.
The volume of underwriting business undertaken by the investment Rhouses was
ninimal during the period 1970-76. During this time, money market operations
were extremely profitable and the investment houses tended to comcentratz om
these. It is estimated that in 1978 approximately 80% of their resources
acerued from such operations. The reduction in the prcfitabilirty of meney
market operations has resulted in investment houses goiag in for more under-
writing and syndication. However, relatively little long-term lending is

2/
done by investment houses:

9. Finance Companies. The Securities and Exchange Commission has

260 finance companies registered with it. Of these, the 42 largest account
for 807 of the turnover. At the end of 1978, the finance comparnies had total
resourcaes of B 7.3 billion while loans ourstanding amounted to about

2 4.8 billion. Most of the finance companies are subsidiaries of major

commercial banks and are engaged in financing the purchase of consumer dur-

- 1/ As of September 30, 1978,

2/ The most notable exception 1s the Private Development Corporation of
the Philippines which is classified as an investment house but operates
as a long-term lending institution.




ANNEX IT TO CHAPTER II (Continued)

ables, and providing short- gnd medium—-term credit to local manufacturers and
traders to finance inventory, rsceivables and transporrt equipmenc. Until 1973
finance companies wera not covered by CB interest rate ceilings and, conse-
quently, could charge up to 24% a year on discounting of receiwvables. Under a
recent Presidentizl Decree, finance companies are to be diractly ragulated by

CB with respect to the interest racte charged on assignment of crediz, purchase

of installment papers and accounts receivable.




ANNEX 'TO CHAPTER 1V

Table 4.1
SUMMARY OF STATUS OF MASICAP PROJECT STUDIES, 1973 TO JUNE 1979

No. of Projects A

A. Projects on which MASICAP Committed
to Provide Assistance

/1
Completed and Submitted for Licencing
. or Financing 5,468 84
Discontinued During Feasibility Study 763 12
Shelved or Still in Process 263 4
Total 6,494 100
B. Assistance Réndered (completed Projects)
Submitted for Financing 4,895 30
Subm §ted for Licencing 424 8
Oth 149 2
Total 5,468 100
C. Status of Projects Completed (All Projects)
/3
Approved After Appraisal /4 2,499 46
Withdrawn Without Full Appraisal 1,164 21
Disapproved After Appraisal 280 5
Still Awaiting Decision 1,525 28
Total 5,468 : 100
D. Status of Projects Submitted for Financing
Approved After Appraisal 2,499 51
Withdrawn Without Full Appraisal 1,163 24
Disapproved After Appraisal 280 6
Still Awaditing Deilcsion 957 20
Total 4,899 100
E. Projects Approved for Financing by Year
1973-74 49 2
1975 563 23
1976 864 35
1977 544 22
3 1978-79 (first two quarters) 479 19
Total 2,499 100
. /1 Mostly rice-mill projects submitted to the Natiomal Grains Authority,
which requires all mills not to have wasteage rates of below 80%.
/2 Mostly projects for finance by owners.
/3 89 (or 3%) of the projects were dropped for various reasons by the
owners after they were approved by the financial or licencing imstitution.
/4 That is after preliminary screening by the financial institution. The

most common reason for withdrawing projects 1s failure to satisfy the
institution's collateral requirements.

Source: MASICAP Quarterly Report, Second Quarter, CY1979, Ministry of
Industry. ;




ANNEX TO CHAPTER IV

Table 4,2: :
SIZE DISTRIBUTION AND PURFOSES 'OF LOAIS REQUESTED IN
MASICAP ASSISTED PROJECTS, 1973 TO END JUNE 1978

[1 /2 /3
Loan Size (P '000) Number of Projects % Distributdion

0 - 50 1906 44,3
51 - 100 664 15,4
101 - 150 : 616 14,3
151 - 200 172 4.0
201 - 300 232 5.4
301 - 400 151 3.5
401 - 500 202 4.7
501 - 1000 222 5.2
1001 - 2000 86 2.0
2000 - above 53 1.2

Total 4304 100z

/1 The loan requests are often different to the amounts granted, the
main tendency being for the banks to reduce the working capital
component. This is for example evident in comparing MASICAP requests
with the actual loans granted by DBP or through IGLF. The sample
cases reported on by Mrs. ¥ajardo (1979) give the following:

¥

Percent Distribution

Purpose MABICAP Requests DBP Projects IGLF Projects
Permanent Working Capital 41 16 26
Land 5 2 4
Buildings 19 33 28
Machinery & Equipment 35 _49 _42

100 100 100

Note: The three distributions are taken from different samples, but one

can see that DBP's finance provides on average for much lower levels
of working capital than MASICAP's recommendations.

Mean Loan Size: 3201,000.

12
/3

Sources: (Other than f.n.l): MASICAP Quarterly Status Report, Second
Quarter, 1979.

Prepared and Submitted for Approval.




ANNEX TO CHAPTER IV

Table 4.3:
SECTORAL COMPOSITION OF A SAMPLE OF MASICAP -~ ASSISTED PROJECIS,
AND A SAMPLE OF PROJECTS OF DBP, PDCP AND IGLF (COMBINED)

MASICAP DBP, PDCP and

Code Industry Group ‘Projects IGLF Projects
MANUFACTURING
311 Food Manufacturing 14 14
312 Animal Feed, Grain & Poultry
Products 6
313 Beverages 1 -
314 Tobacco - -
321 Textiles 2 8
322 Wearing Apparel 9 24
323 Leathergoods, & Leather Substitutes - 4
324  Footwear (Exce. Plastic & Rubber) 2 3
331 Wood and Cork 7 15
332  Furniture & Fixtures 13 7
341 Paper & Paper Products 1 1
342 Printing Publishing & Allied - 7
351 Mfr. of Industrial Chemical - 3
352 Other Chemical Products 1 3
353 Petroleum Refineries - -
354 Misc. Products of Petroleum and
Coal - -
355 Rubber Products - 2
356 Plastic Products n.e.c. - 10
361 Pottery, China & Earthenware 1 3
362 Glass & Glass Products - 1
363 Manufacture of Cement - -
369 Other Non MetallicMineral
Products 5 8
371 Iron & Steel Basic Industries - 1
372 Non Ferrous Metal Basic Indus. - 3
381 Fabricated Metal Products 2 19
382 Machinery ex. electrical 11 7
383 Electrical Machinery Apparatus,
Appliance & Supplies - 8
384  Transport Equipment - 8
385 Professional, Scientific,
Measuring & Controlling
Equipment 1 4
386  Furniture/Fixtures of Metal - -
390 Other Manufacturing Industries = 3 12
NON MANUFACTURING
Agriculture 12 3
Tourism - 17
Services 2 17
Sample Totals 93 205

Source: Samples taken from files of MASICAP (95 cases), DBP
(loo cases), PDCP (47 cases) and IGLF (56 cases).




ANNEX TO CHAPTER IV

Table 4.4:
QPERATING AND LOAN REPAYMENT STATUSES OF
MASTICAP ASSISTED PROJECTS

1

, % Distributions
Enterprise: 1977 1979

Enterprise:

S8till Operating 86.7 66.5
- Closed Down 4.0 25.2
Transferred Ownership or Location 1.0
Diveryid Funds 9.3 2.9
Other— . 4.4
100 100
Loan Repayment Status
Up~to-Date 51.8 51.5
In arrears by:
- up to 3 months 7.9 ) 16.2
- 3 to 6 months 12.9 ) '
~ over 6 months 27 .4 32.3
100 100

/1 Based on number of projects in samples.

Source: Ministry of Industry's Monitoring Surveys (MASICAP .Monitoring
Reports) for respective years.




ANNEX TO CEAPTER IV
Table %.3: s
CHARACTERISTICS OF ENTERPRISES "IN ARREARS"
AND OF ENTERPRISES "U?-TO-vDATE" IN LOAN REZAYMENT UNDER
THE SMI PROGRAM
Percencage oL Loans: ‘1
Categorv of Loan Recipients Up to Date In Aryears
1. Enterprise New or Existing at Time of
Loan
New 14 25
Existing _ 86 74
100 100
- 2. TIvpe of Ownership
Single Propriectorship 31 60
Partnership 5 i3
Corporation 44 37
100 100
3. Product Market Group of Eaterprisas
Agricultural 8 6
Industrial 27 25
Construction 4 3
Service i1 12
Wage Geods:
-digh Income 13 12
~Middle Income 26 25
~Low Income 12 17
100 100
4. Locatien of Product Markecs
Local 54 ’ 52
Regional 20 23
National 8 9
Exporzs 16 16
100 100
5. Size of Loan
250,000 and Below 15 15
?101,000 - 2100,000 11 11
?2101,000 - #150,000 9 5
7151,000 - $200,000 9 7
?201,000 - #300,000 10 7
?301,000 - ?400,000 8 1
?401,000 - 2500,000 10 8
Above ?500,000 28 45
100 100
6. Lozn Size+Business Assecs at Before Loan
Less than 1.0 45 40
1.0 - 1.99 25 20
2.0 - 2.99 6 11
. 3.0 - 3.99 9 4
4.0 and above 15 24
. 100 100

- 4 /1 In.arrears by more than ome quarter.

Source: File data of MASICAP, DBP, PDCP and IGLF, tabulated on Mrs Fajarde's
report. A randon sumple (stratified between projects {an arrears, and
projects up~-tu-date) of 300 projects was caken; of these 170 projects
were taken frem the "projects up-to-dace’ £iles. Hence the relevant
comparisons are relativities betteen the cwo zolunns, not the zbsolute

figures,




ANNEX TO CHAPTER IV

Table 4.6:
LOAN PROCESSING TIMES FOR DBP, IGLF
AND OTHER FINANCIAL INSTITUTIONS

Loan Processing DBP Final IGLF
Time (Days) No. A No. A
1- 30 164 9.4% 33 12.8%
31 - 60 256 14.6 37 14.4
61 - 90 254 14.5 34 13.2
91 - 120 220 12.5 34 13.2
121~ 180 346 19.8 48 18.7
181- 360 365 20.9 58 22.6
361 over 145 8.3 13 5.1
TOTAL 1750 100% 257 100%

/1 Direct lending by public and private banks out of other govermment
lending facilities and own resources.

Source: MASICAP Quarterly Status Report, Second Quarter, 1979.
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Table &4.7: /1
STATISTICS ON THE ACTIVITIES~ OF
THE SMALL BUSINESS ADVISORY CENTERS, 1974 TO JUNE 1979

No. of Clients Percent Total
Source of Clients
—-Generated in the course of extension 56 5.3
~Walk-ins 281 26.4
~Referrals - from MASICAP progranm 218 20.5
- from other businesses 41 3.8
- other organizations 120 11.3
-Other Sources or not Recorded 349 32.7
1065 100
Standing of Business
-Pre~business "Entrepreneurial Counseling' 234 22.0
-New Businesses (less than 1 year old) 82 7.7
-Established Businesses with "Serious"
Problems 216 20.2
~Established Businesses with no sericus
Prablems 384 36.0
~Other Established Businesses 50 4.7
~Failed Busineses 15 1.4
~Other 84 7.9
1065 100
, /2
No. of Workers in Business—
Under 20 715 67.1
20 - 99 170 16.0
100-19¢ 16 1.5
200-499 5 0.5
Not Recorded ' 157 14,7
1065 100

/1 These are activities which included written reports. A further 2000 were
visited in the course of extension or visited the SBAC offices seeking
information or consultations not requiring reports.

/2 Pre~business counselling is included in the first group.

Source: SBAC Quarterly Report, MOI, Second Quarter, June 1979,
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. Table 5.1:
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Households and 2stablishmencs with less than 20 workers (calculaced as residual),
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~he Nacional Accounts daca for value added in small-scale and household manufaccuring are oot reliabla (see Chapter A, paras
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Source: Taken from 1978 Philippime Staciscical Yearbook, 1978 NEDA. Organized sources are the National Accounts and the Labor
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ANNEX TO CHAPTIR 7/
g Zable 5.2¢
SUMMARY OF 7TRMS INTERVIZWED : .NDUSTRY, LOCATION. YEAR OF ORGANIZATION
ASSETS, TMPLOYMENT AND SALES
taar of Jrzanizacional  Total Assecs Mo, Tzolovees 3aiags
sazarsiew Vo, Induscer Region Start-up _S_t_l_tu_g_é‘___ 2000 = Tocal Skilled Unseriled  Casuel Quancizy
Reguiary “Regulact 21900 ear
t Poultry & Swina faed aill L 972 ing. 4,000 24 i 2% - a.d.
2 Crank Shaft Machioiog oS 1969 E 500 ol 33 3 - 1,00
3 3akery, processed fruits,
2icklas w 1973 3 200 54 < - 0 200
13 Punps and farm equip. accas. 11T 1373 3 a.a. 100 33 5 3,100
3 Laaps aod shadas w 1970 5 balow 100 10 10 - - 100
v ] Yaod Traczors, Rics Treshars YL 1963 k] balow 100 1L 8 3 - “00
< 7 Wue products & cancy zuts v 1972 s below 0 10 3 3 4 \06
3 Mushroom Zaraicyg & czaaing I 1974 3 n.a, 3 3 300
3 Chocolara candy jedd 1976 3 a.4. 30 3 37 30 A00
0 Puifed rica & popcorm candy 7 1972 H 150 60 10 50 - 300
34 Yoodies (Tica) v 1978 S 120 6 3 3 - ks
2 imbroidersd clothes & shaecs a.a. 1977 s a.a, |33 - £ - 300
- W3 food & vegetabla presarves by 1376 3 Tea. a5 Nia. Rd. e, 1,500
% Stravberry jam iod wine T 1968 Inc. sver 1,300 82 12 reg. 30 "3
i Jeepoay aamifaczurer IV-A 1953 1ne. 500 ~ 1,000 a.a, 2.3, a.a.
15 Heavy fabrica-furnishings IV=A 1970 Ine. 4,000 130 122 ) 3 - a.a.
g Mouldad subber pro.for Ind. LV-A 1969 3 500 23 20 M - . 1,100
%1 Tin can oamficturing IV-A 1362 s AA. 140 ERN a,a. 140 1,200
19 Wood & macal doors, vindows 7-A 19387 Ine, 200 100 a.a, a.a. A, a.d.
0 Used oil refining iz 1974 s 150 3 1 2 - 500
2L 5lippers ’'domescic zarkacs) 1V-A 1973 Ine. . 3,000 100 O N a.a. Q.. 1,800 ,
v 2 Childrea’s cloching 134 1932 Tos. 1,500 160 L0 - - 15,‘)003
23 3louses, gowns & dresses n.8. 1372 3 1,000 20 20 - - 450,000
% Jewelry making 0-A 1906 3 over 1,000 43 Ev &4 - over |,000
23 Lingerie, drasses i 1958 3 50 0 0 - - 750
25 Procsssed {ruits o 1961 H svar 3,000 i7 ) - 150 3,700
7 Noodlas Taczory T 1970 3 ovar 500 Q.a,  a.dd, - - n.d.
28 Custom built furniturs 144 1960 3 aver 1,00 55 pa-3 - 30 Ak,
29 Aucomotiva bacterises v 1963 s a.a. “8 -8 - - 135
30 Zlectrical supplias & aquip. v 1971 loc. 1,350 6 a.a, 3.4, Q.. 8,570
3t Slippars v-a 1963 ] - 8 - - - a6
2 Lingarie w 1371 s ', 300 330 130 - 150 5,600
i3 Fishpond IVeA 1971 3 2,500 1 o.a. 2.3, a.a, 2,200
3% Zngine rabuildiag & cachins .
shop w 1973 3 106 13 a.4é. .a, 2. d. 20
33 Yachina Tools 5 Dlas v 1974 inmc. 393 33 7 1L - 135,
36 2ice Milling a1 1964 3 a.a. al - 5 35 L, oo~
37 Tire Recreading IIT wn 5" 793 40 a,d. a.a. a4, a.a,,
1 Garmanea o 1978 e, 80 u 9 H - 16,7102/
39 Gas~fired aven w 1963 3 1,000+ 13 a3, a.a, a.a. 1002/
0 Hachine shop Service &
Zabrication }as 1973 3 ed, 12 0 2 - 1,300
al Calesa accessories, belcs,
Sicycle assexdly L7=A 1963 5 430 22 a.d, a.4. a.a. a.4.
«Z Carmencs w 1951 3 5,000 30 0 - 10 2,300
A Machine Shop Jervice & "
Fabricacion w 1969 5 pd-} 28 - -~ Q. de
b Hecal aoulds for plascic &
zlass induscry IV-A 1374 fnc. Ak, a.a. nLa. a.a. a,a, a. &,
L5 3rine cured zimg. 7 p43 1573 Iac. 5,000 123 f.d. n.a. na, 3,250
pe- Handbags & sccassorias 7 1968 3 1,200 100 na. a.4, 3,4, Q. 4.
. 7 Garmanca v 1975 3 a.a. 5 ] .4, LFRN Aa.
8 Machige Works T 1952 Ine. 300 100 100 - - n.a,
49 Zlactric Appliancas {Refrige-
ratory, TVs, ste.) 1963 Iac. 3,000 2,250 a.a, a. 8. 4. 191,000
30 Steal Cabinacs 1977 3 1,123 23 ENW A, . a. 3,233
51 Textile 511k 3crsen Priating 1976 ? 131 48 20 a1, e 172
32 Teod Procassing 1963 Ine, Bede rey 5 19 - a.a,
53 Papar Converciag 1977 3 [ 10 10 - - 4,000
% Salced Fish Pasce v 1946 s 3,000 92 d.a. .8, a.a. 10,000
55 Aefining of Used 0il v 1973 3 100 3 2 3 -
36 Cargo Shippiog X 1973 o, 3,500 100 a4 n.a. aa. 3,200/
57 3azery X 1977 s 1 E) 1 - 3004,
38 Hachine Shap X 1978 5 10 & 3 2 1 9"9,
59 wood Produccy I 1973 3 200 10 a.a. ned. a.a, 100 =
&0 7ood Procssaing X 1943 K 150 10 - 10 - ..
&1 Machins 3hop 4 1978 los. 1,000 18 12 2 4 750
&2 Cavmmic Wares IV=A 1975 (Purchased) lac. 500 3 n.a. a.a. A, 1,500
83 Furniture w 1972 Tns. 2,000 72 na. a.a. n. 4. 1,607
64 Jasps, Truck, Zody Building 834 1974 3 110 [ QA n.a. a.a, 1lu
45 Induscrial & Agzicultural
Machicary 954 1377 3 123 8 58 - - 367
56 Learher ProductsiHandorafiad) v 1974 s 307 50 LIEN a. 8. . 325
» 57 “oodan Toy Mamufacturing v 1960 H .4, [3 2 2 - 750
(] Stuffed dolls w 1965 3 10 4 L 1 - P60
89 Nursary Furnicurs v 1960 5 3 & 2 2 - 750
70 Toys Ouc of Tinplacas w 19€2 s 10 18 12 § - 100
TL Shallcrafe (buccons, jewelry) X 1937 3 1,500 80 30 20 30 800
72 Doctwants <Opy ssrvice X 1974 S a.a, 7 7 - - PLSO

1/ stngla propriecorship or corporacion.

Most 3alas figurss telace co 1977 or are over the past 12 months at time SE locarview; Tha (lgures are approximacions, and unless
ochervisa footaocad, ssles £iguras cefar co thousand pazcs per yeasr,

'Y

3 aaiars to places per vuak, ‘ .
4/ wmiars to kilas pev day,

5/ Rafers co pesos per admch.

&/ Refars to unics producad,

2! Rafers to mecric Tons.

3/ Refer: ta pesas per mouth.

9/ Rmfary tn pesox per mouch,
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Table 5,3:

ANNEX TO CHAPTER Y

SUYMARY OF FIRMS INTERVTEWED: SOURCES OF FINANCE

Interview
Number:

Subsequent Operations

Starcup of Business

Working Capical

Investmenc Capltal

Commencs on Qwner
Management, Qther

11

12

13

14

15

16

17

13

19

20.

Business purchased. Purchase price not
given, PNB (IGLF loan of 2 500,000 assumed
by new owners., Original owners held equity
of P 150,000.

Own sources provided P 30,000.

Own sourced provided P 50,000

Own Sources

Own savings plua very small loan from
friend.

Ownt saving and borrowlng from ralatives.

Inherited land and money,.

Own savings and borrowed from
velat{ves, Uses family homes for
production,

Cwn sources provided P15,000
Borrowed P35,000 to finance
buildings; source not disclased.
Owner owns a grocery stores which

probabdly provided some funds.

Noc disclosed.

Funds from recirement pay.

Own sources, startad with less than
P 20,000,

Started {n 1953 with P 700 from own
sourced, Coomercial banks (date nce
given),

Four friends put in P3,000 each for
buying and selling chemicala,

Own savings of P200,000 from 5 years
of workiang {n Canada,

Owa savings of P5,000 invested in
businesa.

Own savings of P1,500 (in 1957) invested
in businesa,

Sold old gasnline stacion business and
purchased sacend~hand used-oil reficery.
Purchased supported by loan, but source
of amaunt not disclosed,

Flm gives trade credit of 60-390
days ou gsales, Receives suppliers

credits of 15-30 days on
materials., (Terms inciuded in
price agreemencs.)

Through Commercial Bank louns,
(Family also has agricultural
businesses and has good credit
standing.,

Obtained from commercial banks,
(Details not disclosed).

Business resources.

TGLF loasn of P 12,000 for permanent

working capical .

Business resources,

Business resources.

Zusiness resources.

IGLF loan of P72,000 to pay
overheads on bulldings untcil
business recovers.

Local lecters of credit from
zommercial bankas,

Not disclosed

Probably part of DBP loan used
for permanent working capital.
Other sources (1f any) noc
decemined,

Host »f expansion came out of
profits; but once had loan of

P 150,000 from Commercial Banka,

(Date not given).

Not disclosed.

Not disclosed.

Has borrowed at various times
from major commarcial banks;
and remarked that he was
"highly conscious of cradit
standing”,

Obtains suppliers credits and
loana from commercial banks,

Profit margia on processing high;

offers suppliers credits to
purchasers,

Equity £lndnce by SPDA of

? 1.0 million in 1972. Loan
by SPDA of P 2.3 million in
1978 ac 6%,

One year loan of P 100,000
from Equitable Bank. Bank
of America loan of ? 30,000,
Business yrofits also major
source.

Business profits,

IGLF Loan (Amount not
disclosed)

Business profits. Remarks:
"Given up hope of getting
a bank loan" - no collateral,

SBAC asaisted, and "amazed atc
ease of getting loan"),

Barrowed from IGLF through
rural banks. (Amounc not
di{acloged),

Borrowed for dellvery cruck
from DBP. (Amountc not dis=
closed). Business profits, and
reluctant to borrow.

DBP loan of P 122,000 for
delivery trucks.
Ho {nvestment since scarting.

Noc disclosed,

PDCP (IGLF) loan; amount aot
disclosed.

Used P 32,000 from retirement
fund in 1972, Large DBP loan
in '75 ratsed assecs from
P 200,000 to ? 1,500,000,

Profits from expanded capital
base (P100,000 {n one year),
Refnvested in 10 second-hand
handlooms for heavy fabrics.
Business profics financed
further expansicn co 100
handlooms.

Aasets expanded from P100,000
ta 1969 to P400,000 {n 1973 and
750,000 in 1977; Sources:
BEquity of P250,000 by brother

or friend, remainder from profits.

Large and growing local
markec; ceglon lmports
products

Son took ever and axpanded
business in (974,

Yakes cake, rolls for large
{ce-cream {nduscry.

Busineas adapts and designs
its own produccs.

wraman zave up teaching to go
in' business.

Owner an agronomist; has

trained employess.

Devised own preservative,

Does own markecing,

Owner {s Pood Technologisc,
retired from goverrment, has
contact with exporcer.

Initially a household industry;
Owners "home economics" graduate,

Started on small repairshop.
Mow largest producer in
councry.

Major supplier to hotels during
construction boom.

Ho previoua experience; advice
from friends.

Loan of P20,000 from DBP fn 1963} Previously worked la tool and die

increased to P38,500: in same
year. Further loan of P127,000
in 1965 for purchase of land
and factory buflding,

Borrowed from DBP and commercial Was a carpenter, now has prafessional

baoks oa several occasions to
expand buainess.

manufacturing,

scatf and selesmen,

Obtalns used oll from gas stations;
planning to process individual oil.
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Incerview
Humbar

Zubsequenc Joeracians

Scarcup of Susinasa

#arkiag Capical

lnvescmene Capltal

sormenc Jn Jumer
Mandgemeac, Jcher

9

30

31

32

35

36

38,

39

A0

Jrganized corporacinn wich achar cyliadguas
whch patd up capical af 250,000, 3egan oy
coarcering and arranging other comjanies'
vessals, '

Inhariced busizess from mocher in 1154,
Carmencs hand sewa tharafore initial
cspical (ia 1932) vas low.

Not dlsclosed.

fouaded oy facher with awa savings;
ipproximacaly 55,000 Lavesced 225,300 by
1938,

Starced wich five 3ewing machines frem a
previous parrnership; fuads from own
zavings.,

Starced vich 710,000 {a 1961 irom savings
and {nheritad piece of land,
75,000 zapizal from savings and borrowings

frem uncle,

Started with ?100 as furnitura repalrer.

Starzed with savings of 74,000; used owm

ioc for business.

Sracuicy pay af 220,000 frca former employer
and savings 2f P5,C00.

Saviogs of 7650 and borrowing from relitive
of 21,500,

Jwn Zunds of P20,000,

Saviags of P40,000 and Sorrowings froam
08P of ?200,200,

Savings of 75,000 and PNB borrowings of
710,000,

Starced wich own funds.

Iphertced from pavencs.

Personal saviags of P450,000.

W e e s

Froa cachar company,

Ova savings.

Scarcad wich 2200 and a loaned lache
aachinn vhich was payable when businasy
scarced operacions,

Starcad wich 2400 in savings.

Decails noc obcaiced, suc
aoparancly naw has ragular
d4cc.. 88 to srgaaized capical
Tesources,

No laformacion,

Shorc cerm iiabilizies with Sanks
of 280,200

Ganerated from ousinass

operacioas,

Ganeraged {rom Suslaess
aperacions.

caneraced from business
oparacians,

Trom businass operacions

From business operacions snd
suppilar's credic,

From businass speracima,

businass oparacions,

From business oparacions,

Comarcial 3anka,

3BP losas.

3orrowings from relacives,
Through commercial bank loan and
from officers and scockholdars

as advancas. Custcmer's deposits
30% co 50% of cosc.

Genevaced from business,

From Lnicial capitalizacion,

from macher company capital.

Suppliers credit and capital
geaeracad from businass,

Gennratéd from busziness,

Ganaraced from business.

Inictal profits Iinanced firsc
vegsel.loans of 750,000 from
cocmercial bank and 3jubseguenc
ona of PJ atllion (POCP) enabled
furthar expansion, Daot: Equity
ratios varyiag Ecom 35/65 and
78/ 30 ovar pusc four years,

Yo [aformacion.

707, of profic refinvesced into
Susiness, ;Long zerm llanfllicies
with oanka:of 240,300,

Shorc-cerm- borrowings froo
coemercial Hanks o€ 230,000 duc vary
timid about borrowing; his acher
businass where worcing capical cun
be drawn froam.

dorroved from Social Jecurity Syscem
for house conscrucclon. Porction of
whleh allocaced for the fzczory
Jperacicns,

do Sarrowings.

Does not barrow from banks.

Daes noe belleve L owing anychiog,
has not borrowed,

Addfzional aquipmeac Irom company
earnings and borrowings Srom DBP
2100,900.

Addfcional machines from bustnass
operacions.

Zotrowings Zrom D8P for expanston of
buildteg and sachinery.

Rolls borrowinya from 08P ac
300,000 (n 1973, #450,000 in 1975,
?650,000 Ln 1977,

?100,000 from SSS.

Coomercial shorc cerm bank loans for
purchase of machinery & equipaeac
of P60,000 La 1975. Aaocher short
tara loan of £50,000 tn 1978 foc
sica calocacion expansas, Mo long
tara loans.

0BP loan Ln 19687 focr purchise of
large mLll, conscruccion of ware-
house and purchase of dryer,
Loan Ls L0% of tocal capttal,

Personal savings iugnanted by
borrowiags from an invescmanc
house at 107 {ncarasc,

From mothar company,

210,000 from own savings, Owaer
does noc beliave {n barrowlng money,

Machinery jsupplier's ¢radic. Shorc

carm bank borrowings.

3orrowed from slater 2200,000
with no callacaral, payable in
10 years,

Substantisl experience in shipping
before starcing; soma produccy
laclude cice, flour, caorm, cewenc,
sceel, logs, fercilizecs,

313 local damand, plus zarkec ouclec
ia Hongkong.

Growlng =acvket dand hign profic aaczias,

Subconcraccs ta ldrga expaccersy,
aupply =machinery,

Family managed.

“ife and husband awn taduscry,
Worked in noodle faccary far

10 yoars,

Ouner Ls in archlcect and has vocked
{a che furniture induscry, ia salas
and ia produccioa.

Ounec used 0 work wich 3ureau of
Public Highways, this has lad ¢o
jome JovertTmant purchasaes,

Cwner i3 3n eleccrical/machanteal
anginear, Worked io one 3f the large
equipmenc and aachinecy supplfarcs

ia Maanila.

Owner is high school 3raduaca wich
2 yeaars experiance La cruc' "ng,
Jwner has pasc bustness - cienca
tn crucking,

Junar falled (n flrsc of two business
set-ups,

Sfamily business wich sons, haviag

professional axperienca.

QOwner-manager has had LS years
cxperienca in mscal induscry.
Venturad tnto cwn bustineas {n 197¢
as ilangle propriecorship and
converted co corporat{on by 1975,

Ounar woeked Erom childhood {n parancs
aill which he lnhacicad in 1964,

Owner manager s a newly graduaced
mechanical anzlneer, FLrst year
operacions ac 3 loss,

Faraerly a dilvision of a iscurity
agancy to supply guard ualfocrms,
Convarced a subsi{dlary corporaction
for other markets,

Business scarced from owner's designs
and {avencian. Juner i1 2 crade school
graduace,

Jwner L3 a former tntelllgence
efficer In the milicary, Present
shap sice does pot allow for needed
expanaloa.

Starced from manufacturs of calesa
dccassovries. duslness has dlyarsliied

into hardwara cradlng, manufacture of
baelty, and assambly of bicyclea,
sharas from bank barrowings,
pactern for business growch is
divagsiflcaclon Lastead of expansten
in one lioe,

Owner
Cuner
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Zubseguent Jo¢rasions

JoTmene on Jwnec
Managumenc, Other

3orrowed 750,000 from baok (o

DBP borrowings of P500,J000 fn 1976
for expansion. Ysed Zor dullding

Glven Sy Eacher iac che scurc 3nd
genaracad by buaiaess la suosequaac

Papar convarcing plant obtained

Borrowad £95,000 from DAP a few

Loaa from DBP of P6,500 Ln 1976,

taterview
wper 3EAZTCUP 9T duainass ~orking Capical investaenc Capizal

-2 Inicial i{nvescoanc of #40,000. Canaraced frcm 3usinass,

1973 vhich was converced
eveatually into equicy.

=3 From savings of ¥15,000. From businass oparacions. Frem business operationax,

LAY Financiang of 23,400,000 by 2BP, ?arc of financing procasds. JBP financing,

53 Trom javiags of 250,000, Ganarated irom buyiness Jenerated from businesa.

5 Savings af 275. Ganaracad froca businass,
and machinery.

a7, Glic by Fachar of 28,000 from facher and businass.

. years. .

w3 From scockholdars funds n.ad. a,a.

3 Own saviogs of $400,000 & bank loans. Ganeractad from buainess and Baonk barrowiags,
bank lines.

50 Tade Genaraced from bualness aad PHB borrowings N
suppliers cradfc.

i
5t Startad wich 295,000 as parznership ‘rom Suppliers cradit and advances from
saviags. fricads. ‘

32 Zrom savings. Canerzcad from busicess, Sarroved from relacives and
commercial bank for expanslon
afcar 2 years of operacion,

33 Prom saviaga of 760,000 of pactners. Suppliers credit and coomarcial
b . from laase arrangement.

54 sctarcad with 04,000 In owner's savinga, Ganeraced from bus{iness bank Yo long tarm borrowings for
borzowings on shore term. and capital Lnvescaeac,
suppliers credits,

55 Zarnioga froa zasollne scacion, From busiress operacions, Mo barrowings.

36 250,000 peolad wich {risnds. Ganaracad from business Borroved from comcaccial and

davalopamnt banks

57 Prom 25,000 Ln earnings from failar shop, Ffrom other businasses such &s
recall score and famm, monchs after scare up,

33 Inicial Lovascmanc of P10,000 from saviaga. Customer deposit aad from the Yo borrowings.
busioass,

39 Startad vich P5,300 from savings, Ganeracad from businass.

60 Starcad wich 235,000, Canericed from business.

Sorvowed P105,000 from DBP in 1975,
Alio borrowed praviously frea
?hilippine Nattonal Bank and a
Privara commarcial baak which vere
patd back,

3usiness screngch {3 in qualizy of
produccs.

Owner {1 1 mechanical enginesrinyg
gradusca (1962) has worked {n
escablished machine shops.

In 1969 starcad his own business.
MASICAP projecc of che Developmenc
Academy of the Philippines co locate
outside the Hecropolitan Area buc
aarxac Ln Zne Mecro drea.

Alchough business Ls Llacagraced
backward with a plancacion, Zha
processing plant has geaaraced othar
faraing operaticas ¢o supoly marksc
demand. Owner/manager {3 a =arine
engineer by aducacion, 41 years old aad
former marxeC represencaciva of 3a oLl
company,

After belng lioorsrs in shoe faccory,
husoand and wifW swa cheir buslness;
Soth elemencacy school zraduaces.’

Up co 307 of buckles production absocbed
Yy handbag =akiag.

Jperaces buslness parte-tize cogecner with
aczending school. Comes from family ownad
hence not sochared dy proflt or loss.

Pamily covporacion; suffarad a et back
tn profic (n 1967, situacion vas ceversed
by & change iln managesenc scracegy.

when ha laft to scarc own business tn

1363 owner/manager was op manufacturiog
aan lo a defunc: largze encerprise in

jzoe busiaess, The Company (3 now oane

of the biggest appllcanca manufictucers tn
cha country carryiag well koown brands
such as White Yescinghouse, G.I., ecc.

3usi{ness was bought frew 2 beother wno
became {1l iad could no longar tunm che
businass. Owner/Manager usad to de 3
crader {n steel cablnecs. MHain aarxac
is che gzovernment.

Owner/Manager assisced by wife {an ruaning
tha busizess,

Susiness starcad by aakiag sa  iches
far public transporcacion drivers by ",
housevife to augment husband's fncoua,

Starced {n business is a tvader and vaac
laca paper coavercinyg after 1 year of
aperacions., [n good credi: icanding
with scomercial banks wich credit lines
af abouc 210 ailllea,

Parson was employed managar of che
facrory, woriginal owner way 4 former
sdlesman of grocery ltems.

Owner/Manager used ta be {n che gasoline
saxrvice scation busipess,

Susiqess provides transpacc service for
comzarcial and {nduscrial produccs,

Considers small firms baccer cliencs chan
larga ones {o carms of pricing and collectica.

Husband and wifa scarcing vich a cailoring
businass and ran chis for 10 years befora
shifting to bakery.

OQuner {3 recired mtlicacy man.

Opatacing Ja fachec-in-law's lind wichout
rental, Has no lache and coatracts autside
sarvics for ihaping of wood.

Producclon cannot cope wich demand buc
owner/canager cefused offer of 2l million
loan from privace secrvicas. .
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Locerrisy

txshar

Subsequant Operations

starmup of usiness

worxiag Capical

{avasczact Capital

Cormant gn Ownar
Msmagezanc, Othar

61

e
N

e
[

4]

\\;J?—‘

33

n

Faxily saviags of F160,300 and crudic om
surchase of secoud baod =acainary om §
=onchs ©o 1 year catms,

3ought with saviags plus borTowiags of
3482,000.

Stockholders invesciuncs; Jwoaers have othar
Susinesses.

Seds
fafeially czapizalized a2 2162,300 frem

wa janiags and locacad 9z brociez’s
sropersy.

e funds aF osavangs.

From $7,500 io perioual savings.

?ersonal i1avings of 25,000.

Zerronal saviags a¥ 33,00Q.

Pexrsonal savizcsgs 2f 25,300 and
sorroviags irca Txlacives.

2ersonal saviags of 21,500 and advance
payzaat frm foraigs buyer of 3500.

So capital ac scart. EIquipcent laased
Tevenues wert collacted.

Jengracsd {xoa che Ysuiness iad
snorz carm loans iyom cowmaercial
Sanks, all Sully paid Zor.

From Susiness operacicni.

"

iacands to borrow addicional
canizal fros 2DCP, - P145,000),

A

spataticns dad suppllars credic,

qa i

Afzer 1l nonchs ia sparacion felt

zasd Jor iddiziomal vozking
saplsal aad vork spacs.

from business cperacions.

Canarated izom Susicaess.

Caneraced £tom Businams,

Genaracsd from busicass,

Sevaraced frca busisess.

Ganaracad Zrom Suaiiezs

Canarated from operaticans
40d cTadic excansion of
equipdent comoeny,

d froa fivaneiaxg
{ascizucions +SSS Supervrised
Credit Progrm) aod IGLF.

..

?laas o corrvw irom IWT.

I7LF borzowings for Iixad sud
workiag capucal,

Na borzowings.

Yo darroviags.

S barrowings.

Yo banc dortuvingi.

3orTowed from comsarcial banx

for sxpansion of bustness {a L375.

Abandonsd ictamot o borrov irca
davalopaent bans dua co long
procassing tica.

3usiness finds no rceed fax
addicional Lnavescuanc,
Equipment company provides
financiag,

Zusinass (s part of zhe overacions af the Zmily
zorperation, Iaduscrializacion ta rteintty
providas bright prospects far che dusiaass.

3uziness bought JY srasenc Swoar, formerly
planc sacager.

Mznaged by sajer scoskholder, vhe lafc the
Susiness it za tioa of facsrviev, Aggraseive
sarzecing progrsm locally and ibrosd in fanan
1od the 0.3,

Owear/Mapager has baen Ln cthe saw flald for
10 years as 4z artisan £3 variouy shops.

Ouner/Hanager i3 4 sachanical engineer dwsisced
¥ « ocher aechaaical engizears,

Yain Sulk of che mavkec is che 7.5, touzisc
zavket nd iascisuricnal cuscomars in the
donescic =arxaC. AggTassive 3irxac snince
shrough iacarnaciocoal svade fairs,

Zrooriecor did soc kaow houw zuch the durizass
was currencly warch, e venc 130 Jualoess D
Yescape’ scoldings of Zorcar cwlover ta 3
Zfurntture enop. Choice of booden Iovs aade
chrough "femling”, srtiscic caleac aod wood
crafcmansiip. e hae 2ot had much schooling
and i3 practicaily {llicerace,

Propriator finds Lt easy co sarkec har dalls aud
has lizcle compacition for the producta. Usas
fabrics scraps frce oparel dacufaccurers Zor
txw caceriali.

Gats destgn {deas from =agasines, Tormar
goverroanc acnloyee, Zale chac the salary
vas ooc adaquacs o mpport his family,

Aggrassive aarxeciag by owner, Feels zhat

her larze competitors have Iizancial aavaazage,
Scrangeh of Susiness percaived v cvaar to

hinge on guod discribusicn cuclecs acd higa qualicy

Tuner very sacerprising, satzes gy spporiualriss
ancauncered. 3elievas i3 fSorssighc and haraworx
for success.

Ovnez has other businesses ind claims thee Bis
exparisnce {2 large corsoracions isceel sod
shipyaxd Lodustry) helped iz ta all his
undarcakings.
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ANNEX TO CHAPTER 7
Table 3.4: .
SUMMARY OF FIRMS INTERVIEWED: MARKETIS
Market Location
Household Income Group Other
Incerview Yo, Agriculture Incarmediate _ow Medium Hizgh Local Regions National Zxport
1 < X %
a2 K4 X =
3 X x x X
4 x k< b4
3 < %X X
6 X
7 hd z x
8 x X 4 x
s 9 < X x
10 X b4 < X
' 1 X X X <
12 x =
" i3 % % X X
14 % < x
15 b4 K3
18 x b4 ®
17 X =
18 x x ’
19 < x %
20 x X <
2L < <
22 < < X
23 b4 X
24 x < X x
2 < b3 X
25 x X < % x
7 = x *
28 x K x
29 X £
30 x X
31 b3 4 X x
32 X X x b4
33 < x x x
34 < x < K3
33 x z
35 x x X x X
7 X <4 K < %
38 x x X
39 x x =
40 % x X X X
41 < x
42 X x X x
43 X <
44 b3 X
45 < x X %
486 bd b4 X x x x
47 x x
48 X x
49 x x X
50 x x b x x
51 x x x
52 . x x x %
53 x b4 x
54 X x <
. 55 X K4
56 x
57 X x x x
58 X x x
59 x X
il 60 x X x x
[:38 X x x
62 x x X
63 . ® x x
64 : X x
65 X x x
66 x X X
67 X x x
68 ® x b3
69 ® z
70 =z X x
71 . FS x % x
72 b3 x z x X <
Total © 6 34 15 38 30 52 24 15 13

e o s s s ot g s




Table 5.3,

FIOWTY OF ZALZ3 AND DMPLOYVMENT

AHNEX 13 TEASTIR 7

Salas Per Zaar ‘Thousand of Pasos ac Currsac
Yumoar Swoicyed Jer sdr Iricas)

Tacarvisw Flzse, FiZIt mg
M. Tear L2 1370 1972 376 1376 1978 Zear — 1370 372 374 1978 1978
L a5 % ik L2 250
2 9 It} 3 pa-3 % +1 -5 20 pids] 40
3 4 “ 56 150 300
M oo 100 2100 31co
5 3 L0 10 36 76 .00
£} 3 58 i1 3 7
7 9 1 35 106
E 7 3 750 200
3 a3 53 30 200 2 950
10 hly L] 200 300
i1 21 § &40 72
2 11 1 120 320
5] 3 -1 13 600 1100 1300
& 2 s 43 52 3 22 360 500 750/,
!J Kl (100 ia 1962) , 13 (3Backlog af 500 Unizz) 9
M o 130
L 4 7 23 g0 %0 tlco
3 3 140 Ll00
9 100
20 3 3 3 3 <00
2 6 100 /3
2 £ (1932) Ua 250007~
3 13 20 20 200 350
% 3 43 0 1000
3 7 12 piol 75000
26 170 1481 2123 1670
27 s
28 3 ple] o
29 5 i1 135 2100
30 3 35 79 3670
31 2 1} 48
32 330 5760
33 s 30 300 500
4 10 51 n 360 720
s 3, B 37 530
36 a1
37 "
38 11 11 5 16~
39 L 18 3 we  0ld
&) 1 12 1500
4l 3 13 9 2 2
[+4 3 10 23500 2300
43 3 23
b
45 3 -0 123 s0Q 500 3000,
b 2 ples] &0 & Zlﬁ'j'
a7 3 ] &
43 1c0 Loge 2000
29 13 1977 2250 1817 2478k 43988 100763 121780 191236
53 Jaty v “ 1287 3233
51 £} 25 48 106 106 172
52 3 2% 6000 20500 29000 33300 40000 50000
33 10 2300 4000
b 32 7300 10000
55 5 M 5 s 3co,,
56 4 100 50Q 32
57 k] 300
58 2 3 o 100
39 2 10 9
60 5 10 100 L
§1 18 130
52 3 8 28 1500
63 s} 20 45 50 72 300 00 1400, 3
64 6 6 6 50 15t
63 34 5% 370 370
48 10 & 5Q 328
47 1 L 2 3 3 4 [ 3 10 25 3 50
63 1 2 2 3 4 & 3 W [¢] 33 50 60
49 1 1 2 3 3 S ] 1] L] s 35 sQ
70 2 3 3 12 L5 13 5 10 20 3] L] 30
7l 2 28 33 33 30 30 130 1as 285 430 1000 1300
72 1 3 b 50 1co 150

{1 isfars to seles par moach.

{3 Unics Sold (feapoays).

13 Plecea pez weex,

{4 2ue0s par oouch,

[5 Unizs per year.

/5 Thousand of bag unics and bucklas.

L1 Macric ctons of hawking,

/3 Ia Perceacazas.

13, Units per year,

e
FASS

ig’oun-x Table for actual yuar

5.2
end lacem, and
7ira purchesed ia 1376.

af seartup or scquisitisa,
30 34y tepeat the fizures iz the

Zaclier history 2o¢ 'mown.

This

colusa {ncludes ancarprizes scarcing up in

coluzne showm to cha tight (excepe io ddd years),




AREX TO CBAPTER ¥
zabls Z.5:
SREARY OF FIRMS INTEZRVIZWER: GAPACITY, UTILIZATION AND ZQUIZMENT

Iaterview CARSSIiLY Acquisicion ' 3alf aade or
Tamoer Main Types of lquipmasct Ueilizacicn Yalua, 2'000 Hew Sacond Jacd Rennovated
- 1 2 demaarxills; 2 Mixzars: Couvayera; Zaggars 100% cam shifc . 2,500 100%
2 1 Shaper; 3 Lachas; Grindar; Drills; Vehicles 90T cwo shifts azs 30% 25T 251
3 1 Mamual Sealer; 2 Prassure Cockery; Oven; Zleccric Camar Iacersdttant 30 100% - -
4 7 Lathas; Yaricus cther machines 50-70% 3.4 60% 20% 0%
b Purzace; Orill press: Comorsasors; Bandsaw 5L . 2. 0% 0% 2
3 4 Lackea; 2 Drills; “eldar 5§ 3arzaer 1001 Q4. 107 0% plerd
- ? Stoves ind Cooking Yessels 0% 3elow 10 001 - -
3 Can Saaler; Coocking Zactlos: 3Scales; Mushrcom beds 507 20 907 wt ~
9 Cookiag ¥Yessels; Stoves; Aluminium pans 1002 46 days.wk) 3elow 10 50% - 30%
] Cabinac dryer, Vats; Popping vessels; Koesdss; Zacikaging Zquipment 1007 Salow 10 10% oz 30
1L Stammers; Koaaders; Cuctaers: Blower and scalas Low 3alow 10 plir A 10% 307
12 Farious sewing mechics (&) 100% 4“0 100% -
a doc dacarmined n.a. a.4. - - -
14 Cooking vessels; 7ermencation vats; Bocrling equipmant logn a.a. 1007 - -
18 ¥ajor large scale namufscturing, buc sot highly sechanized 100% Not Decarwinad - -
16 100 Handlooms for uphclscery acd draperies gigh [y So% 50% -
}o s 201l aill and 10 soulding prasses 2,4, 200 1 - -
18 Stamping press, lache o.a. 2.4, - 00T -
13 Cutrars; Borwras u_.Enu Laches; Drills and ocher Lo a2, 100 - -
20 TUsed-oil refiner ' A, 100 - woeu -
21 4 Yaespals:; 110, 500, 330, and 300 tom capacity digh 4,300 toor, -
2 S0 Zadustrial sewing aschipas; 4 button holers; 2 delivary ctucks High ‘twa shifts) oﬂ.whuh_.: v!& awns uonw-n._.«-m ta 1980
3 Yot datsrxined 0% a.a.
2% 5 Praas machicas; 3 pantographa; 11 polishers; 1 cascing machice:
1 plating machina; 1 lache Loon a.a. - - -
s 15 Tadustrial seving zschinas 100% g.a sTL pkr -
28 Lically fabricated & designed slicars, Cruabars & ki kactles Loo% 1,500 1632 - .
g Locally fabricacad equipsanc; 2nd haed rice u»E. noa, 2.4, - . -
28 Maoual :00ls and equipaent 1007 0.4, - - -
29 Casting sachivcaes, hoc place dryer 0T .4, ot -
3 isvioding asciinas, cessuring {nscTumencs, hand tcol, press binder,
cuccer, press braka, shearing machine, deill press o0% 00 p 2 70% -
3t Sewing zachines, rubber grindars, cuttsras 30% 2] 0% 1wt -
32 Sewing sachises, cucter 1007 1,400 Lo - -
33 Cold scorage and boaca a. 4. . AL a.L. - -
34 1S Lathe Hechines, ridial press, wvelding equipmant a4, 150,000 3% S -
33 3 Orill Hechicas, 2 Crindars, & Laches, | Manual Ptess, 2 2owar Prauaes,
Turnar, Shaper, Hi{lling Machice, Welder so% 192 100t - -
6 1 2ice 241l vich 37 5P engine, ! mall aill vith 24 HP eogins, Dryer . n.d. a.a. 100% - -
7 Yot dacermined LW 3. 8. too% - -
38 5 RAigh speed sewrng aachines, 4 ordinary sewing sschinas 50T 38 60% - 3ented 40%
39 Noc decarained 35% a.4. 1007 - -
&0 3 Lachs Machinss, Hydrsalic Prwas, Vertical Drilling Hachina, Hoving
Machine, Shaper, Milling Hachioe, Surtace Grindar 2.4, u.a. 95% 5% -
ww So¢ datacwined 60% a4, 1002 - -
20 Sewiiy sachines, sucomatic kaiteing
a3 2 oxy~scacylane welders, 2 alectric weldars, 10 Lacha zschinas, 2
%4 adlling sachines, 2 shaparn 0% a.a. b3 95% -
o Purnsce, cascing soulds Vary low 2.4, 1002 - -
Py 3rine tank, 3lza Classifiar, 3agger © o loox n.a, 1007 - -
47 10 Seving nschines, macal puncher 1007 1 100 100% - -
P Seving machines B.8. o.4, a.a. - -
e ot decarzined 3.4, R.a. n.a. n.a. o.a.
Yot datearsiosd a.4. a.a, .4, e o.a.
sa 3 Shearing aschinas, 3 3ecdars, & Powsr Prussas, 2 3vika Press, L Axe
sL Valdar, 2 Notching Machine ) Lacths Cuctars, $ Spoc Weldses 0% 200,000 n.e. a.a. n.a.
52 Curing oven 100% 45,000 100 - -
53 Xicchemvares, cookiag utensils, jas stoves a.a, a.a. 00T - -
% Pupar cutters, binders Bele .4, f.A. a.&, a.4.
55 Zarchan jars, work tables 1oon . 8. 0% - 30
56 1 0Ll Wfinar a. k. loo 100% - -
57 3 Cargo vesszels (500 MT, 450 Mr, 950 xr, 110 MDD 100t 4,000 100% - -
Oven a.a. Rl} Luor - -
58 2 Zlsctric walding machines, 1 grindar, 1 oxy-scatylane weldar,
59 1 alsctriec dril 3Q% 3.5 a0% 0% -
3a Haodtools, electric zaneragor Q.8 7 ooz - -
51 Preezery, Stoves, Cooking ucansils, grindar, slicar, swoka 100% 10 o . -
3 Laches, 3oving =achice, Touing machine Q. 4. 5 - 1007 .-
Al 62 4 Zlectric %,lns, 4 Aucomacic unuon-. 2 Alr nﬂ.vn‘-cuu. 4 Stainlass
53 aizats, 3 Storsgs taanks, & 3prayers LW 600 1002 - -
pry 1 Xtla dryer, ‘wood Lathes, Plasar, Polisher A8, 200 1007 - -
Walding squipment, xiscellanecus tools for mecal cuccing 10% 0 100% - -
63 30 Units aads up @f & powar preas, hydrsuiic press, sleceriec drills,
5% gesr machinwg, waldars, gear mschines, waldacrs, lachas, stepers o 125 100% - -
. &7 naioly Hand toole Lo0% DA, 1002 - -
68 Carpentry hand tools, Painting squipmenc (mamual) 2% 2,000 -3 - -
69 Thrasdle sxwing asachipes, 3cissors, Ilsctric irom 100% 5,000 100% - -
70 Carpantry hand, cools 1002 2,000 100% - -
71 Caxpantry toola, Mamual cuctars for sacal a5% 3,000 0% - -
72 Scampars, Polishers, Jocers, %ood Lacha Planarcs 0% 500,000 1007 - -

Lassad cupying aachine 100% a.a, 1007
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ANNEX IO CHAPTER V
Taple 3.7:
EFFECTIVE RATES OF PROTECTYON AWD DOMESTIC RESOURCE COSTS FOR
LARGE AND SMALL SCALE MANUFACTURING ESTABLISHMENTS, 1972/74
% _Emplovment
Nominal Rate of Establishments Escablighmenc
Protection (Tariffs gEfective Race Domescic Rescurce wich Less with 10 or Actual
Sector & Indirect Taxes) % of Protection % Costs than 10 Workers aore workery Ewp loyment
[4)) Q) 3 (4) £5) (8) (1)
3 Food
Slaughtering; Poulcry Dressing 25 128 8.00 100.0 - 84
. Meat products,canned 25 5 8,26 1.2 98.8 1361
- Meat products, uncanned 39 68 9.43 75.8 24,2 553
Evaporaced; condensed milk 16 5 1.67 1210
Buttar, cheese other a3 52 18,13 2.0 98.0 913
Canned fruits} vegecables 19 80 10,33 39,5 8287
Other presesrved fruits & vegetables 13 19 9.%4 - - -
Fish canning 11 -2 6,33 6.0 84,0 279
- Other fish products 55 76 9.36 19,7 80.3 3289
Rice Milling Q - 49 9.86 33.1 5.9 37082
Corm Milling 0 - 46 7.45 68.2 318 3876
Flour Milling & Cereal Flour 41 1148 25,02 2.6 97.4 2634
Bakery Products 110 3371 15,68 67.8 32,2 i
Sugar Milling & Refining - 6 - 12 §.40 - 100,0 31266
- Candy and Chewing Gum Products 86 519 15.18 29,9 70.1 4622
Cocoa & Chocolate products 51 1750 10.38 - 100.0 740
Processed Coffee 46 36 9.97 4,9 95.5 41
Degsicated Cocoouc - 4 ~ 10 4,69 - 100,0 9422
Starch and Byproducts 44 650 10.55 - 100.0 1549
Macroni, Spaghecti & Noodles 63 78 .44 20.4 71.6 1801
Vegetable Lard and Margarine 82 (b n.a. - 100.0 1527
Prepared Foods for Animals 33 34 $.06 2.2 97.8 2648
Flavoring Extracts 2 7 n.a. - 100.0 181
Miscellaneous Foods 59 156 23.97 - -
Beverages
pistilled, rvectified, blended liquar 209 394 15.16 1.0 99.0 2228
Wines ' 57 113 T.a. 80.3 19.7 781
3revery and Malt Products 72 69 a.3. - - -
Tobacco
Clgaretres 182 18758 18,13 - 100.0 15865
cigars, chewlng & Smoking tobacco 0 - 12 6,15 - 100,0 1482
lLeaf Tobacco Processing 115 iy 26,26 .7 99.3 2193
Textiles
Textile Mills' Products 57 78 12,15 - 100.0 41683
Knitting Mills' Products 23 - 4 6.92 - 100.0 7707
Cordage, Twine and Net 0 - 2 10.18 26.2 73.8 2618
Carpets, Rugs 28 43 n.a. 27.6 72.4 916
Other Textile Products 48 36 8,16 T :
Footwear 19 18 6,47 68,7 3L3 8167
Clothing
Ready made clothing 1] - 26 5.13 80.0 20,0 95,241
Embroidered products 0 - 41 5.74 34,3 85.7 1658
Other made-up goods 18 1 6.45 - - -
Wood
. .
Lumber 4 16 6.14 6.1 93.9 7 5382
Plywood and Veneer -~ 4 5 6,48 - 100.0 24579
Doors & Windows 0 -2 11.53 82.9 .1 1981
Other wood 0 0 10,18 - - -
Furnicure 1 0 5,77 53,0 47,0 17108
- Paper
Pulp, papt. zia paparbaaxd 46 a8 9.14 - 100.0 12487
Paper products 109 195 11.10 .5 99.5 1107
Paper and paperboard contalners 128 181 11,47 1,1 88.8 3479
Miscellaneous paper 72 478 10.22 20.9 79.1 487
.
Princing
Bocks & Pamphlets 25 19 8,17 32.0 68.0 3612
Leather
Tanning & laather E{nishing 68 145 9.55 12.0 88.0 885
Leather products 1] - 27 6,25 52,8 47,2 991
Rubber
Bubber footwear 108 454 20,36 4,5 95,5 4648
Tires and inner tubes 103 323 9.85 1.3 36,7 1760
Other rubber 27 21 28.41 7.6 92.4 2537

411461




Tabhle 8. 2. iConedoued)
% Emplovment
Nominal Rate of Escablishments Eascablishments
Proteccion (Tarifis Effective Race Donescic Resgyrce with less with 10 or more Acraal
Sector & Indirecc Taxes)% of Protaction % Costs — than 10 Workers Workers Emplovment
(1) ) 3) L) 5 (63 7
Chemicals
Compressad liquified gas 2 17 6,35 - 100.0 1518
Basic Induscrial Chemicals 17 - 7 10.06 4.7 95.3 1714
Fercilizer and Lime 31 41 6.98 - 100.92 1371
Other ofls and facs 24 - 28 7.34 - 100.0 536
Paints, varnishes 95 221 15,36 2,0 98.0 1359
Plastic macerials 45 56 7.51 2.0 98.0 1983
- Med{cinal & Pharmaceucical 23 9 6,33 1.5 98.5 8258
. Cosmetics & tollet prepavations 249 15 139.08 2.4 97.6 1306
Sosp and ocher compounds 1 175 10.39 7 99.3 4734
Insecticiden i5 17 4,03 1.5 98.5 597
Other chemical produccts 42 35 n.a. - - -
3 P11 _and Coal Broduccs
Petroleum refineries 21 21 8,36 - 100.0 o4
N Other products of 0il 25 16 6.12 22,7 77.3 128
Non Merallic Minerals
Scructural Clay Produces S -1 7.94 12.9 87,1 2531
Structutsl Concrete 57 110 9.79 - 100.0 2731
Glass sé6 45 11.09 1.3 98.3 8799
Pottery, China and Earthenware 47 31 8.68 62.5 37.5 2292
Hydraulic Cement - 4 - 36 7.09 - 100.0 5127
Other Non-Metaliic Minerals 28 26 n.a. - - n.a,
Basic Metals
3asic Ferrous 35 27 13.06 - 100,0 9061
Basic Non Ferrous 10 o 5.05 - 100,0 486
Heral Products
Meral Cans, Boxes & Contalnera 57 110 4,78 14,7 85.3 3995
Cutlery, Hand Tools ki 34 13.74 gs5.8 14,2 3318
Struccural Mecal Products 65 95 9.89 2.0 76 5920
Stamped, Coated and Zngraved Products 37 18 7.26 5.2 94.8 3693
Pabricaced Wite 28 14 6.47 2.1 97.9 681
Heating Apparatus 39 85 9.76 14.8 85.2 365
Other Fabricaced Meral 62 79 25.52 - - -
HMachinery
Agricultural Mechinery 29 14 5.87 27.4 7.8 2204
Other Special Induscry 13 4 5,75 7.6 92,4 1135
General Industry Equipmenc 18 7 5.98 17.0 88,0 3691
Electrical Hachinery
Office Computing & hccounting 29 27 n.a, - - -
Electrical Discribution & Control 25 18 5.40 4.4 95.6 £31
Other Elec, Induscry Xachines 33 30 n.a. 3.0 97.0 . 757
Communication Equipment i1 31 14,55 - 100,0 245
Batteries 56 73 5.45 7.4 92,6 2044
Electrical Lampa and Fixtures 38 27 8.35 11 98.9% 1286
" Electrical Wires and Wiring 40 31 a.a, - 100.0 1210
Household Radio, TV sets 164 204 n.a. 1.3 98.7 3963
Refrigeraction and Air Cond, Equipmant 142 195 14,91 1.5 28.5 3099
Other Appliances 95 103 12,37 - - -
Iransport Eguipment
Slipavilding & Repairing 17 26 6,45 6.5 93,5 5743
Hotor Vehicles Hanuf, & Assembled 93 127 n.a, A 99.6 5445
Hotor Yehicles Englnes, Bodies, Parts 29 23 9.82 29,0 71.0 £846
Hotorcycles, Cycles 50 52 7.23 29.¢ 7.0 1239
- Other Tranaport Equipment & 9 . - - N.a,
Miscellaneous
Jewelry, Silverware 91 133 n.a. 54,1 45 ¢ 580
Musical Tnstruments 60 61 o.a. 50.4 49.6 697
- Pabricated Plastic Products 92 194 23.24 - - -
Scdencific Bquipment 15 12 4,21 12.8 87.2 792
Madical Supplies 14 9 4.39 - - -
Photographic and Optical 7 30 n.a, - - -
Sport Equipment 9L 93 6.4, 5.6 94,4 946
Office Suppliea 65 s] n. 2. 2,7 97.3 375
Toys, Dolla 74 72 n,a, 76,5 23.5 170
Hiscellaneous 51 41 6.1% - - -
Total 531077

/a Using the UNIDO method, the shadow exchange rate for 1974 has been estimated at 9,21 (IPPP, 1978).

/b EPR cannot be calculated for the sector bacause of {ts negative-decived luternational valua sdded,

Oxiginal Source: Hominal and effective rates of protection are from Horma A, Tan, "The Structure of Proteccion and Resource Flows Ln cthe Philfppines, 1974",
PhD dissertation, Univeraity of the Philippines, 1979, The domestic tesource coat estimacea vere taken from Romeo M, Bsutisca and Guendolyn
B, Tecwon, '‘Domestic Resoiwrce Costs In Philippine Menufacturing: 1969 and 1974", IPPP Working Paper No.l13, University of the Philippines,
Saptembar 1978. (Hots: The above figures were Caken from IBRD raport sinca we did not have Tan's thesis),




ANNEX TO CHAPTER V
Table 5.8:

SELECTED ASPECIS OF SMALL FIRMS
BANKRUPT AND OF OTHERSSTILL OPERATING, 1972-79

Percentage Distribution of Firms:

Agpects of Business Bankrupt Still Operating
Educacional Attainment of Owner:
No Formal Education - 2
Grade School ~ attended 5 3
Grade School = completed 10 10
High School -~ attended 10 12
High School - completed 21 15
College -~ attended 19 26
College - completed 29 28
Vocational Schools 3 2
* 100 100
Region of Business:
High Income Regions 40 40
Middle Income Regions 56 49
Low Income Regions 4 10
100 100

Management Practice:

Percentage Following the Practice:

Keeps books 76 80
Segregates business and personal funds 57 75
Records receipts immediately 66- 75
Retairs CPA for audit 40 67
Racords all costs incurred 43 60
Continues to develop the product 62 80
Diversifies products 24 22
Avoids dependence on one customer 74 80
Hires relatives or employees 71 64

Source: TItao (1980). Based on sample of 260 firms in 1975 establishment listings.




ANNEX TO CBAPTER VI

Table 5.1:
PERCENT OF PAMILIZS HAVING INCCME ZROM SPECIFIED SOURCES: URBAN aND RURAL 1961, 1965 AND 1971

Rural Qther Urban Aress Macro Manila Tocal Urban All Families
1961 1965 1971 1961 1965 1371 1961 1965 1971 1961 1965 1971 1961 1965 1971

%o, of Familiaes 2921 3606 44ds 1144 1062 1388 361 458 525 1505 1520 1913 4426 5126 6347

Jage and Salscies

Agriculcural 30.9 36.4  28.9 5.0 14.7 7.5 0.8 1.3 0.4 17.6 10.7 5.6 6.4 28.3 21.9
Son=Agriculcural 18.5 22.2 25.5 57,2 59, 64,7 82.1 32.4 34,3 53.1 56,2 70.1 3.7 35.2 39.0
. Zapraoreneurial Activitias

Trading 12,0 13.5 13.§ 21,3 1.9 4.4 14.5 16.5 16.3 19.8 20.2 22.2 14,7 15.3 16.2
Manuiaccuring 13.3  1L.4  11.0 10.1  1l.0 9.9 3.3 5.7 7.9 3.5 9.4 9.6 11.7 10.8 10.5
Transport 2.1 2.9 2.5 3.6 4,0 2.7 2.6 8.9 1.8 3.3 3.1 2.4 2.5 3.0 2.3
Qther Znterprises (including practics

of profession or 1.7 1.5 1.4 6.6 5.4 5.1) 5.4 4.3 3.1 6.4 5.2 4.8) 3.3 2.5 2.4

crade) 0.8 9.9) 2.8 2.3 2.0 3.7 2.5 2.7 1.3 1.4
Tarming {including poultry and -

livestock 89.0 81.3 74,1 57.7 38.1 26.1 5.8 5.3 0.9 45.2 28.2 19.2 74.1 85,3 57.5
?ishing, Forestry and Huncing 83.3 7%5.2  69.0 50.0 37.4 25.8 2.0 4.5 1.2 38.5 28.1 19.0 53.0 51.2 54,0
Produccion of Arcicles for own use §4,2  50.3 37.2 41.8 2.6 15.0 15.2  18.6 5.4 35.4 22,8 12.3 6.4 42,2 29.7

Othar Sources

landowner's thara of crops, livestock

and poultry raised 0.3  13.3 9.8 .1 1.0 7.6 1.4 0.8 9.8 11.1 7.8 5.8 10.6 11,5 3.6
Rent received from noneegriculrural

lands, for bldgs., roces and

ocher properties 1.7 4.3 4.0 5.9 7.3 8.9 11.2 9.9 7.3 7.2 8.1 8.5 3.3 5.4 5.4
2ental - lue & owner-cccupfed house
houselt 97.6 97.7 96.2 93.1 0.1 80.8 52.3 48.5 15.6 83.3 77.6 68.4 92.3 91.7 81.3
Intarasts and Dividends 0.5 9.7 1.6 1.9 3.2 4.8 2.1 9.5 9.4 2.0 5.1 5.9 1.1 2.2 2.9
?rofics from Stocks and 3onds 9.2 0.1 0.0 0.2 Q9.2 0.2 0.9 0.5 0.1 0.4 0.3 0.2 0.3 a.2 0.1
Pension or Ratirement Benerits 1.1 Q.4 1.0 3.0 2.8 2.7 3.1 3.3 4.7 3.0 3.1 3.3 1.8 1.2 1.7
3ackpay and procusds from Insurance 0.3 - 0,2 2.0 0.3 0.8 1.2 Q0.6 0.4 1.8 0.4 9.7 0.8 0.1 9.3 -
GLfts, support, assistance & relief 22,7 l4.5 24.7 22,9 L17.2 339 4.5 67.2  39.7 20.9 32.3 355 22.1  19.3 23.0
Ne¢ winmings from gambling,
Swaepscakes or locceries 5.8 4.3 4.9 6.5 4.5 4.9 1.4 3.4 3.0 5.3 4.2 4.4 3.3 4.3 4.7
Inheritancs {n cawh or converted N
cash 1.3 0.7 1.0 1.6 0.7 1.1 0.4 0.1 - 1.3 0.5 0.8 1.3 0.7 9.9
Jthars 1.0 0.1 0.8 2.9 Q0.2 0.4 0.3 0.3 0.6 Q.9 9.2 Q.5 1.0 Q.2 9.7
2
Index of divers{ry of {ncome sources
Toeal 409.2 373.0 333.9 343.4 282.7 257.2 138.6 204.7 1lal.7 294.4 259.1 225.5 370.3 339.4 315.3

/1 ?Probably refars co {nputed values (Y1ES dafinitions are not clear).

72 1f eack faaily has only one scurce of {ncome, the cocal would be 100 percact.

Original Sourcs of Data: FPhilippine Statistical Survey of Eouaeholds, Family Incoma and Zxpendicuras, 1961, 1955 and 1971, 3CS. This Table was
takan frem Castillo (1977), p.l10S.
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Table 6.2:
EMPLOYMENT IN ESTABLISHMENT
IN FOUR TOWNS IN THE GAPAN AREA (IN CENTRAL LUZON) 1961-71

/1 /2 Percent
Sector /3 No.Em %pyed Distribution Annual Growth,g
(Formal Sector Only) 1961 £41971 1961 1971 Rate, 1961-71—

Retall Trade

~ Groceries, Clot?es, Other 308 611 9,2
- Modern Durablesté- 14 89 1.3
322 700 10.5 8.1

Personal Services

~ Restaurants, Refreshments 47 117 1.8
~ Parlours, Bakers 51 120 1.8
- Billards, Bowling, Movies 23 60 0.9
- Other Services _32 _49 0.7
153 406 6.1 10.3
Light Transport Services
- Jeepneys 71 164 2.5
- Transport/Shops 24 79 1.2
- Tricycles™- / 0 900 13.5
- Pedicabs and Colesast 350 10 0.2
445 1,153 17.4 10.0
Trades and Crafts
~ Tailoring & Dressmaking 71 208 3.1
- Bakeries 37 101 1.5
- Sash Works 8 51 Q.8
— Iron Works 6 20 0.3
~ Wood & Furniture 27 51 0.8
- Comstruction/Contractors 48 196 3.0
- Cement Products 0 84 1.3
- Gravel, sand supply 57 70 1,1
- Counstruction Suppliers _30 57 0.9
284 842 12.7 11.5
Speciality Industries

L - Sandals and Shoes 80 346 5.2

~ Rattan Furniture 38 123 1.9
- - Needlework Contractors 43 125 1.9
322_ 3.0
1.9

- Other 195 196

356 790 1
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Table 6,2 (Continued) —

/1 /2 Percent

Sector /3 No. Employed Distribution Annual Growth
(Formal Sector Only)— 1961 1971 1961 1971 Rate 1961-71

Public Services

-~ Govermment 278 457 6.9

~ Teachers (Primary) 468 727 10.9

- Teachers {Secondary) 59 165 2.5

- Medical 53 124 1.9

- Utilities and Other _56 87 1.3 o
914 1,560 23.5 5.5

Agro-Industries

- Agricultural Supplies / 16 45 0.7

- Rice, Milling & Truckingl® 268 730 11.0

- Repalr and Service 58 134 2.0

- Transport Shops (Heavy) 35 56 0.8

- Vehicle Body Builders 21 33 0.5

- Assembly (Light) 1 30 0.5

- Other 45 80 1.2
460 1,192 17.9 10.0

Total 2,934 6,643 100 8.5

/1 Regular as opposed to seasonal or casual labor only, except where otherwise
noted.

/2 Estimates for an intermediate year (1967) are also provided in Gibb's report
along with a breakdown between the town of Gapan and the three rural towns;
the latter together accounted for about 50% of employment in 1971 and expanded
at roughly the same rate over the 10 year period.

/3 Informal sector employment was estimated at 2,400 in 1971, 6f which half were
in retail trade (sari-sari stores mainly).

Electrical appliances, gas stoves, vehicle parts, etc.
Motor powered, typically an adaptation of a 120 cc. motorcycle. "A family
with three or four children is readily accomodated (or) several pigs, 500

pounds of rice or fertilizer....."

/6 Horse drawn carriages.

/7 Mainly traditional crafts: pottery, coffin makers.
/8 Seasonal workers.
/9 The 1961 figures are underestimates since Gibb was unable to count businesses

l

that had failed in the period, The growth rates are thus over estimates.

Source; Gibb Q974) "Agricultural Modernization, Noo~F -
Drboniaied A , y Non-Farm Employment and Low-Level




ANNEX TO CHAPTER VI

Table 6,3:
REGIONAL DISTRIBUTION OF
MANUFACTURING EMPLOYMENT FOR 1970 BY SMALL AND LARGE SCALE INDUSTRIESLl
Manufacturing Emplovment Region Distribution (in %)
Total, Percent of Which in of Employment, in
Region 000s Small Large Small Large™— Total

Metro Manila 301 22.9 77.1 6.9 57.5 21.6

Luzon (Other than Metro-Manila)

Southern Tagalogl® 174 89.4 10.6 15.7 4.6 12.4
Central Luzon 178 83.1 16.9 12.6 8.0 12.9
Cagayan 30 82.0 18.0 2.5 1.3 1.2
Ilocos 110 94.2 5.8 8.8 1.6 7.9
Bicol 97 96,9 3.4 9.4 0.9 6.9
Sub-Total 589 89.1 10.9 46.5 16.4 41.3
Visayas

Western 136 80.3 19.7 11.0 6.7 9.8
Central 122 86.8 13.2 10.7 4.0 8.7
Eastern 61 95.9 4.1 5.9 0.6 4.3
Sub-Total 319 85.9 14.1 27.6 11.3 22.8
Mindanao

Western 35 80.9 19.1 2.8 1.7 2.5
Northern 89 68.5 31.5 6.1 6.8 6.3
Southern 63 60.5 39.5 3.8 6.2 4.5
Sub-Total 187 68.1 31.9 12.7 14.7 13.3
Total 1398 71.1 28.9 100.0 100.0 100.0

/1 Small industries here include household employment plus employment in
establishments with less than 10 workers.

/2 1972 figure (see source notes).

/3 Includes islands of Palowan and Mindoro, which account for less
< than 17 of manufacturing employment.

Source Notes: The regional distribution of total manufacturing employment can
be obtained from the regional volumes of the 1970 Population
Census; the data are summarized in the 1970 NEDA Situatdion Report
from which the above were taken. Regional data on employment
in establishments are available in the 1972 Census of Establishments,
but no data are available for 1970. The percent distribution

among regions cbtaining in 1972 were applied to the 1970 estimate
of total employment in large establishments; the latter was
obtained by straight-line interpolatiom between the 1967 and 1972
establishment census figures and is about 87 lower than for 1972.
Employment in small scale establishments and households was
calculated as a residual.
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Table 6.5:
REGIONAL DISTRIBUTION OF
MANUFACTURING EMPLOYMENT BY SCALE OF ACTIVITY 1960-75

/2
Region and Scal?lof Employment, 000s Growth Rate
Activity — 1960a 1960b 1970 1975a 1975b %, 1960b-75b

Mapnila and Rizal
Household and < 20 Small 111 157 i56 21¢ 4.5 o

> 20 130 130 207 285 285 5.4
Sub-Total 122 241 364 441 501 5.0
Luzon (Excluding Metro-Manila and Rizal)
Househoid and < 20 306 343 481 407 563 3.4

> 20 29 29 47 73 73 6.3
Sub-Total 335 372 528 480 636 3.6
Visayas
Household and < 20 258 289 309 190 263 - 0.6

> 20 26 26 39 51 51 4.6
Sub—Total 284 3158 348 241 314 0.0
Mindanao
Household and < 20 83 94 119 118 163 3.7

> 20 14 14 40 46 46 8.3
Sub=Total 97 108 159 164 209 4.5
Whole Country
Household and < 20 639 837 1065 871 1205 2.5

> 20 199 199 333 455 455 5.7
Sub-Total 838 1036 1398 1326 1660 3.2

/1 The < 20 and > 20 ranges refer to establishment size by No. of Workers.

/2 Differences in definitions of employment between the four sources quoted
above make it difficult to compare the estimates. Briefly, the following
principles were followed:

(1) The establishment cemnsuses, establishment surveys and the labor
force surveys each estimate current employment, and (as far as
one can see) are comparable.

(11) The 1970 population census also consistent with (1).
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Table 6.5: (continued)

(ii1) The 1975 population census used a more stringent
definition of employment (a person had to have worked
in the activity for more than 10 hours per week and
for not less than 10 weeks per year). It was therefore
adjusted to make it comparable to the data for earlier
vears and with the 1975 establishment census and labor
force survey.

(iv) The 1960 population census definitions were also
consistent with (i), but there appear to have been
problems in classifying women's labor as between
manufacturing activities NEC, classified manufacturing
activities, The data were alsc adjusted.

The basis of the adjustments were as follows:-

1960a: The manufacturing employment in each region are the

"raw" census data. The estimates for Manila and Rizal were
clearly underestimated by the census since they imply no

employment in establishments of less than 20 workers, and no
employment in households - i.e., no "informal" manufacturing
sector. They also imply that only 6.6%Z of the population of

over ten years old in Manila and Rizal were in manufacturing

in 1960, as compared with approximately 127 in 1970 and 14%

in 1975. There are reasons for thinking that the share of
employment in manufacturing (in Manila and Rizal) were higher

in 1960 than in 1970 since import substitution had led to a

high growth rate of manufacturing output in the 1950s, but a slow
growth rate in the 1960s (see Chapter 5). One problem appears

to be the ways 1n which services ahd women's labor were counted
din 1960, since the census shows high percentages in these categories,
compared with those of the labor force surveys. Further the
"miscellaneous" category for manufacturing was quite high in the
census, indicating a possible problem of classification. Taking
12% of working age population in Manila and Rizal to be in
manufacturing in 1960, gives an estimate of 217 thousand total
manufacturing employment in the area, and 933 thousand for the
whole country. The labor force survey gives a total employment of’
1036; the difference is probably due to seasonality and sampling
errors, since the 1960 census used the same definition of employment
as was used in the labor force surveys to obtaln consistency with
the 1970 and 1975 data, the total employment in each regiom is
scaled up by the ratio 1036/933. This gives the estimates shown
for 1960b.
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Table 6.5: (Continued)

1970: The 1970 census used the same definitions of employed
workers as do the labor force surveys. Hence they are consistent
with the latter, and in fact the 1970 census estimate of total
manufacturing employment is close to the estimate that would be
obtained from interpolating the annual labor force surveys in
neighboring years (no labor force survey was conducted in 1970).
In 1975 a different and more stringent definition of employment
was used which leads to lower estimates than those obtained in
the labor force surveys.

1975a: Employment totals in each region are the raw census data,
reclassified as far as the maps availlable to us would permit,
according to the boundaries used for the 1960 and 1970 data
tabulated above.

1975b: The differences in definitions of employment between the
establishment censuses and the labor force surveys are likely

to have affected mainly the census' estimates of those employed
in households, since those employed in establishments of over

20 workers are mostly regular, and would meet the definition
noted in (iii) above. Hence we need to adjust the residuals in
1975a. The following procedure was used. Let x, represent the
adjusted and y, the unadjusted:residual for each region (that 1is,
the v,'s are l§6, 407, 190, 118 and total 871, as shown under
1975a). Then

455 + Ly 1326 from colummn 1975a,

and 455 + Ex 1660 from the total in 1975b.

1

Let xi/yi = k, the adjustment factor; k is then 1.383 from these
two eXpreéssions; this 1s the figure used to get the xi's shown in
column 1975b.

/3 The 6.6% figure is for the period 1970-75 (using the estimate under
1975B).,
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Table 6.6:
MANUFACTURING EMPLOYMENT BY REGION
) 1961-1375
/X
Increase 1961-1975/72—=
Year Yearly Growth
Region : 1961 1967 1972 1975 . No. % Total Rate %

Number Employed in Establishments with More Than 10 Workers, 000s

Metro Manila ‘s 165.5 239.5 248.0 288.2 82.5 49.7 3.8
" Luzon 41.2 56.0 68,8 148.7 27.6 16.6 9.6
Visayas 33.2  42.2 49,0 60.1 75.8 3.5 4.3
Mindanao 23.2 55.9 63.4 48,5 40.2 24.2 5.4

Total 263.1 393.6 429.2 545.5 226,1 100.0 5.3

Number Emploved in Establishments with less than 10 workers, 000s

Metro-Manila 27.1 26.6 43.5 n.a. 16,4 15.1 4.4
Luzon 36.4 47.8 87.5 n.a. 51.1 47.2 8.3
Visayas 18.7 28.8 35.5 n.a. 16.8 15.5 6.0
Mindanao 13.5 22.0 _37.5 _n.a. 24.0 22.2 9.7

Total 95.7 125.2 204.0 207.0 108.3 100.0 7.1

/1 The estimates for establishments with less than 10 workers are for the period
1961-72, and for more than 10 workers, 1961-75.

Sources: NCSO, Surveys of Establishments and Labor Force Surveys. The 1975
establishment data are from preliminary tabulations.




ANNEX TO CHAPTER VI
Table 6.7
NUMBER OF ESTABLISHMENTS BY SCALE AND BY REGION

Establishment Growth Rat
Region Size Range 1961 1967 1972 1975 1961-75/72
Metro Manilaig < 20 11,379 8,872 12,407  n.a. 6.9 é%
20 - 99 897 961 1,015 1,455 5.3 A
> 100 474 400 452 540 3.8 —
Southern Tagalogl> < 20 4,028 4,842 7,694 n.a.% 9.7 %
20 - 99 73 58 68 n.a. e 2.0 73
> 100 17 26 32 n.a.t—= 2.6 =
Ilocos < 20 3,432 4,041 7,071 n.a. 6.8
20 - 99 60 32 38 40 - 2.9
> 100 17 10 16 21 1.5
Cagayan Valley < 20 1,225 1,438 2,961 n.a. 8.4
20 - 99 18 23 34 36 5.1
> 100 6 9 8 14 6.2
Central Luzon < 20 3,217 4,463 6,981 n.a. 7.3
20 - 99 102 133 160 153 2.9
> 100 27 53 60 51 4.6
Bicol < 20 2,147 2,456 4,206 n.a. 6.3
20 - 99 38 41 41 52 2.3
> 100 6 10 5 12 5.1
Western Visayas < 20 3,018 4,886 6,564 n.a. 7.3
20 - 99 78 67 59 73 - 0.5
> 100 33 27 35 32 - 0.0
Central and Eastern
Visayas < 20 4,079 4,884 5,349 n.a. 2.5
20 - 99 125 128 126 213 3.9
> 100 32 46 47 60 4.6
South Western Mindanao < 20 3,167 4,640 7,583 n.a. 8.3
20 - 99 77 81 84 24 - 8.0
> 100 35 47 45 7 -
North Eagtern Mindanao < 20 1,765 2,243 4,091 n.a. 7.9
20 - 99 46 46 40 46 0.0
> 100 16 36 38 31 4.8

™~
1>

The 1967 period is taken wherever the 1975 data are not available. (See
f.n. 4 for other exceptions.

Including Rizal,
For the period 1967-72,
For the perilod 1967-75.
Excluding Rizal.

~ I~ N~ P~ e~
[« \ N0 AW, B B S g [ W% I § S ]

The preliminary tabulations give the number of establishments in these size ranges
for Southern Tagalog, but appear o be unreliable (the counts are very low
compared with all previous years). ’

Sources: NCSO, Census of Eatablishments (1975 data are preliminary tabuIation) .
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Table 6.8:
GROWTH RATES OF PRINCIPAL CITIES IN PROVINCES
Population 000s Growth Rate
Region and City 1960 1975 * % per Year
I. Ilocos - Baguio 50 97 4.54
) ~ San Carlos 64 91 2.39
-~ Dagupan 63 90 2,42
- Laoag _50 _63 1.56
- 227 341 2,72
] II. Cagayan Valley (No
: Chartered City) - - -
III. Central Luzon -~ Angeles 76 151 4.71
- Olopango 45 147 8.25
- Cabanatuan 70 115 3.38
- San Jose 38 53 2,25
- Palayan _3 12 9.33
232 477 4.92
IVA. Metro Manila 2,462 4,970 4.79
IVB. Southern Tagalog
- Batangas 83 125 2.78
- San Pablo 71 117 3.40
- Lipa 64 106 3.44
-~ Lucena 49 92 4.31
- Cavite 55 82 2.71
- Puerto Princesa 22 46 -
- Tagaytay 7 13 4,23
- Trece Mortires 4 7 3.34
355 588 3.42
V. Bicol - Legaspi 61 88 2.49
-~ Naga 56 88 3.0%
- Irdiga 735 _76 0.09
192 252 1.83
VI. Western Visayas
- - Iloilo 151 255 3.55
- Cadiz : 88 128 2.54
- Silay 60 105 3.82
B - San Carlos 125 100 1.48
- Bago 59 89 2.79

483 677

N
N
o0
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ANNEX TO CHAPTER VI

Population J000s

Growth Rate

Region and City 1960 1975 % Per Year
V1I. Central Visayas
- Cebu 251 413 3.36
- Bacolod 119 223 4.30
~ Lapu Lapu 48 79 3.39
- Toledo 64 76 1.16
- Mandaue 29 76 6.67
- Dumagete 35 53 2.82
. - Bais 27 46 3.63
- La Carlota 57 41 - 2,18
- Tagbilaran 20 37 4,21
- Calaonm 23 _29 1.57
- Total, excl. Cebu 422 660 3.03
Total, incl. Cebu 673 1,073 3.16
VIII. Eastern Visayas
-~ Calbayog 78 103 1.88
-~ Ormoc _63 % 2.42
141 193 2,11
IX. Western Mindanaoié
~ Zamboanga 132 265 4,78
- Pagadian 41 66 3.24
-~ Dipelog 32 50 3.04
- Dapitan _28 _48 3.68
232 429 4,18
X. Northern Mindanao
h -~ Cagayan de Oro 68 165 - 6.12
8 - Cadiz 88 133 2.81
- QOzamis 44 72 3.35
- Gingeog 53 67 1.58
-~ Surigao 37 66 3.95
- Tangub 21 _40 4.41
311 543 3.78
XI. Southern Mindanao ,
~ Davao 102 215 - 4846L2 5,09 - 10.94%
- General Santos _353 91 _ .y 3.71
155 306 ~ 575— 4,64 - 9.13
XII. Eastern Mindanao : R B —-
- Iligan 58 119 4,93
" = Cotobato 38 67 3.87
~ Marawi _27 _63 5.84
.123 243 4,81

/1 Excludes Basilan (no longer a chartered city).

/2 The estimate in the 1975 census 1is the second and higher figure; it
seems unusually high, since the population was qnly 177 in 1970Q.

There may have been some boundary changes.,

The first figure 1s the

one given in the 1977 Philippine Statistical Yearbook, which appears
to have used consistent boundaries.

Source: Population Censuses for 1960 and 1975, NCSO.




Unit fin 000s)

Levels of Output/Yield Relative to 1960 fpercent)

a i

.
: Table 6.9: .
ANNUAL OUTPU'T AND YIELD IN THE MAJOR CROPS 1IN 10OG PRODUCTLON 1960-76
Annual Qutput - Annuel Yields
: Quancity Year Palay Corn Sugar Palay Corn Sugar
(Rough Rice) (Shelled) Cuconut Cane Lops {Rough Rice) ‘Shelled) Cogonut _ Cane
: Qutput/Yield 1960 3740 1165 1117 1810 6315 1,131 0.631 1 055 7.472
tons tons tons Cu. M. ton’h tons’ha tens ‘ha tong ‘ha

1960 100,0 100.0 100.0 100.0 100.0 100.0 100.0 100 o 100 0

1961 99,1 103.8 101.2 94 4 104.5 102 4 93.7 89 3 98.5

1962 104 ,6 108.7 127.0 105.1 107.2 108.8 99.5 104 7 100 0

1963 106,1 109.2 139.2 112.2 121 4 1i1.0 103 5 165.9 105.0

1964 102.6106.7 110.9 138.7 i17.8 103.5 110.1 107.9 99 1 105 7

1965 106.7 112.6 137.3 L12.4 97.8 110.3 108.2 90 6 7.7

1966 108,9 118.4 139.4 101.0 127.4 5.8 103 8 91 7 776

1967 109.5 127.9 149.0 112.0 124.2 116.0 109.4 Bo 6 87.9

1968 122,0 139.0 143.0 119.4 176.0 122 0 1t4.1 84.2 80.9

' 1969 118.9 148.7 140.1 119.7 183.4 117.9 121.7 80.4 B4 5

1970 140,0 172.3 154.5 143.4 174.3 t4d. 1 131.5 86.8 94.4

1971 142.9 172.1 150.3 164.7 169.4 151.7 132.8 7.7 90.3

1972 136.4 172.7 162.3 141.1 133.3 138.9 131.2 80 9 77.5

1973 118.1 157.1 160.9 176.3 165.4 125.5 124.7 79.8 93.8

1974 149.6 196.4 161.1 190.6 161.4 143.9 131.2 773 94. 1
g 1975 151.4 220.4 243.7 FAEET I n.a. 141.4 133.0 113,21/ 82.1 I
1976 164.7 237.4 105.7 L 197.6 136.9 152.2 134.5 12831/ 89.8 g
1977 172.7 244 .1 n,a, 0., n.a. 160.9 140.3 n.a, n,a, P4
1978 184.4 245.1 422.5 181,13 N.A, 173.2 140.4 : n.a, 0.4, =)
: [L Data for 1975 onward, are not comparsble to those for earlier years, since they incltude more by-products in the =
g output figures than®previously.. %
%’ Source; Original source is Department of Agriculture and Commerce. Figures heve are takea from the suwmaries g
A

provided in the 1978 Philippine Statlstical Yearbook, NEDA, 1978.
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Table 6.10
REGIONMAL DISTRIBUTION OF MANUFACTURING
EMPLOYMENT BY INDUSTRIAL SECTOR, 1977

ConsumerLL In‘«:ermed:‘.ateig Durable 13
Region Goods Goods Goods
- Metro Manila 45,0 56,8 79.5
. Luzon 30.5 16,7 10,6
- Ilocos 5.1 3.0 5
Cagayan Valley 1.7 2.2 2
Central Luzon 9.3 4.3 4.2
Southern Tagalog 11.3 6.6 5.4
Bicol 3.1 .6 .3
Visayas 15.4 6.6 7.5
Western 8.3 1.8 1.0
Central 5.2 4,3 6.3
Eastern 1.9 .5 .2
Mindanao 10.3 15.1 2.4
Western 1.3 1.7 .6
Northern 3.1 7.0 .6
Southern 4,1 2.4 .9
Central 1.8 4.0 .3
Totakﬁi 100.0 100.0 100.0
Total Number 494,225 207,387 76,519

/1 TFood, beverages, tobacco, textiles, apparel, furniture, printing,
leather, miscellaneous.

/2 Wood, paper, rubber, chemicals, petroleum and coal, non-metallic
mineral products, basic metals, metal products.

/3 Machinery, electrical machinery, transport equipment.

/4 Totals do not add up due to suppresion by data in original,
- unpublished source.

Source: NCSO. ASM, 1977 Unpublished tabulatioms.
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Table 7.1:

WAGE RATE INDEX OF LABORERS IN INDUSTRIAL
ESTABLISHMENTS IN MANILA AND SUBURBS, 1948-78 (1972=100)

Money Wage Rates Real Wage Rates
Skilled Unskilled Skilled Unskilled

Year Laborers Laborers Laborers Laborers
1949 61.0 47,0 142.2 109.6
1950 60.9 41,2 137.8 93.2
1951 52.2 44,4 119.7 92.9
1952 58.1 47.5 129.7 106.0
1953 59.3 48.8 137.3 113.0
1954 59.7 48.3 140,1 113.4
1955 59.7 49.7 141.5 117.8
1956 59.8 50.5 , 138.1 116.6
1957 59.7 49.9 135.7 113.4
1958 61.7 50.2 135.6 110.3
1959 62.9 50.6 139.5 112.2
1960 62.7 50.7 133.4 107.9
1961 62.6 51.9 131.2 108.8
1962 63.4 53.5 125.5 105.9
1963 65.2 56.3 ‘ 122.3 105.6
1964 66.4 56.9 115.1 98.6
1965 68.2 60.8 115.2 102.7
1966 71.7 65.4 114.9 104.8
1967 75.0 68.4 113.1 103.2
1968 81.1 76.1 119.4 112.1
1969 85.3 79.7 123.3 : 115.2
1970 90.6 88.4 114.4 111.6
1971 95.3 94.4 105.1 104.1
1972 100.0 100.0 100.0 100.0
1973 105.3 102.6 92.4 90.0
1974 115.1 110.8 75.6 72.8
1975 119.7 120.1 72.7 72.9
1976 124.4 126.2 71.2 72.3
1977 137.5 132.9 72.9 70.4
1978 154.4 138.4 76.1 68.4
Source: Central Bank of the Philippines, Statistical Bulletin, Vol.XXX, 1978.

Basis of Estimates.

Sample survey of Large Establishments in the Metro-Manila
Area, conducted monthly, Money Wage Rates are deflated
by the consumer price index for Manila. (For 1972 and
afterwards, the sample covered 777 firms.)
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Table 7,2:
MOMEY AKD REAL WAGE RATES FOR SELECTED XINDS OF LABOR IN INDUSTRIAL ZSTABLISHMENTS IN MANILA AND SUBURBS, 1951-78 (PESOS PER DAY)

Coomon
Year 3lackmdths Catpentars Privers Zlectricians Lathesen Yasons Yachanics Paintacrs Plumbers Laborars Foremen

,» 2e2] Yage Ractss (in 1972 Prices)

1951 11,84 13.35 12,26 15, 5 16.19 12.49 15.26 12.66 16.71 9.69 18.77
1952 12,90 14.49 13.04 16.79 17.39 12.59 16.79 13.33 16.38 11.05 20.11
1953 14,61 15.30 13,61 17.87 18,43 13.40 17,62 14,28 17.04 11.78 21.50
. 1954 15.58 14.79 14.27 17.56 19.39 13.00 18.12 15.12 17.18 11.81 3.1
‘w 1955 15.05 15.40 14.55 17.44 19.36 13.01 18.36 15.05 17.51° 12.27 23.%4
1956 14,78 14,27 .83 17.35 18.64 12.26 18,54 14.71 15.34 12.15 23.%0
' 1957 14,5 14.07 15.36 17.35 16.80 12.34 18.52 14.57 168.75 . 11,28 23.39
1958 13.56 14.07 15.25 17.12 18.13 12.33 17.89 14.37 17.87 11.49 23.67
1959 13.88 14.66 15.50 17.78 18.24 12.64 18.09 14.19 18.59 11.69 24,48
1960 13.64 14,33 15.15 17.66 17.53 12.09 17.21 13.77 17.43 11.23 23.89
1961 13.71 13.54 1%.74 17.04 16.02 12.10 16,30 13.54 16.83 11.34 26,21
1962 13.23 13.21 13.62 16.51 14.89 11.17 16.44 13.01 16.20 11.03 23.05
1963 12.95 12.91 13.11 16.73 .47 10.92 16.55 12.35 16.79 1.0 22,51
1964 12.29 12.06 12.43 15.75 13.54 10.24 15,29 12.06 15,86 10.28 21.37
1965 12,31 12.13 12.31 15.86 13.43 10.22 15,27 12.15 15.10 10.71 22,13
1966 12.10 11.94 12.05 16.41 13.4% 9.36 15.24 12.29 14.65 10.91 21.84
1967 12.046 11.32 12.04 16,26 13.86 9.91 15.35 12.62 13,88 10.75 20.30
1968 12.14 13.68 12.27 17.38 13.39 13.353 16.13 13.36 13.36 11,68 2L.89
1969 12.57 13.73 . 12.34 18.25 13.92 16,71 16,71 14.86 15.19 11.99 22.79
1970 11.88 12.59 12.39 16.81 12.55 13.16 15.64 13.88 14,66 11.583 20.91
1871 10.9%0 11.36 12,22 14.67 11.98 11.61 14.81 13.31 12.78 10.85 19,29
1972 11.25 10,68 11,51 13.39 11.26 10.71 14.00 12.34 1171 10.42 18.34
1973 10.83 9.62 11.04 11.86 10.92 9.39 12.67 11.28 10.66 9.38 17.25
1974 9,68 7.53 8.36 9.80 9.29 7.06 10.72 10.01 8,38 7.58 16,61
1575 9.42 7.13 8.59 9.50 3.32 6.78 10.59 9.63 8.08 7.60 14,34
1976 3,17 1.07 8.31 9.29 8.81 6,77 10.43 9,53 7.70 7.53 14.38
1877 9.30 8.15 5.01 8.92 8.47 7.83 10.87 9.11 3.44 7,3 14.01
1978 10.46 8.65 9.29 9.84 3.36 8,27 11.78 9.58 8.83 7.12 13.72

Mooey Wage 2acas
1951 5.66 6.38 5.86 7.43 7.74 5.97 7.64 5.0% 7.03 4.63 8.97
- 1952 - 5.7% 6,49 5.34 7.52 7.79 5.64 7.52 5.97 7.24 5.49 9.01
- 1953 5.33 AEL 5.38 1.72 7.96 5.79 7.61 6,17 7,36 5.09 9.29
1954 §.68 .00 6.08 7.48 .26 5.5 7.72 §.44 7.32 5.03 9.8
1935 8,35 6,30 6.14 7.36 8.17 5.49 7.75 6.33 7.39 5.18 10.06
1956 6.460 6,18 6,36 7.60 3.07 5,31 8.03 6,37 7.29 5.26 10.35
1957 6.38 4,19 6.76 7.72 7.39 5.43 8,15 5,41 7.37 .20 10,51
1958 5.35 6.40 6.9 7.7% 8.25 5.62 3.14 6,54 8.13 5.23 n.77
1959 6,26 6,61 6.99 8.01 8,27 5.70 8.16 6.40 8.43 5.27 11.04
1960 §.41 G.64 7.12 8.0 3.26 5.68 8.09 6.47 8.19 5.28 11.23
1961 6,54 6.46 7.03 8.3 7.64 5.77 6.05 6,46 3.03 3.41 11.55
1962 5.68 6,67 6.38 8.34 7.52 5.64 8.2 6,57 8.18 5.37 11.64
1963 6.30 6,88 6.99 8.93 7.71 5.82 8.82 §.35 8.95 5.87 12.00
1364 7.09 6.96 7.7 9.09 7.81 5.91 8,82 6.96 9.15 3.93 12.33
1965 7.29 7.18 7.29 9.39 7.95 6,05 9.04 7.19 8.94 6,34 13.10
1966 7.55 7.43 7.52 10,24 8.42 6.15 9.57 7.67 9.14 6.81 13.63
1967 7.98 7.%0 7.98 10.77 9.19 6,57 10.12 8.37 9.20 . 7.3 13.86
1968 3,26 9.29 8,33 11.80 9.43 9.19 10.95 9.41 9.41 7.9 14.86
1969 4.63 9.50 8.54 12.63 9,63 10, L 11.56 10.28 10.51 8.30 15.77
1970 3.41 9.97 9.81 13.31 10,02 10,42 12.39 10.99 11.61 9.21 16.56
1971 8.99 10,30 11.08 13.31 10.87 10.53 13,43 12.07 11.59 9.84 17.50
1972 11.26 10.66 1151 13,39 11,26 10.71 14.00 12.34 11,71 10.42 18.34
1973 12,35 10.97 12,38 13.52 12.45 10,70 14,54 13,5 1171 10.69 19.66
1974 14.73 11.46 13,48 14,92 14,14 10.75 16.32 15.24 12.76 11,56 22.24
1975 15.51 11.74 14,14 15,80 14,51 11.16 17.44 15.86 13,31 12.51 23.62
1976 16.03 12.35 14,51 16,23 15.38 11.83 18.23 16.66 13,45 13,16 25.13
1977 18.49 15.37 17.00 16,82 15.97 14.76 20.51 17.20 15.92 13.84 26.43
- O - £ - I 21.264 17,55 18.83 19,98 16.94 16,77 23.90 19.64 17.90 14.42 27.84

Sourca: As for Amnex Tabla 1.
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Table 7.3:/1
AVERAGE DAILY WAGE RATES— FOR AGRICULTURAL
LABOR, 1956-78 (PESO0S)

Consumer Price

Index Outside Real Wage
Average Manila, 1972 = Rate, 1972

Crop Year Wage Rate ‘ 100 Prices
1956-57 2.49 42,2 5,90
1957-58 2.66 40.9 6.50
1958-59 2,56 42:1 6.08
1959-60 2,62 41,2 6.36
1960-61 2.65 43,3 6.12
1961=62 2.62 45.6 5.75
1962-63 2.75 46.8 5.88
1963-64 2.74 50.9 5.38
1964~65 2.78 55.5 5.01
1965-66 n.a. 57.3 n.a.
1966-67 3.26 59.9 5.44
1967-68 3.29 63.2 5.21
1968-69 2.94 64.4 4.57
1969-70 n.a. 65.3 n.a.
1970-71 3.55 75.0 4.73
1971-72 3.72 92.8 4,01
1972-73 4,40 100.0 4 40
1973-74 n.a. 117.0 n.a.
1974-75 6.27 157.0 3.99
1975-76 n.a. 167.3 n.a.
1976-77 9.45 183.5 5.15

5.17

1977-78 9.97 192.7

i; These are wage rates 'without meal' (i.e. payment in kind). A
separate seriles is provided by Baecon on wage rates with meals,
which are about 307 lower.

Source: The wage rates are provided by the Buareu of Agricultural
Economics' (Baecon) quarterly Surveys on Farm Wages. The
figures quoted here for wages up to 1974-75 are taken from
the summaries provided in the 1977 Yearbook of Labor Statistdcs.
The consumer price indices are provided by NEDA,
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Table 7.4: ,
AVERAGE WEEKLY EARNINGS OF EMPLOYED AND SALARY WORKERS IN
PRIVATE AND GOVERNMENT EMPLOY FOR SELECTED INDUSTRY GROUPS, 1977-76

Industry Group 1969 . 1970 1971 1972 1973 1974 1975 1976

Money Earnings, pesos per week:

All Industries 37 - 49 47 51 57 67 78
Agriculture 21 - 33 25 30 37 37 45
Manufacturing 38 - 48 48 57 57 70 75
Construction 38 - 56 49 50 54 66 75
Utilities 59 - 72 76 85 87 115 123
Commerce 46 - 53 53 60 71 S0 97
Transport, etc. 46 - 52 53 56 63 73 86
Government & Community 59 - 71 78 80 90 97 110
Domestic Services 11 - 13 12 14 16 17 20
Other Personal Services 32 - 43 39 40 45 52 65

Price Index for the Philippines (1972=100):
66.0 75.8 92.4 100.0 114.,0 152.2 164.6 188.6

Real Earnings, 1972 pesosg per week:

All Industries 56 - 53 47 45 38 41 41
Agriculture 32 - 36 25 26 24 33 24
Manufacturing 58 - 52 48 50 38 43 40
Construction 58 - 61 49 44 36 40 40
Utilities 89 - 78 76 75 57 70 65
Commerce 70 - 57 53 53 47 55 51
Transport, etc. 70 - 56 53 49 41 45 46
Government & Community 89 - 77 78 70 59 59 58
Domestic Services 17 - 14 12 12 11 10 11
Other Personal Services 48 - 47 39 35 30 32 34

Source: NCSO Surveys of Households, May series except for 1975-76, which are for
April.
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Table 7.3:
EXLY ZABNINGS OF SELEC
, 1873 AND 1976, (PES

TED OCCUPATIONS
0S PER %0 HCUR “EIK.)

e
<3
rl
[
Q
bl
[T
w ol

__Yominal Rea‘./, 7 Change
1973 1976 1376~ Iin Real
Clerks
Philippisnes 93 118 76 - 18
Metro Manila 101 126 82 - 19
i’ Tlcgau (Northern Luzonm) 73 86 55 - 25
Naga (Bicol) 44 77 48 + 9
Cebu (Central Visayas) 72 33 84 - 11
Iloilo (Westerm Visayas) 52 29 52 0
« Cagayan de Oro (Y. Mindanao) 35 118 72 - 5
Davao (S. Mindanao) 73 36 59 - 19
Laborers
Philippines 53 83 33 -1
Metro Manila 59 84 33 - 7
Iligau 50 68 43 - 14
Yaga 33 69 43 + 10
Cebu 67 82 57 ~ 13
Iloilo 84 78 49 - 42
Cagayan de Oro 78 76 48 - 41
Davao 66 85 44 - 33
Drivers
Philippines 83 110 7l - 14
Metro Manila 85 116 76 - 11
Iligau 54 83 53 - 2
Jaga 43 72 45 + 3
Cebu 78 99 68 - 13
Ileile 103 57 61 - 41 °
Cagayan de Oro 39 62 38 ~-757
Davao 83 84 57 - 31
Carpenter
Philippines 99 100 64 - 35
Metro Manila 58 102 66 + 14
Iligau 56 82 52 - 7
Naga 44 78 49 + 11
Cebu 69 91 67 - 9
Ilodile 76 72 45 - 41
Cagayan de Oro 95 81 30 - 47
Davao 77 71 48 - 38
Field Electrician
Philippines 96 115 74 - 23
Metro Manila 88 123 80 - 9
Iligau 70 98 63 - 10
: Naga 42 77 48 + 14
"y Cebu . 70 97 67 - 13
Iloila 75 96 60 - 20
Cayagan de Oro 82 100 61 - 26
Davaa 92 84 57 - 38

/1 1973 Pesos. Price indices for the reglons were as follows (1972=100).
For 1973: 117, 114, 115, 116, 128, 120,115 and 127 respectively for the
Philippines, Metro-Manila, Norchern Lr~on, Bicol, Central Visayas,
Wagtern Visayas, Northern and Southern Mindanao; and for 1976, 182,
175, 180, 186, 185, 191, 188 and 186 respectively. Source: 1978 NEDA
Tearbook,

Source: Wage and Salary Survey in the Philippines, Office of Compensation and
Position; reproduced here from the 1977 Yearbook of Labor Statistics.
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OUTPUT PER WOKKER IN MANUFACTURING AHD ACRICULTURLE, 1956-1977

Hanufacturing

ManuEacturing
Ewployment, 000s

Output/Horker POOG's

Large/.
Scale’—

(IN 1972 PRICES)

Capltal WorkerlL

Qutput P H
Large
Year Total Scale——
1250 1,852 -

1950 2,172 -
1952 2,287 -
1953 2,587 -
1954 2,908 -~
1955 3,277 -
1956 3,716 2,427
1957 3,931 2,691
1958 4,261 3,014
1959 4,645 3,381
1960 4,743 3,579
1961 4,904 -
1962 5,154 4,046
1963 5,505 4,611
1964 5,665 4,778
1965 5,914 4,657
1966 6,298 4,952
1967 6,684 -
1968 2,346 6,600
1969 7,620 6,283
19720 7,954 17,316
1971 8,311 7,124
1972 8,838 -
1973 10,144 9,495
1974 10,532 10,900
1975 10,662 -
1976 11,368 11,051
1977 12,210 13,782

Growth Rates (%)

1950-56 12,3
1926-60 6.3
1960-65 4.5
1965-70 - 61
1970-77 6.2

f Nt e
.

~ N D

o=

199

230
251

(=)
P
DULMOEOONODO W

DS

Large Scale 5 Output
rO00' s [ndex™ A
- - 5,752
- - 6,229
- - 6,472
- - 7,126
- - 1,903
- - 8,085
13.3 - 8,206
13.0 - 8,419
14.5 - 8,865
14.2 - 9,432
13.7 - 9,338
- - 9,886
13.6 - 10,309
14.7 - 10,969
15.8 - 10,954
17.1 - 11,786
19.1 - 12, 157
- - 12,521
19.2 - 13,413
19.7 - 13,765
19.3 - 14,013
20.9 - 14,416
- - 14,967
18.6 - 15,745
17.8 - 15,876
- - 16,947
- - 18,283
- - 6.1
7 - 3.3
4.5 - 4.8
2.5 - 3.5
2.0 - 4604

I~
-

~
N

1956-100.

20 or wore workers.

el

I~
>~

1965-71,

el

1971-77.

1971-76.

=

Sources: NEDA, NEDA Yearbook, 1978.

Actual values deflated by price index for gross

NCSO, Annual Survey of Establishments.

flxed capital formation; NEDA Yearbook, 1978, Table 4.8.
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Table 7.7:
WAGES OF COMMON LABORERS AND MINIUM WAGES IN MANITA

MONEY AND REAL, 1951-1978., PESOS/DAY (REAL IN 1972 PRICES}Li
Money Wages Real Wages
Common Minimum . Common Minimum

Year Laborers Wage Laborers Wage
1951 4.6 4.0 9.7 8.4
1952 5.5 4.0 11,1 8.9
1953 5.1 4.0 11.8 9.3
1954 5,0 4.0 11.8 9.4
1955 5.2 4,0 12,3 9.5
1956 5,3 4,0 12.2 9.2
1957 5.2 4,0 11.3 9.1
1958 5.2 4.0 11.5 8.8
1959 5.3 4,0 11.7 8.2
1960 5.3 4.0 11.2 8.5
1961 5.4 4.0 11.3 8.4
1962 5.6 4.0 11,0 7.9
1963 5.9 4.0 11.0 7.5
1964 5.9 4,0 10.3 6.9
1965 6.3 6.0 10.7 10.1
1966 6.8 6.0 10.9 9.6
1967 7.1 6.0 10.8 9.0
1968 7.9 6.0 11.7 8.2
1969 8.3 6.0 12.0 8.0
1970 9.2 6.0 11.6 7.6
1971 9.8 6.0 10.9 6.6
1972 10.4 6.0 10.4 6.0
1973 10.7 6.0 9.4 5.3
1974 17.5 6.0 7.6 3.9
1975 12,5 6.0 7.6 3.6
1976 13.2 10.0 7.5 5.7
1977 13.8 10.0 7.3 5.3
1978 14,4 11.0 7.1 5.4

/1 Deflated by the Consumer Price Index for Manila.

Sources: Central Bank, Statistical Bulletin 1978; Unpublished
data from wages commission.
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Table 7.8: .
" AVERAGE EARNINGS RATE IN VERY SMALL MANUFACTURING ESTABLISHMENTS
’ 19611975

10 or Less Workers
Unit 1961 1967 1972

Number of Enterprises 000s 33 41 63
Total Number of Workers 95 125 204
Paid Workers 43 59 94
Family Workers and Owners 66 110
Current Prices
Value Added 206 438
Wage Bill 57 149
Ovners Share of Value Added 149 289

Paid Workers' Wages - Annual B 1,585
- Per Day B . 3.2 5.3

Owners' 8hare of Value Added + No. of Fa~.ily Workers (including Owners):
- Annual R 1,788 2,258 2,627 6,255
- Per D B 6.0 7.5 8.8 20.9

Enterprise Earnings - Annual B 2,818 3.634 4,587 8,634
- Per Day R 9.4 12.1 15.3 28.8

Daily Rates, Constant 1972 Prices

GDP Deflator

Wage Rates for Hired Labor
Averages Family Earnings:
- Per Enterprise

~ Per Family Worker

1/ Preliminary estimates from unpublished data from the 1975

Census of Establishments.

Sources: NCSO, Census of Establishments; NEDA, National Income
Accounts.

Notes: Daily rates are estimated from annual rates assuming 30C working
days per worker per year., The owners' 'share in net value added
(after expenditures on fixed assets) is taken to equal their net
earnings, on the assumption that tax payments and loan repayments
are negligible for small enterprises; small manufacturing
establishments in the Philippines are eligible for tax
exemptions for 8ix years after regilstering with NACIDA.




Table 7.9:

SOUBCE OF FAMILY INCOME BY QUINTILE, URBAN AND RURAL, 1971

ANNEX TO CHAPTER VII

dages & Salaries

Sptraprenausial Acedviky i

Trading,
Nonu Transport, Other
Agriculture Agriculture Other Manufaccuring Agriculture = Sources Total

URBAN Number of Families
Lowest 207 21 164 70 22 64 42 383
Second 20% 11 256 52 19 18 27 383
Third 20% 11 268 54 15 19 15 383
Fourth 20% 8 269 55 14 9 28 383
Top 20% 6 2647 66 12 11 42 383
Totals 36 1204 297 82 121 154 1915

Percent Distribution (Vertical)
Lowestc 20% 37.5 13.6 23.6 26.8 52.9 27.3 20.0
Second 20% 19.6 21.2 17.5 23.2 14.9 17.5 20.0
Third 20% 19.6 22.3 18.2 18.3 15.7 9.7 20.0
Fourth 207 14.3 22.3 18.5 17.0 7.4 18.2 20.0
Top 20% 8.9 20.5 22.2 14.6 9,1 27,3 20.0
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Percent Distribution (Borizental)
Lowesc 207 5.5 ' 42,8 18.3 5.7 16.7 11.0 100.0
Second 207, 2.9 66.8 13.6 5.0 4,7 7.1 100.0
Third 207 2.5 70.0 14,1 3.9 5.0 3.9 100.0
Fourth 207 2.1 70.2 14.4 3.7 2.3 7.3 100.0
Top 207 1.3 64.5 17.2 3.1 2.9 11.0 100.0
Total 2.9 62.9 15.5 4,3 6.3 3.9 100.0
RURAL Number of Families
Lowast 207 99 44 L4 25 613 61 387
Second 207 130 77 49 25 563 43 887
Third 207 151 131 49 25 430 41 387
FPourth 20% 153 228 68 19 388 31 887
Top 20% 92 362 78 21 278 56 887
Total 625 842 288 15 2332 232 4434

Percant Distribution (Vertical)
Lowest 207 15.8 5.2 15.3 21.7 26.3 26.3 20.0
Second 207 20.8 9.1 17.0 21.7 24,1 18.5 20.0
Third 207 24.2 15.6 7.0 21,7 21.0 17.7 20.0
Fourth 20% 24,5 27.1 23.6 16.5 16.6 13.4 20.0
Top 20% 14.7 43.0 27.1 18.3 11.9 24,1 20.0
Total 160.0 100.0 100.0 100.0 100.0 100.0 100.0

Percent Distribution (Horizoatal)
Lowest 207 11.2 5.0 5.0 2.8 69.1 5.9 100.0
Second 207 14.7 8.7 5.5 2.8 63.5 4,8 100.0
Third 207 17.0 14.8 5.5 2.8 55.2 4,6 100.0
Fourth 207% 17.2 25.7 7.7 2.1 43,7 3.5 100.0
Top 207 10.4 40.8 8.8 2.4 31.3 6.3 100.0
Total 14.1 19.0 6.5 2.6 52.6 5.2 100.0
Sourca .

NCSO, Family Income

and Expenditura Survay,

¥

1972,
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Table 7.10:
DISTRIBYTION CF FAMILY INCOMES IN THE PHILIPPINES, 1936 T0Q 1973

Family Income
Group (Ranked
- From Lowest to
Hdighest) 1956=57 1961 1965 1971 1975

Parcentage Share of Total Family Income

Lowest 207 4,5 4.2 3.3 3.6 5.5
Second 207 8.1 7.9 8.1 8.1 9.2
Third 207 12.4 2.1 12.8 13.3 12.9
Fourth 20% 19.8 19.3 20.1 21.0 19.1
Top 20% 55.1 36.5 55.3 4.0 533.3
Total 100 100 100 100 100
Top 10% 39.4 41.0 40.1 37.1 37..’!1-L
Top 5% 27.7 29.0 28.7 24.8 a.a.
Average Family Income Within Grouo (Constane 1972 P:ices)lz % Change
1956-75
Lowest 207 : 807 808 755 744 1,141 + 41
Second 207 1,459 1,502 1,723 1,648 1,951 + 34
Third 207 2,217 2,300 2,755 2,673 2,707 + 22
Fourch 207 3,644 3,667 4,328 4,267 4,000 + 10
Top 20% 9,815 10,747 11,899 10,908 11,240 + 15
Average 3,588 3,806 4,292 4,043 4,197 + 17
Top 10Z 14,146 15,605 17,193 14,989 12,3821£
Top 5% 19,859 22,068 24,637 20,041 n.a.
lé Top 10.8%; the upper income group range in the 1975 Survey was 8 10,000 and over, which

covered 10.82 of the familias,

/2 The price deflator for personal comsumption expenditure was used (see NEDA Yearbook for
1978, Table 4.8 row 1) which was 427 for 1956~57, 47.4% for 1961, 59.2% for 1965, 92.4%
for 1971 and 165.0% for 1975.

Source: The primary sources are the NCSO surveys of households on family incomas and expenditures.
) The NEDA Yearbook for 1978 has the data summarized for the years up to 1971, The 1975
- data were taken from a Special Release No.191 of the NCSO's preliminary tabulations
of the Surveys, dated April 21, 1977.
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Table 7.1l1l:
EYFECTS OF CBANGZS ¥ THE TYPE UY SMPLUYMENT

ON-FAMILY TNCOMES AND LNCOME DISTRIBUTION,

1956, 1976
income Group by Famdly Percenr Distribucion of Main Incoma Zarners 1/3/ Zscimactad Numbar
Income, Pssos/Year 2/ Zscimated Discribucions of
- Incrspreneurial Accivitias Tamilies (000s) 4/ Columm (5), (6) & (7}
Wags and Salary/ Trading &
Zarcers Transport Manufacturing Agriculture 1965 1971 1976 1965 1971 1976
1) (2) 3) (4) (5 (8) €] (8) (€] (10)
Guder 2300 1.9 3.1 5.6 8.9 %0 300 160 5.4 5.0 4.9
7500 - 7999 3.3 7.7 16.2 20.3 619 716 863 12.8 12.0 11.7
P1000 - P1499 7.6 9.2 12.2 18.1 618 729 886 12.8 12.2 12.1
P1500 - P199% 9.6 0.1 13.7 14.7 589 709 863 12,2 11.9 11.7
22000 - 22499 9.4 8.2 10.7 10.2 470 573 707 9.7 9.6 9.5
2500 - 22999 9.7 8.6 6.1 6.6 389 439 606 8.0 3.2 3.2
73000 - ?3399 16.6 13.5 11.7 8.7 504 768 9585 2.5 12.8 13.0
24000 - 54399 10.2 8.4 6.6 4.7 356 455 568 7.3 7.6 7.7
25000 - 25999 6.9 5.2 5.6 2.6 233 299 374 4.8 5.0 5.1
26000 - 27999 9.8 7.3 5.8 2.4 289 377 aré 6.0 6.3 8.5
78000 - 29999 5.9 5.3 2.0 1.4 156 208 255 3.2 3.4 3.5
210000 and ovar 8.3 11.3 g.1 1.8 262 344 438 5.% 5.3 5.9
Total 100.0 100.0 100.0 100.0 4343 5366 7346 1060.0 100.0 100.0
Discribution of Familiss it 1965, 1971, and 1976 (Columms (1) ro (4) 1s sbove) Total
1) 2) 32 %)

1965 (Na. in 000s) 1966 436 152 2229 4843
1971 (¥o. in 0001) 2729 584 197 2456 5966
1976 (No. in 000s) 3436 797 204 2509 7346
1965 (%) 40.6 9.4 4.0 46.0 100.0
1971 (%) 45,7 9.7 3.3 41.2 100.0
1976 (%) 46.8 10.8 2.8 39.6 100.0
1/ Thase corraspond to-the 1971 discribucion as calculacad by cthe YIES.
2/ The iocoma discribuctions showa {n columas (1) to (4) are for 1971; ic follows thac all caleulations and income rangas are in 1971 pricas.
3/ Zxcludas families vhose incomas are from owaarship of propecty and capizal, or from gifts,
4/ Zscimmted using the percancages obtaizing in colums (1) to (4). With tha excapcion of 1971, chere are cot aczual discributicns (see sourca aocss).

Sources and 3asis of Escimaces.

The main scurca {s the Zssily Income and Zxpenditure Survey (YIES), 3CS Survey of Bouseholds Bullscin, Serfes 34, 1971 Tablae 60. The Discribucicn
of Prxilias in 1965 and 1971 are also taken frowm this source., For 1976, the estimacas vears mads a8 follows. The 1977 Labor Ysarbook, Dapartmant
af Labor, gives the sumbers of {nduscrial workers. fowr 1963 thru 1976 . (see Anosx Tabla 14). The percenc chaages in che cumber of familias
pricarily depeadent on entrepreneurial acCivity wers chen assumed €O be tha same 18 che percant’ changas in 3elf-employed Vorkars (but noc of
unpaid family workars) Lo the sa»e sector, The percentage incresse (between 1971 and 1976) in the onmber of familias dependent oa vage and

salary work ves ascinaced {n che sxms vy,

To escimaca che discributionus, percentages and oumbers of familias for the threae years, the 1971 percentage distributions shown in columms (1)
through (4) were spplisd to the total cumber of famillies clasaified according to scurce of income for the respective years, Thus coluea (35),
tow (1) for 1965 equals (1. 9x 1966 + 3.1 x 456 + 5.6 = 192 + 8.9 x 2229)/100 = 260; ecc. Using the procedurs, the figurss in columms (6) and
(9) are actual dats, waile those in (5), (7), (8), and (10) are estizaced effscts of the changes in occupacions) itTucturs, holding che
discribution of incomes constsne wvithin each occupational category.

Supplementary Caleulations

(1) Escinates of the income rangs of the bottom twa quintilaes for 1971. Prom columm (9), the percancage of faxilies wvith incomes of up to
PIS00 ia (5.0 + 12,0 + 12.2) = 29,2% and with incomms of up co P2000 is (29.2 + 11.9) = 41.12. Those vich incomas in the rmge P1500
to 2000 ars then divided inco families sbove, and families below the “boctom 40% limit om a straight line basia. Thae dividing lina
for the bottom 407 1s thea L500 + 500(40 - 29.2)/(Al.1 = 29.2) = 1958 pasos.

(2) Zstinace of the effects of changes in esployment atructure (bolding che i{ncoma distributicn curves within each cccupational
catagory cousacanc) on the averaga resl {ncomas of thae bottom 40%, Using the linear mechod given in nota (1) above, the incoma
range of the bottcm 40% i3 estizated to bs P1869 or below in 1963, and P1964 or balow in 1976. Using cthasa figures,che data
ic columns (8) and (10), and caking wid-poinyz on each block of the Riscogram, gives the following sverage raal incomas for
1965 and 1976 respectively.

0.054 x 250 + .128 x 750 + .128 x 125G" + 0.09(1500 + 1869)/2 = 2400
0,049 = 250 + .117 = 750 + ,121 x 1250 + .113(1500 + 1964)/2 = p436

The {ncresse sverage rsal incoms is thea ¥%. “Thers Ls a dowoward bias in boch of the averags income estimmcas for the bottom 40%
on account of the linear approximacions involved,

(3) The chaoge for those fmmiliss wbo moved would be 9,0L. X (oo in %0 delaciles) 3 (Wrwhn chamged). This equebw-3.0 x487(66.8+39.6) = 562,
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Table 7.12:
OCCUPATIONAL STRUCTURE AND ESTIMATED WAGES OF
WAGE LABOR, 1960 TO 1970

Percentage Share of
Wage Labor Wages/Day (1972 Pesos)
. /1 1960 1970 Change 1960 1970 Change
0 t 2
cemparTor @ (2) €) (4) (5) (6)

Farm Labor 32.2 20.8 - 11.4 5.8 3.8 2.0
/2

Production Workers inManufacturing and Trades—

14.

.

4
3.
1

- Large Eatablishmentsi% 10.1
- Small Esta lishmentsé— 3.6
- Household 6.5

Y
Sales Workersl— 11.2 . 0.
Stevedores and £reight . . 2.
Land Transport

Service:

~ Housekerepers 14.8 14,7
- oOther {3 7.2 8.1

Total Weighted Average 100.0 100.0

No. of Workers, 000s 2,222 3,835 1,613

1; Excluded are wage labor in mining, quarrying, fishing, logging, hunting
and occupations NEC, as data were not readily availdble. Also excluded
are professional, administrative and clerical, as these are mostly salaried

and higher paylng occupations.

Such as building, masonry and the repair and installation services
(plumbers, carpenters and electricians) outside manufacturing. These add
about 17% to what would be the totals if production workers in manufacturing

alone were considered.

Establishments with 10 or more workers are here described as large
following the terminology of the NCSO in the 1961 and 1972 Censuses,
and those with less than 10 workers as small.

Working proprietors and family workers not included; also professional,
administrative and clerical workers in production and sales are excluded
(see f.n. 1).

The services here are mostly in restaurants and hotels, recreation,
entertainment, barber shops etc., repair and installation services, and

other wage labar.

Source: See Annex Table 14 for data sources and basis of estimates.
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. Table 7.13:
EFFECTS OF CHANGING WAGES AND OCCUPATIONS ON

" "TAVERAGE WAGE LEVELS FOR WAGE-LABOR, 1960-70

Contribution to Average Effectéi on Average
Wage (P/day '72 prices) Wage Changes in;

Occupation 19 gL% %%KOZQ»Chigge Occ%g?tionii”%%geslé

Farm Labor 1.9 0.8 - 1.1 - 0.7 - 0.6

Production Workers in

- Large Establishments 1.4 2.0 + 0.6 + 0.6 0.0
- Small Establishments 0.2 0.4 + 0.2 + 0.2 0.0
~ Households 0.4 0.2 - 0.2 - 0.1 - 0.1
Sales Workers 1.4 1.3 - 0.1 + 0.1 - 0.2
Stevedores, etc. 0.8 0.6 - 0.2 - 0.1 - 0.0
Land Transport 0.6 1.1 + 0.5 + 0.6 - 0.0
Service:

-~ Housekeepers 1.1 1.0 - 0.1 - 0.0 - 0.1
~ Other 0.6 0.8 + 0.2 + 0.1 + 0.1
Weighted Average 8.4 8.2 - 0.2 + 0.7 - 0.9

/1 These two items do not always add up to the change shown in the third
column because second order terms are ignored (i.e. the change in
wages times the change in occupations).

/2 Col. (1) of AnnexTable 12 times Column (4).

/3 Col. (2) of Annex Table 12 times Column (5).

Col. (3) of Annex Table 12 times Column (4). {(Approx. see f£.n. 1).

14
/5 Col. (6) Annex Table 12 times Co. (1). (Approx. see f.n. 1).
/6 See also footnotes 2 and 3 of Annex Table 12.

Source: Calculated from_Annei Table 12,
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Table 7.14:
DISTRIBUTION OF WAGE AND SAIARIED,
SELF EMPLOYED AND FAMILY WORKERS BY SECTOR, 1965-1976

Percentage Distribution of Workers

Industrial Sector No. Employed Hage & Self Family  Total
and Year /1 000s Salary Employed Workers Total
v Agriculture:
1965 5,725 15.8 50.8 33.4 lOO/2
. 1976 8,126 15.7 46.7 37.3 100~
Manufacturing:
1965 1,101 53.9 37.4 8.6 lOO/2
1976 1,680 65.8 26.0 8.1 100—
Commerce:
1965 1,114 25.7 57.6 16.7 10(}%
1976 1,864 29.6 54.5 15.5 100~

Personal Services, (Other than Government, Community and Domestic)

1965 227 51.6 41.4 7.0 100
1976 276 n.a. n.a. n.a 100
Transport Etc.:
1965 339 83.5 14.7 1.8 100
1976 550 81.6 17.0 1.3 100
All Other:lé
1965 1,549 96.3 3.5 0.2 100
1976 2,886 97.1 2.7 0.2 100
Total:
1965 10,101 " 36.5 41.2 21.9 100%
1976 15,427 41,2 35.8 22.6 100—
/1 October Series for 1965 and August Series for 1976.
/2 The totals do not add up to 100 in these cases because a small percentage

of the sample, varying between 0.1Z and 0.4%Z were classified as 'not
reported.”

Mining, Quarrying, Construction, Domestic Services (over 99.5% of which
are classified as wage labor in the Censuses), and Government Community,
Business and Recreational Services,

"~
w

Source: 1977 Labor Yearbook Table 3.9.
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Iable 7.15:
‘ OCCUPATIONAL STRUCTURX AND SOME WACE AND
SALARY DATA FOR THX SMILIPFINES LABOR FORCE,
1560-1870
Yo. Saployed < Tocal ‘Wage {Puso0s/
200s L 13 Day 12 2rices) L/
Occupacicn 1360 1970 1560 1570 1360 1370
2rofsssioual 233 268 2.9 5.7
Adminiscracion . 49 B7 9.5 .2
Clerical 79 269 2.3 3.2
Salsaz
Wbolesalars & lecailers 219 282 2.3 2.5
{Proprrators)
3ales Yorkars wy 430 3.1 4.0 2.7 10.5
Uchar 20 Al 0.3 0.5
Lzrt'mlmnx
Self Emeloyed 2511 833 30.3 .9
Tamily Sorkers 1608 1991 20.2 17.5
Farm Labot 709 785 8.9 $.9 3.8 3.3
Torescry, Zishing, ats. 85 13 5.1 1.6
Prodwctica Yorkers:
Zgcablishmexca > 10 m 334 2.3 4.8 B.3 3.3
warkars
Zacablishesacs < 10 82 32 1.0 .2 5.7 5.7
Vorkars
Households: Faily Labor 424 432 5.3 5.6
Towssholds: Hirsd Lador 141 210 1.3 1.3 5.8 3.3
Staveders, Froight Haodlaecs, 1827 243 2.3 2.1 10.0 9.5
eces,
Trenepert: land 132 433 1.7 3.3 10.0 9.5
Trazsperc: Other 65 52 9.3 0.3
Ssrvicas:
Bousskeapers 328 556 4.1 4.9 1.5 7.1
Othars 2/ 6l 304 2.0 .7 3.3 9.5
. - A1l other 49 162 0.6 vk
Tocal 7944 3/ 11333 Loo. to0.

1/ Shersver che murce macarial zave sversge aunual esrmings per wotkar, it hss besa
couverted o daily wegs cacas by dividicg by 300 days per year.

3/ 1nclodes repair servicas, hocals aod restsurancs, sanifary services, barbers, ecc.
3/ This figure L4 low. Tmployweac (z 1960 was 3.5 =millica.

Sourcse and gsis of Jstimmcas
(s) Employweat Dacy. 1960 and 1970 Cu.-ua of Populaciom and Jousicg. Tha

discribucions of on vacikars b ascab 11 shm wizh 10 or zove
warkara wara ulcnh:.d using the p-:c—u.u- dluribadm- chbtainad from the
1961 soa 1972 C of Zscaoliah B bald emsloymenc bHeing

caiculated a8 a residual becvesn thase c;nnmu and che tocsl sanofacturing
wploymmoc sstimacas provided (n the Annoal Surveys of Sousaholds; the hired
labor {n housenold asoufacturing (s based on the results of a survey by SACIDA
in llocos, 1977 (ses Chapter 5, shove). The perceuncage discribuciona for

19$1 and 1972 vere thea appiled to 1960 wnd 1970 ively. Thia 3 dv
{ovolved 2 small error since abouc 17% of che "Produccica Wdrkars” are {n
sou-sasufacruring accivities, sock as building aod wascary. The distribucion
of workers in agriculcurs wacs takes ‘rom tha 1977 Yaarbook, Deparctmeat of
Lsbor, for 1970; for 1960, the discribuciou ware calculaced using the percencage
diacridbuciom chac obtained {n 1965 (the exvor in this (s probadly quite seall,
sioce the hired labor force {a agriculture sz a percamcage of the cocal
agricultural laber force appearsd o be quics scable af 16 + 1%, (o thae
paxiod).

(®) Uage Dacg. 7or ggricultural lgbor the primery sourcd Le the Duresu of
Agriculrtural Zcooowdcs, Quarcarly Sarveys; the dacz alsc appear Lu tha
1977 Lebor 7sarbook, Deparcmenc of Labar, frow which the above wers Caken
and {nflated ¢o 1972 pricea using the cousmer price lndex (vhich Ls 0,456
for 1960 and 0.314 for 1970), Por production workars, the besic sources
are the 1961 and 1972 Censwses of Large «od Swall Escadlishments; cha
Average WWvAY Vages vers tended  back to 1960 and 1570 reapectively and
tnflaced o 1572 pricse. Yoz hired produscion workers i housebolds, the
wages wera assumed O be the sswa 1a those for farm labor, since moac
bousehold manafacturing Ls in the rusal arsas and zowna, (A survey by NACIDA
in Ilocos gives che sverege somual earnings for tired woikars to ba adouc 700
per yexr ia 1977; zhiz would be lower than fle ammual esrnings Tacs (o
agriculture and probably reflects the paint that homsebald mesufaccuring Le
ofcsn a secondary accivity).

3 Por sales and other servica workers, tia basic dati were cbcained from the
1961 and 1972 Cansuses of Large snd Small Zacablisheeacs (a.f, Tabla 6.4
sbove), weighted gveraged and axcrapelated back to 1960 and 1370 teapeccively, .
Yor housakeepers, land Zraggpott werkers ind itrvedorses tha wege calscivities ‘
that oscained ia 1977 ware availabla {5 aa {ncermal report of Vage Commission;
tha same relacivities wecs cakam co wyly ia 1970, uaing the wages of uaskilled
~ werkars ia Meaila <& the basis,

Soma checks ou the wage daca are vrvvid“ a8 lolln- ricst, the 1977 vege data
ware comparsd with our owm s during the yrise interviews and (2
‘vigits €3 project areas, Second, :h- Tumily Incoma end Expenditura surveys
. provide informeciou oa the family incowse of pacpla {n various occupaticas,
3arry caviews soma of this satertal in "Iacows and Consumpcion Discribucicn
Trends in the Philippiaas, 1950+70," op.cit; sae hiz Tables 9 and LI, As o
. rough check, multiply tha abave data by 300 days per year and aswass 2.2
working membars per family (an aversge mumber or low incoms fam(lies la the
fhatlippines), For farm lsbor chis gives P 2,508 (c.f. ? 2,248 in Berry, or
. P 2,500 converting 3erry's daca to 1972 pricas}; fpr transpert workarcs
P 2,850 for che head, plus, say, anathar ? 1,300 for the othar 1.2 workers
(wsa would be aerniog less than the hesd, say ? 5 to § per day), givisg
P 4,650 (a.f, P 4,300 Ln Berty or P 5,000 {n '72 pricaa); for sales workers
r3. m,xmplmn:mumwizmu, giving 2 6,950 (e.2, Pk900
in larry, or P 5,800 in '72 prices). Taird, 2 raceat murvay of
urban pevercy arse (Tomde foreshere) has calculstad an svecrage fosily tn:a- o2
» 471 per moauch la 1978 waich {1 equivaleac ta & datly sverage foc the (amily
haad af about P 8«10 per day, {n 1972 prices: Mils Zeforwa "A Jtudy of Incoma
and Expsaditure Patterns of Housebalds Ln the Tondo Fovsabors,” fatioosl
Housing duchority faceral report, Ocrober 1978.
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Table 7.16: /1 /2
MANUFACTURING: FIXED ASSETS PER WORKER AT 1972 PRICES, 1971

Sector 20 - 49 50 - 99 100 - 199 200 - 499
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Food

Beverages

Tobacco

Textiles

Clothing and Footwear
Wood

Furniture

Paper

Printing

Leather

Rubber

Chemicals

Petrol and Coal
Non-Metallic Minerals
Basic Metals

Metal Products
Machinery

Electrical ‘Machinery
Transport
Miscellaneous

Total
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Original data deflated through the fixed capital formation index for GNP.

A dash indicates data supressed in original source.

Total excludes paper, petroleum and coal, nom-metallic minderals and basic metals.

Sources: NCSO, Annual survey of Establsihments 1971 (founded in "Appraisal of a small and
medium industries development project’, 1975) and, statistical yearbook, 1978,
Table 4.8.




