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Outline of Presentation

Objective: PH new industrial policy to
transform & upgrade industries, create
more & better jobs, reduce poverty

* Factors that constrain job creation in PH

 New Industrial Policy: facilitate inclusive
growth & poverty reduction

* Implementation Challenges

e Lessons learned from other countries in
pursuing industrialization



1. Stagnant manufacturing, no structural
change = non-inclusive growth

- Value Added Employment
average growth average share average share

80s 90s 20s 80s 90s 20s 80s 90s 20s

GDP 1.7 3.0 4.1 100 100 100 100 100 100
AGRI 1.1 18 3.0 23.9 20.8 18.9 49.6 43.2 36.1

IND 0.3 30 42 380 34.1 33.1 14.5 16.0 15.1
MFG 0.9 2.5 4.1 26.3 24.3 23.7 9.9 10.0 9.1
SER 33 36 5.8 40.4 42.4 480 359 40.9 488

d Lack of structural transformation
» Decline: failure of long-term strategy
d Services cannot provide all the needed jobs
= Unemployment 6.5%; underemployment 21% (A’15)



Structural transformation in
Thailand, Indonesia, China, IMlalaysia

Value Added Structure

PHILS THAILAND INDONESIA MALAYSIA CHINA

Year 90 99 10 90 99 10 90 99 10 9 99 10 90 99 10
AGRI 22 18 12 12 10 12 19 19 15 15 11 11 27 18 10
IND 34 30 33 37 40 45 39 43 471 42 46 44 42 49 41
-MFG 25 21 21 27 32 35 21 25 25 24 32 26 33 32 30
SERV 44 52 55 50 50 43 41 37 38 43 43 45 31 33 43

- PH remained outside league of Asian success
- PH poverty reduction has been much slower than in
China, Indonesia, Thailand, Malaysia, & Vietnam



Industrial Policy in Thailand & Malaysia

Manufacturing Share 1981-2011

35.00

30.00

25.00

— DD
=
o o
o o

Share, in %

e==sPH
e==TH
e MAL
e==s]NDO

2012 GDP/capita (current)
PH $2,588; TH $5,474 1980
PH $685; TH $683

Thailand 1997 Industrial
Restructuring Program
US$1.19 B: soft loans,
technical assistance to 13
industries

Malaysia 7t" Plan ‘95-"00:
new industrial policy to
move to high-tech
manufacturing, budget
allocation RM2.5B
(integrated steel mill,
wafer fabrication,
aerospace, petrochemical)



2. Inclusive growth needs a national
strategy for productive transformation

Recent growth has laid foundation for inclusiveness, but
U Unemployment & underemployment have remained high
U Manufacturing share remained unchanged
U Poverty & inequality persisted

Inclusiveness requires high & sustained growth, poverty
reduction & social protection programs, pro-active growth

policies & industrial strategy to create jobs
O Promote growth in manufacturing where labor-intensive & new &
high productivity jobs can be created: low, medium, high-skilled
workers
U Increase skills of the poor thru greater access to education
U Improve productivity in agriculture where half of the poor are

Structural change thru revival of manufacturing is essential
for job creation, poverty reduction & sustained development



PH New Industrial Policy

Goal: improve competitiveness & productivity

o Growth oriented action to upgrade industries, move up
the value chain, low productivity to high productivity,

informal to formal sector
o Remove obstacles to growth =» Investments

o Deepen participation in regional production networks

Role of Government: Coordination/facilitation
o Create proper environment for private sector
development
o Private sector, investment & entrepreneurship are
proximate cause of growth
GVC-focused industrial policy
o Define position in the GVC, how do we plug into
global/regional production networks
Cluster-based industrial strategy to build strong &

competitive regional economies
o Inter-firm cooperation & agglomeration



MANUFACTURING DRIVER for

STRUCTURAL CHANGE
VISION: globally competitive & strongly linked with other
sectors, a main growth driver Phase IIT
Phase I1 A 2022-202
2018-2021 @ -move to high tech
Phase I -high value added [jtransport
2014-2017 A activities equipment,
| ---upstream chemicals,
-automotive, " industries electrical
aerospace parts (chemicals, iron & machinery
electronics, steel) -manufacturing

~ garments, food,

---med-tech basic hubs in regional &
resource-based

& fabricated metal global production

industries,

chemicals, networks for auto,
furniture, tool & electr.omcs,

die, shipbuilding machinery,

garments, food



Strategy to make manufacturing an engine of growth
& source of more & better Jobs

Coordination

mechanism

Horizontal Vertical

measures measures \_l
Promotion i
Power, smuggling, * Close supply chain
logistics, molovment §aps )
infrastructure ST G
Improve regulation, market & exports

e HRD & skills

reduce cost of doing SME devel t
. evelopmen

business .
Competitive exchange Innovation & green
rate growth

open trade regime, sustainable macro policies, sound tax policies & administration,
efficient bureaucracy, secure property rights, institutions



Comprehensive National
Industrial Strategy (CNIS)

EXTERNAL FACTORS: GLOBALIZATION, REGIONAL/BILATERAL/MULTILATERAL

!

AGRICULTURE

IN'I:ERNAL FACTORS: GOVERNMENT POLICIES &PROGRAMS, INSTITUTIbNS,

* Integrate industries, close industry supply chain gaps,
address fragmentation of production systems

3 Major Channels: competition, innovation, productivity



AGRIBUSINESS: CATALYST TO DRIVE
REGIONAL ECONOMIC TRANSFORMATION

Transform & upgrade agriculture from traditional farming
to a globally competitive agribusiness sector

Phase I 2014-
2017

-rubber, coconut,
mangoes, coffee,
cacao, banana,
palm oil; other
high value crops
-supply chain gaps

Phase I1

-strengthen agro-
processing & its
linkages to
production

---R&D; strengthen
supply chains,
upgrade commodity
clusters; access to
technologies,
finance; regulatory
& certification
system

Phase III

-deepen
participation in
GVC

---PH as
agribusiness
regional hub



SERVICES: GLUE THAT BINDS ALL
SECTORS TOGETHER

Globally competitive services, create quality jobs, move

up the value chain, enable structural transformation
Phase III
2022-2025

Phase I 2014-
2017

-tourism,
construction, ship
repair, MRO
aircraft
-accelerate
infrastructure
investments
-Logistics

-ITBPM

Phase I1
2018-2021 4

-education, design,
R&D, finance,
infrastructure
-engineering &
services embedded
in manufacturing
-HRD & skills
training, innovation
ecosystem linked
with manufacturing

- PH as regional
hub ---training

- upgrade
services esp
manufacturing
related services
to sustain growth
& job creation



3. Implementation challenges

Industry support programs, no one size fits all approach,
need to understand each industry, strategic measures
tailored to specific industry circumstances

o programs to support emerging industries, integration in
global value chains, linkages promotion

o Create space for MSMEs
o a more modern BOI Omnibus Investment Code

o walk on two legs to support both domestic & global
markets

Political support, commitment by political leadership
Executive Order on Industry Development Council

Late industrial latecomer: cannot simply copy IP strategies of
other countries

o High entry barriers in a global economy characterized
by global value chains

o Upgrading in GVCs offer opportunities but entry not easy

o Crafting correct pace for reform & providing temporary
support while allowing for technological learning



Transforming Regional Economies
Successful structural change relies on the strength of regional economies
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Imbalances: NCR, Calabarzon, Central Luzon: largest share of GDP;
highest manufacturing share to GRDP; highest unemployment

ARMM, CARAGA, IVB,V, IX: poverty incidence persistently high

Industrial policy efforts in the regions: improve productivity in
agriculture where half of the poor are, agribusiness



Strengthening institutional coordination

Philippine Industry Development Council

Eminent Persons Industry Development Council
Group (EPG) (1DC) IDC Secretariat
5 industry leaders

IDC Executive Committee

DTI - Chairman
11 representatives from government; 7 private sector, 1
academe, 1 research institute/think tank, 1 labor, 1 CSO

IDC Technical Committee

DTI - Chairman
* DTI, NEDA, DA, DOF, OP; Private sectors representatives

« Strengthen coordination with other agencies affecting the
operations of industries & roadmap implementation

* Reconciling varying mandates among government
agencies: DA, DOEF, BIR, BOC, DOST, CHED, DENR, DOTC,
DOE, DILG, LGUs, etc
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Attracting FDI

FDI Inflows, annual 1970-2013 (million US$)
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Viet Nam

« 2013-2014:PH ($3.9B; 6.2B) still lags behind Indonesia ($18B;
25.9), Malaysia ($12.3; 10.6B), Thailand ($12.9B; 12.7B),
Singapore ($63.8B; 67B ), & Vietnam ($8.9B

* aggressive marketing/promotion program to attract FDI esp.
technology intensive, target companies to fit our IP strateqgy



4. Lessons Learned from Other Countries

* 7%+ average growth for 25+ years (Growth Commission 2008)
o Fully exploited the world economy
o Maintained macroeconomic stability
o High saving & investment: 25%+ national saving rate
o Allowed markets to allocate resources
o Had committed, credible, & capable governments

o Industrial policy: way to jump-start process subject to
certain disciplines

* Most countries that successfully transformed from an agrarian
to a modern economy pursued an IP

* [P debate should no longer be for or against but how to
design & govern industry policies: level of intervention

* Right balance: doing too little & intervening too much
i f !

W MI arke:t Non targeted SSP Targeted SSP

>




THANK YOU!

PH Manufacturing Roadmap takes a modern & pragmatic
perspective on industrial policy

* recognises the need for proactive IP in a country with declining
TFP, no structural change, declining gross domestic investment as
a percentage of GDP, declining FDI

* notes that removing the obstacles to growth is not enough,
growth-oriented action is needed

e addresses horizontal and selective policies

* highlights coordination failure as a key (rather than subsidies),
establishes industry councils

* recognises that implementation will be private-sector led,
industry councils

* aims to attract FDI proactively in technology-intensive sectors.

Tilman Altenburg, DIE
28 April 2015, Manila

For more information, visit our website
industry.gov.ph




