Onlversity of he Philippines
. SCHOOL OF ECOROMICS

Discussicon Paper 8113 Jotober 1981

Soie Aspects of Japanase
Inveastments i the Philippines

Florian A. Alburc
.l";";..

WOTE: UFSE Discussion Papers are preliminary versions
circulated privately to elicit critical “““m¢“t'lg]

They are protected by the Copyright Law {?D Ho.
and are not for guotation or reprinting without

priocr approval.

Fdd It

S L
14 i




ABSTRACT

The paper deacribes the pattern of Japanese private invest-
ment in the Philippines, reviews the analytical aspects of private
foreign investment in general and how Japanese investments fit in
that framework and suggest directions for policy and research
analysis.

Philippine exposure to Japanese investments iz slight though
not inaignificant compared with the rest of the ASEAN countries and
in terms of growth retes in the seventies. There has been a notice-
able surge however relative to the sixties.

Japanese investments are analyzed (using available aggregate
data} in terms of determinants and impact. It iz shown that the
Lebavior of Japanese investments in the Philippines follows the
patterns Iin other empirdical studies of foreipgn investmenta in
general. The more important question in assessing investments is
in regard to their replacement by indigenous capital and rescurces,
This iz likewise analyzed in the paper.

Some implications are drawn with respect to investments
palliciss and arveas for further ressarch.



SOME- ASPECTS OF JAPANESE IWVESTMENTS 1IN
THE PHILIPPIMES

Flovian A. Albumo*

This paper is an attempt to (&) describe the patterm of
Japanese private investment In the Philippines in the absoclute and
relat ive to ASEAN during the period of the seventies, (b) review the
analytical aspects of private foreign investment in gan.t:;a.l and in
particular how the Japanege Iinvestment fits io thiz context, and
{c} suggest directions for policy and research analysis looking into
Philippine-Japanese investment relations. Heavy reliance is made in
this paper on existing knowledse base in the Philippines and muchof
the forepoing analysiz iz based on Indicative date rather thap a more

riporons research rane and oethodology.

Section One provides the macroeconemic perspective of Japanese
private foredlgn investment in the Thilipoinez during the seventiss
emphasizing the magnitude Involved in the ASERN and world context.

A zecond section reviews the analytics of foreign investment and
explores these within the frame of Japanese investmentz. Finally, some

directions for both 1icy discussicn dnd research analyses are given.
el ¥

*pzsooiate Professor, School of Reonomics. This paper is part
of a collaborative work with Professor Loretta M. Sicat on Philippine-
Japsn Fconomic Relatione receiving support froém the Philippine Social
Science Council (through a grant from the Japan Center for International
Exchange ).




L. JAPAMESE PRIVATL POREIGH INVESTMENT

There has been a substantial increase in Japanase private
foreign investment worldwide especially in the decade of the
seventies compared with the sixties. Until the end of 1989, the
accumulated Japanese foreign investments abroad amcunted to
$2.E billion U.E. dollars. Yet the balance in 1980 {gnding June )
amounted to $28.0 billion U.S, dollars or a 10.7-fold increase in
the 5eventies.1 More significantly, while the growth rate of
Japapese private foreign investment between 1961-1%639 was arcund
19 per¢eat per year, in the seventies the average yearly growth
rate was 29 percemt. Both these growth rates are much higher than
the growth of foreign private investment flows to developing countries
in the sixties (% percent in real terms) or seventies (16 percemt

in nomital terma and ]'9']'0—'.”."}.2

In terms of geographical distribution, the breadth of Japanese
investments seem to have remained the same. In particular, the
share of Azia which stood at 21 percent in the previous decade rose
slightly ta 28 percent in the seventies. Of course, during the
twe decades the Japanese has continued to be an important source of
foreign investment along with the United States, United Kingdom, France
and the Federal Republic of Germany altogether accounting for more

than E0 percent of all flnus.3



With respect 1o the Japanese private foreign investment in
ASEAN, its rate of growth has been greater than the growth rate of

all investments i.e. 35.5 percent.

Tables 1 and 2 show the outstanding balance of Japanese foreign
investment in ASEAN and the world and the yearly figures for foreign
investment. HNotice the extent of Japanese private foreign investment
of $490 million U.5. dollars in 1971 rising 11.% times to 55,586

million H.5. dollarse in mid 3979,

Tahle 7 shows the yearly fluctuatione in the flow of investments
in ASEAN. Ower two-thirds are in Indonesia, followed distaptly by
Singapore (10.2 percent), the Philippines (8.6 percent), Malaysia
iB.1 parcent j, and Thailand (5.7 percent). Data are not available
to aosess this distribution relative to the sixties; but it is obvious

a2t foreign investment in Indenesia and Singapore had a higher than
average growth rate (L1 and 43 percent, respectively) while Malaysia,
Philippines and Thailand experienced lower than average growth rates

{33, 25 and 17 percent respectivaely).

dzerage vearly Inveatment in ASDAN for the seventlies is avound
51.7% million U.B. dollare based on the number of cases (see Table 2}.
£ll coumtries ip ASEAN except ITodenesia hed a Jower average investment

'-raie.
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Looking at Japanese foreign investment in a Philippine
context, it appears that the country's exposure is slight, though
not insignificant. This is especially appreciated when compared with
Indonesia. In fact the Philippines has just about the same exposure

as Thailand, Malayzia and Singapore.

The manner of Japanese foreign investment in developing
countries shows that in the sizties arcund 31 percent were for
equity participation. Foreign investment on ASEAN countries consisted
of 28 parcent equity while loans shared 71 perceant. Table 3 presents

data for 1979.

Japanese private foreign investmentsin the Fhilippines in the
seventles pictured above can be summarized az follows: (1) investments
have increased by 33 percent per year, lower than the growth rate of
Japanese investments in ASEAN, (2) average vearly investment rates
amounted to less thop a milliom U.S. dollars, (3) investments in
the Philippines are & =mall share of the worid (1.7 percent) and
ASEAN (10.2 percent) and (%} the type of investments is guite f
evenly distributed Letween equity participation (51.4 percent) and |

lcans (47.% percentiwith the rest into acquisition of properties e

and establisbment of bhranches.
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II. THE AHALYTICS OF PRIVATE PORETGN IRVESTMERT

There iz a dearth of technical studies and literature in the
Philippines on the analytical aspects of direct foreign investment
in general and of Japanese private foreign investment. The analytics
of private foreign investment addresses at least two basic questions:
(1) what determines investment flows? and (2) what are the impacts
of foreign investment? The presumption however seem2 to be that
private foreign investment (PFI) endows some met benefit to the host

country and thus should be stimulated and encouraged.

Forsipn Investment Policy

In the Philippines, the role and participation of PF1 jn the
sconomy is not a recent phenomencn. As early as the 5Spanish colonial
eratracez of "moltinationals" operating in the country could - alreqasdy
bea fﬂund.u puting the dmerican regime beginning in the twentieil

ceptury, American investment was widespredd in publie wtilities and
rericultural trade. In fact trade with the United States [lourished

iz & result of preferentisl treatment.

The pattern of foreign inveatment after Independence in 1946
was largely conditioned by economic policies adopted at that time --

controls, tax incentivaes, national treatment for Americans, peso



overvaluyation -- which spawned finishing goods industries and

assembly factories.

The more systematic means of streamlining and ratiomalizing
foreign investments policy in the Philippines is embodied in a series
of laws that began with Republic Act {(R.A.) No, 5186 known as the
Investment Incentives Act. This Act defined investment areas and
simultaneously created the Board of Investments (BGI) to carcy out

and implement its prﬂvisinns.ﬁ

E.A. 5186 specified the extent of foreign participation in
investment areas, itemized incentives, and set time limits. The Act
indicated preferred aress of investment which could be pioneer or

non-piloneer.

Pioneer areas are geperally industries in the intermediate
fields "...such az the smelting of ores, refining of metal,...
petroleum and salt-based chemisals,...pulping and integrated pulp
and paper-,“? Under the pionesr preferred areas, foreign participation
can ba up to 100 percent equity. In the non-pioneer preferred areas,

foreign capital may participate up to 40 percent.

Foreign investment as well as Filipinoe owned Industries
registered with BOI under this Act are provided with a range of

incentives in addition to whatever structural distortions the ecooDomy
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may have that affect it. Thi= includes the right to repatriate
investments and remit earnings, freedom from expropriation of
investment, exenvtion from capital gains tax, accelerated depreciation,
carry-over of losses, exemption from tariffs and compensating taxes

on machinery and eguipment importations, right to empley foreign
nationals (within 5 years of registration), anti-dumping protection

and protection from government competition. TFor non-pioneer preferped

. A : &
areas, the incentives are just about the same.

Subsequent investments policies wers meant to complement the
bagzic Act. Forrexample, B:A. No. 5455 ip 1968 provided for the
entry of foreign capital in areas not covered by R.A. MNo. 51BE as
long as participation does not exceed 30 pﬁrn&nr.g Eepuhlic Ast No.
6135 or the Export Incentives Act was passed in 1970 to encourage
export development especizlly of manufactyured products. After 1972,
several presidential decrees (F.D.)} amended or changed the provisions
of Boh. 51B5; BLES op B135. TFor instapce, P.D. 32 and -P.P. 4BS
liberalized earl:er incentives granted, and abolished some deductions

from computations for net income.

In sumsary , there have been an avray of laws defining foreign
investments policies but R.A. NHo. 5186 seems to be the critical
threshold in formulating the boundaries for the entry in and

participation of foreign investment.



Analytics of Foreign Investment: [eterminants

FFI, especially on developing countries, is considered isportant
in the sense that it provides a foreign exchange source and fills a
savipngg-investment gap. Institutional factors are therefore partly
uzed in order to affect itz flow, Clearly, bowewver, FI'I i= oot in

the same category &s offjcial development assistance or-aid.

The search for the determinantz of private foreipn investment
will allow 2 more systematic explanation of changes in flows but
more critically a prediction of what may happen given ceriain
conditions. Both aggregate and micro-analytic studies have been

enployed to understand what may explain BFI.

Generally, it is argued that industry profitability influences
the pate of PFI flows across nmations, where PFI can be eguity
(plus management ) participation. Other factors include the market

structure, general cconomic growth, tariff rates, ané political factors.

: - ik
In ope review of past stuedies, it was poted that there was

noe conzistent ranking of the various determinants though profit
motives geemed to predominate. Ipdividual host country studies zlsc
show the stfﬁngth aof profitability asinfluencing foreign investment

but with a wider range of other factors, including the envirconment.



¥hile the rate of return in an industTy may reflect profit-—
ability, it somehow proxies for other economic aspects. In Hymer's
f-nm,ula.tiﬂn,il it iz advanoced that foreign investment flows occur in
industries which are characterized by monopoly or monopolistic
competition. The implication made iz that private foreign investment
is related to the theory of the firm rather thap capital movements.
The point however iz that profitability may be conditioned by other
economic distortions. For example and especially in developing
countries, it is not unusual to find a close degree of associatiom

betwaen industry prefitability and protection.

The trade-off between the establishment of an overseas firm
o contiowved Final product exportation: seems To be conditioned by
the market structure, market size, and systems of protection or
trade bapriers. Decizicns regarding foreipgn investment and its in-
country distribution hinge on relative profitability. Besides an
even more important step is 3 country's relative profitability

vigz-a-vis other countries,

Harket size iz often considered separately though as pointed
out previously it is associated with measures of profitability.
Somewhat along this 1fne, 2 catch-all i= growth of GNP. All these
are consistent with the so-called global profitability maximization

hypothesis.
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In Colen's Eummary,z? tke element of uncertainty is introduced
for at least two reascns. The first is that there is hardly any
perfect information on the part of a foreign investing firm. The
second is that decisions to invest interpationally may dictate a
portfolio wherein cross-country correlation of profitabiliry is a
low. This allows risk to be minimized and reduces overall profit-

ability fluctvations.

One of the seminal works on PFI in the Pnilippines argues on
the importance of the rate of return determining investment flows
especially of American direct inu¢ﬂtm&nt3.13 In the same specification,
political factors are seen as impinging on PFI. These are shifts in
behavior during election years and comtrol periods of the Philippine
acnnany.iu #n a priori hypothesis is set out indicating the influence
of nominal tariffs, wage differentials and interest rate spreads,

but empirical resu. - which include them are not reporied.

An interesting aspuct of what stimulates PFI concerns how an \
ASEAN grouping might affect it. The Scaperlanda and Mauer Hfuﬂ¥715

as adjusted and reformulated by Sicat,JE indicates that the formation

of the Furopean Economic Community increased American foreign investment.

The- few studies that have attempted To more rigorously delineate

wariahles affecting PFI point to profitability, market structure,
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market szize, tariff rate, and rizk as determining investment flow.
In the Philippines significant shifts in PFI behavior follow with
changes in political ernvircnment (e.g. elections) and economic

controls.

Looking mow into Philippine-Japan investment relatioms, any
assessment of the Japanese PFI determinants at this cursory level
would be fraught with some problems. In the first instance, there
is paucity of data especially of actual investment flows in the
Philippines. There iz a closer monitoring of investments availing
of incentives under varicus acts or decrees but not quite so with
small ga:jicipatinn in newly registered businesses. Then there is
the growing importance of distinguishing the forms of Japanese PFI
which imply that their determinants may be different from each other, .

Firally, there may be broader aspects determining PFI that can not

be captured through host country studies.

Fipure 1 below szhows the yearly Japznese investments in the
Philippines as reported in Table ? in the previous section. In a
comprehensive study of Japanese-Filipino joint ventures, Tsuﬂﬂiﬂ
has implicitly argued that the 1974 ratification of the Treaty of
Amity, Commerce, and Navigation may have signalled a new wave of

Japanese investments. Technically, this means a shifr of 2 Japanese

PFT function. However, Figure ? indicates that while there was a
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very high investment level in 397%, thiz does not appear to have

been sustained.

It is difficult to match PFT data from one scurce with another
source. The following characteristics are worth noting of Japanese
investments: (1) the direction of Japanese investmentz follow other
foreign investments in general, as revealed in capital participatien
of foreigners in newly registered business organizations (see Table u4);
(2} Japanese investments registered with BOI are mostly in chemical-
based and metal-based menufacturing industries. Table 5 sets data
on Japanese investments during the 3 year period of 1976-1078:

(3} the accumulated balance (as of March 1980) of Japanese foreip:
investment in the Philippinesz shows 82 percent going into the
manufacturing and mining industries. This latter classification may
shade mining into metsl processing in the Philippine data system,

which is part of the manufacturing sector. See Table 6.

Short of comstructing a model to investigate underliying
determinantz of Japanese PFI, it iz possible to sketch out from
fragmentary data how Japanese investments firt in the analytics of

foreign investment,
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TABLE &

Total Amoant of Japanese Investment of Projects
Rpproved by the BOI Under R.A. 51B6, 5135, Do 1150
ard RK,A, 5455 with Foreige Eduitv, 1976-1278
ithousand pears)

SECTDR 1876 1977 197H
Aoro-Besed 28,531 K ) 8,292
Mining & Miperal processing 2,550 - 19,840
Metal based 41,774 BT, 520 20,830
Chemical-based 18,887 135 £1,308
Cther products = - B
Otherg 10,082 6. 025 4 711
Total 101,584 66 . 002 103, 041

=1
il
4

Source: 1980 Pocketbook <f Philippine Statistics
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TRBLE &

Japanege Foreign Investment in the Fhalippines
{Accumalated Balance at end of March T980)

Humber Valoe
of {Million U5 Share

Industry ' Cases Dollars) (Percent)
Manufacturing 211 1848 35.40
hgricnlture, 53 33 B

forestry and

fishariesx
Mining 38 254 47,3
Commerce 71 20 e e
Others 57 42 1.8
Total 500 537 106.10

Source: ‘Ministry of Finance; Japan.




First, there seem= to be & high association between Japanese
investments and relative pates of retures among industries &s
indicated in Table &, While refurns ob invesiments are crodely

= R e s
caleulated, its pattern seems to be related to the industrial

pattern of Japanese investment= in the Philippines.

Second, within manufacturing industry, the distribution of
investments (for 1975} appear to be in industries where value added
has been growing faster, and where concentration ratios are found to
be high,gi Teuda's data?? indicated nearly &5 percent of Japanese
subscribed capital in all joint ventures are in Foods (ISIC Ho. 20},
textiles, (23) basic metals (33) and transpert eguipment {34). On
the other hand, calculations made by Lindsey suggest that with the
exception of foods, there iz a high value added concentration ratic

2 . 3 -
for these industries. 0f pourse the comparative data are for

: 2y
different years.

Finally, the effective protection rates (EPR) of industries
show That metal-based and chemical-based industries are accorded the

25 = o = ! .
highest EFR's. The subsidies provided by BOI, when included in the

3
i 2¢ : R o

measwres of protection, are only slight. ' However when coupled with

the guite insignificant difference between the 186 and 197% EPR's,

it would seem that profitabilities pave remained the same in relative

terms and may in feet have increased.
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All these suggest the stremgth of the profitability hypothesis
determining PFI. One can further advance that with the protective
structure remaining basically the zame In the decade of the sixties
and the seventies, the investment incentiwves have been able to

stimulate an increasing rate of foreign .irr'.ﬂrza'lzlnen:l*t.2"III

Analytics of Foreign Investment: Impact

An even more Important aspect of foreipgn investment is its
effect on the economy and society at large. Whether actual or
perceived, the impact of foreign invea‘l:m:ent on economic and social
concerns Will influence not only policy but individual or corporate

hahavior.

There are two problems however with understanding the impact
of PFI. The first iz that PFI, especially in the late sixties and
seventies has taken on a more sophisticated character than Jdepicted
in stapdard neoclassical theary.zﬂ It follews that studying its

impact requires separating its different forms.

The second concernz a more technical gquestion. Being able to
trace the effects of PFI on a number of variables does not necessarily
imply a definite conclusion regarding impact. Any effect or impact
needs to be evaluated with the altermative situation without the PFI.
Obvicusly, witbout the PFI, the host country's economy would not

likely remain static.




Considerat jons of altersatrives without PEI ipdicate there
could be' a number of possible situations which must be accounted
for to measure Impact. In other words, impact could have a wide

range in view of this froblem.

One stremg argument says that PPl directly aifects the
balance of payments. Through the infilow of investments, the balance
of payments is immediately improved. OUn the otrher band, should
the production induced by PPl lead to reductions in imports, the
balance of payments is again affected in & positive sense. Negative
possibilities include PFI-induced income which &pills into imports,

repatriation, and ligquidation of investments.

Another strong argument points out the implied transfer of

technology that goes with PFI.”" The kpow-how inherent in research -
and knowledge - intensive industries (where a large number of PFI

is) is argued to redound to the benefit of the indigercus industries.
fne school suggeststhat even In these industries PFI is associated

with resource adaptation and conseguently will use rescurce

3 ;
intensities that reflect comparative advantage. There is however
no agreement here with respect to research results on the transfer

of technology impact.

& third effect is the peneraticn of additional government
revenue that comes with cperations arising from PFI. Sipce PFI

flows are determined by profitsbility the tax base would generally
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be large and thus revenue accruing to the host government. This does
not seem to be an important contribution since the argument is often
heard that multinaticnals and the establishment of subsidiaries
allow profits to be absorbed through transfer pricing. In fact, a
study of Japanese PFI reported unusually large losses in what may

. il
appear to bhe profitable wentures.

Then there is the impact on efficiency or productivity that
PFI brings. While there are findings that multinational enterprises
{(MNE) are more efficient than domestic firms in the same industries,

32

Parry = concludes that evidence iz not conclusive since more often

MHE'=s are larger thus ip part explaining efficiency differences.

PFI alsc affects employment, income and income distribution.
But theze are =zomewhat derivable from the initial and direct effects

of Investments.

A1l these forms of impact must be gauged not in their absolute
terms or even incremental values but compared with the alternative
values without PFI. For example, without PFI all its products would
be imported. PFI in this case creates a larger impact than otherwise.
But an alternative situation where local firms would evolve and
produce the sutput of PFI is equally a reascnable scenaric. Mpasuring

impact iz therefore guite difficult.




Studies on the impact of PFI in the Philippines are scarce
and each of limited scope. ﬂaﬁariag concentrates on the balance
of payments, Mason on factor use and technology transfer, Ensgu
on income, balance of payments, government taxes and private savings,

and Tauda35 on interlocking directorates and the preservation of

Filipino and Japanese holdings.

Philippine data are difficult to assemble much more ex<lel  them
into a framework measuring impact. Dasari's specification, based
on a survey of 17 firms in the manufacturing industry, is limited
to balance of payments effects. Here the finding is that the
"higher the degree of replacement of the foreign firm by imports...
the higher can be said to be the posirive contribution of foreign
investment. In other words, the lower the degree of replacement
potential of the local firm, the higher can be said to be the positive

e

contribution of the foreign firm. The firms in Tasari's sample

are mastly American PFI firms.

How one determines replacement potential can be partially
discerned from industry characteristics, degree of use of imported

inputs, and eventual export penetration.

i a7
In the Bos study of the Fhilippines, a large number of
effects are recognized but cnly a few marginal effects are explored.

These are income effects attributable to PFI (directly and indirectly),
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balance of payments effects, public savings effects, and private
gavings. The results vary according 1o the manufacturing subsector.
For example for the whole sector Iincome effect is about 9 percent of

FFT walue added, the balance of payments effect iz mcdest, and there

iz low public and private savings.

For chemical and allied products industries, the marginal
income effect is higher (tham average), while the balance of payments
effect is a surplus and both public and private savings are about the

dAVerame .

38 o
Mason = compared certain plant characteristics among local and

foreign (mainly Americans) firms in the same industry and found that
foraign firms employ just about the same capital per worker than

local firms in the same industry.

Tauwda's research work ha= traces of both determinants and impact.
The social implications of what he finds seem to be the more critieal
point. For example, much of Japanese investments in the Philippines
originate from cperations of Kigyo-Shudan or "big business" and
modern zajbatsu's or "fipnancial and industrial combines". Furthermore
Tsuda also traces the interlocking nature of Japanese investments and
the exclusive nature of Japanese foreign investors. From the host

country s point of wview, Tszuda finds that there are parallels of the
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Japanese kigyo-shudan and moderm zaibatsu in terms of family controlled
groups. Ome immediate conclusion is that Japanese PFI benefits a

small core group of Filipino corporate giants. A& more rigorous frame-
work howewver has to be pursued slong Tsuda's look in order to establish

causal linkages.

It iz not possible in this paper to directly discern the range
of impacts that Japanese foreign investments bring into tThe
Fhilippine=. However piven some caveats and data on the location of
Japanese PFI, one can allude to sooe of the Impacts.

When viewed against what knowledge is known from the sparse literature

briefly reviewed, broad orders of impact can be described.

Table 7 below shows some of the characteristics of the industries

where most of the Filipino-Japanese joint ventures are located.

The capital intensities of industries where most Filipine-
Japanese joint ventures are higher than the average for all manufacturing.
Basic metals and tramsport equipment industries have high capital labor
ratios compared with food and textile industries among the four major
industries. Given the earlier results of Mason's study and assuming
Japanese firms' characteristics follow typical FFI characteristics in
the Philippines it would seem that Japanese investments affect and

raise average capital intenzities. Conversely the amount of esployment
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TABLIE 7
Industry Characterigtics
of Major Filipino-Japanese Joint Ventures
19??P (pesog)

Capital _ Value Added Wage Per |
Indugtry Intensity Fer Worker © Worker i
|
Food (ISIC 20} 3, 798 13,815 £.637 |
Textile (ISIC 23 27,543 7,400 5,631 |

Basic Metals {ISIC 33} 37,4906 270457 9,70%
Transoart |

Equipment [ISIC 34) 30,705 0,708 8,424

All Mapnufacturing 23, 287 16,128 B, 753

Scurceé: Yearbook of Philippine Statistics, 1980 {NEQA).

P = prelimipary

a = walue of fiwed azzéts per total emplovyment i
b= wvorker includes paid and unpaid enplovees

c.= total payvroll for pald esplovess divided by
total paid emnloyvees
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generated per unit of Japanese capitval invested in Philippine

T—.

manufacturing is much lower than the average.

In terms of value added, food and textile industries have lower ;

than-average value added per worker while the opposite is true of

basic metals and transport equipment. The measure of value added,

espacially for joint ventures, is quite ambiguous if transfer pricing

is positive. This will be reflected in (abnormally) high cost of

materials and contract work and/or lower value of groas output. Ii an

argument is made that Japanese PFI carry with it better technology

than prevalent in the industry, its efficiency would be much higher.

Of course this can omly be known with direct knowledge of FFI value

added, and industry value added iz a poor indicator of its effects.

Except for textile, compensation per employee is significantly
higher than industry averages, at least for 1577. FRelative to the '
wage situation in the overall manufacturing industry, wages are
higher in industries where the Japanese capital are located. Again
this apparent positive contribution needs to be qualified in the
context of wage payments that are part of contractual work between

branches and home offices of multinaticnal corporations as vehicles of PFI.

What seems to be striking is the observation implied in Table 7
that wage as & proportion of value added is lowest whers average

compensation is highest and quite high (76 percent of value added for
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textile ipdustries) for the rest where average compensation is about

the same az all of manufactuwring.

In the final analysis, the guestion of impact must be raised
relative to effective replacement by indigenous firms and capital.
Here what might be independent factors are the technological intenzity
of industries, the comstraint of trade-mark licensing, capital
intensity, skill-intensive indigencus emploveent, and raw materials

supply. First of all, it is not clear whether capital flows would

have occurred in the absence of Japanese PFI, However, given the surge

of international loans through syndication in world capital markets
in the seventies, one can argue that private loens could equally have
been secured. Loan syndication {e.g. Eurcdollar market loamsz) depend
more generally on broad economic and political conditions as well as
peace and order which were conducive for financial flows. Thus this

peint does not seem To be unmigue with Japanese PFI.

Secondly., there is the gquestion of technological advances
brought about by direct foreign investment. This may wvary industry
by industry in manufacturing and indeed for some industries the
technological requirements may be quite large. But in the industries
where the major Filipino-Japanese joiat ventures are, technological
intensity does not Seem as strong as, say, industrial chemicals,

petroleum or plastic products industry.
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Third, the impact on employvment must be assessed in the light

of {a) the rate of erployment without the PFI and (b} the

incremental employment caused by the foreign investment. It Zeems |
that evaluating altermative employment levels without FFI is more

of a general equilibrium nature and difficult to arrive at anything

definite whether positive or negative. However what does appear to

be a clue is that if investments would have been forthcoming anyhow

employment impact would be the same and even greater if the alter-

native investment were in industries with higher labor absorption.

rinally, even if alternative private foreign investments were
fortheoming; what may be constraining iz associated trademark
licensing agreements from foreign firms. Loans may not become realized
investments because a manufacturing process is patented. Thus imports
%ill sti1l take place. In a one sense though this seems to be |
more of a social preblem {i.e. redirecting demand to close substitutes i
of the product Tequiring a different process) than an economic one.

Obviously, patents of processes are instruments of foreign participation

in investments.



21

Analytics of Foreign Investments: Trade and Investment

In an interesting comparison of Japanese and American direct
foreign investment, Hbjimauﬁ has hypothesized that Japanase PFI is
"rrade-~oriented” in comparison with American FFT which is "anti-trade
ariented”. The basis seems to be the obszervation that the industries
where Japanese PFI are in developing countries are these for which
Japan is losing comparative advantage (and the developing countries
gaining) such as textile and clothing, motor vehicle assembly and
glectrical machinery. On the other hand, Amerdican PFI is argued to
be carried by oligopolistic firms in new and emerging industries.

One implication of this ideaz is that trade balances with Japan for

s
o

those industries where there are Japanese investments would result

& surplus.

Before assessing the relation between trade and investment, it
might be useful ta consider three related points. First, it seems that
the direction of Japanese PFI in host country industries is not
inconsistent with a dynmamic wiew of PFI flows. There iz a substantial

lag of Japanese PFI relative to American FFI and thus it can be

expected that the former FFI flows are in import-substitution industries.

Over time however the pace will follow mature PFI's,



Second, protection of markets is & strong rationale for
substituting PFI in the face of heavy protection of domestic

indusrriass,

Fipally, it is not at all clear how direction of investments
can indicate the comparative advantage of a host country unless world

competitive conditions are allowed to dictate its directions,

At the aggregate level, it seems that Japanesze private investment
flows in the Philippines lead trade balancez by about 2 years, especially
in the decade of the seventies., This intuition iz more apparent if one
realizes that some requirements must be met before foreign investments

are allowed (of. Tahle 8 with Figure 1).

Following the earlier idemtification of four sectors as
comprising the bulk of Filipino-Japanese joint ventures it is possible
to extrapolate trade flows with Japan for items within these sectors.
As pointed out, one implication is the expectation of surplus trade balances
for these sectors if the trade orientation of Japanese PFI i=s true.
However, with the exception of fnﬂd,ui all sectors experienced heavy

trade dificits for the year 1978,

: Lz
It does not also appear to he true, as argued by ¥ojima, that
American investments are in highly concentrated industries and Japanese
investments are not. It was argued previously that indeed Japanese

investments are also predominantly in concentrated industries.
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Philippine Trade Patterns with Japan [by trade balance)
[f.e.b. value in thougsand U.E. dollars)

TRBLE 8

Year Exports ImpoY oE Trade Balance

1970 420,753 344,879 75,874

1271 398,570 359,100 15,470

1972 373,445 190,785 {17.336)

1973 674,523 518,518 155, 004

1974 945,207 BGdg 590 84,611

1975 864,957 956,297 (101, 294}

1976 621,455 97E, 418 (354.961)

19717 726,568 975,300 (248, 732)

1978 B1B, 381 1,285, 105 (466, T24) i

Source of Bagic Data: Central Bank of the Philippines Statisrical
Bulletin, 197E.
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Murk of trade and imvestrent relaticnships explored ip this
gub-gection are at best corsory. & greater amount of rigorous and
finer work is needed to be able to explain Japanese foreign investment

in terms of trade investments.

IIT. CONCLOSIONS, POLICY AND RESEARCH DIRECTIONS

This paper has reviewed Philippine-Japan economic relations in
terms of investment Flows. In this cootext, investments policies 7o

attract foreign capital were also reviewed.

The surge of Japanese investments worldwide draws corcern to
some quarters and this is po exception for the Thilippines. Although it
iz evident that the country's exposure to Japanese capital is slight.
there is no doubt that in the seventies the rate of investment flows
has been gquite high despite little changes in investment location and

Form.

The dearth of studies that specifically look at Japanese
investments in the Philippines precluodes conereté conclusions 1o he
drawn on such guestions as determinants, impact and relatiomship to
trade. What has been done here has been to rely on technical works
that investipate aggregate foreign investments and then rely on a
strong assumption that Japanese investments are no different from the

overall picture.
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on the hazis of this track scme tentative conclusions may be
drawp. First, profitability seems to be a strong determinamnt of
foreign investment, and there is no evidence that this i=s pot true
of Japanese PFI. One hypothesis explored is the influence of
protection on the distribution of FFl. Japanese PFI in the seventies
seem to have concentrated on industries with relatively high
protection rates. Second, saying something definite about impact
mich more measuring it is difficult. A strong argument is made
howsver that the impact of Japanese PFI may have been slight and may
even be negative. Third, on the aggregate there seem to be some
positive relationship between trade balance and Japanese FFI.
On a guite superficial lewel, it is difficult to substantiate some

of the explanations for the trade and investment relationship.

4 brief historical account of the policy environment for FFl
was summarized. What needs to be answered however is what the impact
is of the host of policies and incentives on the flow of PFI in the
Philippines. This seems to be a prior question before evaluating FFI

behavior.

One observation with regards to international capital flows in
+he seventies iz that most developing countries institute a host af

investments programs aimed for FFI. Ard the form magnitude and manner

seem to be similar across countries trying to attract PFI. Consaquently,
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a atrong argusent can be made that the impact of investment packages

on PFI flows iz somewhat newtral. Thus intermal economic, social

and political factors ultimately determine FFI flows. If so, there

is an implication that dismantling incentives will not necessarily
reduce foreign investment and may in fact correct economic distortions.
Thus other than standard provisions (e.g. property rights, repatriation)

the costs of incentives will be minimized.

The move towards greater trade liberalization ultimately
affects the pace and pattern of PFI. For example, with dismantling
of protection walls, some of the influences of FFI may assume a form
reflecting comparative advantage potemtials in a world market rather

than concentration on domestic markets.

A morae systematic study needs to be done with regard to this
latter point. And if liberalization iz pursued scross countries the
interpational flow of FFI iz bound to be determined by market forces

and international specialization.

Within the realm of Japanese PFI a more thorough fact-finding
regearch is necessary. The work done in thisz paper is omly a partial
attempt. HMore importantly, a structural study of Japanese PFI will

yield useful insights on the real contribution of foreign investments.
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Rezearch should cover determinants, impact and trade interactions.

Cnly with a wore systematic frame can obe be able to cast concrete

judgments about private foreign investments.

Frdd
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FOOTHUTES

lrhe source of data in this paper comes from Japanese sources.
It is possible {and should be pursued st 2 later point im this research)
to compile the data from Philippine =scurces, However this would be
subject to more vagaries. For one, there would be several sources for
monitoring Japanese PFI. Tor another the source in Japan would reflect
more of actual flows than in the Philippines which would be om an
approved basis,
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World Hank, 197%). pp. 34-35,

33bid.
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in the Philippines (umpublished Fh.D. dissertation, University of the
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